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Chapter 1

Human Resource Management 

and Competitive Advantage

	LEARNING OBJECTIVES




After reading this chapter, students should be able to:

· Understand the nature of a firm’s human resource management practices.

· Understand the roles played by the managers and human resource professionals in the human resource management process.

· Understand what competitive advantage is and how companies can achieve it.

· Understand how a firm’s human resource management practices can help it gain a competitive advantage.

· Understand why competitive advantage gained from human resource management practices is likely to be sustained over time.

CHAPTER OUTLINE AND LECTURE  

1-1
Human Resource Management

An organization’s success depends on how it manages its resources, including human resources.  Human resource management helps organizations deal effectively with the employment cycle of preselection, selection, and postselection.

The preselection phase involves planning for types of future job openings and the qualifications necessary to perform these jobs.  The selections phase includes recruiting applicants, assessing their qualifications, and selecting the most qualified.  During the postselection phase HRM personnel attempt to maximize the performance and satisfaction levels of employees by providing necessary knowledge, skills and working conditions to direct them to achieving organizational goals.

Ask two students to comment on the employment cycle of a previous job.  What would each student retain and change?

1-1a HRM Preselection Practices

Preselection practices begin with a strategic plan and demand/supply forecasting.  Human resource planning helps managers anticipate and meet changing needs relating to the acquisition, deployment, and utilization of employees.  Next, managers use job analysis as a systematic procedure for gathering, analyzing, and documenting information about particular jobs.

1-1b HRM Selection Practices

Organizations recruit candidates internally and externally.  Recruitment seeks to identify a suitable pool of applicants quickly, cost efficiently, and legally.  Selection follows recruitment, whereby managers assess the candidate pool and choose job candidates in a process that is technically sound and legal.

Arrange students in teams of 3 or 4 people.  Ask them to generate a list of all of the possible sources for locating job candidates they can think of.  Have them rank the list from best to least best and report to the class.  Allow time for discussion and exchange of ideas.

1-1c HRM Postselection Practices

Companies implement postselection practices to maintain or improve their workers’ job performance levels.  Employees participate in training to learn how to effectively perform their current jobs.  Selected employees engage in development to prepare to effectively perform possible future jobs.

Through performance appraisal, organizations measure employee’s job performances and communicate evaluations to them.  They are also used to motivate and correct behaviors, and make related HRM decisions, such as promotions, demotions, discharges, and pay raises.

Select 2 students that have held full-time jobs and ask them to comment on the appraisal interviews and system where they work.  Ask if they were motivated to perform better as a result.

All employees must be compensated through pay in the form of wages or salaries.  Benefits are additional types of compensation in the form of insurance or employee discounts.  The aim of compensation is to establish and maintain a competent and loyal workforce at an affordable cost.

Productivity improvement programs tie job behavior to rewards, such as financial or nonfinancial.  The purpose is to motivate employees to engage in appropriate job behaviors.

1-1d HRM Practices Influenced by External Factors

Organizations do not exist in vacuums and are influenced by events outside the work environment.  Managers must constantly consider how the legal and environmental issues at the federal, state, and local levels impact HRM.  Organizations must prevent discrimination in their practices as well as consider how social, economic, and technological events influence HRM practices.  Managers must carefully determine needed job qualifications and choose selection methods that accurately measure those qualifications.

Organizations must practice workplace justice laws by treating all employees in a fair, nondiscriminatory manner.  They must also negotiate at times with unions that attempt to represent the interests of some or all of the company’s employees.

Legal, social, and political pressures on health and safety matters directly impact HRM practices.  Accident prevention, wellness, and employee assistance programs are ways to ensure the health and mental well-being of employees.  Organizations are more aware of the need to hire managers who can deal with the dynamics of foreign markets, and can understand the language and cultures in those markets.

Ask students to respond to this question.  What are the current dominant legal, social, and political pressures facing HRM?

1-2    Who Is Responsible for Developing and Implementing HRM Practices?

Whether a firm has a separate HRM department or not, the responsibility for HRM practices lies with both HR professionals and line managers.  The misconception that HR professionals have sole responsibility in this area can lead to serious problems.  It is the interplay between managers and HR professionals that leads to effective HRM practices.

