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 I did not write this book for students who aspire to be specialists in human 
resource management (HRM). Rather, I wrote it for students of general manage-
ment whose jobs inevitably will involve responsibility for managing people, 
along with capital, material, and information assets. A fundamental assumption, 
then, is that all managers are accountable to their organizations in terms of the 
impact of their HRM activities, and they are expected to add value by managing 
their people effectively. They also are accountable to their peers and to their 
subordinates in terms of the quality of work life that they are providing. 
  As a unifying theme for the text, I have tried to link the content of each 
chapter to three key outcome variables—productivity, quality of work life, and 
profits. This relationship should strengthen the student’s perception of HRM as 
an important function affecting individuals, organizations, and society. 
  Each chapter incorporates the following distinguishing features:

�    In keeping with the orientation of the book toward general managers, each 
chapter opens with “Questions This Chapter Will Help Managers Answer.” 
This section provides a broad outline of the topics that each chapter ad-
dresses.  

�   Following the chapter opener is a split sequential vignette, often from the 
popular press, that illustrates “Human Resource Management in Action.” 
Events in the vignette are designed to sensitize the reader to the subject 
matter of the chapter. The events lead to a climax, but then the vignette 
stops—like a two-part television drama. The reader is asked to predict what 
will happen next and to anticipate alternative courses of action.  

�   Then the text for the chapter appears—replete with concepts, research find-
ings, court decisions, company examples, and international comparisons.  

�   Each chapter includes an “Ethical Dilemma.” Its purpose is to identify is-
sues relevant to the topic under discussion where different courses of action 
may be desirable and possible. The student must choose a course of action 
and defend the rationale for doing so.  

�   As in the seventh edition, “Implications for Management Practice” provides 
insights into the ways in which issues presented in the chapter affect the deci-
sions that managers must make. “Impact” boxes in each chapter reinforce the 
link between the chapter content and the strategic objectives—productivity, 
quality of work life, and the bottom line—that influence all HR functions.  

�   Near the end of the chapter, the vignette introduced at the outset continues, 
allowing the reader to compare his or her predictions with what actually 
happened.    
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  Ultimately the aim of each chapter is to teach prospective managers to 
 make decisions  based on accurate diagnoses of situations that involve people—
in domestic as well as global contexts. Familiarity with theory, research, and 
practice enhances the ability of students to do this. Numerous real-world appli-
cations of concepts allow the student to learn from the experiences of others, 
and the dynamic design of each chapter allows the student to move back and 
forth from concept to evidence to practice—then back to evaluating concepts—
in a continuous learning loop. 

  WHAT’S NEW IN THE EIGHTH EDITION? 

  HR texts have sometimes been criticized for overemphasizing the HR practices 
of large organizations. There is often scant advice for the manager of a small 
business who “wears many hats” and whose capital resources are limited. To 
address this issue explicitly, I have made a conscious effort to provide exam-
ples of effective HRM practices in small businesses in almost every chapter. 
  This was no cosmetic revision. I examined every topic and every example 
in each chapter for its continued relevance and appropriateness. I added doz-
ens of new company examples to illustrate current practices, updated legal find-
ings from each area, and cited the very latest research findings in every chapter. I 
added literally hundreds of new references since the previous edition of the book, 
and removed older ones that are less relevant today. As in previous editions, I 
have tried to make the text readable, neither too simplistic nor too complex. 
  The book still includes 16 chapters, presented in the same order as in the 
previous edition. “Applying Your Knowledge” cases and exercises still appear 
in each chapter, and although many of the chapter-opening vignettes (“Human 
Resource Management in Action”) retain the same titles, I have updated each 
one to reflect current information and content. As in the previous edition, I 
have boldfaced key terms as they are discussed in the text and included a con-
solidated list of them at the end of each chapter. A glossary at the back of the 
book also helps students to locate definitions of important terms quickly. 
  A final consideration is the treatment of international issues. While there are 
merits to including a separate chapter on this topic, as well as interspersing in-
ternational content in each chapter, I do not see this as an either-or matter. I have 
done both, recognizing the need to frame domestic HR issues in a global context 
(e.g., recruitment, staffing, compensation, labor-management relations). At the 
same time, the book covers international issues (e.g., cultural differences, staffing, 
training, and compensation of expatriates) in more depth in a separate chapter.   

  NEW TOPICS IN THE EIGHTH EDITION 

�     Chapter 1 includes updated coverage of how globalization (and the backlash 
against it), technology, e-commerce, and demographic changes are influenc-
ing HR management practices as well as the strategic responses of organiza-
tions. Such responses include new forms of organization, globally dispersed 
work, restructuring, quality-management programs, and increased flexibil-
ity. New sections include nurturing leaders at GE, updated HR competen-
cies, and Best Buy’s radical experiment with flexible work schedules.  
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�   I have rewritten Chapter 2, on the financial impact of HRM activities, exten-
sively, based on a simple principle, namely, that HR measurement is valu-
able to the extent that it improves vital decisions about talent and how it 
is organized. Using the framework of the L-A-M-P model (logic, analytics, 
measures, and process), the chapter presents both hypothetical and actual 
company examples of financial impact in five areas: employee attitudes, 
absenteeism, turnover, work-life programs, and training.  

�   Chapter 3 explores the legal context of employment decisions. There have 
been many new regulatory developments and in the case law that affects 
employment decisions, for example, with respect to age and disability dis-
crimination, family and medical leave, retaliation, sexual harassment, ap-
plication of U.S. civil rights laws in other countries, and the secret taping 
of supervisors, just to name a few areas, and I have rewritten the chapter 
extensively to reflect these.  

�   The focus of Chapter 4 is on diversity at work. The updated chapter-opening 
vignette emphasizes key factors as well as obstacles in making the business 
case for having a diverse workforce. A new section focuses on diversity as 
an essential component of HR strategy, and why it is so difficult to imple-
ment a diversity program. Lots of new company examples illustrate progres-
sive approaches to managing diversity at Pepsico, IBM, Abbott Labs, Bank 
of America, and Raytheon.  

�   I have extensively revised Chapter 5, “Planning for People.” This chapter is 
based on the idea that to make intelligent decisions about HR strategy, two 
types of information are essential: (1) a deep understanding of general busi-
ness strategy, and (2) job design. The chapter incorporates both theoretical 
models as well as company examples from firms such as Apple, FedEx, 
Ritz-Carleton, and SYSCO to make these concepts real. The chapter then 
presents the latest information on strategic workforce planning, including 
leadership succession. A new chapter-opening vignette addresses that issue, 
and we explore it further using company examples from 3M, IBM, and GE.  

�   Chapter 6, “Recruiting,” has been completely updated to reflect the latest 
strategies that companies and job seekers are using to find each other, such 
as virtual job fairs. New research findings on the effectiveness of online 
job search (and related personal-privacy issues), diversity-oriented recruit-
ing, and factors that affect recruitment success, together with company 
examples from firms such as PriceWaterhouse Coopers, Principal Finan-
cial, Whirlpool, and Red 5 Studios, reflect the current state of the art in 
recruitment.  

�   Chapter 7 reflects the very latest methods, research findings, new technol-
ogy, and practical strategies companies are using to inform staffing deci-
sions. It also includes new sections on emotional intelligence and situational 
judgment tests, as well as a new company example on how Google searches 
for talent. As in previous editions, a technical appendix provides more in-
depth information for interested readers on the estimation of reliability and 
validation strategies.  

�   Chapter 8, on workplace training, begins with a new chapter-opening 
 vignette, “Technology-Delivered Instruction Catches On.” New sections on 
training trends; the impact of training on individuals, teams, organizations, 
and society; and new company examples from InfoSys, UPS, and Westing-
house Electric describe a thoroughly updated treatment of this topic.  
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�   Chapter 9, on performance management, begins with an updated chapter-
opening vignette, “Performance Reviews: The Dilemma of Forced Ranking.” 
It emphasizes the critical need to align performance management with the 
strategic direction of an organization, and it includes revised sections on 
performance management in practice, 360-degree feedback, and perfor-
mance-review interviews.  

�   Managing careers is the focus of Chapter 10, and it includes an updated 
chapter-opening vignette, “Self-Reliance: Key to Career Management,” as 
well as updated treatment of bottom-line benefits at family-friendly com-
panies, mentoring, relocation, job sharing, older workers, retirement, un-
retirement, and up-or-out promotion policies.  

�   Chapter 11, “Pay and Incentive Systems,” includes an updated chapter-
opening vignette, “The Trust Gap,” a new ethical dilemma, “Does Being 
Ethical Pay?”, a new section on how small businesses cope with tight labor 
markets, a new company example—NUCOR—on team incentives, plus a 
new case, “NUCOR—The Art of Motivation.”  

�   Chapter 12 presents benefits in the context of total compensation. Beginning 
with an updated chapter-opening vignette, “The New World of Employee 
Benefits,” the chapter describes the latest strategies companies are using 
to control health-care costs, such as consumer-driven health plans, along 
with updated information about Social Security, the Pension Protection Act 
of 2006, retirement benefits and small businesses, and company examples 
from McKinsey & Co., Canadian Imperial Bank of Commerce, Intel, Morn-
ingstar, and Aon.  

�   Chapter 13 has been completely updated and now includes sections on how 
changes in product and service markets have affected labor-management re-
lations, the new labor federation, Change To Win, which split from the AFL-
CIO, and updated information on grievance procedures, decertification, and 
strategy and tactics in negotiation.  

�   Chapter 14 addresses procedural justice and ethics. It includes an up-
dated chapter-opening vignette on alternative dispute resolution and a 
new international application—“Perceptions of Procedural Justice Across 
Cultures.” Treatments of workplace due process, discipline, termination, 
privacy and ethical issues, and whistle-blowing have been completely revised 
and updated.  

�   Chapter 15, on job safety and health, includes a completely updated 
 chapter-opening vignette on substance abuse, as well as new information 
about strategies for reducing repetitive-stress injuries. It also includes the 
very latest research and recommendations for using employee-assistance 
programs, wellness programs, and for dealing with alcohol, drugs, and 
 violence at work. In addition, company examples from Aetna, Cintas, 
Johnson & Johnson, and Procter & Gamble should stimulate lively class-
room discussion.  

