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Chapter One: Concept Of Strategic Human Resources
Management

Introduction To Strategic Human Resource Management:
As confirmed by several researchers, Business objectives are accomplished when

human resource practices, procedures and systems are developed and implemented based on
organizational needs, that is, when a strategic perspective to human resource management is
adopted. We will explore, in this chapter, what this involves. That includes certain points as:
- A definition of strategic human resource management (SHRM).
- An analysis of its underpinning concepts the resource-based view and strategic fit.
- A description of how strategic HRM works, namely the universalistic, contingency and
configurational perspectives and the three approaches associated with those

perspectives — best practice, best fit and bundling.

Definition Of Strategic HRM:

Strategic HRM is an approach that defines how the organization’s goals will be achieved

through people by means of HR strategies and integrated HR policies and practices.

In addition to this definition, there are many others that we can propose to the strategic
HRM include:

e Strategic HRM is concerned with ‘seeing the people of the organization as a strategic

resource for the achievement of competitive advantage’ (Hendry and Pettigrew, 1986).

e ‘A set of processes and activities jointly shared by human resources and line managers

to solve people-related business problems’ (Schuler and Walker, 1990).



e ‘The macro-organizational approach to viewing the role and function of HRM in the
larger organization’ (Butler et al, 1991).

e ‘The pattern of planned human resource deployments and activities intended to enable
an organization to achieve its goals’ (Wright and McMahan, 1992).

e ‘The central premise of strategic human resource management theory is that successful
organizational performance depends on a close fit or alignment between business and

human resource strategy’ (Batt, 2007).

Basis Of Strategic HRM:
The Strategic HRM is based on three elements, as it is indicated in the literature review in

field of HRM:

e The human resources or human capital of an organization play a strategic role in its
success and are a major source of competitive advantage.

e HR strategies should be integrated with business plans (vertical integration). As Allen
and White (2007) describe, ‘The central premise of strategic human resource
management theory is that successful organizational performance depends on a close
fit or alignment between business and human resource strategy.” Another studies also
believe that The major focus of strategic HRM should be aligning HR with firm
strategies.

e Individual HR strategies should cohere by being linked to each other to provide mutual
support (horizontal integration). Strategic HRM can be regarded as a mindset
underpinned by certain concepts rather than a set of techniques. It provides the

foundation for strategic reviews in which analysis of the organizational context and



existing HR practices leads to choices on strategic plans for the development of overall
or specific HR strategies. But strategic HRM is not just about strategic planning; it is
also concerned with the implementation of strategy and the strategic behavior of HR
specialists working with their line management colleagues on an everyday basis to
ensure that the business goals of the organization are achieved and its values are put

into practice.

Principles of Strategic HRM:
To ensure the achievement of the strategic goals of the organization and as a means of

developing integrated HR strategies, strategic HRM respect seven principles set out by
Ondrack and Nininger (1984) which are:

1. There is an overall purpose and the human resource dimensions of that purpose are

evident.

2. A process of developing strategy within the organization exists and is understood, and

there is explicit consideration of human resource dimensions.

3. Effective linkages exist on a continuing basis to ensure the integration of human resource

considerations with the organizational decision-making process.

4. The office of the chief executive provides the challenge for integrating human resource

considerations to meet the needs of the business.

5. The organization of all levels establishes responsibility and accountability for human

resource management.

6. Initiatives in the management of human resources are relevant to the needs of the business.



7. It includes the responsibility to identify and interact in the social, political, technological

and economic environments in which the organization is and will be doing business.

Aims of Strategic HRM:
The major aim of Strategic HRM is to generate strategic capability by ensuring that

organization has the skilled, engaged and well-motivated employees it needs to achieve

sustained competitive advantage.

In this context, the strategic goal of strategic HRM will be always to ‘create firms which
are more intelligent and flexible than their competitors’ as confirmed by the literature by

hiring and developing more talented staff and by extending their skills base.

Certain studies state that there are several goals of Strategic human resource

management. Its concern is to ensure that:

(1) human resources (HR) management is fully integrated with the strategy and strategic

needs of the firm.
(2) HR policies cohere both across policy areas and across hierarchies.

(3) HR practices are adjusted, accepted and used by line managers and employees as part of

their everyday work.

Different Views Of Strategic HRM Concept:
The literature review conducts us to three different views of Strategic HRM, namely the

resource-based view, strategic fit and strategic flexibility. That we propose in the
following:



When we declare that the philosophy of strategic HRM is based on the resource based
view, This states that it is the range of resources in an organization, including its human

resources, that produces its unique character and creates competitive advantage.

The resource-based view provides a durable basis for strategy and builds on and provides
a unifying framework for the field of strategic human resource management. In addition to
this point, the literature review states that competitive advantage arises first when firms
within an industry are heterogeneous with respect to the strategic resources they control and,
second, when these resources are not perfectly mobile across firms and thus heterogeneity

can be long-lasting.

Creating sustained competitive advantage therefore depends on the unique resources and
capabilities that a firm brings to competition in its environment. These resources include all
the experience, knowledge, judgement, risk-taking propensity and wisdom of individuals

associated with a firm.

For a firm resource to have the potential for creating sustained competitive advantage it

should have four attributes: it must be:
( valuable, rare, imperfectly imitable and non-substitutable).

To discover these resources and capabilities, managers must look inside their firm for
valuable, rare and costly-to imitate resources, and then exploit these resources through their

organization.

Another researcher also argues that competitive advantage through people resources arises
because :



= there is heterogeneity in their availability in the sense of the differences that exist between
them across firms in an industry.

= they are immobile in the sense that competing firms may be unable to recruit them.

In addition, Four criteria that govern the ability of a resource to provide sustained

competitive advantage, namely

the resource must add positive value to the firm,
e the resource must be unique or rare among current and potential competitors,
e the resource must be imperfectly imitable, and

e the resource cannot be substituted with another resource by competing firms.

Resource-based strategic HRM can produce human resource advantage. This means
strategic fit between resources and opportunities, obtaining added value from the effective
deployment of resources, and developing people who can think and plan strategically in the
sense that they understand the key strategic issues and ensure that what they do supports the

achievement of the business’s strategic goals.

Finally, we can say that the significance of the resource-based view of the firm is that it
highlights the importance of a human capital management approach to HRM and provides the
justification for investing in people through resourcing, talent management and learning and

development programmes as a means of enhancing competitive advantage.

As explained by certain researchers, strategic fit refers to the two dimensions that
distinguish strategic HRM: °‘First, vertically, it entails the linking of human resource
management practices with the strategic management processes of the organization. Second,

horizontally, it emphasizes the coordination or congruence among the various human



resource management practices.’

Strategic flexibility is defined as the ability of the firm to respond and adapt to changes in
its competitive environment. Environmental changes will affect a flexibility strategy. In a
stable, predictable environment the strategy could be to develop people with a narrow range
of skills (or not to develop multi-skilled people) and to elicit a narrow range of behaviour.
However, In a dynamic, unpredictable environment, organizations might develop organic HR
systems that produce a human capital pool with people possessing a wide range of skills who
can engage in a wide variety of behaviours. The need is to achieve resource flexibility by
developing a variety of ‘behavioural scripts’ and encourage employees to apply them in
different situations, bearing in mind the increased amount of discretionary behaviour that

may be appropriate in different roles.

It can be argued that the concepts of strategic flexibility and fit are incompatible. Fit
implies a fixed relationship between HR strategy and business strategy, but the latter has got
to be flexible, so how can good fit be maintained? But we see that the concepts of fit and
flexibility are complementary — fit exists at a point in time, while flexibility has to exist over

a period of time.

Perspectives On Strategic HRM:
Most researchers in the field identify three HRM perspectives:

e The universalistic perspective which indicate that some HR practices are better than
others and all organizations should adopt these best practices. There is a universal

relationship between individual best practices and firm performance.



e The contingency perspective which indicate that in order to be effective, an
organization’s HR policies must be consistent with other aspects of the organization.
The primary contingency factor is the organization’s strategy. This can be described as
‘vertical fit’.

e The configurational perspective which indicates that it is a holistic approach that
emphasizes the importance of the pattern of HR practices and is concerned with how
this pattern of independent variables is related to the dependent variable of
organizational performance. Organizational configuration has been defined as ‘any

multi-dimensional group of conceptually distinct characteristics that commonly occur.

In this context, certain studies define three ideal strategic types of organizations — the
prospector, the analyser and the defender — as a configurational concept, and also mention
MacDuffie’s (1995) research, which identified specific configurations or ‘bundles’ that
enhance firm performance. Confusingly, configuration as described by certain researchers

appears to have two meanings:

1) the degree of fit between a total HR system and an organizational type.
2) the extent to which HR practices are linked together into a total system.

A way of resolving this confusion was suggested by Richardson and Thompson (1999)
(cited in Armstrong, 2004). They proposed adopting the commonly used terms of best-
practice and best-fit approaches for the universalistic and contingency perspectives and

‘bundling’ as the third approach. We will develop these approaches below:

This approach is based on the assumption that there is a set of best HRM practices and



that adopting them will inevitably lead to superior organizational performance. They are

universal in the sense that they are best in any situation.

But the ‘best practice’ rubric has been attacked by a number of commentators. Certain
comment that the notion of a single set of best practices has been overstated: ‘There are
examples in virtually every industry of firms that have very distinctive management
practices. Distinctive human resource practices shape the core competencies that determine
how firms compete.” Another study has also criticized the best-practice or universalist view
by pointing out the inconsistency between a belief in best practice and the resource-based
view, which focuses on the intangible assets, including HR, that allow the firm to do better
than its competitors. It asks how can ‘the universalism of best practice be squared with the
view that only some resources and routines are important and valuable by being rare and

imperfectly imitable?”’

In accordance with contingency theory, which emphasizes the importance of interactions
between organizations and their environments so that what organizations do is dependent on
the context in which they operate, it is difficult to accept that there is any such thing as
universal best practice. What works well in one organization will not necessarily work well in
another because it may not fit its strategy, culture, management style, technology or working

practices.

The best-fit approach emphasizes that HR strategies should be contingent on the context,
circumstances of the organization and its type. ‘Best fit’ can be perceived in terms of vertical
integration or alignment between the organization’s business and HR strategies. There is a

choice of models, namely life cycle, competitive strategy, and strategic configuration.



The life cycle model is based on the theory that the development of a firm takes place in
four stages: start-up, growth, maturity and decline. This is in line with product life cycle
theory. The basic premise of this model is: Human resource management’s effectiveness
depends on its fit with the organization’s stage of development. As the organization grows
and develops, human resource management programmes, practices and procedures must
change to meet its needs. Consistent with growth and development models it can be
suggested that human resource management develops through a series of stages as the
organization becomes more complex. In a start-up phase, management of the HR function
may be loose and informal; it may even be performed by the founder/owner. As the
organization experiences high growth in sales, products and markets, the demand for new
employees increases. This demand is beyond the capacity of the founder and line managers to
handle. The organization typically responds to this pressure by adding more formal structure
and functional specialists, including HR. The role of HR in this high-growth stage is to attract
the right kinds and numbers of people, but it is also the time for innovation and the
development of talent management, performance management, learning and development and
reward policies and practices. As the organization matures, HR may become less innovative
and more inclined to consolidate and develop existing practices rather than create new ones.
In the decline stage HR may not have the scope to engage so wholeheartedly with the
programmes operating in maturity. HR might well be involved in the difficult decisions that

follow downsizing and being taken over.

In the Best fit and competitive strategies perspective, Three strategies aimed at
achieving competitive advantage have been identified by researchers:
e innovation — being the unique producer;

e quality — delivering high-quality goods and services to customers;

10



e cost leadership — the planned result of policies aimed at ‘managing away’

They described the HR characteristics of firms pursuing one or other of the three strategies
(Table 1.1).

Another approach to best fit is the proposition that organizations will be more effective
if they adopt a policy of strategic configuration by matching their strategy to one of the ideal
types defined by theories. This increased effectiveness is attributed to the internal consistency
or fit between the patterns of relevant contextual, structural and strategic factors. Miles and
Snow (1978) identified four types of organizations, classifying the first three types as ‘ideal’
organizations:

1. Prospectors, which operate in an environment characterized by rapid and
unpredictable changes.

2. Defenders, which operate in a more stable and predictable environment than
prospectors and engage in more long-term planning. Their emphasis is on defending
their markets, and they do little research and development. Defenders focus on
efficiency by relying on routine technologies and economies of scale.

3. Analysers, which are a combination of the prospector and defender types. They
operate in stable environments like defenders and also in markets where new products
are constantly required like prospectors.

4. Reactors, which are unstable organizations existing in what they believe to be an
unpredictable environment. They lack consistent, well-articulated strategies and do not
undertake long-range planning.

11



table (1.1): Fitting HR characteristics to competitive strategies

Innovation Strategy Cruality Strategy Lost Leadership Strategy

Jobs that require closae
interaction and coordination
among groups of individoals.

Relatively fixxed and explicit jok
descriprions.

Pemormance appraisals that High lewvels of Marrowly designed jobs amd
are more likely to reflect employes career paths that encourage
longer-term and group-based participaion. specialization.

achievements. Shore-tenm and results-orienved

appraisals.

Jobs that allow employees o Aoming of growp and Close monitoring of market pay
develop skills that camn e used  individoal criteria fior levels for use in making
in other positions in the firm. appraisal that is mostly compensation decisions.

short-term and results-
orienbed.