The nature of the HR professional’s roles varies from company to company, depending primarily on the size of the organizations.  Our discussions assume a large company with a sizable HR department.  In smaller firms, line managers can assume these same practices in an expanded role.

1-2a HR Professional’s Role

HR professionals typically assume four areas of responsibility:  establish HRM procedures, develop/choose HRM methods, monitor/evaluate HRM practices, advise/assist managers on HRM-related matters.

Subject to upper-management approval, HR professionals decide what procedures to follow when implementing an HRM practice.  They typically develop or choose specific methods to implement a firm’s HRM practices.  They also must ensure that these practices are properly implemented through evaluation and monitoring.  Records must be monitored to ensure that performance appraisals have been properly implemented.

HR professionals advise/assist managers on HRM-related matters, which is seen as the most significant area of responsibility.  They consult on an array of topics, such as formal training programs, selection and the law, employee interviews, performance appraisals, disciplining employees, and dealing with problem employees.

Allow students to assume the role of an HR professional.  Ask them to individually decide on the 3 types of input they would most want from line managers.  Let them write “why” they would need this input in their notebooks.

1-2b Line Manager’s Role

Line managers direct employees’ day-to-day tasks and are the main people responsible to implement the organizations’ HRM practices.  They also provide necessary input for developing effective practices.

Managers carry out many procedure and methods devised by HR professionals, such as interviewing job candidates, providing orientation, and on-the-job training.  They provide valuable input to the HR professionals used to develop more effective and efficient procedures and methods.  

1-3
Gaining a Competitive Advantage

It is common practice for a firm to seek and maintain a competitive advantage in order to maintain its position in the marketplace.  Firms can accomplish this by effectively managing their human resources.

1-3a Competitive Advantage Defined

To succeed, an organization must gain and maintain an edge over its competition—that is, develop an advantage or superior position in the marketplace.

1-3b Cost Leadership

One way to develop a competitive advantage is through practicing cost leadership.  Here a firm provides the same services or products as its competition but produces them at a lower cost.  By doing so, a firm can earn a better return on its investment or sell at lower prices.

A firm can reduce its per unit cost by increasing the value of the following ratio:

Number of units produced/Total cost of production

To accomplish this task a firm can use new technology, devise more efficient work methods to increase productivity, or cut overhead costs.

Form the class into working teams.  Assign each team to brainstorm a list of 10 ways to cut costs in providing products and services.  They will need to go beyond the information in the textbook.

1-3c Product Differentiation

Firms use product differentiation to gain a competitive advantage by producing a product or service that buyers prefer over competitors.  Typically, this is accomplished by creating better quality, innovation that competitors’ lack, a superior location, or by promoting and packaging products to create the perception of higher quality.  A competitive advantage occurs when customers are willing to pay enough to cover any extra production costs.

1-4
Competitive Advantage and HRM

The HRM practices of an organization can be an important source of competitive advantage through cost leadership and product differentiation.  Research and expert opinion can reveal why HRM practices can have such a dramatic impact on competitive advantage.

1-4a Evidence Linking HRM Practices to Competitive Advantage

A 1994 study of 968 firms across 35 industries revealed a strong link between HRM effectiveness and productivity.  Companies with high effectiveness ratings out produced the average company by 5 percent.

A 1997 study conducted among 293 publicly held U.S. firms showed that a difference of one standard deviation in HRM effectiveness ratings translated into a productivity increase of $44,380 per employee.

Chris Ryan and associates determined that 15–30 percent of the total value of a company could be attributed to the quality of its HRM practices.  The three top areas are providing effective orientation training, letting employees know what is expected of them, discharging employees that are chronically poor performers.  This has a significant impact on shareholders returns.

1-4b A Model Linking HRM Practices to Competitive Advantage

The model shown in Figure 1-4 in the text indicates why effective HRM practices enhance a firm’s competitive advantage.  It shows that competitive advantage can be created with either a direct or indirect path, or both.  Refer to Taking a Closer Look 1-1 for sixteen HRM practices that enhance this advantage.

Assign students to select 2 or 3 of the practices and complete a one-page report on each, using the Internet as the source.