�   Chapter 16, on international dimensions of HRM, remains as a capstone for 
the book, and it has been completely updated. For example, the sections on 
international recruitment, staffing, orientation, training, and compensation 
have been revised extensively to reflect the latest research findings and tax-
law changes, as have sections on parity in benefits across countries and in-
ternational labor standards. The chapter concludes with updated treatments 
of NAFTA and repatriation.     
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  HELP FOR INSTRUCTORS AND STUDENTS 

  Several important supplements are available to help you use this book more 
effectively. 

  Online Learning Center (www.mhhe.com/cascio8e) 

�    The instructor’s manual includes suggested course outlines for both 10- and 
16-week terms, chapter outlines, answers to “Challenge” questions that 
follow the chapter-opening vignette, answers to end-of-chapter discussion 
questions, and comments on end-of-chapter cases and exercises.  

�   A matrix of features (shown in the instructor’s manual) helps distinguish 
this book from competitors. The grid shows the specific chapter coverage 
of important topics such as international applications, new technology, the 
Internet, ethical issues, the financial impact of HR activities, and workforce 
diversity.  

�   The test bank contains true-false, multiple-choice, fill-in-the-blank, and 
short-answer questions for each chapter. Approximately 1,200 questions are 
included. Each is classified according to the level of difficulty and includes 
a text page reference.  

�   PowerPoint–presentation software and slides include tables, figures, and 
content from each chapter of the text, thereby providing an easy-to-follow 
outline for classroom presentations.  

�   Readers can access chapter reviews, self-grading quizzes, and additional 
 exercises.     

 Videos 

 Video options include the Manager’s Hot Seat series, interactive video exercises 
available via the Online Learning Center or at www.mhhe.com/mhs, Manage-
ment in the Movies, and the Human Resource Management Video DVD.    

  ORGANIZATION AND PLAN OF THE BOOK 

  The text is based on the premise that three critical strategic objectives guide all 
HR functions: productivity, quality of work life, and profits. The functions—
employment; development; compensation; labor-management accommodation; 
and safety, health, and international implications—in turn, are carried out in 
multiple environments: competitive, legal, social, and organizational. 
  Part 1, “Environment,” includes Chapters 1 through 4. It provides the back-
drop against which students will explore the nature and content of each HRM 
function. These first four chapters paint a broad picture of the  competitive, 
legal, social, and organizational environments in which people- management 
 activities take place. They also describe key economic and noneconomic fac-
tors that affect productivity, quality of work life, and profits. This is the con-
ceptual framework within which the remaining five parts (12 chapters) of the 
book unfold. 
  Logically, “Employment” (Part 2) is the first step in the HRM process. Ana-
lyzing work, planning for people, recruiting, and staffing are key components 
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of the employment process. Once employees are on board, the process of “De-
velopment” (Part 3) begins, with workplace training, performance management, 
and career management activities. 
  Parts 4, 5, and 6 represent concurrent processes. That is, “Compensation” 
(Part 4), “Labor-Management Accommodation” (Part 5), and “Support and 
International Implications” (Part 6) are all closely intertwined, conceptually 
and in practice. They represent a network of interacting activities such that a 
change in one of them (e.g., a new pay system or a collective-bargaining agree-
ment) inevitably will have an impact on all other components of the HRM sys-
tem. It is only for ease of exposition that the book presents them separately in 
Parts 4, 5, and 6.   
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   P A R T

 ENVIRONMENT  1 
 To manage people effectively in today’s world of work one must understand 
and appreciate the significant competitive, legal, and social issues. The pur-
pose of  Chapters 1  through 4 is to provide insight into these issues. They pro-
vide both direction for and perspective on the management of human resources 
in the new millennium.  

  1     HUMAN RESOURCES IN A GLOBALLY COMPETITIVE BUSINESS ENVIRONMENT  

  2     THE FINANCIAL IMPACT OF HUMAN RESOURCE MANAGEMENT ACTIVITIES  

  3     THE LEGAL CONTEXT OF EMPLOYMENT DECISIONS  

  4     DIVERSITY AT WORK       



  C H A P T E R

 Questions This Chapter Will Help Managers Answer 

  1.  What will 21st-century corporations look like? 

  2.  What people-related business issues must managers be concerned about? 

  3.  Which features will characterize the competitive business environment in 

the foreseeable future, and how might we respond to them? 

  4.  What people-related problems are likely to arise as a result of changes in 

the forms of organizations? How can we avoid these problems? 

  5.  What are the HR implications of our firm’s business strategy?       

1 
 HUMAN RESOURCES IN A 

GLOBALLY COMPETITIVE 

BUSINESS ENVIRONMENT   



 21ST-CENTURY CORPORATION *  

  Sparked by new technologies, particularly the Internet, the corporation is un-
dergoing a radical transformation that is nothing less than a new Industrial 
Revolution. This time around, the revolution is reaching every corner of the 
globe and, in the process, rewriting the rules laid down by Alfred P. Sloan, Jr. 
(the legendary chairman of General Motors), Henry Ford, and other Industrial 
Age giants. The 21st-century corporation that emerges will in many ways be 
the polar opposite of the organizations they helped shape. 
  Many factors are driving change, but none is more important than the rise 
of Internet technologies. Like the steam engine or the assembly line, the Net 
has already become an advance with revolutionary consequences, most of 
which we have only begun to feel. The Net gives everyone in the organization, 
from the lowliest clerk to the chairman of the board, the ability to access a 
mind-boggling array of information—instantaneously from anywhere. Instead 
of seeping out over months or years, ideas can be zapped around the globe in 
the blink of an eye. That means that the 21st-century corporation must adapt 
itself to management via the Web. It must be predicated on constant change, 
not stability; organized around networks, not rigid hierarchies; built on shifting 
partnerships and alliances, not self-sufficiency; and constructed on technologi-
cal advantages, not bricks and mortar. 
  The organization chart of the large-scale enterprise had long been defined 
as a pyramid of ever-shrinking layers leading to an omnipotent CEO at its apex. 
The 21st-century corporation, in contrast, is far more likely to look like a Web: 
a flat, intricately woven form that links partners, employees, external contrac-
tors, suppliers, and customers in various collaborations. The players will grow 
more and more interdependent, and managing this intricate network will be as 
important as managing internal operations. 
  In contrast to factories of the past 100 years that produced cookie-cutter 
products, the company of the future will tailor its products to each individual 
by turning customers into partners and giving them the technology to design 
and demand exactly what they want. Mass customization will result in waves 
of individualized products and services, as well as huge savings for companies, 
which no longer will have to guess what and how much customers want. 
  Intellectual capital will be critical to business success. The advantage of 
bringing breakthrough products to market first will be shorter than ever because 
technology will let competitors match or exceed them almost instantly. To keep 
ahead of the steep new-product curve, it will be crucial for businesses to attract 
and retain the best thinkers. Companies will need to build a deep reservoir of 
talent—including both employees and free agents—to succeed in this new era. 
But attracting and retaining top talent will require more than just huge pay-
checks. Organizations will need to create the kinds of cultures and reward sys-
tems that keep the best minds engaged. The old command-and-control hierarchies 

 Human Resource 
Management 

in Action 

  *Sources: Hamm, S. (2007, Mar. 27). Speed demons.  BusinessWeek,  pp. 67–76; Hamm, S. (2007, 
Apr. 16). People are his bottom line,  Fortune,  p. 30 .  Byrne, J. A. (2000, Aug. 28). Management by 
web,  BusinessWeek,  pp. 84–96; Colvin, G. (2000, Mar. 6). Managing in the info era,  Fortune,  pp. F6–F9; 
Engardio, P. (2006, Jan. 30). The future of outsourcing,  BusinessWeek,  pp. 50–58. Pfeffer, J. & 
Veiga, J. F. (1999). Putting people first for organizational success,  Academy of Management Execu-
tive,   13  (2), pp. 37–48.  
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4 Part 1 Environment

are fast crumbling in favor of organizations that empower vast numbers of people 
and reward the best of them as if they were owners of the enterprise.  

           It’s Global.   In the beginning, the global company was defined as one that sim-
ply sold its goods in overseas markets. Later, global companies assumed a man-
ufacturing presence in numerous countries. The company of the future will 
call on talent and resources—especially intellectual capital—wherever they 
can be found around the globe, just as it will sell its goods and services around 
the globe. Indeed, the very notion of a headquarters country may no longer ap-
ply, as companies migrate to places of greatest advantage. The new global cor-
poration might be based in the United States but do its software programming 
in Sri Lanka, its engineering in Germany, and its manufacturing in China.  Every 
outpost will be connected seamlessly by the Net, so that far-flung employees 
and freelancers can work together in real time.  

  It’s about Speed.   Call it the innovation imperative. Competition is more in-
tense than ever because of the rise of the Asian powerhouses and the spread 
of disruptive new Internet technologies and business models. If companies 
are to thrive in this hyper-competitive environment, they must innovate 
more and faster. Here’s just one example. In the cell-phone business, Nokia, 
Motorola, and others used to take 12 to 18 months to develop basic models. 
Today, it’s six to nine months. With everything from product cycles to em-
ployee turnover on fast-forward, there is simply not enough time for delibera-
tion or bureaucracy. 
  The 21st-century corporation will not have one ideal form. Some will be 
completely disaggregated, wholly dependent on a network of suppliers, manu-
facturers, and distributors for their survival. Others, less so. Some of the most 
successful companies will be very small and very specialized. Others will be 
gargantuan in size, scope, and complexity.  Table 1–1  presents a summary of 
these changes. 
  If people are so critical to business success in the 21st-century organization, 
what will it take to attract and retain the best? According to John T. Chambers, 
CEO of Cisco Systems, Inc.: “The reason people stay at a company is that it’s a 
great place to work. It’s like playing on a great sports team. Really good players 
want to be around other really good players. Secondly, people like to work for 
good leadership. So creating a culture of leaders that people like is key. And the 
third is, are you working for a higher purpose than an IPO or a paycheck? Our 
higher purpose is to change the way the world works, lives, and plays.” 
  So if firms are to produce profits through people, what should they do? In 
the case conclusion at the end of the chapter, we will examine seven practices 
of successful organizations.       