Compensation systems that Relative egalitariamn Minimal levels of emploves
emphasize intermal equity treatmaent of employeas training and development.
rather than extermal or market- and some guarantecs of

based equity. employes securiny

Fay rapes that tend to e how EXLENSIVE ar Fractices that masnmize

but allow employees o bhe Continuous training efficiency by providing means
stockholders and have more and development of for management to monitor amnd
frecdom o choose the mix of  employeos, control closely the activities of
COMponents. employees.

Broad carcer paths o reinforce
the development of a wide
range of skills.

Source: Schuler and Jackson (1987) cited in Armstrong (2008)

The best-fit model seems to be more realistic than the best-practice model. As certain
researchers point out. The inescapable conclusion is that what is best depends. It can

therefore be claimed that best fit is more important than best practice.

But there are limitations to the concept of best fit. Best-fit models tend to be static and
don’t take account of the processes of change. They neglect the fact that institutional forces
shape HRM — it cannot be assumed that employers are free agents able to make independent

decisions.

Bundling:

Another opinion given by certain researchers, A strategy’s success turns on combining
“vertical” or external fit and “horizontal” or internal fit. They conclude that a firm with
bundles of associated HR practices should have a higher level of performance, providing it

also achieves high levels of fit with its competitive strategy. ‘Bundling’ is the development

12



and implementation of several HR practices together so that they are interrelated and
therefore complement and reinforce each other. This is the process of horizontal integration,
which is also referred to as the use of ‘complementarities’.

The aim of bundling is to achieve high performance through coherence, which is one of
the four ‘meanings’ of strategic HRM defined by Hendry and Pettigrew (1986). Coherence
exists when a mutually reinforcing set of HR policies and practices have been developed that
jointly contribute to the attainment of the organization’s strategies for matching resources to
organizational needs, improving performance and quality and, in commercial enterprises,
achieving competitive advantage.

The process of bundling HR strategies is an important aspect of the concept of strategic
HRM. In a sense, strategic HRM is holistic; it is concerned with the organization as a total
system and addresses what needs to be done across the organization as a whole. It is not
interested in isolated programmes and techniques, or in the ad hoc development of HR
practices.

Following research in 43 automobile processing plants in the United States, Pil and
MacDuffie (1996) established that, when a high-involvement work practice is introduced in
the presence of complementary HR practices, not only does the new work practice produce

an incremental improvement in performance but so do the complementary practices.

One way of looking at the concept is to say that coherence will be achieved if there is an
overriding strategic imperative or driving force, such as high performance, customer service,
quality, talent management or the need to develop skills and competences, that initiates
various processes and policies designed to link together and operate in concert to deliver

results.

13



The Reality Of Strategic HRM:
Strategic HRM has been a happy hunting ground for academics over many years. It

should also be borne in mind that strategic HRM is a mindset, which only becomes real when
it produces actions and reactions that can be regarded as strategic, in the form of either
overall or specific HR strategies or strategic behaviour on the part of HR professionals

working alongside line managers.

As modeled in Figure 1.2 strategic HRM is about both HR strategies and the strategic
management activities of HR professionals. There is always choice about those strategies and

the strategic role of HR, and this choice is based on strategic analysis.

Figure 1.2: Strategic HRM model

Strategic HRM

HR strategies — Strategic management —
overall/specific strategic role of HR

Strategic choice

1

Strategic analysis

The theory addresses major people issues that affect or are affected by the strategic
plans of the organization, provides a rationale for having an agreed and understood basis for
developing and implementing approaches to people management that take into account the
changing context in which the firm operates and its longer-term requirements, and ensures

that business and HR strategy and functional HR strategies are aligned with one another. It

14



demonstrates that:

e creating sustained competitive advantage depends on the unique resources and
capabilities that a firm brings to competition in its .

e competitive advantage is achieved by ensuring that the firm has higher quality people
than its competitors .

e the competitive advantage based on the effective management of people is hard to
imitate .

e the challenge to organizations is to ensure that they have the capability to find,
assimilate, compensate and retain the talented individuals they need .

e it is unwise to pursue so-called ‘best practice’ without being certain that what happens
elsewhere would work in the context of the organization.

e best fit is preferable to ‘best practice’ as long as the organization avoids falling into the
trap of ‘contingent determinism’ by allowing the context to determine the strategy .

e the search for best fit is limited by the impossibility of modelling all the contingent
variables, the difficulty of showing their interconnection, and the way in which
changes in one variable have an impact on .

e Dest fit can be pursued in a number of ways, namely by fitting the HR strategy to its
position in its life cycle of start-up, growth, maturity or decline, or the competitive
strategy of innovation, quality or cost leadership, or the organization’s ‘strategic
configuration’, eg the typology of organizations as prospectors, defenders and .

e improved performance can be achieved by ‘bundling’, ie the development and
implementation of several HR practices together so that they are interrelated and

therefore complement and reinforce each .

Case study of Strategic HRM in Wal-Mart Stores

15



Corporate strategy and HR strategy at Wal-Mart
Walmart purchased massive quantities of items from its suppliers to form scale economy, and with the

efficient stock control system, help in making its operating costs lower than those of its competitors. It also
imported many goods from China, “the world factory” for its low cost.

Managers engage in three levels of strategic planning (Gary Dessler, 2005): the corporate-level strategy; the
business-level strategy and the function-level strategy. The functional strategy should serve the overall
company strategy so the corporate strategy could be implemented more effectively and efficiently.

The basic premise that underlying SHRM is that organizations adopting a particular strategy require HR
practices that are different from those required by organizations adopting alternative strategies (Jackson &
Schuler, 1995). Generally, there are two primary SHRM theoretical models the universalistic best practices
and the contingency perspective of “best fit”. The contingency perspective of “best fit elucidates that the
individual HR practices will be selected based on the contingency of the specific context of a company. As
Wal-Mart has different corporate strategy with those retailers with differentiation strategy, which actually
cultivates the primary contingency factor in the SHRM literature. What’s more, we should be reminded that
the individual HR practices will interact with firm strategy to result in organizational performance, and this
interaction effects make the “universal best practices” may not apply so well in a specific company.

The following part we’ll examine the “fitness” of HR practices in Walmart with this theoretical model, which
is obviously also the integration process of HR practices with the contingency variables to some extent.

From the recruitment. For example, the New York Times (January 2004) reported on an internal Walmart
audit which found “extensive violations of child-labor laws and state regulations requiring time for breaks
and meals.” The cheap price of children labors and minors make it earn more cost competitive advantage
over other companies. Walmart also faced a barrage of lawsuits alleging that the company discriminates
against workers with disabilities, for the recruitment of these people means providing more facilities for them
and the loss of efficiency to some extent.

From training perspective, through training on behavioral requirement for success and encouragement,
Walmart tried to adjust the employee behaviors and competencies to what the company’s strategy requires,
that is to low down cost more. This logic is also embodied in its “lock-in” of its nighttime shift in various
stores. Through this enforced policy, Walmart tried to prevent “shrinkage” behavior of its employees, to

eliminate unauthorized cigarette breaks or quick trips home.
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From the performance management perspective, Walmart made very high demanding standards and job
designs. The New York Times reported Walmart had extensive violations of state regulations requiring time
for breaks and meals. There are so many instances of minors working too late, during school hours, or for too
many hours in a day, for the performance appraising just force them to do so. In the Career management,
Walmart also goes great lengths to reduce cost, there are many cases that women sued Walmart for its
discriminated policy against women by systematically denying them promotions and paying them less than
men did. Women are pushed into “female” departments and are demoted if they complain about unequal
treatment just for more cost reduction against its competitors.

From the compensation management perspective, Walmart has also showed very aggressive HR policies and
activities. Walmart imported $15 billion worth of goods from china, for not only the strategic consideration
of supplier chain economy, but also Walmart has some factories in china, whose products are branded with
Walmart name. With this method, Walmart pays much less to Chinese labors in this “world-factory” and earn
some advantages, so we could just see how the Walmart corporate strategy is just intensely integrated with its
HR policy. In 2002, operating costs for Walmart were just 16.6 percent of total sales, compared to a 20.7
average for the retail industry as a whole, which supported greatly the overall strategy. Walmart workers in
California earn on average 31 percent less than workers employed in other large retail business. Actually,
with other operating and inventory costs set by higher-level management, store managers must turn to wages
to increase profits, and Walmart expects the labor costs to be cut by two-tenths of a percentage point each
year.

From the employee benefit and safety perspective, workers eligible for benefits such as health insurance must
pay over the odds for them. In 1999, employees paid 36 percent of the costs. In 2001, the employee burden
rose to 42 percent. While in the US, large-firm employees pay on average 16 percent of the premium for
health insurance. Unionized supermarket workers typically pay nothing. Walmart was frequently accused of
not providing employees with affordable access to health care, but the top managers and HR managers know
their focus was just to try their most to implement Walmart’s corporate strategy.

Finally, from the labor relations perspective, Sam Walton sought to bring great value through aggressive
discounting to customers. Because unionized supermarket workers typically pay nothing, Walmart has strong

anti-union policy. Allegations of firing workers sympathetic to labor organizations have been made, all new
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employees are shown a propaganda video tape, which said joining a union, would have bad implication for
them, and the employees should never sign a union card. In the UK it was reported in the Guardian that
Walmart is facing the prospect of a bruising legal battle with the GMB trade union in a row over collective
bargaining rights, for the union would not accepting Walmart withdrew a 10% pay offer to more than 700
workers after they rejected a new package of terms and conditions, which included giving up rights to
collective pay bargaining. Here there may be some doubt why Walmart has recently allowed unionization in
their stores in China, where unionization is mandatory. But actually this mandatory rule is made a long time
before Walmart walk into china, so why Walmart give up its persistence in not having a some unions, and its
former reason to China government is that it did not have any unions in its global working. So how do we see
Walmart’s compromise if that constitutes a “‘compromise”?

It has been argued that doing business in China is particularly difficult because of the higher relative
importance of personal relationships (guanxi), as opposed to the specification and enforcement of contracts
in the West (Davies et al, 1995). Walmart China has tried every effort to develop good relationships with
China government and other influence groups. So Walmart made this exception of have unionizations is just
in accordance with its corporate strategy and HR strategy. If it ignores the Chinese government’s firm rule,
its cost would just outweigh what it would save by organizing no unions in its labor relations management as
Walmart provides little power for Chinese workers as the unions are controlled by the state.

Therefore, from all those above content we know the human resource management is of strategic importance
to Walmart. Both the top managers and HR executives should pay more attention to the everyday
employment management. They should play more roles that are positive in training and using their human
resources, and maybe cultivating better organization culture, all of which may prove more cost saving, and
correspondingly help realize Sam Walton’s simple philosophy of “bringing more value to customers”.

Based on the Case Study, Answer the Following Questions : ( Do Not Copy & Paste )

Q1: Based on the HR system concept, illustrate the integration of the different HR activities practiced
by Walmart .

Q2: To what extend does Walmart attempts to achieve a strategic fit. Describe the corporate business
strategy adopted by Walmart and explain how the HR strategies are linked/aligned with the corporate
strategy .
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Q3:Describe five business/HR challenges that are facing Walmart Inc and then develop five HR
strategies that will help Walmart enhance its performance through effective management of its
employees.

Q4: Reference to the Six Component Model, describe the type of fit between HR strategy and the
institutional context. Explain to what extent the labour relations practices (with special focus to its

operations in China) of Walmart is aligned with the institutional context .
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Question for Chapter One:
Multiple Choices Questions

1. An approach that defines how the
organization’s goals will be achieved
through people by means of HR strategies
and integrated HR policies and practices is
called:

A. management

B. strategic management

C. strategic human resources management
D. human resource management

2. Itis one of the basics of SHRM

The human capital of an organization play

a strategic role in its success

B. The human capital of an organization did not
play a strategic role in its success

C. The human capital of an organization play a
trivial role in its success

D. The human capital of an organization play a
administrative role in its success

3. When we declare that HR strategies should
be integrated with business plans, we
indicate to:

A. Horizontal integration
B. Vertical integration
C. Vertical & horizontal integration
D. All of above is wrong

4. The following expressions resource-based
view, strategic fit and strategic flexibility
indicate to:

Aims of SHRM

Principles of SHRM

Basics of SHRM

All of above is wrong

oow>

True & False Questions:

Phase True or false
Resource-based strategic HRM can produce human resource advantage true
the ability of the firm to respond and adapt to changes in its competitive false
environment indicates to strategic fit
The universalistic perspective indicates that in order to be effective, an false
organization’s HR policies must be consistent with other aspects of the
organization
The contingency perspective indicate that in order to be effective, an true
organization’s HR policies must be consistent with other aspects of the
organization

Essay Questions:
1. Count five basics of SHRM.
2. Explain the different views of SHRM.
3.
4. What are the major principles of SHRM.

Define the Best-Practice Approach of SHRM.
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Chapter Two: Evolution Of HRM Roles

Introduction To Strategic Role Of HRM:
The role of HR management in organizations has been evolving dramatically in recent

years. The days of HR as the “personnel department”—performing record-keeping, paper
pushing, file maintenance, and other largely clerical functions—are over. Any organization
that continues to utilize its HR function solely to perform these administrative duties does not
understand the contributions that HR can make to an organization’s performance. In the most
financially successful organizations, HR is increasingly being seen as a critical strategic

partner and assuming far-reaching and transformational roles and responsibilities.

Taking a strategic approach to HR management involves abandoning the mindset and
practices of “personnel management” and focusing more on strategic issues than traditional
and operational issues. Strategic HR management involves making the function of managing
people the most important priority in the organization and integrating all HR programs and
policies within the framework of a company’s strategy. Strategic HR management realizes
that people make or break an organization because all decisions made regarding finance,

marketing, operations, or technology are made by an organization’s people.