By direct path, we mean that the way an HRM practice is carried out can, by itself, have an immediate impact on competitive advantage.  By indirect path, we mean that an HRM practice can impact competitive advantage by causing certain outcomes, which, in turn, create competitive advantage.

HRM practices can lead to employee-centered outcomes of competence, motivation, and work-related attitudes of job satisfaction, organizational commitment, and organizational citizenship.  Employee-centered outcomes can lead to organization-centered outcomes of output, employee retention, legal compliance, and company reputation or image.  
      

The last point to consider is that organization-centered outcomes can lead to competitive advantage.  When organization-centered outcomes are favorable, advantage is usually achieved through cost leadership and/or product differentiation.   Money can be saved by using new technology, minimizing turnover rates, and avoiding lawsuits.  When companies produce better products and services, customers are satisfied and business improves.  Image affects competitive advantage by influencing customers’ confidence in a company’s products and services and thus affects their inclination to purchase from that company.

1-4c HRM Practices and Sustained Competitive Advantage

It is one thing to create a competitive advantage, but another to sustain it over a prolonged period of time.  Strategies can be easily imitated and thus the advantage can be minimized or lost.  Because the management of human resources is less susceptible to imitation, the competitive advantage achieved through HRM practices is likely to be more sustainable than that achieved by other means.  Therefore, a firm should continuously improve its HRM practices to retain that competitive advantage.

KEY TERMS

Benefits: A form of compensation provided to employees in addition to their pay, such as health insurance or employee discounts.

Compensation: Consists of the pay and benefits received from the company by employees.

Competitive advantage: A status achieved by a company when gaining a superior marketplace positions relative to its competition.

Cost leadership strategy: A strategy in which a company gains a competitive advantage by providing the same services or products as its competitors, but produces them at a lower cost.

Development: Planned learning experiences that prepare workers to effectively perform possible future jobs.

Human resource management: The organizational functions that consist of practices that help the organization deal effectively with its people during the various phases of the employment cycle.

Human Resource planning: An HRM practice that helps managers anticipate and meet changing needs relating to the acquisition, deployment, and utilization of employees.

Job analysis: A systematic procedure for gathering, analyzing, and documenting information about particular jobs.

Job satisfaction: The favorableness of employee attitudes toward their jobs.

Organizational citizenship: The willingness of employees to engage in behaviors that help the organization to achieve its goals.

Organizational commitment: The relative strength of an individual’s identification and involvement in a particular organization.

Pay: The wage or salary that employees earn.

Performance appraisal process: A process used by companies to measure the adequacy of their employees’ job performances and communicate these evaluations to them.

Product differentiation: Gaining competitive advantage by producing a product or service that buyers prefer.

Productivity improvement programs: HRM practices designed to improve motivation and productivity by tying job performance to rewards.

Recruitment: An HRM practice designed to locate and attract job applicants for particular positions.

Selection: An HRM practice in which companies assess and choose job candidates.

Training: Planned learning experiences that teach workers how to effectively perform their current jobs.

Unions: Organizations representing the interests of some or all of the company’s workers.

Workplace justice: A concept that addressed the issue of treating employees in a fair, nondiscriminatory manner.

REVIEW QUESTIONS
1.  The human resource management function 

a. is concerned with ensuring that a firm’s human resources have the land, capital, and equipment needed to perform their jobs effectively.

b. helps an organization deal effectively with its people during the various phases of the employment cycle—preselection, selection, and postselection.

c. is necessary only in those organizations where labor-management relations are strained.

d. is irrelevant in an age of rapidly changing work processes.

Answer: B











Rationale: An organization’s human resource management (HRM) function focuses on the people aspect of the organization. It consists of practices that help the organization deal effectively with its people during the various phases of the employment cycle: preselection, selection, and postselection. Reference section: 1-1

2.  Human resource planning has as its primary goal

a. gathering, analyzing, and documenting information about jobs.

b. locating and attracting job applicants.

c. helping managers anticipate and meet the changing need for human resources.

d. measuring the adequacy of an employee’s job performance.

Answer: C










Rationale: Human resource planning helps managers anticipate and meet changing needs relating to the acquisition, deployment, and utilization of its employees. Reference section: 1-1a

3.  Unions are most likely to influence company policies regarding 

a. human resource planning, job analysis, and recruitment.

b. discipline, promotions, and grievances.

c. international human resource management.

d. strategic planning and resource allocation.