 Challenges  

  1.   In  Table 1–1 , which dimensions of the 21st-century prototype model  require 
effective skills in managing people?  

  2.   How might the Internet change the ways that employees and managers 
 interact?  

  3.   If the 21st-century prototype model of organizations is to be successful, 
how must companies change their approaches to managing people?           
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 THE ENTERPRISE IS THE PEOPLE  

 Organizations are managed and staffed by people. Without people, organiza-
tions cannot exist. Indeed, the challenge, the opportunity, and also the frustra-
tion of creating and managing organizations frequently stem from the 
people-related problems that arise within them. People-related problems, in 
turn, frequently stem from the mistaken belief that people are all alike, that 
they can be treated identically. Nothing could be further from the truth. Like 
snowflakes, no two people are exactly alike, and everyone differs physically 
and psychologically from everyone else. Sitting in a sports arena, for example, 
will be tall people, small people, fat people, thin people, people of color, white 
people, elderly people, young people, and so on. Even within any single phys-
ical category there will be enormous variability in psychological characteris-
tics. Some will be outgoing, others reserved; some will be intelligent, others 
not so intelligent; some will prefer indoor activities, others outdoor activities. 
The point is that these differences demand attention so that each person can 
maximize his or her potential, so that organizations can maximize their effec-
tiveness, and so that society as a whole can make the wisest use of its human 
resources. 

  Table 1–1 

 WHAT A DIFFERENCE A CENTURY CAN MAKE: CONTRASTING VIEWS 
OF THE CORPORATION 

Characteristic     20th century     21st century     

  Organization   The Pyramid   The Web or Network  

  Focus   Internal   External  

  Style   Structured   Flexible  

  Source of Strength   Stability   Change  

  Structure   Self-sufficiency   Interdependencies  

  Resources   Atoms-physical assets   Bits-information  

  Operations   Vertical integration   Virtual integration  

  Products   Mass production   Mass customization  

  Reach   Domestic   Global  

  Financials   Quarterly   Real-time  

  Inventories   Months   Hours  

  Strategy   Top-down   Bottom-up  

  Leadership   Dogmatic   Inspirational  

  Workers   Employees   Employees ⫹ free agents  

  Job Expectations   Security   Personal growth  

  Motivation   To compete   To build  

  Improvements   Incremental   Revolutionary  

  Quality   Affordable best   No compromise     
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    This book is about managing people, the most vital of all resources, in 
work settings. Rather than focus exclusively on issues of concern to the 
 human resource specialist, however, we will examine human resource man-
agement (HRM) issues in terms of their impact on management in general. A 
changing world order has forced us to take a hard look at the ways we manage 
people. Research has shown time and again that HRM practices can make an 
important, practical difference in terms of three key organizational outcomes: 
productivity, quality of work life, and profit. Each chapter in this book 
 considers the impact of a different aspect of human resource management on 
these three broad themes. To study these impacts, we will look at the latest 
theory and research in each topical area, plus examples of actual company 
practices. 
    This chapter begins by considering what human resources management is 
all about, how it relates to the work of the line manager, and how it relates to 
profits. Then we will consider some current competitive challenges in the busi-
ness environment, emphasizing the importance of business and human re-
sources (HR) strategy—both of which have direct implications for productivity 
and quality of work life. Let’s begin by considering the nature of HRM.    

 MANAGING PEOPLE: A CRITICAL ROLE 

FOR EVERY MANAGER  

 Managers are responsible for optimizing all of the resources available to them—
material, capital, and human.  1   When it comes to managing people, however, all 
managers must be concerned to some degree with the following five activities: 
staffing, retention, development, adjustment, and managing change. 
       Staffing    comprises the activities of (1) identifying work requirements within 
an organization, (2) determining the numbers of people and the skills mix nec-
essary to do the work, and (3) recruiting, selecting, and promoting qualified 
candidates. 
       Retention    comprises the activities of (1) rewarding employees for performing 
their jobs effectively, (2) ensuring harmonious working relations between em-
ployees and managers, and (3) maintaining a safe, healthy work environment. 
       Development    is a function whose objective is to preserve and enhance em-
ployees’ competence in their jobs through improving their knowledge, skills, 
abilities, and other characteristics; HR specialists use the term “competencies” 
to refer to these items. 
       Adjustment    comprises activities intended to maintain compliance with the 
organization’s HR policies (e.g., through discipline) and business strategies 
(e.g., cost leadership). 
       Managing change    is an ongoing process whose objective is to enhance the 
ability of an organization to anticipate and respond to developments in its ex-
ternal and internal environments, and to enable employees at all levels to cope 
with the changes. 
    Needless to say, these activities can be carried out at the individual, work-
team, or larger organizational unit (e.g., department) level. Sometimes they are 
initiated by the organization (e.g., recruitment efforts or management develop-
ment programs), and sometimes they are initiated by the individual or work 
team (e.g., voluntary retirement, safety improvements). Whatever the case, the 
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responsibilities for carrying out these activities are highly interrelated. To-
gether, these activities constitute the    HRM system.    To understand how each of 
the major activities within HRM relates to every other one, consider the follow-
ing scenario. 
    As a result of a large number of unexpected early retirements, the Hand 
Corporation finds that it must recruit extensively to fill the vacated jobs. The 
firm is well aware of the rapid changes that will be occurring in its business 
over the next 5 to 10 years, so it must change its recruiting strategy in accor-
dance with the expected changes in job requirements. It also must develop 
selection procedures that will identify the kinds of competencies required of 
future employees. Compensation policies and procedures may have to change 
because job requirements will change, and new incentive systems will 
 probably have to be developed. Since the firm cannot identify all the compe-
tencies that will be required 5 to 10 years from now, it will have to offer new 
training and development programs along the way to satisfy those needs. As-
sessment procedures will necessarily change as well, because different com-
petencies will be required in order to function effectively at work. As a result 
of carrying out all this activity, the firm may need to discharge, promote, or 
transfer some employees to accomplish its mission, and it will have to provide 
mechanisms to enable all remaining employees to cope effectively with the 
changed environment. 
    It is surprising how that single event, an unexpectedly large number of 
early retirees, can change the whole ballgame. So it is with any system or net-
work of interrelated components. Changes in any single part of the system have 
a reverberating effect on all other parts of the system. Simply knowing that this 
will occur is healthy, because then we will not make the mistake of confining 
our problems to only one part. We will recognize and expect that whether we 
are dealing with problems of staffing, training, compensation, or labor rela-
tions, all parts are interrelated. In short, the systems approach provides a con-
ceptual framework for integrating the various components within the system 
and for linking the HRM system with larger organizational needs. 
    To some, the activities of staffing, retention, development, and adjustment 
are the special responsibilities of the HR department. But these responsibilities 
also lie within the core of every manager’s job throughout any organization and 
because line managers have    authority    (the organizationally granted right to in-
fluence the actions and behavior of the workers they manage), they have con-
siderable impact on the ways workers actually behave. 
    Thus a broad objective of HRM is to optimize the usefulness (i.e., the pro-
ductivity) of all workers in an organization. A special objective of the HR de-
partment is to help line managers manage those workers more effectively. As 
Jack Welch, legendary former CEO of General Electric noted:  “ Look,   HR should 
be every company’s ‘killer app.’ What could possibly be more important than 
who gets hired, developed, promoted, or moved out the door? Business is a 
game, and as with all games, the team that puts the best people on the field and 
gets them playing together wins.   It’s that simple.”  2   
    This is consistent with the findings of a recent survey by the Economist 
Intelligence Unit (EIU), based on responses from 555 senior executives from 68 
countries.  3   Findings revealed two of the most important human capital chal-
lenges that organizations everywhere are facing: (1) recruitment and retention 
of high-quality people across multiple territories, particularly as competition 
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for top talent grows more intense; and (2) improving the appeal of the com-
pany culture and working environment. Meeting these challenges is a respon-
sibility that is shared by the HR department and line managers, as shown in 
 Table 1–2 . 
    In the context of  Table 1–2 , note how line and HR managers share people-
related business activities. Generally speaking, HR provides the technical ex-
pertise in each area, while line managers (or, in some cases, self-directed work 
teams) use this expertise in order to manage people effectively. In a small busi-
ness, however, line managers are responsible for both the technical and mana-
gerial aspects of HRM. For example, in the area of retention, line managers are 
responsible for treating employees fairly, resolving conflicts, promoting team-
work, and providing pay increases based on merit. To do these things effec-
tively, the HR department has the responsibility to devise a compensation and 
benefits system that employees will perceive as attractive and fair. It also must 
establish merit-increase guidelines that will apply across departments, and 
provide training and consultation to line managers on all employee-relations 
issues such as conflict resolution and team building.  

  Table 1–2 

 HRM ACTIVITIES AND THE RESPONSIBILITIES OF LINE MANAGERS AND THE HR DEPARTMENT 

Activity     Line management responsibility     HR department responsibility   

    Staffing 

   Retention 

   Development 

   Adjustment 

   Managing 

change     

 Providing data for job or competency 
analyses and minimum qualifications; 
integrating strategic plans with HR 
plans; interviewing candidates, 
integrating information collected by the 
HR department, making final decisions 
on entry-level hires and promotions 

 Fair treatment of employees, open 
communication, face-to-face resolution 
of conflict, promotion of teamwork, 
respect for the dignity of each individual, 
pay increases based on merit 

 On-the-job training, job enrichment, 
coaching, applied motivational strategies, 
performance feedback to subordinates 

 Discipline, discharge, layoffs, transfers 

 Provide a vision of where the company or 
unit is going and the resources to make 
the vision a reality 

 Job/competency analysis, workforce 
planning, recruitment; compliance with 
civil rights laws and regulations; 
application forms, written tests, 
performance tests, interviews, 
background investigations, reference 
checks, physical examinations 

 Compensation and benefits, employee 
relations, health and safety, employee 
services 

 Development of legally sound performance 
management systems, morale surveys, 
technical training; management and 
organizational development; career 
planning, counseling; HR research 

 Investigation of employee complaints, 
outplacement services, retirement 
counseling 

 Provide expertise to facilitate the overall 
process of managing change 



 Chapter 1 Human Resources in a Globally Competitive Business Environment 9

 Why Does Effective HRM Matter? 