Strategic HR management involves the development of a consistent, aligned collection of
practices, programs, and policies to facilitate the achievement of the organization’s strategic
objectives. It considers the implications of corporate strategy for all HR systems within an
organization by translating company objectives into specific people management systems.
The specific approach and process utilized will vary from organization to organization, but
the key concept is consistent; essentially all HR programs and policies are integrated within a

larger framework facilitating, in general, the organization’s mission and, specifically, its
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objectives.

Probably, the single-most important caveat of strategic HR management is that there is no
one best way to manage people in any given organization. Even within a given industry, HR

practices can vary extensively from one organization to another.

Establishing a strong HR strategy that is clearly linked to the organization’s strategy is not
enough. HR strategy needs to be communicated, practiced, and -perhaps most important—

spelled out and written down.

In this context, a recent study by global consulting firm “Price-Water-House Coopers”
found that those organizations with a written HR strategy tend to be more profitable than
those without one. It appears that writing down an organization’s HR strategy facilitates the
process of involvement. The study found that organizations with a specific written HR
strategy had revenues per employee that are 35 percent higher than organizations without a
written strategy and that those organizations with a written strategy had 12 percent less

employee absenteeism and lower turnover.

Strategic HR Versus Traditional HR
Strategic HR can be contrasted to the more traditional administrative focus of HR through

an examination of four different roles that HR can play in an organization. Ulrich (cited in
Mello, 2018) developed a framework, presented in Exhibit (2.1), which proposes an entirely
new role and agenda for HR that focuses less on traditional functional activities, such as
compensation and staffing, and more on outcomes. In this scenario, HR would be defined not

by what it does but rather by what it delivers.

Ideally, HR should deliver results that enrich the organization’s value to its customers, its

investors, and its employees. This can be accomplished through four roles: by HR becoming
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(1) a partner with senior and line managers in strategy execution; (2) an expert in the way that
work is organized and executed; (3) a champion for employees, working to increase
employee contribution and commitment to the organization; and (4) an agent of continuous
transformation who shapes processes and culture to improve an organization’s capacity for

change.
Exhibit (2.1): Possible Roles Assumed by the HR Function

| Strategic Focus
Strategic Partner Change Agent
il =
Administrative Expert Employee Champion

I Operational Focus |

The first role involves becoming a partner in strategy execution. Here, HR is held
responsible for the organizational architecture or structure. HR would then conduct an
organizational audit to help managers identify those components that need to be changed to
facilitate strategy execution. HR should then identify methods for renovating the parts of the
organizational architecture that need it. Finally, HR would take stock of its own work and set
clear priorities to ensure delivery of results. These activities require HR executives to acquire

new skills and capabilities to allow HR to add value for the executive team with confidence.

For decades, HR professionals have fulfilled an administrative function within their
organizations. In the administrative expert role, these individuals should shed their image of
rule-making police while ensuring that the required routine work still gets done effectively
and efficiently. This requires improving or rethinking a number of traditional HR functions,

such as benefits and selection, which now can be automated by using technology and

25



therefore be more cost-efficient. Such streamlining of functions would help HR professionals

become strategic partners in their organizations and enhance their credibility.

An organization cannot succeed unless its employees are committed to and fully
engaged in the organization and their jobs. In the new role of employee champion, HR
professionals are held accountable for ensuring that employees are fully engaged in and
committed to the organization. This involves, in part, partnering with line management to
enhance employee morale and training line managers to recognize—and avoid—the causes of
low morale, such as unclear goals, unfocused priorities, and ambiguous performance
management. It also involves acting as an advocate for employees, representing them and
being their voice with senior management, particularly on decisions that impact them

directly.

The pace of change experienced by organizations today can be confusing. As a change
agent, HR has to be able to build the organization’s capacity to embrace and capitalize on
new situations, ensuring that change initiatives are defined, developed, and delivered in a
timely manner. HR also needs to help the organization plan for and overcome any resistance
to change that might present itself. Particularly challenging are any efforts to alter the

organization’s culture.

A number of other models have been developed relative to the portfolio of roles that
HR can and/or should play in becoming a strategic partner in the knowledge-based economy.
The researchers found that for HR to build strategic credibility, new roles needed to be
assumed that expanded both the methods and processes traditionally used in HR. These roles
include human capital management, knowledge facilitator, relationship builder, and rapid
deployment specialist, as illustrated in Exhibit (2.2).
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Exhibit (2.2): HR Roles In Knowledge-Based Economy

Human capital steward
Knowledge facilitator
Relationship builder

Rapid deployment specialist

The human capital steward role involves the creation of an environment and culture in
which employees voluntarily want to contribute their skills, ideas, and energy. This is based
on the premise that unlike raw materials, plant, and equipment, human capital is not “owned”
by the organization; it can move freely from organization to another at the employee’s
passion. A competitive advantage can be maintained only when the best employees are
recruited, duly motivated, and retained.

The knowledge facilitator role involves the procurement of the necessary employee
knowledge and skill sets that allow information to be acquired, developed, and disseminated,
providing a competitive advantage. This process can succeed only as part of a strategically
designed employee development plan, whereby employees teach and learn from each other
and sharing knowledge is valued and rewarded.

The relationship builder role involves the development of structure, work practices,
and organizational culture that allow individuals to work together, across departments and
functions. To ensure competitiveness, networks need to be developed that focus on the
strategic objectives of the organization and how synergies and teamwork that lead to

outstanding performance are valued and rewarded.

The rapid deployment specialist role involves the creation of an organization structure
and HR systems that are fluid and adaptable to rapid change in response to external
opportunities and threats. The global, knowledge-based economy changes quickly and
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frequently, and success in such an environment mandates flexibility and a culture that

embraces change.

In addition to these models, a study sponsored by the Society for Human Resource
Management and the Global Consulting Alliance found that HR’s success as a true strategic
business partner was dependent on five specific competencies being displayed by HR, as
illustrated in Exhibit(2.3) below.

Exhibit( 2.3): five specific competencies being displayed by HR
SHRM Critical HR Competencies

- Strategic contribution
- Business knowledge

- Personal credibility

«  HR delivery

- HR technology

These competencies are radically different from those required in the past, when HR
played a more administrative role. The first—strategic contribution—requires the
development of strategy, connecting organizations to external constituents, and implementing
systems that align employee performance with company strategy. The second—business
knowledge—involves understanding the nuts and bolts of the organization’s operations and
leveraging this knowledge into results. The third—personal credibility—requires that
measurable value be demonstrated in programs and policies implemented. The fourth—HR
delivery—involves serving internal customers through effective and efficient programs
related to staffing, performance management, and employee development. The fifth—HR
technology—involves using technology to improve the organization’s management of itS
people.

Although the SHRM study identifies a set of competencies that all HR executives will
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need. Others conclude that HR roles may need to become more highly specialized. One set of
roles identifies five competencies that might easily become areas of specialization. The first
role is “chief financial officer” for HR, an individual who is an expert at metrics and financial
analysis and can argue the cost-effectiveness of various HR programs. The second role is
“internal consultant,” an individual who trains and empowers line managers to assume much
of the day-to-day responsibility for managing employees and understanding the legal aspects
of the employment relationship. The third role is “talent manager,” an individual who focuses
on finding, developing, and retaining the optimal mix of employees to facilitate the
organization’s strategic objectives. The fourth role is “vendor manager,” an individual who
determines which functions can be better handled internally or externally and assumes the
responsibility for sourcing and selecting vendors as well as managing vendor relations. The
fifth role is “self-service manager,” an individual who oversees the technology applications

of HR management, including all aspects of e-HR.

HR Employment Models

We have discussed above the focus on roles that HR needs to assume and
competencies that need to be demonstrated to ensure that HR be seen as a true strategic
partner as well as to facilitate high performance. This discussion has ignored the fact that
different organizations engage in different types of employment in pursuing their strategies.
To better understand these employment models, a system was developed by certain
researchers that identifies four different employment models and examines the types of HR

systems required by each.

Firstly, this system analyzed the characteristics of human capital by using two

dimensions. The first is its strategic value, or the extent of its potential to improve efficiency
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and effectiveness, exploit market opportunities, and/or neutralize potential threats. The
authors found that as the strategic value of human capital increased, the greater the likelihood
that the organization would employ it internally rather than externally. The second is its
uniqueness, or the degree to which it is specialized and not widely available. The authors
found that the more unique an organization’s human capital, the greater potential source of
competitive advantage it would provide. These two dimensions form the matrix, presented in

Exhibit(2.4), which identifies the four types of employment modes.
Exhibit(2.4): Models Of Employment

Lepak and Snell's Employment Models

Quadrant 4: Quadrant 1:
Alliances/ Knowledge-Based
High Partnerships Employment
Collaborative-Based HR Commitment-Based HR
Configuration Configuration
Unigqueness
Quadrant 3: Quadrant 2:
Contractual Work Job-Based
Low Arrangements Employment
Compliance-Based HR Productivity-Based HR
Configuration Configuration
Low High

Strategic Value

Quadrant 1 illustrates knowledge-based employment, human capital that is unique and
has high strategic value to the organization. This type of employment requires commitment-
based HR management. Commitment-based HR involves heavy investment in training and
development, employee autonomy and participation, employment security, and compensation

systems that are long term and knowledge based.
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Quadrant 2 illustrates job-based employment, human capital that has limited
uniqueness but is of high strategic value to the organization. This type of employment
requires productivity-based HR management. Less investment will be made in employees,
and the organization will seek to acquire individuals with the requisite skills rather than
provide training in skills that are generic. Shorter time frames will be established for

performance and rewards, and jobs will be more standardized.

Quadrant 3 illustrates contractual employment, human capital that is neither unique nor
of strategic value to the organization. This type of employment requires compliance-based
HR management. Structure and direction would be provided for employees and systems
established to ensure that employees comply with rules, regulations, and procedures. Workers
would receive little discretion, and any training, performance management, and compensation

would be based on ensuring compliance with the set work structures.

Quadrant 4 illustrates alliance/partnership employment, human capital that is unique
but of limited strategic value to the organization. This type of employment requires
collaborative-based HR management. Much of the work would be outsourced to an outside
vendor based on the sharing of information and establishment of trust. The organization
would select alliance partners who are committed to the relationship as well as the
organization’s success. Performance standards and incentives would be established that

mutually benefit both partners.

Strategic HR differs radically from traditional HR in a number of ways, as illustrated in
Exhibit (2.5). In a traditional approach to HR, the main responsibility for people management
programs rests with staff specialists in the corporate HR division. A strategic approach places
the responsibility for managing people with the individuals most in contact with them: their
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respective line managers. In essence, strategic HR would argue that any individual in an
organization who has responsibility for people is an HR manager, regardless of the technical

area in which he or she works.

Traditional HR focuses its activities on employee relations, ensuring that employees
are motivated and productive and that the organization is in compliance with all necessary

employment laws, as illustrated in the operational quadrants in Exhibit (1.4) above.

A strategic approach shifts the focus to partnerships with internal and external
constituent groups. Employees are only one constituency that needs to be considered. The
focus on managing people is more systemic, with an understanding of the myriad factors that
impact employees and the organization and how to manage multiple relationships to ensure

satisfaction at all levels of the organization.

Critical partners in the process include employees, customers, stockholders/owners,
regulatory agencies, and public interest groups. Traditional HR assumes a role of handling
transactions as they arise. These may involve compliance with changing laws, rectifying
problems between supervisors and subordinates, recruiting and screening applicants for
current needs, and basically responding to events after they happen. Strategic HR is much
more transformational and realizes that the success of any initiatives for growth, adaptation,
or change within the organization depend on the employees who utilize any changes in
technology or produce any changes in the organization’s product or service. HR therefore
plays more of a transformational role in assisting the organization in identifying and meeting
the larger challenges it faces in its external environment by ensuring that the internal

mechanisms that facilitate change are in place.
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Exhibit(2.5): Traditional HR Versus Strategic HR

Traditional HR Strategic HR

Responsibility for HR Staff specialists Line managers

Focus Employee relations Partnerships with internal and extemnal

customers

Role of HR Transactional change follower Transformational change leader and
and respondent initiator

Initiatives Slow, reactive, fragmented Fast, proactive, integrated

Time horizon Short term Short, medium, long (as necessary)

Control Bureaucratic—roles, policies, Organic—flexible, whatever is necessary
procedures to succeed

Job design Tight division of labor, Broad, flexible, cross-training, teams
independence, specialization

Key investments Capital, products People, knowledge

Accountability Cost center Investment center

Similarly, any initiatives for change coming from traditional HR are usually slow and
fragmented, piecemeal, and not integrated with larger concerns. Strategic HR is more
proactive and systemic in change initiatives. Rectifying a specific employee discipline
problem or moving to a new sales commission system are examples of the former approach.
Strategic HR is flexible enough to consider the various time frames (short, medium, and/or
long-run) as necessary to facilitate the development of programs and policies that address the
critical strategic challenges being faced by the organization. At the same time, these
strategically conceived initiatives must be developed and implemented in concert with other
HR systems.

As an example, the HR systems at Mercantile Bank were not developed independent of
each other. As the HR function evolved with subsequent mergers and acquisitions, HR
initiatives were developed in tandem with other HR programs and policies. For example, job
analysis procedures developed competencies that formed the basis for recruiting, testing,

performance feedback, and compensation programs. The performance feedback program was

33



developed in tandem with a succession planning program and incentive programs for high
performers. These types of integrated initiatives are one of the principal differences between

traditional and strategic HR management.