Answer: B









Rationale: Union contracts regulate many HRM practices, such as discipline, promotion, grievance procedures, and overtime allocation. Reference section: 1-1d

4.  Which statement best describes the relationship between line management and HR 

 professionals?

a. HR professionals focus more on developing human resource programs; line managers are more involved in implementing those programs.

b. HR professionals are solely responsible for evaluating programs designed to manage human resources.

c. Line management requires the services of the HR professional only infrequently.

d. Line management focuses more on developing human resource programs; the HR professional is more involved in implementing programs.

Answer: A









Rationale: Line managers direct employees’ day-to-day tasks. From an HRM perspective, line managers are the main people responsible for implementing HRM practices and providing HRM professionals with necessary input for developing effective practices. Reference section: 1-2b

5.  A competitive advantage is defined in the text as 

a. a demonstrated willingness to take on all competitors in the marketplace.

b. hiring a workforce that has a high need for achievement.

c. achieving a superior marketplace position relative to one’s competition.

d. organizational self-confidence.

Answer: C









Rationale: To succeed, an organization must gain and maintain an edge over its competitors—that is, a firm must develop a competitive advantage or superior marketplace position relative to its competition. Reference section: 1-3a

6.  Product differentiation can offer a firm a competitive advantage because 

a. it allows a firm to offer a unique product not being offered by competitors.

b. it can reduce a product’s cost per unit.

c. it reduces a firm’s dependence on one supplier for raw materials.

d. imitating a competitor’s strategy is the surest way to be competitive.

Answer: A










Rationale: Product differentiation occurs when a firm produces a product or service that is preferred by buyers. Reference section: 1-3c

7.  The use of HRM practices can promote a sustained competitive advantage because 

a. being the first to institute an innovative HR practice discourages a firm’s competition.

b. HR practices cannot be imitated.

c. people are a firm’s most valuable resource.

d. the organizational environment in which innovative HR practices are implemented can rarely be duplicated.

Answer: D










Rationale: Because the management of human resources is less susceptible to imitation, the competitive advantage achieved through HRM practices is likely to be more sustainable than that achieved by other means. Reference section: 1-4c

8.  Organizational citizenship concerns 

a. an employee’s willingness to engage in work behaviors that are not usually specified in a job description.

b. the relative strength of an employee’s identification with and involvement in a particular organization.

c. the favorableness of an employee’s attitude toward his or her job.

d. the tendency of an organization to be involved in the civic affairs of the community in which it resides.

Answer: A










Rationale: Organizational citizenship refers to the willingness of employees to engage in behaviors that help the organization achieve its goals. Reference section: 1-4b

9.  Which of the following pairs of HRM practices is most likely to influence employee 

     motivation?

a. Job analysis and HR planning

b. Selection and productivity improvement programs

c. Training and safety and health programs

d. Motivation is one of the few variables that cannot be improved using HR practices.

Answer: B











Rationale: Productivity improvement programs tie job behavior to rewards. Rewards may be financial or nonfinancial. The aim of such programs is to motivate employees to engage in appropriate job behaviors. Reference section: 1-1c

10.  An employee is overheard saying “I think the company is doing the right thing by

       introducing this new product line. I hope I get the chance to work on it.” This 

       statement most likely reflects the employee’s 

a. organizational commitment.

b. organizational citizenship.

c. job satisfaction.

d. self-efficacy.

Answer: A










Rationale: Organizational commitment refers to “the psychological attachment to, identification with, and involvement in the organization.” Employees who are committed to their organizations are very loyal toward them. Such individuals stick with their company through “thick and thin.” Reference section: 1-4b

CRITICAL THINKING EXERCISES   
1. Ask two students to comment on the employment cycle of a previous job.  What would each student retain and change?

2. Arrange students in teams of 3 or 4 people.  Ask them to generate a list of all of the possible sources for locating job candidates they can think of.  Have them rank the list from best to least best and report to the class.  Allow time for discussion and exchange of ideas.

3. Select 2 students that have held full-time jobs and ask them to comment on the appraisal interviews and system where they work.  Ask if they were motivated to perform better as a result.  Also ask them what the purpose of the appraisals were, what they learned from them, and what they would have done differently if they were the manager.  Allow for comments from other students.