 At a broad level, HRM is concerned with choices—choices that organizations 
make from a wide variety of possible policies, practices, and structures for 
managing employees.  4   More specifically, there exists a substantial and growing 
body of research evidence showing a strong connection between how firms 
manage their people and the economic results they achieve. For example, a 
comprehensive study of work practices and financial performance was based 
on a survey of over 700 publicly held firms in all major industries. The study 
examined the use of “best practices” in the following areas:  

�   Staffing  
�   Job design  
�   Information sharing  
�   Performance appraisal  
�   Promotion systems  
�   Attitude assessment  
�   Incentive systems  
�   Grievance procedures  
�   Labor-management participation    

    Based on an index of “best-practice” prevalence, firms using more progres-
sive policies in these areas were generally found to have superior financial 
performance. The 25 percent of firms scoring highest on the index performed 
substantially higher on key performance measures, as shown below:

                Performance measure     Bottom 25%     2nd 25%     3rd 25%     Top 25%   

    Annual return to shareholders   6.5%   6.8%   8.2%    9.4%  

  Gross return on capital   3.7%   1.5%   4.1%   11.3%     

The top 25 percent of firms—those using the largest number of “best prac-
tices”—had an annual shareholder return of 9.4 percent, versus 6.5 percent for 
firms in the bottom 25 percent. Firms in the top 25 percent had an 11.3 percent 
gross rate of return on capital, more than twice as high as that of the remaining 
firms. After accounting for other factors likely to influence financial perfor-
mance (such as industry characteristics), the human resource index remained 
significantly related to both performance measures.  5   
    As this study shows, adoption of high-performance work practices can 
have an economically significant effect on the market value of a firm. How 
large an effect? Recent work indicates a range of $15,000 to $45,000 per em-
ployee,  6   and that such practices can affect the probability of survival of a new 
firm by as much as 22 percent.  7   The extent to which these practices actually 
will pay off depends on the skill and care with which the many HR practices 
available are implemented to solve real business problems and to support a 
firm’s operating and strategic initiatives. 
    Such high-performance work practices provide a number of important 
sources of enhanced organizational performance.  8   People work harder because 
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of the increased involvement and commitment that comes from having more 
control and say in their work. They work smarter because they are encouraged 
to build skills and competence. They work more responsibly because their em-
ployers place more responsibility in the hands of employees farther down in 
the organization. What’s the bottom line in all of this? HR systems have impor-
tant, practical impacts on the survival and financial performance of firms, and 
on the productivity and quality of work life of the people in them. 
    Now that we know what HRM is, and why it matters, the next step is to 
understand some significant features of the competitive business environment 
in which HRM activities take place. Four such features are globalization, tech-
nology, e-commerce, and demographic changes.     

 FEATURES OF THE COMPETITIVE BUSINESS 

ENVIRONMENT   

 Globalization 

 At its core, the    globalization    of business refers to the free movement of capital, 
goods, services, ideas, information, and people across national boundaries. 
Markets in every country have become fierce battlegrounds where both domes-
tic and foreign competitors fight for market share. For example, Coca-Cola earns 
more than 80 percent of its revenues from outside the United States! The top 5 
of the 500 largest firms in the world (Wal-Mart, Exxon-Mobil, Royal Dutch 
Shell, BP, and General Motors) gross almost $1.5 trillion; the top 5 in profits 
 (ExxonMobil, Royal Dutch Shell, UAL, BP, and Citigroup) make more than 
$131 billion in profits; and the top 5 biggest employers (Wal-Mart, State Grid 
“China,” China National Petroleum, U.S. Postal Service, and Sinopec) employ 
more than 6 million people.  9       

 The Backlash against Globalization.   In no small part, the booming economies 
of recent years in developed countries have been fueled by globalization. Open 
borders have allowed new ideas and technology to flow freely around the globe, 
accelerating productivity growth, and allowing companies to be more competi-
tive than they have been in decades. Yet there is a growing fear on the part of 
many people that globalization benefits big companies instead of average citi-
zens, as stagnating wages and growing job insecurity in developed countries 
create rising disenchantment. In theory, less-developed countries win from glo-
balization because they get jobs making low-cost products for rich countries. 
Rich countries win because, in addition to being able to buy inexpensive im-
ports, they also can sell more sophisticated products like financial services to 
emerging economies. The problem, according to many experts, is that workers 
in the West are not equipped for today’s pace of change, in which jobs come 
and go and skills can quickly become redundant.  10   In the public eye, multina-
tional corporations are synonymous with globalization. In all of their far-flung 
operations, therefore, they bear responsibility to be good corporate citizens, to 
preserve the environment, to uphold labor standards, to provide decent work-
ing conditions and competitive wages, to treat their employees fairly, and to 
contribute to the communities in which they operate. Doing so will make a 
strong case for continued globalization.   
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 Implications of Globalization for HRM.   As every advanced economy becomes 
global, a nation’s most important competitive asset becomes the skills and 
cumulative learning of its workforce. Globalization, almost by definition, 
makes this true. Virtually all developed countries can design, produce, and 
distribute goods and services equally well and equally fast. Every factor of 
production other than workforce skills can be duplicated anywhere in the 
world. Capital moves freely across international boundaries, seeking the lowest 
costs. State-of-the-art factories can be erected anywhere. The latest technolo-
gies move from computers in one nation, up to satellites parked in space, and 
back down to computers in another nation—all at the speed of electronic im-
pulses. It is all fungible—capital, technology, raw materials, information—all 
except for one thing, the most critical part, the one element that is unique 
about a nation or a company: its workforce. A workforce that is knowledge-
able and skilled at doing complex things keeps a company competitive and 
attracts foreign investment.  11   
  In fact, the relationship forms a virtuous circle: Well-trained workers at-
tract global corporations, which invest and give the workers good jobs; the good 
jobs, in turn, generate additional training and experience. We must face the fact 
that, regardless of the shifting political winds in Tokyo, Berlin, Washington, 
Beijing, or Budapest, the shrunken globe is here to stay. Productivity growth, 
coupled with world-class educational systems, portable pensions, and health 
insurance, together with tax credits of loans for education and training, are 
keys to improving living standards for all.  12   
  And tomorrow? Our networks of suppliers, producers, distributors, service 
companies, and customers will be so tightly linked that we literally will not be 
able to tell one locale from another. No political force can stop, or even slow 
down for long, the borderless economy.  13   The lesson for managers is clear: be 
ready or be lost.     

 Technology 

 It is no exaggeration to say that modern technology is changing the ways we 
live and work. By 2009, one quarter of the world’s workforce, or 850 million 
people, will use remote access and mobile technology to work on the go or at 
home, according to research firm IDC.  14   The information revolution will 
transform everything it touches—and it will touch everything. Information 
and ideas are keys to the new creative economy, because every country, every 
company, and every individual depends increasingly on knowledge. People 
are cranking out computer programs and inventions, while lightly staffed fac-
tories churn out the sofas, the breakfast cereals, the cell phones. The five fast-
est growing occupations in the United States are all computer-related, 
according to  projections by the Bureau of Labor Statistics. Perhaps author 
Thomas Friedman of  The World Is Flat  expressed the effects of technology 
best when he wrote:
 “You know the ‘IT revolution’ that the business press has been touting for 
the last 20 years? Sorry, but that was only the prologue. The last 20 years were 
just about forging, sharpening, and distributing all the new tools with which to 
collaborate and connect.  Now  the real IT revolution is about to begin, as all the 
complementarities between these tools start to really work together to level the 
playing field.”  15   
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    In the creative economy, however, the most important intellectual property 
isn’t software or music. It’s the intellectual capital that resides in people. When 
assets were physical things like coal mines, shareholders truly owned them. But 
when the most vital assets are people, there can be no true ownership. The best 
that corporations can do is to create an environment that makes the best people 
want to stay.  16   Therein lies the challenge of managing human resources.     

 Impact of New Technology on HRM.   Perhaps the most central use of technol-
ogy in HRM is an organization’s    human resources information system    (HRIS). 
Indeed, as technology integrates with traditionally labor-intensive HR activi-
ties, HR professionals are seeing improvements in response time and efficiency 
of the report information available. Dozens of vendors offer HRIS applications 
ranging from benefits enrollment, to applicant tracking, time and attendance 
records, training and development, payroll, pension plans, and employee sur-
veys. Such systems are moving beyond simply storing and retrieving informa-
tion to include broader applications such as report generation, succession 
planning, strategic planning, career planning, and evaluating HR policies and 
practices.  17   In that sense, today’s HRIS are tools for management control and 
decision making.     

 E-Commerce 

 Consider this forecast: “The Internet will change the relationship between con-
sumers and producers in ways more profound than you can yet imagine. The 
Internet is not just another marketing channel; it’s not just another  advertising 
medium; it’s not just a way to speed up transactions. The Internet is the foun-
dation for a new industrial order. The Internet will empower consumers like 
nothing else ever has. . . . The Web will fundamentally change customers’ ex-
pectations about convenience, speed, comparability, price, and service.”  18   
    Today, electronic commerce (e-commerce) encompasses a very wide range 
of business activities and processes, from e-banking to offshore manufacturing 
to e-logistics. In fact, the ever-growing dependence of modern industries on 
electronically enabled business processes gave impetus to the growth and 
 development of supporting systems, for example, broadband and fiber-optic 
networks, supply-chain management software, customer- relationship manage-
ment software, inventory-control systems, and financial-accounting software.  19   
    Whether it’s business-to-business (B2B) or business-to-consumer (B2C), 
e-commerce is taking off, with annual sales now exceeding $200 billion, up more 
than $100 billion in the last three years!  20   E-commerce companies that under-
stand what consumers want and can deliver it are growing at a rate that few other 
consumer businesses their size have ever attained. As an example, consider search 
engine Google. Google makes hundreds of millions of dollars selling advertising 
that is keyed to the words that people search for. Advertisers only pay if people 
click. Advertisers like that model because they know exactly who looked at their 
ads, and they only pay if their ads are seen. As a result, major advertisers like 
Ford and McDonald’s are increasing their spending on online advertising.  21   
    The Internet is now a major factor in pricing. Retail e-commerce sites cut 
consumer prices by pitting a multitude of sellers against one another, allowing 
Web-surfing buyers to identify quickly the lowest possible price for any good. 
Web-based search engines provide buyers with more information—and bargaining 
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power—about products than ever before. Industries like books, music, and travel 
led the way. Jewelry, online bill payments, telecom, hotels, real estate, and soft-
ware are following close behind.  22   
    As you read this, however, and as you ponder the future of e-commerce, 
consider one inescapable fact—all of the people who make e-commerce possi-
ble are knowledge workers. The organizations they work for still have to ad-
dress the human resource challenges of attracting, retaining, and motivating 
them to perform well.   