The traditional approach to HR manifests itself in bureaucratic control through rules,
procedures, and policies that ensure fair treatment of employees and predictability in
operations. Indeed, Strategic HR, on the other hand, realizes that such an approach limits an

organization’s ability to grow and respond to a rapidly changing environment.

Strategic HR utilizes control that is much more “organic,” or loose and free-flowing,
with as few restrictions on employee actions and behaviors as possible. Rather than being
bound by excessive rules and regulations, operations are controlled by whatever is necessary

to succeed, and control systems are modified as needed to meet changing conditions.

Traditional HR grew out of principles of scientific management and job specialization
to increase employee efficiency. A tight division of labor with independent tasks allowed
employees to develop specific skills and maintain a focus on their specific job
responsibilities. A strategic approach to HR allows a very broad job design, emphasizing
flexibility and a need to respond as change takes place in the external environment.
Specialization is replaced by cross-training, and independent tasks are replaced by teams and
groups - some of which are permanent, some of which are temporary, and many of which are

managed autonomously by the workers themselves.

The traditional approach to HR sees an organization’s key investments as its capital,
products, brand name, technology, and investment strategy. Strategic HR sees the
organization’s key investment as its people and their knowledge and abilities. This approach

realizes that competitive advantage is enjoyed by an organization that can attract and retain
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“knowledge workers” who can optimally utilize and manage the organization’s capital
resources. In the long run, people are an organization’s only sustainable competitive

advantage.

Finally, accountability for HR activities in the traditional approach considers functions,
including HR, as cost centers, with an emphasis on monitoring expenditures and charging
overhead to fiscal units. An investment approach considers returns as well as expenditures,

with attention paid toward the “value added” by HR activities.

Barriers to Strategic HR

Although the concept of strategic HR may make sense logically and intuitively, many
organizations have a difficult time taking a strategic approach to HR. A number of reasons

contribute to this.

The first is that most organizations adopt a short-term mentality and focus on current
performance. Performance evaluations and compensation throughout organizations tend to be
based on current performance. This is not surprising given the emphasis by most shareholders
and Wall Street on short-term organizational performance in terms of quarterly measures of
profitability and return on investments. CEOs need to focus on short-term quarterly financial
performance in order to retain their jobs. Several consecutive “down” quarters will often
result in dismissal. This philosophy then trickles throughout the organization. Rewards are
not provided for laying plans that may (or may not) provide significant gain three or five
years in the future. Most owners and investors do not take a long-term view of their
investments; they expect to see quarterly progress in wealth building. There are few, if any,
clear incentives for managers to think long term in making their decisions. Consequently,

although many organizations desire management decisions that will benefit the organization
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in the long run, rewards are based on short-term performance.

A second barrier to strategic HR is the fact that many HR managers do not think
strategically, given their segmented understanding of the entire business. HR management is
a complex and ever-changing function, requiring a tremendous amount of technical
knowledge. HR managers often have insufficient general management training to understand
the entire organization and the issues and challenges being experienced in the finance,
operations, and marketing departments. Consequently, their ability to think strategically may
be impaired, and their ability to influence colleagues in other functions may be limited.
Unless senior HR managers can appreciate these functional issues and speak the language of
these disciplines, they cannot fully contribute to the organization in a strategic manner nor

gain the support of managers in these areas.

A third barrier is that most senior managers lack appreciation for the value of HR and its
ability to contribute to the organization from a strategic perspective. Many simply understand
the traditional or operational function of HR and fail to realize the contributions HR can
make as a strategic partner. Managers throughout the organization often see the HR function
as providing unnecessary bureaucracy to their work and being more of an adversary than an
ally. Their perception of HR is that it is inflexible and rules oriented—*“You can’t do this.
You have to do that.”—and that it delays their ability to do their jobs (taking time to get job
descriptions written and approved, postings, delays, procedures). Although a key function of
HR is ensuring compliance with laws that regulate the employment relationship, many
managers see the HR function as detracting from their ability to do their jobs because of the

perceived added administrative work required by HR.

A fourth barrier is that few functional managers see themselves as HR managers and are
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concerned more with the technical aspects of their areas of responsibility than the human
aspects. Regardless of the function or technical specialty of a manager, any individual who
has responsibility for people is an HR manager. Although a controller, chief financial officer,
or information technology manager might not consider him or herself to be an HR manager,
any individual responsible for the performance of other employees is, in fact, an HR
manager. The role of HR as a strategic partner involves line managers assuming more
responsibility for day-to-day operational issues, with HR providing internal support or

assistance for employee relations rather than assuming full and sole responsibility for it.

A fifth barrier to strategic HR is the difficulty in quantifying many of the outcomes and
benefits of HR programs. With competitive pressures making organizations more bottom—
line oriented, programs that may not have any direct quantifiable benefit—such as team
building—may be disregarded or shelved. Senior HR managers consistently find resistance
toward resources being allocated to programs that have less tangible, measurable benefits
than those that do.

Another barrier to strategic HR is the fact that human assets are not owned by
organizations and, therefore, are perceived as a higher risk investment than capital assets.
Particularly in highly competitive industries where key executives may be recruited from
competitors, there is an incentive to invest less on employees than on technology and
information, which are more proprietary. Organizations adopting this mindset fail to realize
that it is the people who utilize the technology and information that provide an organization
with stellar performance and a competitive advantage; investments in these individuals can be
more critical than corresponding investments in technology and information. Although
technology and information constantly need to be replaced because of depreciation in their

value, an organization’s HR hold their value and can have this value enhanced by minimal
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investments in them.

Finally, strategic HR may be resisted because of the incentives for change that might
arise. Taking a strategic approach to HR may mean making drastic changes in how work is
organized; how employees are hired, trained, and developed; how performance is measured;
how employees are compensated; standards of performance; and relations between
employees and supervisors and among employees themselves. Because people tend to be
creatures of habit and enjoy maintaining the status quo—particularly older workers and those
with less training and skills—organizations often find resistance to any change initiatives.
Such significant changes can be very risky for those responsible for implementation if such
efforts fail. An organization that “punishes” those responsible for unsuccessful change
efforts, instead of looking at such endeavors as learning experiences, provides disincentives

for change.
Exhibit (2.6) summarizes these barriers.

Exhibit (2.6): Barriers Of Strategic HRM

Short-terrm mentality/focus on current performance

Inability of HR to think strategically

Lack of appreciation of what HR can contribute

Failure to understand general manager's role as an HR manager
Difficulty in quantifying many HR ocutcomes

Perception of human assets as higher-risk investments
Incentives for change that might arise

In Conclusion, Recognizing that a strategic approach to HR management needs to be
undertaken within the context of a specific organization is paramount to successful
implementation. Indeed, the key to achieving success is for HR managers to realize that
strategic HR can provide three critical outcomes: increased performance, enhanced customer

and employee satisfaction, and enhanced shareholder value, as outlined in Exhibit (2.7).
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These outcomes can be accomplished through effective management of the staffing,
retention, and turnover processes; selection of employees who fit with both the organizational
strategy and culture; cost-effective utilization of employees through investment in identified
human capital with the potential for high return; integrated HR programs and policies that
clearly follow from corporate strategy; facilitation of change and adaptation through a

flexible, more dynamic organization; and tighter focus on customer needs, key and emerging

markets, and quality.

Exhibit (2.7): Outcomes Of Strategic HR
Dutcomes of Strategic HF

Increased Customer and Enhanced
Performance Employee Satisfaction Shareholder Value
\ through /

¥

« Effective management of staffing, retention, and turnowver through
selection of employees that fit with both strategy and culture

+ Cost-effective utilization of employees through investment in
identified human capital with potential for high retention

+ Integrated HR programs and policies that clearly follow from
corporate strategy

« Facilitation of change and adaptation through a flexible, more
dynamic organization

+ Tighter focus on customer needs, key and emerging markets, quality
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Case study: Not at the Table — Case Study — By Dr. Sarah J. Smith

Kate worked in an industry that employed 90% male to 10% female employees. The company did
not attempt to avoid diversity and attract this high level of male to female workers. The majority of
jobs were in manufacturing and required long hours during spring and fall. Most employees were
expected to work outside during the heat of summer as well as add value when their jobs were
located in the refrigerated warehouses. A Fortune 200 company, this organization operated 28
production plants across the continental US. Three HRPs at the corporate office were expected to
provide support for all 28 production facilities, their employees, and the onsite management team.
The plant manager at one of the largest facilities realized the level of support from the HRPs was
less than it needed to be to support strategic goals and to build a culture of trust. The area plant
employees and management team were fortunate to see one of the corporate HRPs once per year.
The plant made a strategic decision: convert one of the full-time salary positions from production
duties to provide for an HRP for this location alone. When Kate arrived for her first day as the newly
hired HRP, neither her computer nor her phone extension was ready. The management team and
employees wondered where their performance was lacking to justify hiring an onsite HRP. Thus,

trust was low.

Management held deeply rooted paradigms about the HRPs importance onsite as well as what duties
the HRP should fulfill. When the first management meeting was conducted in the board room, Kate
was not invited. HR was not present around the large, oval strategy table. One long, thin sidewalk
connected the warehouses and employee break room to the front office. Two workers could not walk
side by side and the majority of employees were intimidated to make the walk up to the front office
building which housed the management team. It wasn’t’ long until Kate realized this phenomenon.
She did not feel trusted by some of the management team and she barely had a pulse on the
employees’ perceptions. Kate decided to park in the employee parking lot each day, versus the office

lot, in order to network with employees. Upon arrival, she would see people who were leaving from
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third shift and arriving for first shift. Kate timed her workday so when she left the plant at the end of
the day, she would see first shift employees as they went home and second shift employees as they
arrived to begin their workday. It wasn't long until the employees began to feel more comfortable
around Kate and the idea of having an HRP onsite. Kate ended up taking a notebook as she traveled
through the plant because employees would voice questions and concerns. Despite her progress with
the workforce, Kate never was invited to attend a management meeting, around the large oval table

in the conference room.

1. How would you describe the employees’ and managements’ perceptions of the HRP function

when Kate arrived?

2. Kate had the credentials and experience to be an effective HRP. However, before her arrival,
payroll and employee life cycle data was input by someone in the office without HR knowledge and
experience. Payroll errors were common and created frustration with the employees. Would you
classify this situation as a barrier to strategic success? What could Kate do to restore trust about

payroll with the employees?

3. The warehouse manager had a strong command and control leadership style, whereas the plant
manager realized employees added value to the organization. Turnover in the warehouse area was
high. Of the two leaders, which person would be best able to create high commitment and trust

within the organization? Which barrier to strategic success does success does this situation illustrate?
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Question for Chapter Two:

Multiple Choices Questions
Chose the right response for each question:

1. Itis one of the four roles of SHRM: 2. the fact that many HR managers do not think
A. partner with senior and line managers in strategically,  given  their  segmented
strategy execution understanding of the entire business is
B. expert in the way that work is organized A. Barrier of SHRM
and executed B. Basic of SHRM
C. champion for employees, working to C. Principle of SHRM
increase employee contribution and D. Concept of SHRM
commitment to the organization
D. All of above is true
3. In traditional Hr the responsibility for Hris: | 4. In strategic HR, the role of HR is
A. Line managers A. Transactional change follower and
B. Staff specialists respondent
C. Staff managers B. Transformational change leader and
D. Line specialists initiator
C. A+B
D. All of above is wrong

True & False Questions:

Phase True or false
The role of HR management in organizations has been evolving dramatically true
in recent years
Taking a strategic approach to HR management did not involve abandoning false
the mindset and practices of “personnel management” and focusing more on
strategic issues than traditional and operational issues
Traditional HR management involves the development of a consistent, false
aligned collection of practices, programs, and policies to facilitate the
achievement of the organization’s strategic objectives
The single-most important caveat of strategic HR management is that there true
is no one best way to manage people in any given organization

Essay Questions:
1. Count the major barriers of SHRM.

2. Compare between strategic & traditional HR.
3. What are the five specific competencies being displayed by HR.
4. The strategic role of HRM can be accomplished through four roles, count them.
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Chapter Three: HR Strategies

What Are HR Strategies?
HR strategies set out what the organization intends to do about its human resource

management policies and practices and how they should be integrated with the business
strategy and each other. They are described as internally consistent bundles of human
resource practices, and in other words, they provide a framework of critical ends and means.
Another view point suggest that A strategy, whether it is an HR strategy or any other kind of
management strategy, must have two key elements: there must be strategic objectives (things
the strategy is supposed to achieve), and there must be a plan of action (the means by which it

Is proposed that the objectives will be met).

Because all organizations are different, all HR strategies are different. There is no such
thing as a standard strategy, and research into HR strategy conducted several authors revealed
many variations. Some strategies are simply very general declarations of intent. Others go
into much more detail. But two basic types of HR strategies can be identified.

1) overall strategies such as high-performance working.
2) specific strategies relating to the different aspects of human resource management such as

learning and development and reward.

The Purpose Of HR Strategies?
The purpose of HR strategies is to articulate what an organization intends to do about its

human resource management policies and practices now and in the longer term, bearing in
mind the dictum that business and managers should perform well in the present to succeed in

the future. HR strategies may set out intentions and provide a sense of purpose and direction,
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but they are not just long-term plans. There is no great strategy, only great execution.