4. Ask students to respond to this question.  What are the current dominant legal, social, and political pressures facing HRM?  Allow students to use the text if need be.

5. Allow students to assume the role of an HR professional.  Ask them to individually decide on the 3 types of input they would most want from line managers.  Let them write “why” they would need this input in their notebook.  Allow time for discussion from some students.

6. Form the class into working teams.  Assign each team to brainstorm a list of 10 ways to cut costs in providing products and services.  They will need to go beyond the information in the textbook.  Discuss and record the ideas on the board.  Vote on the top 10 ways to cut costs.

7. Assign students to select 2 or 3 of the sixteen practices found in Taking A Closer Look 1-1 and complete a one-page report on each, using the Internet as the source.

DISCUSSION QUESTIONS

1. Define human resource management.

Human resource management is the organizational function that consists of practices that helps the organization deal effectively with its people during the various phases of the employment cycle.

2. Why are HR planning and job analysis considered preselection HRM practices?

HR planning and job analysis are considered preselection practices because lay the foundation for the other HRM practices.  In other words, firms must analyze and plan for their treatment of workers before they can carry out the remaining HRM practices.

3. What are the external factors that affect the practice of HRM?  Choose one external factor and explain how it affects HRM practices.

· The external factors include:

· Legal and Environmental Issues

· Workplace Justice Laws

· Union Influences

· Safety and Health Concerns

· International Influences

· Student answers will vary depending on the external factor selected.

4. Describe the roles played by a firm’s HR professionals with respect to HRM.

· Establish HRM Procedures

· HR professionals typically decide (subject to management approval) what procedures to follow when implementing an HRM practice.

· Develop/Choose HRM Methods

· Usually the HR professionals develop or choose specific methods to implement a firm’s HRM practices.

· Monitor/Evaluate HR Practices

· HR professionals must ensure that the firm’s HRM practices are properly implemented.  This responsibility involves evaluation and monitoring.

· Advise/Assist Managers on HRM-related Matters

· HR professionals consult on an array of HRM related topics.  They may assist by providing formal training programs as well as providing assistance by giving line managers advice about specific HRM-related concerns.

5. What is the line manager’s role in the area of HRM?

Line managers direct employees’ day-to-day tasks.  They are the main people responsible for implementing HRM practices and providing HR professionals with necessary input for developing effective practices.

6. Define the following terms: competitive advantage, cost leadership, and product differentiation.  Describe how cost leadership and product differentiation can create a competitive advantage.

Definitions:

· Competitive Advantage—a status achieved by a company when gaining a superior marketplace position relative to its competition.

· Cost Leadership—a strategy in which a company gains a competitive advantage by providing the same services or products as its competitors, but produces them at a lower cost.

· Product Differentiation—gaining competitive advantage by producing a product or service that buyers prefer.

Creating a Competitive Advantage:

· Cost Leadership—the organization earns a better return on its investment in capital and human resources.

· Product Differentiation—creates a competitive advantage if the firm’s customers are willing to pay enough to cover any extra production costs.

7. Describe how effective HRM practices can ensure a competent workforce.

· Recruitment/Selection—The workforce will be more competent if a firm can successfully identify, attract, and select the most competent applicants.

· Training/Development—The workforce will be more competent if employees are well trained to perform their jobs properly.

· Performance Appraisal—Performance appraisals can be used to identify performance deficiencies in employees due to a lack of competence.  Once these deficiencies are identified they can often be remedied through counseling, coaching or training.

· Compensation—A firm can attempt to increase the competency of its work force by offering more attractive pay and benefits packages than its competitors.  This practice enables firms to successfully attract and retain the most capable people.
8. Choose two organizational-centered outcomes included in the model and show how each is influenced by employee-centered outcomes.

· Output—Competent employees are usually very productive (with regard to both quality and quantity) because they have both the ability and desire to perform well.
· Employee Retention—Employees who are committed to their organization and satisfied with their employment are more likely to remain with the company.
· Legal Compliance—Satisfied employees are less likely to challenge the legality of a firm’s HRM practices.
· Company Reputation/Image—Employees who are satisfied and committed to their jobs are likely to “spread the word” that their company is a good place to work.  Moreover, when employees are competent and deal with customers in a helpful and friendly manner, the customers will view the company in a favorable light.
9. The chapter states that the impact of HRM practices on competitive advantage is likely to be sustained.  Explain.