 Demographic Changes and Increasing Cultural Diversity 

 The number as well as the mix of people available to work is changing rapidly, as 
 Figures 1–1 and 1–2  illustrate. As Figure 1–1 shows, there will be a precipitous 
drop in the growth of the labor force among prime-age employees between 2000 
and 2020, especially college-educated ones. Over the next four decades, non-
Hispanic whites will be a slim majority of the U. S. population. Hispanics will 
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make up nearly a quarter of the population, with Asians, African Americans, and, 
to a much lesser extent, Native Americans, comprising the rest (see  Figure 1–2 ). 
Currently, female participation has jumped to 60 percent from 50 percent two 
decades ago, and the long-term trend toward earlier retirement has recently been 
reversed. The average retirement age is now 64. Seventy-five percent of retirees 
want to launch new careers after that, and 42 percent of those want to cycle 
between periods of work and leisure.  23   

     Implications for HRM.   These trends have two key implications for managers: 
(1) the reduced supply of workers (at least in some fields) will make finding 
and keeping employees a top priority. (2) The task of managing a culturally di-
verse workforce, of harnessing the motivation and efforts of a wide variety of 
workers, will present a continuing challenge to management. 
  The organizations that thrive will be the ones that embrace the new demo-
graphic trends instead of fighting them. That will mean even more women and 
minorities in the workforce—and in the boardrooms as well. Workforce diver-
sity is not just a competitive advantage. Today it’s a competitive necessity.       

 RESPONSES OF FIRMS TO THE NEW 
COMPETITIVE REALITIES  

 In today’s world of fast-moving global markets and fierce competition, the win-
dows of opportunity are often frustratingly brief.  24   “Three-C” logic (i.e., com-
mand, control, compartmentalized information) dominated industrial society’s 
approach to organizational design throughout the 19th and 20th centuries, but 
trends such as the following are accelerating the shift toward new forms of or-
ganization in the early part of the 21st century:  25    

�   The shift from vertically integrated hierarchies to networks of specialists  
�   The decline of routine work (sewing-machine operators, telephone opera-

tors, word processors), coupled with the expansion of complex jobs that 
require flexibility, creativity, and the ability to work well with people (man-
agers, software-applications engineers, artists, and designers)  

�   Pay tied less to a person’s position or tenure in an organization and more to 
the market value of his or her skills  

�   A change in the paradigm of doing business from making a product to pro-
viding a service, often by part-time or temporary employees  

  Figure 1–2   

   U.S. Population 
by Age and Race, 
2000 and 2050. 
 (Source: U.S. Census 

Bureau)  
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�   Outsourcing of activities that are not core competencies of a firm (e.g., pay-
roll, benefits administration, relocation services)  

�   The redefinition of work itself: constant learning, more higher-order think-
ing, less nine-to-five mentality    

    In response to these changes, many firms are doing one or more of the fol-
lowing: developing new forms of organization, restructuring (including down-
sizing), adopting quality-management programs, reengineering work processes, 
and building flexibility into work schedules and rules. Let’s briefly consider 
each of these.  

 New Forms of Organization 

 One example of a new organizational form that is evolving from these 
changes is the    virtual organization,    where teams of specialists come together 
to work on a project—as in the movie industry—and then disband when the 
project is finished. Virtual organizations are already quite popular in con-
sulting, in legal defense, and in sponsored research. They are multisite, multi-
organizational, and dynamic.  26   More common in the information age, how ever, 
is the    virtual workplace    in which employees operate remotely from each 
other and from managers.  27   They work anytime, anywhere—in real space 
or in cyberspace. The widespread availability of e-mail, teleconferencing, 
faxes, and intranets (within-company information networks) facilitates such 
arrangements. Compelling business reasons, such as reduced real estate 
 expenses, increased productivity, higher profits, improved customer service, 
access to global markets, and environmental benefits drive their implemen-
tation. Jobs in sales, marketing, project engineering, and consulting seem 
to be best suited for virtual workplaces because individuals in these jobs 
 already work with their clients by phone, or at the clients’ premises. Such 
jobs are service- and knowledge-oriented, dynamic, and evolve according to 
customer requirements. 
    A third example of a new organizational form is the  modular corporation—
 that’s right, modular. The basic idea is to focus on a few core competencies—
those a company does best, such as designing and marketing computers or 
copiers—and to outsource everything else to a network of suppliers.  28   If design 
and marketing are core competencies, then manufacturing or service units are 
modular components. They can be added or taken away with the flexibility of 
switching parts in a child’s Lego set. Companies are outsourcing work within 
their home countries (onshore), near their home countries (nearshore), and far 
from their home countries (offshore). At a global level, firms are spending enor-
mous sums of money on outsourcing and offshoring (offshore outsourcing), as 
 Figure 1–3  shows. 
    The fact is, the work processes in practically every big department of a cor-
poration can now be outsourced and managed to some degree offshore. Here is 
an example of how truck-leasing company Penske and India’s Genpact collabo-
rate on one process.  29   

   1.   When Penske buys a truck and leases it in the United States, Genpact’s 
Indian staff remotely secures state titles, registrations, and permits 
 electronically.  
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   2.   After the truck is returned, the driver’s log and taxes, fuel, and toll docu-
ments are sent to Genpact. The paperwork is forwarded to Genpact’s of-
fice in Juarez, Mexico. There the staff enters data from the driver’s logs in 
Penske’s computer system.  

   3.   Workers in Genpact’s office in Hyderabad, India, then process all the data 
for tax filings and accounting.     

   The numbers of people involved are staggering. According to one estimate, the 
remote, global workforce numbers in the hundreds of millions of people, and it 
is growing at many times the rate of the traditional workforce.  30   Increasingly, 
much of the global talent pool lies outside the United States and Europe, as 
33 million young professionals with university degrees and work experience 
now live in 28 low-wage countries. That’s compared to 15 million in 8 high-
wage nations, including 7.7 million in the United States.  31   The implication? 
The global search for talent must focus increasingly on building remote capa city, 
as opposed to recruiting foreign talent to domestic shores. Leaders need to focus 
laser-like attention on attracting, deploying, and keeping a workforce that is 
as good as or better than that of the competition. In the long run, all other 
threats and opportunities pale by comparison.  32     

  Figure 1–3   

   The Modular  Corporation.  

Work processes in
practically every big
department of a
corporation can now
be outsourced and
managed to some
degree offshore. Some
of the biggest sectors
in terms of global
spending in 2005.

The Modular Corporation

HUMAN
RESOURCES

$13 Billion

Includes payroll administration,
benefits and training programs.

ENGINEERING

$27 Billion

Testing and design
of electronics,
chips, machinery,
car parts, etc.

INFOTECH

$90 Billion

Software development,
tech support, Web
site design, IT
infrastructure

LOGISTICS &
PROCUREMENT

$179 Billion

Includes just-in-time
shipping parts
purchasing and
after sales repairs

FINANCE &
ACCOUNTING

$14 Billion

Includes accounts
payable, billing
and financial and
tax statements 

MANUFACTURING

$170* Billion

Contract production
of everything from
electronics to
medical devices

CUSTOMER
CARE

$41 Billion

Car centers for tech
support, air bookings,
bill collection etc.

ANALYTICS

$12 Billion

Includes market
research, financial
analysis, and risk
calculation

 Source: Engardio, P. (2006, Jan. 30). The future of outsourcing.  BusinessWeek , p. 55. 
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 Restructuring, Including Downsizing 

    Restructuring    can assume a variety of forms, of which employment downsizing 
is probably the most common. Companies can restructure by selling or buying 
plants or lines of business by altering reporting relationships, or by laying-off 
employees.    Downsizing,    the planned elimination of positions or jobs, has had, 
and will continue to have, profound effects on organizations, managers at all 
levels, employees, labor markets, customers, and shareholders. Based on the 
type of restructuring in question, one study examined restructuring’s effects on 
profitability and stock returns of 500 representative companies listed on the 
New York Stock Exchange (Standard & Poor’s 500) over an 18-year period 
(1982–2000). (Companies are included in the S&P 500 because of their size and 
financial contribution to the market.) 
    The study began by classifying the companies each year as stable employers, 
employment or asset downsizers, or employment or asset upsizers. Researchers 
observed the subsequent effects over the following 3 years.  33   In terms of profit-
ability (return on assets) all categories of downsizers generated lower returns on 
assets than either stable employers or upsizers in the year prior to the announce-
ment of the layoffs, in the year in which the layoffs occurred, and in the two sub-
sequent years. This conclusion held up on an industry-adjusted basis, as well. 
    In terms of stock performance, on an industry-adjusted basis, only the asset 
upsizers yielded returns that were significantly higher than those of all other 
groups, including stable employers. The cumulative total return by the end of 
year two for a $1 investment was $1.69 for stable employers, $1.72 for both 
employment and asset downsizers, and $2.42 for asset upsizers. 
    Employment downsizers reduced their work forces by an average of 11%. 
Relative to their industries, they were able to attain a return on assets that was 
only 0.3% above their industry average by year 2. The benefits of downsizing 
seem small when compared to the human cost. The message to employers is 
clear: Don’t try to shrink your way to prosperity. Instead, the best way to pros-
per is by growing your business.   