Overall HR Strategies
Overall strategies describe the general intentions of the organization about how people

should be managed and developed and what steps should be taken to ensure that the
organization can attract and retain the people it needs and ensure so far as possible that
employees are committed, motivated and engaged. There are four categories of overall

strategy:

1. An emergent, evolutionary and possibly unarticulated understanding of the required
approach to human resource management. This will be influenced by the business strategy as
it develops, the position of the organization in its life cycle, and the organizational
configuration (prospector, defender or analyzer). It will also be affected by the views,
experience and management style of the chief executive, senior managers and the head of

HR, whose influence will depend on position and credibility.

2. Broad-brush statements of aims and purpose that set the scene for more specific strategies.
They will be concerned with overall organizational effectiveness — achieving human resource
advantage by employing better people in organizations with better process and generally

creating a great place to work.

3. Specific and articulated plans to create bundles of HR practices and develop a coherent HR

system.

4. The conscious introduction of overall approaches to human resource management such as
high-performance management, high-involvement management and high-commitment

management. These overlap to a certain extent.
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High-performance management aims to make an impact on the performance of the
organization through its people in such areas as productivity, quality, levels of customer
service, growth, profits and, ultimately, the delivery of increased shareholder value. High-
performance management practices include rigorous recruitment and selection procedures,
extensive and relevant training and management development activities, incentive pay
systems and performance management processes. As a bundle, these practices are often
called high-performance work systems (HPWS). This term is more frequently used than
either high-involvement management or high-commitment management, although there is a

degree of overlap between these approaches and an HPWS.

The term high involvement was used by certain researchers to describe management
systems based on commitment and involvement, as opposed to the old bureaucratic model
based on control. The underlying hypothesis is that employees will increase their
involvement with the company if they are given the opportunity to control and understand
their work. This approach claimed that high-involvement practices worked well because they
acted as a synergy and had a multiplicative effect. This approach involves treating employees
as partners in the enterprise whose interests are respected and who have a voice on matters
that concern them. It is concerned with communication and involvement. The aim is to create
a climate in which a continuing dialogue between managers and the members of their teams
takes place in order to define expectations and share information on the organization’s

mission, values and objectives. This establishes mutual understanding of what is to be

47



achieved and a framework for managing and developing people to ensure that it will be

achieved.

The practices included in a high-involvement system have sometimes expanded beyond
this original concept and included high-performance practices. For example, High-
involvement work practices are a specific set of human resource practices that focus on
employee decision-making, power, access to information, training and incentives. As noted
above, high-performance practices usually include relevant training and incentive pay

systems.

Because the employees show high levels of motivation, commitment and organizational
citizenship, they adopt better-performing behaviours, leading to lower absenteeism and

turnover rates, increased productivity and higher levels of quality.

One of the defining characteristics of HRM is its emphasis on the importance of
enhancing mutual commitment. High-commitment management has been described as ‘A
form of management which is aimed at eliciting a commitment so that behaviour is primarily
self-regulated rather than controlled by sanctions and pressures external to the individual, and

relations within the organization are based on high levels of trust.

The approaches to achieving high commitment as described above are:

e the development of career ladders and emphasis on trainability and commitment as
highly valued characteristics of employees at all levels in the organization.

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

e the reduction of hierarchies and the ending of status differentials.
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a heavy reliance on team structure for disseminating information (team-briefing),
structuring work (team-working) and problem solving (quality circles).

Another studies added to this list:

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

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

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

a high involvement of employees in the management of quality.

Specific HR Strategies

Specific HR strategies set out what the organization intends to do in areas such as:

Human Capital Management: obtaining, analyzing and reporting on data, which
inform the direction of value-adding people management strategic, investment and
operational decisions.

High-Performance Management: developing and implementing high-performance
work systems.

Corporate Social Responsibility: a commitment to managing the business ethically in
order to make a positive impact on society and the environment.

Organization Development: the planning and implementation of programmes
designed to enhance the effectiveness with which an organization functions and

responds to change.
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— Engagement: the development and implementation of policies designed to increase
the level of employees’ engagement with their work and the organization.

— Knowledge Management: creating, acquiring, capturing, sharing and using
knowledge to enhance learning and performance.

— Resourcing: attracting and retaining high-quality people.

— Talent Management: how the organization ensures that it has the talented people it
needs to achieve success.

— Learning And Development: providing an environment in which employees are
encouraged to learn and develop.

— Reward: defining what the organization wants to do in the longer term to develop and
implement reward policies, practices and processes that will further the achievement of
its business goals and meet the needs of its stakeholders;

— Employee Relations: defining the intentions of the organization about what needs to
be done and what needs to be changed in the ways in which the organization manages

its relationships with employees and their trade unions.

We propose some examples of specific HR strategies in the following lines:

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

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

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

e Implement training and development which supports the business objectives of the
Society and improves the quality of work with children and young people.
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Criteria For An Effective HR Strategy

An effective HR strategy is one that works in the sense that it achieves what it sets out to

achieve. In particular, it:

will satisfy business needs.
will be founded on detailed analysis and study, not just wishful thinking.

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

IS coherent and integrated, being composed of components that fit with and support
each other.

takes account of the needs of line managers and employees generally as well as those
of the organization and its other stakeholders.

A good strategy is one which actually makes people feel valued. It makes them

knowledgeable about the organization and makes them feel clear about where they sit as a

group, or team, or individual. It must show them how what they do either together or

individually fits into that strategy. Importantly, it should indicate how people are going to be

rewarded for their contribution and how they might be developed and grow in the

organization.

Development of HR Strategies

When considering approaches to the formulation of HR strategy it is necessary to

underline the interactive relationship between business strategy and HRM, as have some

studies that emphasize the limits of excessively rationalistic models of strategic and HR

planning. The process by which strategies come to be realized is not only through formal HR
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policies or written directions: strategy realization can also come from actions by managers
and others. Since actions provoke reactions (acceptance, confrontation, negotiation etc) these

reactions are also part of the strategy process.

Perhaps the best way to look at the reality of HR strategy formulation is to remember
Mintzberg et al (1988) statement that strategy formulation is about preferences, choices, and
matches rather than an exercise in applied logic. It is also desirable to follow Mintzberg’s
analysis and treat HR strategy as a perspective rather than a rigorous procedure for mapping
the future. Another author has suggested that Mintzberg has looked inside the organization,
indeed inside the heads of the collective strategists, and come to the conclusion that, relative
to the organization, strategy is analogous to the personality of an individual. As Mintzberg
sees them, all strategies exist in the minds of those people they make an impact upon. What is
important is that people in the organization share the same perspective ‘through their
intentions and/or by their actions. This is what Mintzberg calls the collective mind, and
reading that mind is essential if we are going to understand how intentions become shared,

and how action comes to be exercised on a collective yet consistent basis.

Literature in strategic HRM has drawn up the following propositions about the

formulation of HR strategy:

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

e Business strategy may be an important influence on HR strategy but it is only one of

several factors.
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e Implicit (if not explicit) in the mix of factors that influence the shape of HR strategies

Is a set of historical compromises and trade-offs from stakeholders.

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

business to increase shareholder value.

Purcell (2001) (cited in Armstrong, 2008) has identified three main schools of strategy

development: the design school, the process school and the configuration school.

The design school is based on the assumption of economic rationality. It uses quantitative
rather than qualitative tools of analysis and focuses on market opportunities and threats. What

happens inside the company is mere administration or operations.

The process school adopts a variety of approaches and is concerned with how strategies
are made and what influences strategy formulation. It is much more a study of what actually

happens with explanations coming from experience rather than deductive theory. As Purcell
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suggests, the implication of the design concept is that ‘everything is possible’ while that of

the process school is that ‘little can be done except swim with the tide of events’.

The configuration school draws attention to the beliefs that, first, strategies vary according
to the life cycle of the organization, second, they will be contingent on the sector of the
organization and, third, they will be about change and transformation. The focus is on

implementation strategies, which is where Purcell thinks HR can play a major role.

Ideally, the formulation of HR strategies is conceived as a process that is closely aligned
to the formulation of business strategies. HR strategy can influence as well as be influenced

by business strategy.

Research conducted by Wright et al (2004) identified two approaches that can be adopted
by HR to strategy formulation: the inside-out approach and the outside-in approach. They
made the following observations about the HR—strategy linkage:

At the extreme, the ‘inside-out” approach begins with the status quo HR function (in terms
of skills, processes, technologies etc) and then attempts (with varying degrees of success) to
identify linkages to the business (usually through focusing on ‘people issues’), making minor
adjustments to HR activities along the way. On the other hand, a few firms have made a Para-
dynamic shift to build their HR strategies from the starting point of the business. Within these
‘outside-in” HR functions, the starting point is the business, including the customer,
competitor and business issues they face. The HR strategy then derives directly from these
challenges to create real solutions and add real value.

They made the point that the most advanced linkage was the integrative linkage in which

the senior HR executive was part of the top management team, and was able to sit at the table
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and contribute during development of the business strategy’.

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

It can indeed be argued that HR strategies, like other functional strategies such as product
development, manufacturing and the introduction of new technology, will be developed
within the context of the overall business strategy, but this need not imply that HR strategies

come third in the pecking order.

The process of developing HR strategies involves generating strategic HRM options and
then making appropriate strategic choices. It has been noted by literature that the choice of
practices that an employer pursues is heavily contingent on a number of factors at the
organizational level, including their own business and production strategies, support of HR
policies, and cooperative labour relations.

Choices should relate to but also anticipate the critical needs of the business. They should
be founded on detailed analysis and study, not just wishful thinking, and should incorporate
the experienced and collective judgement of top management about the organizational
requirements while also taking into account the needs of line managers and employees
generally. The emerging strategies should anticipate the problems of implementation that

may arise if line managers are not committed to the strategy and/or lack the skills and time to

95



play their part, and the strategies should be capable of being turned into actionable
programmes. Consideration needs to be given to the impact of the five forces on HR policy
choice identified by certain researchers:

— the external environment (social, political, legal and economic);

— the workforce;

— the organization’s culture;

— the organization’s strategy;

— the technology of production and organization of work.

Developing HR Strategies
Five fundamental questions that need to be asked in formulating HR strategies have been

posed by Becker and Huselid (1998):

e What are the firm’s strategic objectives?

e How are these translated into unit objectives?

e What do unit managers consider are the ‘performance drivers’ of those
objectives?

e How do the skills, motivation and structure of the firm’s workforce influence
these performance drivers?

e How does the HR system influence the skills, motivation and structure of the

workforce?

In addition, the following six-step approach is proposed by Gratton (2000):
— Build the guiding coalition — involve people from all parts of the business.

— Image the future — create a shared vision of areas of strategic importance.
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— Understand current capabilities and identify the gap — establish ‘where the organization
is now and the gap between aspirations for the future and the reality of the present’.

— Create a map of the system and ensure that the parts can be built into a meaningful
whole.

— Model the dynamics of the system — ensure that the dynamic nature of the future is taken
into account.

— Bridge into action — agree the broad themes for action and the specific issues related to
those themes, develop guiding principles, involve line managers and create cross-

functional teams to identify goals and performance indicators.

But many different routes may be followed when formulating HR strategies — there is
no one right way. On the basis of their research in 30 well-known companies, Tyson and
Witcher (1994) (cited in Armstrong, 2008) commented that ‘The different approaches to
strategy formation reflect different ways to manage change and different ways to bring the

people part of the business into line with business goals.’

A methodology for formulating HR strategies was developed by Dyer and Holder (1988)
as following phases:
1. Assess feasibility. From an HR point of view, feasibility depends on whether the numbers
and types of key people required to make the proposal succeed can be obtained on a timely
basis and at a reasonable cost, and whether the behavioural expectations assumed by the
strategy are realistic.
2. Determine desirability. Examine the implications of strategy in terms of sacrosanct HR
policies.
3. Determine goals. These indicate the main issues to be worked on and they derive primarily
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from the content of the business strategy. For example, a strategy to become a lower-cost
producer would require the reduction of labour costs. This in turn translates into two types of
HR goals: higher performance standards (contribution) and reduced headcounts
(composition).

4. Decide means of achieving goals. The general rule is that the closer the external and
internal fit, the better the strategy, consistent with the need to adapt flexibly to change.
External fit refers to the degree of consistency between HR goals on the one hand and the
exigencies of the underlying business strategy and relevant environmental conditions on the
other. Internal fit measures the extent to which HR means follow from the HR goals and
other relevant environmental conditions, as well as the degree of coherency or synergy

among the various HR means.

There is no standard model of how an HR strategy should be set out. It all depends on the
circumstances of the organization. But the following are the typical areas that may be covered

in a written strategy:

1. Basis:
e Dbusiness needs in terms of the key elements of the business strategy;
e environmental factors and analysis (SWOT);

e cultural factors: possible helps or hindrances to implementation.
2. Content: details of the proposed HR strategy.

3. Rationale: the business case for the strategy against the background of business needs and

environmental/cultural factors.

4. Implementation plan:
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e action programme;

e responsibility for each stage;

e resources required;

e proposed arrangements for communication, consultation, involvement and training;

e project management arrangements.

5. Costs and benefits analysis: an assessment of the resource implications of the plan (costs,
people and facilities) and the benefits that will accrue, for the organization as a whole, for
line managers and for individual employees (so far as possible these benefits should be

quantified in terms of return on investment or value added).

Implementing HR Strategies
Because strategies tend to be expressed as abstractions, they must be translated into

programmes with clearly stated objectives and deliverables. It is necessary to avoid saying, in
effect, We need to get from here to there but we don’t care how. But getting strategies into
action is not easy.