· Competitors rarely have access to a firm’s HRM practices; that is, these practices are not very visible to outsiders and, thus, cannot be easily imitated.

· Even when these practices are visible, their impact may not be as favorable when used by competitors.  HRM practices represent an interrelated system.  One particular HRM practice may be successful only when used in combination with other HRM practices.
ESSAY QUESTIONS

1. Provide a basic explanation of the two preselection practices of human resource planning and job analysis.

2. Describe the HRM selection practices of recruitment and selection.  Selection is followed by postselection practices.  Describe training and development, performance appraisal, compensation, and productivity improvement programs.

3. A line manager or supervisor plays a vital role in HRM practices.  Write a couple of paragraphs explaining this role.

4. You are making a presentation to middle management on the topic of “How cost leadership and product differentiation can create a competitive advantage.”  Follow through here with the written part of your presentation.

5. Elaborate on how effective HRM practices can sustain a competitive advantage.

6. Pfeffer developed a model linking HRM practices to competitive advantage.  Briefly, but thoroughly, describe and evaluate all sixteen of the practices.

EXPERIENTIAL EXERCISE

Do These Practices Enhance Competitive Advantage?

Overview

The class should evaluate the 16 HRM practices suggested by Pfeffer in the context of the model linking HRM practices to competitive advantage.

Steps

1. Divide the class into small groups.

2. The instructor should assign one or more of the 16 HRM practices to each group.

3. Groups should prepare themselves to discuss the following issues: 

a. What impact do you think this practice would have on competitive advantage? 

b. Using the HRM-Competitive Advantage Model, explain how the HRM practice would affect the various components of the model (e.g., competence, motivation, etc.).

OTHER RESOURCES   

I.  Website

www.hrgopher.com Students can go here to find numerous websites for recruiting, staffing, retention, and safety.  

II. Films

Keeping the Good Ones, This highly entertaining and expertly produced film offers great training on employee retention, Media Partners.

Organizational Behavior and Planning,  Students will find tools provided that will help HRM’s organize existing staff and give a better understanding of staffing needs.  It teaches how to better prepare for recruitment efforts, Creative Force Video Productions.

III. Articles 

Effectiveness of an Organizational-Level Orientation Training Program in the Socialization of New Hires, H. J. Klein and N. A. Weaver, Personnel Psychology, 2000, 53 (1), pp. 47–66.  The authors express the advantages of an organizational-level orientation over a departmental orientation.

Effects of Employee Satisfaction, Organizational Citizenship, and Turnover on Organizational Effectiveness: A Unit-Level Longitudinal Study, D. J. Koys, Personnel Psychology, 2001, 54 (1), pp. 101–114.  Koys provides valuable lessons for us on how to be more effective through promoting employee satisfaction and organizational citizenship while decreasing turnover.

How HR Drives Profits, S. Caudron, Workforce, December 2001, pp. 26–31. This article provides insights into how sound HRM practices pay off.

Managing Customer Services: Human Resources Practices, Quit Rates, and Sales Growth, R. Batt, Academy of Management Journal, 2002, 45 (3), pp. 587–597.  We learn that managing customer services with the customer in mind has a direct and immediate effect on HRM practices, employee turnover, and the bottom line—sales growth.

Retention in Tough Times, B. Kaye and Evans Joran, Training and Development, January 2002, 56 (1), pp. 32–37.  Kaye and Joran generate many ideas on how to retain quality employees during tough business times.

Why Customer Satisfaction Starts with HR, P. J. Kiger, Workforce, May 2002, pp. 26–32.  In this Workforce article, Kiger provides ample evidence of why sound HRM practices lays the groundwork for high-quality customer satisfaction.

IV. Books

Human Resource Selection, R. D. Gatewood and H. S. Field, 5th ed., 2001, Fort Worth, Harcourt.  We can refer to this additional text to see a slightly different approach from other authors’ viewpoints on how to select just the right employees.