 Quality-Management Programs 

 One of the best known quality-management programs is    Six Sigma.     34   Six Sigma 
originated at Motorola in 1986, and became a staple of corporate life in the 
1990s after it was embraced by GE. Its goal is to reduce variability from a pro-
cess (no more than 3.4 defects per million) in order to avoid errors (defects) 
and increase predictability. It is based on 5 steps: define, measure, analyze, 
improve, and control (or DMAIC (pronounced “dee-may-ic”). Originally in-
vented as a way to improve quality, Six Sigma’s main value to corporations to-
day lies in its ability to save time and money. According to the American 
Society for Quality, 82 of the 100 largest companies in the United States have 
embraced Six Sigma, companies as varied as DuPont, Textron, Bank of America, 
and Sun Microsystems. Yet there is an inherent tension between innovation and 
efficiency. Whereas process excellence demands precision, consistency, and re-
petition, innovation calls for variation, failure, and serendipity. As the emphasis 
shifts to today’s idea-based, creative economy, Six Sigma may be less appropriate 
in companies like Google and 3M, which have the long-term strategy to dream 
up innovations.  35   
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    Unfortunately, quality-management programs have not been the final an-
swer to customer satisfaction and productivity improvement. In many cases 
managers view quality as a quick fix and are disillusioned when results prove 
difficult to achieve. It generally takes 3–5 years before quality-management 
programs become institutionalized,  36   and some CEOs and managers are un-
willing to make that kind of commitment. When such initiatives do work, 
however, it is often because managers have made major changes to their phi-
losophies and HR programs. In fact, organizations known for the quality of 
their products and services strongly believe that employees are key to those 
results.  37     

 Reengineering 

 Some organizations have moved to a more comprehensive approach to rede-
signing business processes called reengineering.    Reengineering    is the funda-
mental rethinking and radical redesign of business processes to achieve 
dramatic improvements in cost, quality, and speed.  38   A process is a collection 
of activities (such as procurement, order fulfillment, product development, or 
credit issuance), that takes one or more kinds of input and creates an output 
that is of value to a customer. Customers may be internal or external. Consider 
credit issuance as an example. Instead of the separate jobs of credit checker and 
pricer, the two may be combined into one “deal structurer.” Such integrated 
processes may cut response time and increase efficiency and productivity. Em-
ployees involved in the process are responsible for ensuring that customers’ 
requirements are met on time and with no defects, and they are empowered to 
experiment in ways that will cut cycle time and reduce costs. Result: Less su-
pervision is needed, while workers take on broader responsibilities and a wider 
purview of activities. 
    HR issues are central to the reengineering of business processes.  39   Reengi-
neering requires that managers create an environment and an organizational 
culture that embraces, rather than resists, change. The effectiveness of such ef-
forts depends on effective leadership and communication, both of which are 
people-related business processes. In fact, changes in job analyses, selection, 
training, performance management, career planning, compensation, and labor 
relations are all necessary in order to complement and support reengineering 
efforts.   

 Flexibility 

 Fully 35 percent of employed U.S. adults don’t take all of the vacation days 
they earn for the year, although more working Generation Xers (born between 
1965 and 1978) than baby boomers (born between 1946 and 1964) do.  40   Time is 
employees’ most precious commodity, and they want the flexibility to control 
their own time—where, when, and how they work. They want balance in their 
lives between work and leisure. Flexibility in schedules is the key, as organiza-
tions strive to retain talented workers.  41   
    In practice, the concept of “flexibility” reflects a broad spectrum of possible 
work arrangements, as  Table 1–3  makes clear. Unfortunately, flexibility is fre-
quently viewed by managers and employees as an exception or employee 
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accommodation, rather than as a new and effective way of working to achieve 
business results. A face-time culture, excessive workload, manager skepticism, 
customer demands, and fear of negative career consequences are among the 
barriers that prevent employees from taking advantage of policies they might 
otherwise use—and that prevent companies from realizing the full benefits that 
flexibility might bestow.  42   
    Three features are keys to making the business case for increased flexibil-
ity: talent management (specifically, attraction and retention); human capital 
outcomes (increased satisfaction and commitment, decreased stress); and fi-
nancial, operational, and business outcomes. Consider the first of these, attrac-
tion and retention. 
    At IBM, responses to a recent global work-life survey from almost 42,000 
IBM employees in 79 countries revealed that lack of work-life balance—of 
which flexibility is a significant component—is the second leading reason for 
potentially leaving IBM, behind compensation and benefits. In the Corporate 
Finance organization, for example, 94 percent of all managers reported positive 
impacts of flexible work options on the company’s ability to retain talented 
professionals. In light of these findings showing the strong link between flexi-
bility and retention, IBM actively promotes flexibility as a strategy for retaining 
key talent. In Case 1–1 at the end of this chapter, we will see how Best Buy 
takes this concept even further. 
    People make organizations go. How the people are selected, trained, and 
managed determines to a large extent how successful an organization will be. 
As you can certainly appreciate by now, the task of managing people in today’s 
world of work is particularly challenging in light of the competitive realities 
we have discussed. To survive, let alone compete, firms need a strategy for 
managing talent. General Electric Company (GE) is legendary for doing that 
well. The Company Example box on pages 20 and 21 shows how GE does it. 

  Table 1–3 

 IMPLEMENTING FLEXIBILITY: A SPECTRUM OF PRACTICE         

Accommodation-based flexibility     Business-based flexibility     Culture of flexibility   

    Private deals based on 
individual’s needs 

   Inconsistent implementation, 
often secret 

   Restricted access to flexibility   

 Decisions based on both 
business’s and individual’s 
needs 

 Policy infrastructure that 
defines scheduling options 
and supports consistent 
implementation 

 Incorporates options for formal 
arrangements as well as 
widespread occasional flexibility 

 Culture that rewards results 
achieved rather than time spent 

 Flexibility viewed as a management 
strategy  

Adapted from:  Corporate Voices for Working Families. (2005, November). Business impacts of flexibility: An imperative for 
expansion. Retrieved from www.cvwf.org on May 18, 2006.         
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  COMPANY EXAMPLE  NURTURING LEADERS AT GENERAL ELECTRIC COMPANY  44   
 On the eve of his retirement after 40 years with GE, the last 13 as head of HR, 
William J. Conaty, architect of GE’s new vision of global leadership, shared 7 
secrets for nurturing leaders. Here they are. 

Dare to Differentiate.  Conaty advises: Relentlessly assess and grade employ-
ees to build organizational vitality and to foster a true meritocracy. The knowl-
edge that one is being measured against his or her peers helps boost performance.
“We want to create angst in the system,” he says. 

Constantly Raise the Bar.  According to Conaty, leaders continually seek to 
improve performance, both their own and their team members’. “The one rea-
son executives fail at GE is they stop learning. The job grows, accountability 
grows, and the people don’t grow with it.” GE employees think so highly of 
continuous learning that they consider training courses to be rewards. 

Don’t Be Friends with the Boss.  “The HR leader locks in with the CEO and the 
rest of the organization thinks the HR leader isn’t trustworthy and can’t be a 
confidant,” Conaty explains. Although he deliberately socializes with other col-
leagues at functions, Conaty is totally candid with leaders in private. CEO Jeff 

  ETHICAL DILEMMA 
 Conflict between American and Foreign Cultural Values 

 Each chapter of this book contains a brief sce-
nario that illustrates a decision-making situation 
that could result in a breach of acceptable behav-
ior. Such situations pose ethical dilemmas. To be 
ethical is to conform to moral standards or to 
conform to the standards of conduct of a 
given profession or group (e.g., medi-
cine, auditing). Ethical decisions about 
behavior take account not only of one’s 
own interests but also, equally, the in-
terests of those affected by a decision. 
What would you recommend in response 
to the following situation?  43       
  You are the director of HR for a large, south-
western teaching hospital. This hospital has a 
cooperative program with a major teaching hos-
pital in Saudi Arabia. Each year several doc-
tors from your hospital spend the year in Saudi 
Arabia teaching and doing research. The stay in 
Saudi Arabia is generally considered both lu-
crative and professionally rewarding. 

  This morning you had a visit from two of the 
doctors in the hospital who had been rejected for 
assignment to Saudi Arabia. They were very up-
set, as they are both very qualified and ambitious. 

You had carefully explained to them that 
 although the selection committee was 

impressed with their abilities, the mem-
bers had decided that because they were 
 Jewish, it would be best if they were 
disqualified from consideration. In spite 

of vigorous protest from the two doctors, 
you had held your ground and supported 

the committee’s decision. However, as you 
sit at home reading that evening, the situation re-
plays itself in your mind, and you think about the 
decision and feel a little uncertain. 
  Is the director of HR correct in supporting 
the committee’s decision? What criteria should 
the committee, and the director of HR, use to 
make a decision such as this? What would you 
recommend?  
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Immelt remarked, “I call Bill the ‘first friend’—the guy that could walk in my 
office and kick my butt when it needed to be.” 

  Become Easy to Replace.  Conaty believes that great leaders develop great suc-
cession plans and that insecure leaders are intimidated by them. So, at GE, 
leaders are judged by the strength of their teams and are rewarded for mentor-
ing people throughout the organization. Conaty’s own successor is someone he 
mentored through the HR department at GE, a fact he takes pride in. 

  Be Inclusive.  Conaty admits, within every organization there’s a tendency to 
favor people you know. He believes that can undermine success. Take acquisi-
tions, for example. GE has learned to rigorously assess the talent within com-
panies before they are even acquired. Conaty elaborates, “We make special 
provisions to make ‘top talent’ feel financially welcome as well as emotionally 
welcome. Our GE people can’t be the victors in these deals.” 

  Free Up Others To Do Their Jobs.  Conaty advises: Give people the tools and per-
mission to work on their own terms. Take Sharon R. Daley, a senior HR executive 
who turned down a promotion to spend more time with her kids. GE worked with 
her, allowing her to work part time until she was ready to take on more responsi-
bility. She eventually rose to company officer and top industry HR executive. 

  Keep It Simple.  Says Conaty, “You can’t move 325,000 people with mixed 
messages and thousands of initiatives. Leaders succeed by being consistent and 
straightforward about a handful of core messages. And the best don’t get de-
railed when times get tough. . . . Everyone experiences failure now and then. It’s 
how you handle it that matters.”  

    Each chapter of this book focuses on a different aspect of HRM and consid-
ers its impact on three important outcomes: productivity, quality of work life, 
and profits. In the next two sections we will examine the concepts of produc-
tivity and quality of work life. In the next chapter we will focus on the contri-
bution of effective HRM to profits.     

 PRODUCTIVITY: WHAT IS IT AND WHY 

IS IT IMPORTANT?  