The term strategic HRM has been devalued in some quarters, sometimes to mean no more
than a few generalized ideas about HR policies and at other times to describe a short-term
plan, for example to increase the retention rate of graduates. It must be emphasized that HR
strategies are not just programmes, policies or plans concerning HR issues that the HR

department happens to feel are important. Piecemeal initiatives do not constitute strategy.

The problem with strategic HRM as noted by Gratton et al (1999) is that too often there is
a gap between what the strategy states will be achieved and what actually happens to it. The

factors identified by Gratton et al that contribute to creating this gap included:
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e the tendency of employees in diverse organizations only to accept initiatives they
perceive to be relevant to their own areas;

e the tendency of long-serving employees to adhere to the status quo;

e complex or ambiguous initiatives may not be understood by employees or will be
perceived differently by them, especially in large, diverse organizations;

e it is more difficult to gain acceptance of non-routine initiatives;

e employees will be hostile to initiatives if the initiatives are believed to be in conflict
with the organization’s identity;

e the initiative is seen as a threat;

e inconsistencies between corporate strategies and values;

e the extent to which senior management is trusted;

e the perceived fairness of the initiative;

e the extent to which existing processes could help to embed the initiative;

e a bureaucratic culture that leads to inertia.

Each of the factors listed by Gratton et al can create barriers to the successful
implementation of HR strategies. Other major barriers include failure to understand the
strategic needs of the business, inadequate assessment of the environmental and cultural
factors that affect the content of the strategies, and the development of ill-conceived and
irrelevant initiatives, possibly because they are current fads or because there has been an ill-
digested analysis of best practice that does not fit the organization’s requirements. These
problems are compounded when insufficient attention is paid to practical implementation

problems, the important role of line managers in implementing strategies and the need to
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have established supporting processes for the initiative.

To overcome these barriers it is necessary to:
e conduct a rigorous preliminary analysis of needs and requirements;
o formulate the strategy;
e enlist support for the strategy;
e assess barriers;
e prepare action plans;
e project-manage implementation; and

e follow up and evaluate progress so that remedial action can be taken as necessary.

HR strategies
We will propose the major HR Strategies in the following paragraphs:

Human capital management (HCM) is concerned with obtaining, analyzing and reporting
on data that inform the direction of value-adding people management strategy. An HCM
strategy is therefore closely associated with strategic HRM.

The defining characteristic of HCM is the use of metrics to guide an approach to
managing people that regards them as assets. It emphasizes that competitive advantage is
achieved by strategic investments in those assets through employee engagement and
retention, talent management and learning and development programmes. HCM provides a
bridge between HR and business strategy.

The Accounting for People Task Force report (2003) stated that HCM involves the

systematic analysis, measurement and evaluation of how people policies and practices create
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value. The report defined HCM as ‘an approach to people management that treats it as a high
level strategic issue rather than an operational matter to be left to the HR people’. The task
force expressed the view that HCM has been under-exploited as a way of gaining competitive
edge. As John Sunderland, task force member and executive chairman of Cadbury
Schweppes plc, commented, ‘An organization’s success is the product of its people’s
competence. That link between people and performance should be made visible and available
to all stakeholders.’

Nalbantian et al (2004) 9cited in Armstrong, 2008) highlight the purposeful measurement
aspect of HCM. They define human capital as the ‘stock of accumulated knowledge, skills,
experience, creativity and other relevant workforce attributes’ and suggest that human capital
management involves ‘putting into place the metrics to measure the value of these attributes

and using that knowledge to effectively manage the organization’.

HCM is sometimes defined more broadly without the emphasis on measurement, and this
approach makes it almost indistinguishable from strategic HRM. Chatzkel (2004) states that
‘Human capital management is an integrated effort to manage and develop human
capabilities to achieve significantly higher levels of performance.” Another author describes
HCM as the ‘total development of human potential expressed as organizational value’. He
believes that ‘HCM is about creating value through people’ and that it is ‘a people
development philosophy, but the only development that means anything is that which is
translated into value’.

Aims Of Human Capital Management
The four fundamental objectives of HCM are:

e to determine the impact of people on the business and their contribution to value;
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e to demonstrate that HR practices produce value for money in terms, for example, of
return on investment;

e to provide guidance on future HR and business strategies;

e to provide data that will inform strategies and practices designed to improve the

effectiveness of people management in the organization.

The Link Between HCM And Business Strategy

It is often asserted that HCM and business strategy are closely linked. The issue is to
determine what this link is and how to make it work. A bland statement that HCM informs
HR strategy, which in turn informs business strategy, tells us nothing about what is involved
in practice. If we are not careful we are saying no more than that all business strategic plans
for innovation, growth and price/cost leadership depend on people for their implementation.

This is not a particularly profound or revealing statement and is in the same category as
the discredited cliché ‘Our people are our greatest asset.” We must try to be more specific;
otherwise we are only doing things —more training, succession planning, performance
management, performance-related pay and so on — in the hope rather than the expectation that
they will improve business results.

One way of being more specific is to use HCM assessments of the impact of HR practices
on performance to justify these practices and improve the likelihood that they will work. The
future of HCM as a strategic management process largely depends on getting this done.

A second way of specifying the link is to explore in more detail the people implications of
business strategy and, conversely, the business implications of HR strategy. This can be done
by analysing the elements of the business strategy and the business drivers and deciding on
the HR supporting activities and HCM data required, as illustrated in Table (3.1) below.
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A third, and potentially the most productive way of linking HR and business strategy, is to
relate business results to HR practices to determine how they can best contribute to

improving performance.

Table 3.1 Analysis of business strategy and business drivers

Content HR Supporting Supporting Data Required
Auctivities
Business Growth — rewenue, Humamn resouwrce Wiorkdoroe oomposition.
Strategy perofit. planning Arrition rates.
Maximize shareholder  Talent management. skills audit.
1.-'_.a|ur!. Skills development. Chitcome of recruitment
F‘“h"':'t!"_"hmﬁ" Targeted recruitment. CAampaigns.
acrjuisitions or . . I
mergers. Retention policies. Learning and development
- : : Leadership development.  activity levels.
Growth in production - :
- . Outcome of leadership
or servicing facilities.
SUMAEYS.
Product development.
Market development.
Pricefcost leadership.
Business Innovation. Talent management. Balanced scorecard data.
Drrivers hdaximize added Skills development. added-value ratios (eg added
walue. Total reward value per employes, added
Productivity: Mianagement. '-'alurI: per P":::‘-”"dﬂm
Curstosmeer senvioe. Performance E.mzu',.l_'n!::n C(_ |
Guality. management. Productivity ratios (eg sales

Satisfy stakeholders —
imvestors,
shareholders,
employees, elected
representatives.

Develop high-
performanoe working.
Enhance motivation,
engagement and
comimitrment.

Leadership development.

Developing A Human Capital Management Strategy

FENVENLE per l::mplu',.'nr:. ursits
produced or serviced per
employea).

Owtcomes of genseral
employes opinion survey and
ather surveys covering
engagement and commitment,
leadership, revward
management and performance
managemsnt.

Analysis of competence level
ASEESEMENLS,

Analysis of performance
management assessments.
Analysis of customer surveys.
Analysis of outcomes of total
quality programmes.

Returm on investment from
training activities.

Internal promotion rate.
Succession planning coverage.

The programme for introducing human capital management is illustrated in Figure 3.1.

The development programme starts with a definition of the aims of the strategy, for example
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to:

obtain, analyse and report on data that inform the direction of HR strategies and
processes;

inform the development of business strategy;

use measurements to prove that superior HRM strategies and processes deliver superior
results;

reinforce the belief that HRM strategies and processes create value through people;
determine the impact of people on business results;

assess the value of the organization’s human capital;

improve the effectiveness of HR;

provide data on the performance of the organization’s human capital for the operating
and financial report;

demonstrate that HR processes provide value for money.

The programme continues with the identification of possible measures and how they can

be used. The analysis of possible measures leads to the development of a strategy for

introducing and using them. It is often best to start with information that is readily available

and extend the range of data as experience is gained. And it is important to remember that it

is the quality of the information that counts, not the quantity.
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Figure 3.1 programme for introducing human capital management
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The Role Of Human Capital Management Strategy

The whole area of human capital management presents both an opportunity and a
challenge: an opportunity to recognize people as an asset that contributes directly to
organizational performance, and a challenge to develop the skills necessary to identify,
analyse and communicate that contribution and ensure it is recognized in business decision
making. By developing strategies to generate better and more accurate information on human
capital and communicating this information both internally and externally, organizations will

Davalop ard implémarnt
HCM airategy
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not only improve their business decision making but also enable stakeholders to make more
accurate assessments about the long-term future performance of the organization. There is
evidence of a growing demand, from the investment community in particular, for better
information to explain intangible value. Many organizations are beginning to understand that,
in an increasingly knowledge intensive environment, the key to good management lies in
understanding the levers that can be manipulated to change employee behaviour and develop
commitment and engagement. This in turn encourages individuals to deliver discretionary

behaviour or willingly share their knowledge and skills to achieve organizational goals.

A human capital management strategy that includes the systematic collection and analysis
of human capital data can help managers to begin to understand factors that will have a direct
impact on the people they manage. It can also help executives to understand and identify
areas in which there are issues regarding the effective management of staff and to design

management development programmes to address these.

A high-performance strategy sets out the intentions of the organization on how it can
achieve competitive advantage by improving performance through people. The aim is to
support the achievement of the organization’s strategic objectives. This aim can be put into
effect by means of high-performance work systems (HPWS). Becker et al (2001) have stated
that the aim of such systems is to develop a high-performance perspective in which HR
managers and other executives view HR as a system embedded within the larger system of
the firm’s strategy implementation.

High-performance work systems are also known as high-performance work practices.
Thompson and Heron (2005) refer to them as high-performance work organizations, which

invest in the skills and abilities of employees, design work in ways that enable employee
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collaboration in problem-solving, and provide incentives to motivate workers to use their
discretionary effort. There is much common ground between the practices included in high-
performance, high-commitment and high-involvement work systems.
High-Performance Work System Definition
As defined by Appelbaum et al (2000), high-performance work systems are composed of
practices that can facilitate employee involvement, skill enhancement and motivation.
Research conducted by Armitage and Keeble-Allen (2007) indicated that people management
basics formed the foundation of high-performance working. They identified three themes
underpinning the HPWS concept:
e an open and creative culture that is people-centered and inclusive, where
decision taking is communicated and shared through the organization;
e investment in people through education and training, loyalty, inclusiveness and
flexible working;
e measurable performance outcomes such as benchmarking and setting targets, as

well as innovation through processes and best practice.

Sung and Ashton (2005) defined what they call high-performance work practices as a
set of 35 complementary work practices covering three broad areas: high-employee-
involvement work practices, human resource practices, and reward and commitment

practices. They refer to them as ‘bundles’ of practices.

Characteristics Of A High-Performance Work System
A high-performance work system is described by Becker and Huselid (1998) as an
internally consistent and coherent HRM system that is focused on solving operational

problems and implementing the firm’s competitive strategy. They suggest that such a system
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Is the key to the acquisition, motivation and development of the underlying intellectual assets
that can be a source of sustained competitive advantage. This is because it:
e links the firm’s selection and promotion decisions to validated competency models;
e develops strategies that provide timely and effective support for the skills demanded by
the firm’s strategy implementation;
e enacts compensation and performance management policies that attract, retain and

motivate high-performance employees.

As described by Appelbaum et al (2000) an HPWS is generally associated with workshop
practices that raise the levels of trust within workplaces and increase workers’ intrinsic

reward from work, and thereby enhance organizational commitment.

Nadler and Gerstein (1992) have characterized an HPWS as a way of thinking about
organizations. It can play an important role in strategic human resource management by
helping to achieve a fit between information, technology, people and work.

Components Of An HPWS

Descriptions of high-performance systems include lists of desirable practices and therefore
embody the notion of best practice or the universalistic approach. Lists vary considerably, as
Is shown in the selection set out in Table 3.2. Indeed, it is noted that research has not clearly
identified any single set of high-performance practices. And It would be wrong to seek one

magic list. It all depends on the context.

However, Ashton and Sung (2002) noted that the practices may be more effective when
they are grouped together in bundles. For example, the isolated use of quality circles is not as
effective as when the practice is supported by wider employee involvement or empowerment

practices.
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Table 3.2 Lists of HR practices in high-performance work systems

US Department of
Labor (1993)

Appelbaum et al
(2000)

Sung and Ashton
(2005)

Thompson and
Heron (2005)

Careful and extensive
systems for
recruitment, selection
and training.

Formal systems for
sharing information
with employees.
Clear job design.
High-level
participation
processes.
Monitoring of
attitudes.

Performance
appraisals.

Properly functioning
grievance procedures.
Promotion and
compensation
schemes that provide
for the recognition and
reward of high-
performing employees.

Work is organized to
permit front-line
workers to participate
in decisions that alter
organizational
routines.

Workers require more
skills to do their jobs
successfully, and many
of these skills are firm-
specific.

Workers experience
greater autonomy
over their job tasks
and methods of work.
Incentive pay
motivates workers to
extend extra effort on
developing skills.

Employment security
provides front-line
workers with a long-
term stake in the
company and a
reason to invest in its
future.

High-involvement
work practices, eg
self-directed teams,
quality circles, and
sharing of or access to
company information.
Human resource
practices, eg
sophisticated
recruitment processes,
performance
appraisals, work
redesign and
mentoring.

Reward and
commitment
practices, eg various
financial rewards,
familby-friendly
policies, job rotation
and flexi-hours.

Information sharing.
Sophisticated
recruitment.

Formal induction
programme.

Five or more days of
off-the-job training in
the last year.

Semi- or totally
autonomaous work
teams; continuous
improvement teams;
problem-solving
Sroups.

Interpersonal skill
development.
Performance feedback.

Involvement — works
council, suggestion
scheme, opinion
SUMVEY.

Team-based rewards,
employee share
ownership scheme,
profit-sharing scheme.

Developing A High-Performance Strategy

A high-performance strategy has to be aligned to the context of the organization and to its
business strategy. Every organization will therefore develop a different strategy. A high-
performance strategy is focused on what needs to be done to reach the organization’s goals.
The aim is to create and maintain a high-performance culture. The approach to development
is therefore based on an understanding of what those goals are and how people can contribute
to their achievement, and on assessing what type of performance culture is required as a basis
for developing a high-performance work system.

The literature noted certain characteristics of a high-performance culture which are:
e a clear line of sight exists between the strategic aims of the organization and those of

its departments and its staff at all levels;

70



e people know what is expected of them — they understand their goals and
accountabilities;

e people feel that their job is worth doing, and there is a strong fit between the job and
their capabilities;

e people are empowered to maximize their contribution;

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

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

e there is a focus on promoting positive attitudes that result in an engaged, committed
and motivated workforce;

e performance management processes are aligned to business goals to ensure that people
are engaged in achieving agreed objectives and standards;

e capacities of people are developed through learning at all levels to support
performance improvement and people are provided with opportunities to make full use
of their skills and abilities;

e apool of talent ensures a continuous supply of high performers in key roles;

e people are valued and rewarded according to their contribution;

e people are involved in developing high-performance practices;

e there is a climate of trust and teamwork, aimed at delivering a distinctive service to the

customer.

We can say that High-performance work systems provide the means for creating a

performance culture. They embody ways of thinking about performance in organizations and
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how it can be improved. They are concerned with developing and implementing bundles of

complementary practices that as an integrated whole will make a much more powerful impact

on performance than if they were dealt with as separate entities.

The development of a high-performance work system requires the following steps:

1. Analyse the business strategy:

Where is the business going?

What are the strengths and weaknesses of the business?

What threats and opportunities face the business?

What are the implications of the above on the type of people required by the
business, now and in the future?

To what extent does (can) the business obtain competitive advantage through

people?

2. Define the desired performance culture of the business and the objectives of the exercise.

3. Analyse the existing arrangements.

What is happening now in the form of practices, attitudes and behaviours

what do we want people to do differently?

What should be happening?

What do people feel about it (the more involvement in this analysis from all
stakeholders the better)?

4. ldentify the gaps between what is and what should be. Clarify specific practices where

there is considerable room for improvement.

5. Draw up a list of practices that need to be introduced or improved. At this stage only a
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broad definition should be produced of what ideally needs to be done.

6. Establish complementarities. Identify the practices that can be linked together in bundles in

order to complement and support one another.

7. Assess practicality. The ideal list of practices, or preferably bundles of practices, should be
subjected to a reality check:

e [s it worth doing? What’s the business case in terms of added value? What
contribution will it make to supporting the achievement of the organization’s
strategic goals?

e Can it be done?

e Who does it?

e Have we the resources to do it?

e How do we manage the change?

8. Prioritize. In the light of the assessment of practicalities, we should decide on the priorities
that should be given to introducing new or improved practices. A realistic approach is
essential. There will be a limit on how much can be done at once or any future time. Priorities

should be established by assessing:

the added value the practice will create;

the availability of the resources required,;

e anticipated problems in introducing the practice, including resistance to change by
stakeholders (too much should not be made of this: change can be managed, but
there is much to be said for achieving some quick wins);

e the extent to which practices can form bundles of mutually supporting practices.

9. Define project objectives. Develop the broad statement of objectives produced at stage 2
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and define what is to be achieved, why and how.

10. Get buy-in. This should start at the top with the chief executive and members of the

senior management team, but so far as possible it should extend to all the other.

11. Plan the implementation. This is where things become difficult. Deciding what needs to

be done is fairly easy; getting it done is the hard part. The implementation plan needs to

cover:

who takes the lead: this must come from the top of the organization;

nothing will work without it;

who manages the project and who else is involved;

the timetable for development and introduction;

the resources (people and money required);

how the change programme will be managed, including communication and
further consultation;

the success criteria for the project.

12. Implement. Too often, 80 per cent of the time spent on introducing an HPWS is spent on

planning and only 20 per cent on implementation. It should be the other way round. Whoever

iIs responsible for implementation must have very considerable project and change

management skills.

Employee resourcing strategy is concerned with ensuring that the organization obtains

and retains the people it needs and employs them efficiently. It is a key part of the strategic

human resource management process, which is fundamentally about matching human

resources to the strategic and operational needs of the organization and ensuring the full
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utilization of those resources. It is concerned not only with obtaining and keeping the number
and quality of staff required but also with selecting and promoting people who fit the culture
and the strategic requirements of the organization.

The Objective Of Employee Resourcing Strategy

The objective of employee resourcing strategy is to obtain the right basic material in the
form of a workforce endowed with the appropriate qualities, skills, knowledge and potential
for future training. The selection and recruitment of workers best suited to meeting the needs
of the organization ought to form a core activity upon which most other HRM policies geared
towards development and motivation could be built.

The concept that the strategic capability of a firm depends on its resource capability in the
shape of people (the resource-based view) provides the rationale for resourcing strategy. The
aim of this strategy is therefore to ensure that a firm achieves competitive advantage by
employing more capable people than its rivals. These people will have a wider and deeper
range of skills and will behave in ways that will maximize their contribution.

The organization attracts such people by being the employer of choice. It retains them by
providing better opportunities and rewards than others and by developing a positive
psychological contract that increases commitment and creates mutual trust. Furthermore, the
organization deploys its people in ways that maximize the added value they supply.

The Strategic HRM Approach To Resourcing

HRM places more emphasis than traditional personnel management on finding people
whose attitudes and behaviour are likely to be congruent with what management believes to
be appropriate and conducive to success. In the words of a study in the field, organizations
are concentrating more on the attitudinal and behavioural characteristics of employees. This

tendency has its dangers. If managers recruit people in their own image there is the risk of

75



staffing the organization with conformist clones and of perpetuating a dysfunctional culture —
one that may have been successful in the past but is no longer appropriate in the face of new
challenges.

The HRM approach to resourcing therefore emphasizes that matching resources to
organizational requirements does not simply mean maintaining the status quo and
perpetuating a declining culture. It can and often does mean radical changes in thinking about
the skills and behaviours required in the future to achieve sustainable growth and cultural
change.

Integrating Business And Resourcing Strategies

The philosophy behind the strategic HRM approach to resourcing is that it is people who
implement the strategic plan. The integration of business and resourcing strategies is based on
an understanding of the direction in which the organization is going and the determination of:

e the numbers of people required to meet business needs;

e the skills and behaviour required to support the achievement of business strategies;

e the impact of organizational restructuring as a result of rationalization,
decentralization, acquisitions, mergers, product or market development, or the
introduction of new technology, for example cellular manufacturing;

e plans for changing the culture of the organization in such areas as ability to deliver,
performance standards, quality, customer service, team-working and flexibility, which
indicate the need for people with different attitudes, beliefs and personal
characteristics.

Resourcing strategies exist to provide the people and skills required to support the

business strategy, but they should also contribute to the formulation of that strategy. HR

directors have an obligation to point out to their colleagues the human resource opportunities
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and constraints that will affect the achievement of strategic plans. In mergers or acquisitions,
for example, the ability of management within the company to handle the new situation and
the quality of management in the new business will be important considerations.
Bundling Resourcing Strategies And Activities

Employee resourcing is not just about recruitment and selection. It is concerned with any
means available to meet the needs of the firm for certain skills and behaviours. A strategy to
enlarge the skill base may start with recruitment and selection but would also extend into
learning and development to enhance skills and modify behaviours, and methods of
rewarding people for the acquisition of extra skills. Performance management processes can
be used to identify development needs and motivate people to make the most effective use of
their skills. Competence frameworks and profiles can be prepared to define the skills and
behaviours required and used in selection, employee development and employee reward
processes. The aim should be to develop a reinforcing bundle of strategies along these lines.
Talent management is a bundling process, which is an aspect of resourcing.

The Components Of Employee Resourcing Strategy
The components of employee resourcing strategy as considered in the variety of

researches in the field are:

e Human resource planning (often referred to, especially in the public sector, as workforce
planning) — assessing future business needs and deciding on the numbers and types of
people required.

e Developing the organization’s employee value proposition and its employer brand.

e Resourcing plans — preparing plans for finding people from within the organization and/or

for learning and development programmes to help people learn new skills. If needs cannot
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be satisfied from within the organization, it involves preparing longer-term plans for

ensuring that recruitment and selection processes will satisfy them.

Retention strategy — preparing plans for retaining the people the organization needs.

Flexibility strategy — planning for increased flexibility in the use of human resources to

enable the organization to make the best use of people and adapt quickly to changing

circumstances.

Talent management strategy — ensuring that the organization has the talented people it

requires to provide for management succession and meet present and future business needs

Developing A Talent Management Strategy

A talent management strategy consists of a view on how the processes described above

should interconnect together with an overall objective — to acquire and nurture talent

wherever it is and wherever it is needed by using a number of interdependent policies and

practices. The literature indicted the Components of a talent management strategy that

involves:

defining who the talent management programme should cover;

defining what is meant by talent in terms of competencies and potential;

defining the future talent requirements of the organization;

developing the organization as an employer of choice — a ‘great place to work’;

using selection and recruitment procedures that ensure that good-quality people are
recruited who are likely to succeed in the organization and stay with it for a reasonable
length of time (but not necessarily for life);

designing jobs and developing roles that give people opportunities to apply and grow

their skills and provide them with autonomy, interest and challenge;
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e providing talented staff with opportunities for career development and growth;

Learning and development strategies enable activities to be planned and implemented that
ensure that the organization has the talented and skilled people it needs and that individuals
are given the opportunity to enhance their knowledge and skills and levels of competency.
They are the active components of an overall approach to strategic human resources
development (strategic HRD). Learning and development strategies are concerned with
developing a learning culture, promoting organizational learning, establishing a learning
organization and providing for individual learning.

Strategies For Creating A Learning Culture
A learning culture is one in which learning is recognized by top management, line

managers and employees generally as an essential organizational process to which they are
committed and in which they engage continuously. It is described by researchers as a ‘growth
medium’ that will encourage employees to commit to a range of positive discretionary
behaviours, including learning and that has the following characteristics: empowerment not
supervision, self-managed learning not instruction, long-term capacity building not short-
term fixes. Discretionary learning happens when individuals actively seek to acquire the

knowledge and skills that promote the organization’s objectives.

The steps required to create a learning culture as proposed are:
e Develop and share the vision — belief in a desired and emerging future.
e Empower employees — provide supported autonomy: freedom for employees to manage
their work within certain boundaries (policies and expected behaviours) but with support
available as required. Adopt a facilitative style of management in which responsibility

for decision making is ceded as far as possible to employees.
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e Provide employees with a supportive learning environment where learning capabilities
can be discovered and applied, supportive policies and systems, and protected time for
learning.

e Use coaching techniques to draw out the talents of others by encouraging employees to
identify options and seek their own solutions to problems.

e Guide employees through their work challenges and provide them with time, resources
and, crucially, feedback.

e Encourage networks — communities of practice.

e Align systems to vision — get rid of bureaucratic systems that produce problems rather

than facilitate work.

Organizational Learning Strategies

Organizations can be described as continuous learning systems, and organizational
learning has been defined by certain researchers as a process of coordinated systems change,
with mechanisms built in for individuals and groups to access, build and use organizational

memory, structure and culture to develop long-term organizational capacity’.

Organizational learning strategy aims to develop a firm’s resource-based capability. This
is in accordance with one of the principles of human resource management, namely that it is
necessary to invest in people in order to develop the human capital required by the
organization and to increase its stock of knowledge and skills. As stated in other studies,
human capital theory indicates that The knowledge and skills a worker has —which comes
from education and training, including the training that experience brings — generate a certain

stock of productive capital.

Five principles of organizational learning have been defined:
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e The need for a powerful and cohering vision of the organization to be communicated
and maintained across the workforce in order to promote awareness of the need for
strategic thinking at all levels.

e The need to develop strategy in the context of a vision that is not only powerful but
also open-ended and unambiguous. This will encourage a search for a wide range of
strategic options, will promote lateral thinking and will orient the knowledge-creating
activities of employees.

e Within the framework of vision and goals, frequent dialogue, communication and
conversations are major facilitators of organizational learning.

e |t is essential continuously to challenge people to re-examine what they take for
granted.

e [t is essential to develop a conducive learning and innovation climate.

Learning Organization Strategy

The process of organizational learning is related to the concept of a learning organization,
which described as an organization that is continually expanding to create its future. It has
been also defined as an organization that continually improves by rapidly creating and
refining the capabilities required for future success, and as an organization that facilitates the
learning of all its members and continually transforms itself. Learning organizations have to

be able to adapt to their context and develop their people to match the context.

In this context, Garvin (1993) (cited in Armstrong, 2008) suggests that learning

organizations are good at doing five things:
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Systematic problem solving, which rests heavily on the philosophy and methods of the
quality movement. Its underlying ideas include relying on scientific method, rather than
guesswork, for diagnosing.