 In general,    productivity    is a measure of the output of goods and services rela-
tive to the input of labor, capital, and equipment. The more productive an in-
dustry, the better its competitive position because its unit costs are lower. 
When productivity increases, businesses can pay higher wages without boost-
ing inflation. As  Figure 1–4  illustrates, percentage changes in U.S. productiv-
ity have been large (particularly in 2000, 2002, and 2003) and positive since 
2000, largely, but not completely, due to the effect of computers, advances in 
telecommunications, and ever more efficient plant operations.  45   From 2001 to 
2006, for example, U.S. manufacturing productivity soared a dizzying 24 per-
cent, largely due to the fact that manufacturing employment was at a 50-year 
low, while manufacturing output was at an all-time high. This trend is 
 expected to continue.  46   A recent study found that innovative HR practices in 
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manufacturing (e.g., production ideas drawn from nonmanagerial employees, 
job rotation, tying pay to performance) may account for as much as 89 percent 
of the growth in what economists call “multi-factor” productivity—a measure 
of how businesses enhance production by combining workers and machines 
using technology, production processes, and managerial practices.  47   
    Improving productivity simply means getting more out of what is put in. It 
does not mean increasing production through the addition of resources, such 
as time, money, materials, or people. It is doing better with what you have. Im-
proving productivity is not working harder; it is working smarter. Today’s 
world demands that we do more with less—fewer people, less money, less 
time, less space, and fewer resources in general. These ideas are shown graphi-
cally in  Figure 1–5  and illustrated in the company example on next page. 
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  Figure 1–4   
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change in U. S. 
productivity, 
2000-2Q, 2007.
(Source: Labor Depart-
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  Figure 1–5   
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  COMPANY EXAMPLE  ONE TRUCK A MINUTE AT FORD’S KANSAS CITY PLANT  48   

 Ford’s Kansas City automobile plant is one of the largest in the United States, 
turning out more than 490,000 F-150 pickup trucks, Ford Escapes, and Mazda 
Tributes each year. The plant is “flexible,” meaning that with just a little tweak-
ing it can produce any kind of car that Ford makes. Mostly it produces F-150s, 
the best-selling vehicle of any kind in the United States for the past 22 years. 
The new model has so many options, including a paint called Screaming Yel-
low, that there are more than one million possible combinations. 
  In a flexible plant, each vehicle is assigned a metal pallet on which it 
will be built. The pallet has a reprogrammable ID card that contains data on 
the vehicle-to-be. Parts arrive 4-6 hours before they’re installed, in the se-
quence in which they will be used. Assembly is synchronized by computers 
down to the last rear-view mirror. As an example, consider the 11 people 
who attach suspensions to vehicle frames. Every task they do is listed on a 
computer printout posted at each workstation. They have 57.5 seconds to get 
their jobs done. 
  Ford is making a company-wide shift to flexible manufacturing. Doing so 
will enable it to save $2 billion over the next 10 years. When plant manager 
Dave Savchetz was asked what’s changed over the years he replied: “We 
didn’t have robots and computers 30 years ago.” To a manager, the basic con-
cepts haven’t changed, so the magnitude of the operation still overwhelms 
Savchetz (the plant covers 18 acres). But what impresses him most, he says, 
is the way that auto-manufacturing facilities, such as the one in Kansas City, 
have made giant, often unnoticed leaps in productivity in order to stay com-
petitive in the modern marketplace. How big a leap? The plant produces one 
truck a minute.  

      New technology has 
completely changed the 
ways we live and work.      
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    Greater productivity benefits organizations directly (i.e., it improves 
their competitive position relative to that of rivals), and it benefits workers 
indirectly (e.g., in higher pay and improved purchasing power). Many work-
ers, however, want to see a tighter connection between working smarter and 
the tangible and psychological rewards they receive from doing their 
jobs well. They want to see significant improvements in their quality of 
work life.    

 QUALITY OF WORK LIFE: WHAT IS IT?  

 There are two ways of looking at what    quality of work life    ( QWL ) means.  49   One 
way equates QWL with a set of objective organizational conditions and prac-
tices (e.g., promotion-from-within policies, democratic supervision, employee 
involvement, safe working conditions). The other way equates QWL with em-
ployees’ perceptions that they are safe and relatively well satisfied, they have 
reasonable work-life balance, and they are able to grow and develop as human 
beings. This way relates QWL to the degree to which the full range of human 
needs is met. 
    In many cases, these two views merge: Workers who like their organiza-
tions and the ways their jobs are structured will feel that their work fulfills 
them. In such cases, either way of looking at one’s quality of work life will lead 
to a common determination of whether a good QWL exists. However, because 
people differ and because the second view is quite subjective—it concedes, for 
example, that not everyone finds such things as democratic decision making 
and telework to be important components of a good QWL—we will define QWL 
in terms of employees’ perceptions of their physical and mental well-being at 
work. 
    In theory, QWL is simple: It involves giving workers the opportunity to 
make decisions about the design of their jobs and workplaces, and what they 
need to make products or to deliver services most effectively. Of course, what 
workers want varies by country. It’s competitive base pay in the United States, 
career opportunities in Brazil, chances to learn in China, challenging work in 
Japan, and work-life balance in Spain.  50   
    Innovation, flexibility, individualism, flat organizational structures, and 
challenging roles for all are hallmarks of the new, creative economy. Success 
requires a willingness to share power, extensive training for workers and man-
agers, and continuous experimentation with new ideas. 
    Training is essential for a globally dispersed workforce. Each year, for ex-
ample, Accenture puts 400 of its most promising managers through a special 
leadership-development program. They are assigned to groups that can include 
Irish, Chinese, Belgians, and Filipinos, and specialists in fields such as finance, 
marketing, and technology. Over 10 months, teams meet in different interna-
tional locations. As part of the program, they pick a project—developing a new 
Web page, say—and learn how to tap the company’s worldwide talent pool to 
complete it.  51   None of this is simple or easily done, and it may take several 
years to become fully integrated into a business. Now that we understand the 
concepts of productivity and QWL, let’s examine the impact of effective HRM 
on them as well as on the bottom line.    
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 BUSINESS TRENDS AND HR COMPETENCIES  

 Over the past decade, organizations have become more complex, dynamic, and 
fast-paced. As a result, senior managers recognize that attracting, retaining, and 
managing people effectively is more important than ever. In fact, the results of a 
recent study of more than 400 companies in North and South America,  Europe, 
China, and Australia indicate that effective HR professionals play six key roles  55  : 

   1. Credible activists  deliver results with integrity, share information, build 
relationships of trust, take appropriate risks, provide candid observations, 
and influence others. They are admired and listened to, take positions, 
and challenge assumptions. This is the heart of what it takes to be an ef-
fective HR leader.  

   2. Cultural stewards  recognize, articulate, and help shape company culture 
by facilitating change, helping employees find meaning in their work, 
managing work-life effectiveness, and encouraging innovation.  

  IMPACT OF EFFECTIVE HRM ON PRODUCTIVITY, QUALITY OF 

WORK LIFE, AND THE BOTTOM LINE 

 For most of the 1990s, downsizing set the tone 
for the modern employment contract. As com-
panies frantically restructured to cope with 
slipping market share or heightened competi-
tion, they tore up old notions of paternal-
ism. They told employees, “Don’t expect 
to spend your life at one company any-
more. You are responsible for your 
own career, so get all the skills you 
can and prepare to change jobs, em-
ployers, even industries. As for the 
implicit bond of loyalty that might have 
existed before, well, forget it. In these days 
of fierce global competition, loyalty is an unaf-
fordable luxury.”  52   
  Today, faced with the retirements of large 
numbers of baby boomers (those born between 
1946 and 1964), and impending labor short-
ages, employers have changed their tune. Now 
it’s, “Don’t leave. We need you. Work for us—
you can build a career here.” Employers are go-
ing to great lengths to persuade employees that 
they want them to stay for years. According to a 
recent survey, employees are less loyal to their 

companies, and they tend to put their own 
needs and interests above those of their em-
ployers. More often they are willing to trade off 
higher wages and benefits for flexibility and 

autonomy, job characteristics that allow 
them to balance their lives on and off the 

job. Almost 9 out of every 10 workers 
live with family members, and nearly 
half care for dependents, including 
children, elderly parents, or ailing 

spouses.  53   Among employees who 
switched jobs in the last 5 years, pay 

and benefits rated in the bottom half of 20 
possible reasons why they did so. Factors rated 
highest were “nature of work,” “open commu-
nication,” and “effect on personal/family life.” 
What are the implications of these results? 
When companies fail to factor in quality-of-
work-life issues and quality-of-life issues when 
introducing any of the popular schemes for im-
proving productivity, the only thing they may 
gain is a view of the backs of their best people 
leaving for friendlier employers.  54    
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   3. Talent managers/organizational designers  ensure today’s and tomorrow’s 
talent, shape the organization, foster communication, and design reward 
systems. They do this by mastering theory, research, and practice in these 
areas.  

   4. Strategy architects  know how to make the right changes happen. They 
execute changes in strategy, and energize others to accept and embrace 
the changes.  

   5. Business allies  contribute to success by knowing how their businesses make 
money, who the customers are, and why customers buy the company’s 
products and services. They are “business literate,” for they understand the 
business and how it works, the financials, and the strategic issues.  

   6. Operational executors  administer the day-to-day work of managing peo-
ple by implementing workplace policies and advancing HR technology.      

  IMPLICATIONS FOR MANAGEMENT PRACTICE 

 The trends we have reviewed in this chapter 
suggest that the old approaches to managing 
people may no longer be appropriate responses 
to economic or social reality. A willingness to 
experiment with new approaches to manag-
ing people is healthy. To the extent that 
the newer approaches do enhance pro-
ductivity, QWL, and profits, every-
body wins. Competitive issues cannot 
simply be willed away, and because 
of this we may see even more radical 
experiments in organizations. The tra-
ditional role of the manager may be 
blurred further as workers take a greater and 
greater part in planning and controlling work, 
not simply doing what managers tell them to 
do. Take accounting firm Jefferson Wells, Inter-
national (now owned by Manpower, Inc.).  56   Of 
its 2,000 employees, 10 percent work a flexible 
schedule, with benefits. A further 20 percent 

work even fewer hours, project by project, 
without benefits. The remaining 70 percent are 
full-time but still have a lot more control over 
their lives than is typical of the Big Four firms 

many come from, where travel schedules are 
often grueling. How does the firm do it? 

It is structured on a local-office model. 
Even when staff members are sta-
tioned in their clients’ offices, the of-
fices are usually within driving 

distance of home. The company relies 
on its commitment to work-life balance 

in order to attract top-caliber candidates to 
its auditing practice, and it will not hire any-
one with less than 7 years’ experience. Pro-
grams such as these suggest that human 
resource management, an essential part of the 
jobs of all managers, will play an even more 
crucial role in the future world of work.  

 THE 21ST-CENTURY CORPORATION 

  Management systems that produce profits through people seem to share seven 
dimensions in common. Let’s briefly examine each one.