Experimentation — this activity involves the systematic search for and testing of new
knowledge. Continuous improvement programmes are an important feature in a learning
organization.

Learning from past experience — learning organizations review their successes and
failures, assess them systematically and record the lessons learnt in a way that employees
find open and accessible.

Learning from others — sometimes the most powerful insights come from looking outside
one’s immediate environment to gain a new perspective.

Transferring knowledge quickly and efficiently throughout the organization by seconding
people with new expertise, or by education and training programmes, as long as the latter

are linked explicitly with implementation.

One approach is to focus on collective problem solving within an organization. This is

achieved using team learning and a soft systems methodology whereby all the possible causes

of a problem are considered in order to define more clearly those that can be dealt with and

those that are insoluble. A learning organization strategy will be based on the belief that

learning is a continuous process rather than a set of discrete training activities.

Individual Learning Strategies

The individual learning strategies of an organization are driven by its human resource

requirements, the latter being expressed in terms of the sort of skills and behaviours that will

be required to achieve business goals. The starting point should be the approaches adopted to
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the provision of learning and development opportunities, bearing in mind the distinction
between learning and development which indicates that learning as being concerned with an
increase in knowledge or a higher degree of an existing skill, whereas development is more

towards a different state of being or functioning.

The individual learning strategy should cover:
e how learning needs will be identified,;
e the role of personal development planning and self-managed learning;
e the support that should be provided for individual learning in the form of guidance,
coaching, learning resource centers, mentoring, external courses designed to meet
the particular needs of individuals, internal or external training programmes and

courses designed to meet the needs of groups of employees.

Reward strategy is a declaration of intent that defines what the organization wants to do in
the longer term to develop and implement reward policies, practices and processes that will
further the achievement of its business goals and meet the needs of its stakeholders.

Reward strategy provides a sense of purpose and direction and a framework for
developing reward policies, practices and processes. It is based on an understanding of the
needs of the organization and its employees and how they can best be satisfied. It is also
concerned with developing the values of the organization on how people should be rewarded
and formulating guiding principles that will ensure that these values are enacted.

Why Have A Reward Strategy?
Overall, Reward strategy is ultimately a way of thinking that we can apply to any reward

Issue arising in our organization, to see how we can create value from it. More specifically,
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there are four arguments for developing reward strategies:

e You must have some idea where you are going, or how do you know how to get there,
and how do you know that you have arrived?

e Pay costs in most organizations are by far the largest item of expense —they can be 60
per cent and often much more in labour-intensive organizations — so doesn’t it make
sense to think about how they should be managed and invested in the longer term?

e There can be a positive relationship between rewards, in the broadest sense, and
performance, so shouldn’t we think about how we can strengthen that link?

e Isn’t this a good reason for developing a reward strategic framework that indicates how
reward processes will be linked to HR processes so that they are coherent and mutually

supportive?

Characteristics Of Reward Strategies

As Murlis (1996) points out (cited in Mello 2018), reward strategy will be characterised
by diversity and conditioned both by the legacy of the past and the realities of the future. All
reward strategies are different, just as all organizations are different. Of course, similar
aspects of reward will be covered in the strategies of different organizations but they will be
treated differently in accordance with variations between organizations in their contexts,
strategies and cultures.

Reward strategists may have a clear idea of what needs to be done but they have to take
account of the views of top management and be prepared to persuade them with convincing
arguments that action needs to be taken. They have to take particular account of financial
considerations. They also have to convince employees and their representatives that the

reward strategy will meet their needs as well as business needs.
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The Structure Of Reward Strategy

Reward strategy should be based on a detailed analysis of the present arrangements for
reward, which includes a statement of their strengths and weaknesses. This could take the
form of a gap analysis, which compares what it is believed should be happening with what is
happening and indicates which gaps need to be filled.

A diagnosis should be made of the reasons for any gaps or problems so that decisions
can be made on what needs to be done to overcome them. It can then be structured under the
headings set out below:

e A statement of intentions — the reward initiatives that it is proposed should be taken.

e A rationale — the reasons why the proposals are being made. The rationale should make
out the business case for the proposals, indicating how they will meet business needs
and setting out the costs and the benefits. It should also refer to any people issues that
need to be addressed and how the strategy will deal with them.

e A plan — how, when and by whom the reward initiatives will be implemented. The plan
should indicate what steps will need to be taken and should take account of resource
constraints and the need for communications, involvement and training. The priorities
attached to each element of the strategy should be indicated and a timetable for
implementation should be drawn up. The plan should state who will be responsible for
the development and implementation of the strategy.

e A definition of guiding principles — the values that it is believed should be adopted in

formulating and implementing the strategy.

The Content Of Reward Strategy

Reward strategy may be a broad-brush affair simply indicating the general direction in
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which it is thought reward management should go. Additionally or alternatively, reward
strategy may set out a list of specific intentions dealing with particular aspects of reward

management.

A broad-brush reward strategy may commit the organization to the pursuit of a total
rewards policy. The basic aim might be to achieve an appropriate balance between financial
and non-financial rewards. A further aim could be to use other approaches to the
development of the employment relationship and the work environment that will enhance
commitment and engagement and provide more opportunities for the contribution of people
to be valued and recognized.

Developing Reward Strategy

The formulation of corporate strategy can be described as a process for developing and
defining a sense of direction. There are four key development phases:

e the diagnosis phase, when reward goals are agreed, current policies and practices
assessed against them, options for improvement considered and any changes
agreed;

e the detailed design phase, when improvements and changes are detailed and any
changes tested,;

e the final testing and preparation phase;

e the implementation phase, followed by ongoing review and modification.

A logical step-by-step model for doing this is illustrated in Figure 3.3. This
incorporates ample provision for consultation, involvement and communication with
stakeholders, who include senior managers as the ultimate decision makers as well as
employees and line managers.

In practice, however, the formulation of reward strategy is rarely as logical and linear a
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process as this. Reward strategies evolve; they have to respond to changes in organizational
requirements, which are happening all the time. They need to track emerging trends in reward
management and may modify their views accordingly, as long as they do not leap too hastily
on the latest bandwagon. It may be helpful to set out reward strategies on paper for the record

and as a basis for planning and communication.
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Figure 3.2 A model of the reward strategy development process
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Effective Reward Strategies
Duncan Brown (2001) has suggested that effective reward strategies have three
components:
e They must have clearly defined goals and a well-defined link to business objectives.
e There have to be well-designed pay and reward programmes, tailored to the needs of the

organization and its people, and consistent and integrated with one another.
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e Perhaps most important and most neglected, there need to be effective and supportive
HR and reward processes in place.
The questions to be answered when assessing the effectiveness of a reward strategy as
posed by Armstrong and Brown (2007) are:

— Is it aligned with the organization’s business strategy (vertical alignment) and its HR
strategies (horizontal)?

—  Will it support the achievement of business goals and reinforce organizational values and,
if so, how?

— Are the objectives of the reward strategy clearly defined, including a convincing
statement of how the business needs of the organization will be met and how the needs of
employees and other stakeholders will be catered for?

— Is it based on a thorough analysis and diagnosis of the internal and external environment
of the organization and the reward issues that need to be addressed?

— Has a realistic assessment been made of the resources required to implement the strategy
and the costs involved?

— Is it affordable in the sense that the benefits will exceed any costs?

— Have steps been taken to ensure that supporting processes such as performance
management, communication and training are in place?

— Is the programme for implementation realistic?

— Have steps been taken to ensure that it is supported and understood by line managers and
staff?

— Will HR and line managers be capable of implementing and managing the strategy in

practice?
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— Have accountability and ownership for the various reward policies and practices been
clarified, defining what success looks like and how it will be measured? Are effective
review mechanisms in place?

— Is the reward strategy flexible in adjusting to take account of changes in the business and

in the environment?
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Case study: Employee Engagement and Commitment: A Guide to Understanding, Measuring and

Increasing Engagement in Your Organization

Employee Engagement and Commitment

A Guide to Understanding, Measuring and Increasing
Engagement in Your Organization
Robert J. Vance

Employee Engagement First
[No] company, small or large, can win over the long run
without energized employees who believe in the [fim’s]
mission and understand how to achieve it That's why
you need to take the measure of employee engagement
at least once a year through anonymous surveys in which
people feel completely safe to speak their minds.

Jack and Suzy Welch

Employees who are engaged in their work and committed to
their organizations give companies crucial competitive
advantages—induding higher productivity and lower
employee turnover. Thus, itis not surprising that organizations
of all sizes and types have invested substantially in policies and
practices that foster engagement and commitment in their
workforces. Indeed, in identifying the three best measures of a
company’s health, business consultant and former General
Electric CEO Jack Welch recently cited employee engagement
first, with customer satisfaction and free cash flow coming in
second and third, respectively.' “Reaping Business Results at
Caterpillar” and “Engagement Pays Off at Molson Coors Brew-
ing Company” show two examples of companies that benefited
from enhancing engagement and commitment.

Engagement Pays Off at Molson Coors
Brewing Company

At beverage giant Molson Coors, engaged employees were
five times less likely than nonengaged employees to have a
safety incident and seven times less likely to have a lost-time
safety inddent. Moreover, the average cost of a safety ind-
dent for engaged employees was $63, compared with an
average of $392 for nonengaged employees. By strengthen-
ing employee engagement, the company saved $1,721,760
in safety costs during 2002. Engagement also improved sales
performance at Molson Coors Low-engagement teams fell
far behind engaged teams in 2005 sales volumes. In addi-
tion, the difference in performance-related costs of low- vs

high-engagement teams totaled $2,104,823.

Reaping Business Results at Caterpillar
Construction-equipment maker Caterpillar has gar-
nered impressive results from its employee engagement
and commitment initiatives, including:

+ $8.8 million annual savings from decreased attrition,
absenteeism and overtime (European plant)

« a 70% increase in output in less than four months
(Asia Pacific plant)

« a decrease in the break-even point by almost 50% in
units/day, and a decrease in grievances by 80%
(unionized plant)

« a $2 million increase in profit and a 34% increase in
highly satisfied customers (start-up plant)

But what are employee engagement and commitment,
exactly? This report examines the ways in which employers
and corporate consultants define these terms today, and offers
ideas for strengthening employee engagement. Though different
organizations define engagement differently, some common
themes emerge. These themes include employees’ satisfaction
with their work and pride in their employer, the extent to which
people enjoy and believe in what they do for work and the
perception that their employer values what they bring to the
table. Thegreater anemployee’s engagement, themorelikely heor
she is to “go the extra mile” and deliver excellent on-the-job
performance. In addition, engaged employees may be morelikely
to commit to staying with their current organization. Software
giant Intuit,” for example, found that highly engaged employees
are 1.3 times more likely to be high performers than less engaged
employees. They are also five times less likely to voluntarily leave
the company.

Clearly, engagement and commitment can potentially
translate into valuable business results for an organization. To
help you reap the benefits of an engaged, committed workforce
at your organization, this report provides guidelines for under-
standing and measuring employee engagement, and for design-
ing and implementing effective engagement initiatives. As you
will see, everyday human resource practices such as recruit-
ment, training, performance management and workforce sur-
veys can provide powerful levers for enhancing engagement.
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Employee Engagement: Key Ingredients

“Employee Engagement Defined” shows examples of engage-
ment definitions used by various corporations and consultan-
des. Clearly, definitions of employee engagement vary greatly
across organizations. Many managers wonder how such an
elusive concept can be quantified. The term does encompass
several ingredients for which researchers have developed

measurement techniques. These ingredients indude the
degree to which employees fully occupy themselves in their
work, as well as the strength of their commitment to the
employer and role. Fortunately, there is much research on
these elements of engagement—work that has deep roots in
individual and group psychology. The sections following
highlight some of these studies.

Employee Engagement Defined

CORPORATIONS

Caterpillar

Engagement is the extent of employees’ commitment, work effort, and desire to stay in an organization.
Dell Inc.

Engagement: To compete today, companies need to win over the MINDS (rational commitment) and the HEARTS
(emotional commitment) of employees in ways that lead to extraordinary effort.

Intuit, Inc.’
Engagement describes how an employee thinks and feels about, and acts toward his or her job, the work experience and
the company.

CONSULTANTS and RESEARCHERS

Corporate Leadership Council

Engagement: The extent to which employees commit to something or someone in their organization, how hard they
work and how long they stay as a result of that commitment.

Development Dimensions International

Engagement is the extent to which people enjoy and believe in what they do, and feel valued for doing it.

The Gallup Organization

Employee engagement is the involvement with and enthusiasm for work.

Hewitt Associates

Engagement is the state of emotional and intellectual commitment to an organization or group producding behavior that
will help fulfill an organization’s promises to customers - and, in so doing, improve business results.

Engaged employees:

« Stay - They have an intense desire to be a part of the organization and they stay with that organization;

+ Say - They advocate for the organization by referring potential employees and customers, are positive with
co-workers and are constructive in their criticism;

« Strive - They exert extra effort and engage in behaviors that contribute to business success.

Institute for Employment Studies

Engagement: A positive attitude held by the employee toward the organization and its values. An engaged employee is
aware of business context, and works with colleagues to improve performance within the job for the benefit of the orga-
nization. The organization must work to develop and nurture engagement, which requires a two-way relationship
between employer and employee.

Kenexa

Engagement is the extent to which employees are motivated to contribute to organizational success, and are willing to
apply discretionary effort (extra time, brainpower and effort) to accomplishing tasks that are important to the achieve-
ment of organizational goals.

Towers Perrin

Engagement is the extent to which employees put discretionary effort into their work, beyond the required minimum to
get the job do