 1.     Employment security.  Such security is fundamental to most other high-
performance management practices. The reason is that innovations in 

  Human Resource 
Management 
in Action: 
Conclusion 



 Chapter 1 Human Resources in a Globally Competitive Business Environment 27

work practices or other forms of worker-management cooperation or pro-
ductivity improvement are not likely to be sustained over time when 
workers fear that by increasing productivity they will work themselves 
out of a job. In addition, if the goal is to avoid layoffs, organizations will 
be motivated to hire sparingly in order to keep their labor forces smaller 
and more productive.  

 2.    Selective hiring.  This dimension has several prerequisites, the first of 
which is having a large applicant pool from which to select. Second, the 
organization needs to be clear about the most critical skills and attributes 
in the applicant pool. At Southwest Airlines, for example, applicants for 
flight attendant positions are evaluated in interviews on the basis of ini-
tiative, judgment, adaptability, and ability to learn. Third, the skills and 
abilities sought should be consistent with particular job requirements and 
the organization’s approach to the market (e.g., high customer service). 
Fourth, interviewers screen for attributes that are difficult to change 
through training. For example, technical skills are easier to acquire than 
teamwork and a service attitude.  

 3.    Self-managed teams and decentralization are basic elements of organiza-
tion design.  Teams substitute peer-based control for hierarchical control 
of work. They also make all of the people in a firm feel accountable and 
responsible for the operation and success of the enterprise, not just a few 
people in senior management. This increased sense of responsibility stim-
ulates more initiative and effort on the part of everyone involved. By sub-
stituting peer for hierarchical control, teams permit removal of layers of 
hierarchy and the absorption of tasks previously performed by 
 administrative specialists. The tremendously successful natural-foods 
grocery-store chain Whole Foods Markets is organized on the basis of 
teams. It attributes much of its success to that arrangement.  

 4.    Comparatively high compensation contingent on organizational 
performance.  It is simply not true that only certain industries can or should 
pay high wages. Home Depot has been extremely successful and profitable. 
It operates in a highly competitive environment, and although it empha-
sizes everyday low pricing as an important part of its business strategy, it 
pays its staff comparatively well for the retail industry. It hires more expe-
rienced people with building-industry experience, and it expects its sales 
associates to provide a high level of customer service. Broad-based stock 
ownership also figures prominently in high-performance work systems. 
Firms such as Wal-Mart, AES Systems, and Microsoft encourage share 
 ownership, but that is only one part of a broader philosophy and culture 
that incorporates other practices such as training, information sharing, and 
delegation of responsibility.  

 5.    Extensive training.  Training is an essential component of high-performance 
work systems because these systems rely on front-line employee skills 
and initiative to identify and resolve problems, to initiate changes in 
work methods, and to take responsibility for quality. Firms such as the 
Men’s Wearhouse (an off-price specialty retailer of men’s tailored busi-
ness attire and accessories) and Motorola use training as a source of com-
petitive  advantage. Motorola mandates 40 hours of training per employee 
per year. It is simply part and parcel of the overall management process 
of these firms.  
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 6.    Reduced differences in status.  The fundamental premise of high-
 performance management systems is that organizations perform at a 
higher level when they are able to tap the ideas, skills, and efforts of all of 
their people. Reducing the status distinctions that separate individuals 
and groups—distinctions that cause some to feel less valued—helps make 
all members of an organization feel important and committed. Sam Walton, 
founder of Wal-Mart, was one of the most underpaid CEOs in the United 
States. He wasn’t poor, for he owned stock in his company. He also 
 encouraged stock ownership for his employees. Having his fortune rise 
and fall along with those of other employees produces a sense of common 
fate and reduces status differences.  

 7.    Sharing of information.  The sharing of information on such things as fi-
nancial performance, strategy, and operational measures conveys to an 
organization’s people that they are trusted. Even motivated and trained 
people cannot contribute to enhancing organizational performance if they 
don’t have information on important dimensions of performance and 
training on how to use and interpret that information. John Mackey, CEO 
of Whole Foods Markets, states: “If you’re trying to create a high-trust or-
ganization . . . an organization where people are all-for-one and one-for-
all, you can’t have secrets.”    

  It may appear easy to create a high-performance organization, but if that 
were so, then all firms would be as successful as the ones mentioned here. 
Don’t be fooled. Implementing these ideas in a systematic, consistent fashion is 
tough, and it remains rare enough to be an important source of competitive 
advantage for firms in a number of industries. The bottom line is that manage-
ment is a human art—and is becoming more so as information technology takes 
over routine tasks. Progressive managers understand that they will provide 
competitive advantage by tapping employees’ most essential humanity, their 
ability to create, judge, imagine, and build relationships. As you can see from 
this case, managing 21st-century organizations will be fast-paced, exciting, and 
full of people-related business challenges.      

 SUMMARY 

 People are a major component of any business, and the management of peo-
ple (or human resource management, HRM) is a major part of every manag-
er’s job. It is also the specialized responsibility of the HR department. In fact, 
we use the term “strategic HRM” to refer to the wisest possible use of people 
with respect to the strategic focus of the organization. HRM involves five 
major areas: staffing, retention, development, adjustment, and managing 
change. Together they compose the HRM system, for they describe a network 
of interrelated components. The HRM function is responsible for maximiz-
ing productivity, quality of work life, and profits through better management 
of people. 
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  The competitive business environment of the 21st century reflects factors 
such as an aging and changing workforce in a high-tech workplace that de-
mands and rewards ever-increasing skill, and increasing global competition in 
almost every sector of the economy. In response, new organization forms, such 
as the virtual corporation, the virtual workplace, and the modular corporation, 
are appearing. The new forms imply a redistribution of power, greater partici-
pation by workers, and more teamwork. Firms are also restructuring, reengi-
neering, implementing quality-improvement programs, and building 
flexibility into work schedules in order to support their competitive strategies. 
The challenge of attracting, retaining, and motivating people has never been 
greater. 
  One of the most pressing demands we face today is for productivity 
 improvement—getting more out of what is put in, doing better with what we 
have, and working smarter, not harder. Nevertheless, increased productivity 
does not preclude a high quality of work life (QWL). QWL refers to employees’ 
perceptions of their physical and psychological well-being at work. It involves 
giving workers the opportunity to make decisions about their jobs, the design 
of their workplaces, and ensuring work-life balance. Its focus is on employees 
and managers operating a business together. HR professionals can help 
by serving as credible activists, cultural stewards, talent managers, strategy 
 architects, business allies, and operational executors.   

 DISCUSSION QUESTIONS  

   1–1.   What are the HRM implications of globalization, technology, and e-commerce?  
   1–2.   How will demographic changes and increasing diversity in the workplace af-

fect the ways that organizations manage their people?  
   1–3.   Considering everything we have discussed in this chapter, describe manage-

ment styles and practices that will be effective for your country’s businesses in 
the next decade.  

   1–4.   What difficulties do you see in shifting from a hierarchical, departmentalized 
organization to a leaner, flatter one in which power is shared between workers 
and managers?  

   1–5.   How can effective HRM contribute to improvements in productivity and qual-
ity of work life?     

  staffing    

  retention    

  development    

  adjustment    

  managing change    

  HRM system    

  authority    

  globalization    

  human resource information system    

  virtual organization    

  virtual workplace    

  restructuring    

  downsizing    

  Six Sigma    

  reengineering    

process

ethical decisions about behavior

  productivity    

  quality of work life       

 KEY TERMS  



30 Part 1 Environment

 APPLYING YOUR KNOWLEDGE 

   Case 1–1  Smashing the Clock *

   No schedules. No mandatory meetings. 
Inside Best Buy’s radical reshaping of the workplace. 
  One afternoon last year, Chap Achen, who oversees online orders at Best Buy Co., shut 
down his computer, stood up from his desk, and announced that he was leaving for the 
day. It was around 2 p.m., and most of Achen’s staff were slumped over their keyboards, 
deep in a post-lunch, LCD-lit trance. “See you tomorrow,” said Achen. “I’m going to a 
matinee.” 
  Under normal circumstances, an early-afternoon departure would have been totally 
un-Achen. After all, this was a 37-year-old corporate comer whose wife laughs in his 
face when he utters the words “work-life balance.” But at Best Buy’s Minneapolis head-
quarters, similar incidents of strangeness were breaking out all over the ultramodern 
campus. In employee relations, Steve Hance had suddenly started going hunting on 
workdays, a Remington 12-gauge in one hand, a Verizon LG in the other. In the retail 
training department, e-learning specialist Mark Wells was spending his days bombing 
around the country following rocker Dave Matthews. Single mother Kelly McDevitt, an 
online promotions manager, started leaving at 2:30 p.m. to pick up her 11-year-old son, 
Calvin, from school. Scott Jauman, a Six Sigma black belt, began spending a third of his 
time at his Northwoods cabin. 
  At most companies, going AWOL during daylight hours would be grounds for a 
pink slip. Not at Best Buy. The nation’s leading electronics retailer has embarked on a 
radical—if risky—experiment to transform a culture once known for killer hours and 
herd-riding bosses. The endeavor, called ROWE, for “results-only work environment,” 
seeks to demolish decades-old business dogma that equates physical presence with pro-
ductivity. The goal at Best Buy is to judge performance on output instead of hours. 
  Hence workers pulling into the company’s amenity-packed headquarters at 2 p.m. 
aren’t considered late. Nor are those pulling out at 2 p.m. seen as leaving early. There 
are no schedules. No mandatory meetings. No impression-management hustles. Work is 
no longer a place where you go, but something you do. It’s OK to take conference calls 
while you hunt, collaborate from your lakeside cabin, or log on after dinner so you can 
spend the afternoon with your kid. 
  Best Buy did not invent the post-geographic office. Tech companies have been go-
ing bedouin for several years. At IBM, 40 percent of the workforce has no official office; 
at AT&T, a third of managers are untethered. Sun Microsystems Inc. calculates that it has 
saved $400 million over six years in real estate costs by allowing nearly half of all 
 employees to work anywhere they want. And this trend seems to have legs. A recent 
Boston Consulting Group study found that 85 percent of executives expect a big rise in 
the number of unleashed workers over the next five years. In fact, at many companies 
the most innovative new product may be the structure of the workplace itself. 
  But, arguably, no big business has smashed the clock quite so resolutely as Best 
Buy. The official policy for this post-face-time, location-agnostic way of working is that 
people are free to work wherever they want, whenever they want, as long as they get 
their work done. “This is like TiVo for your work,” says the program’s co-founder, Jody 
Thompson. By the end of 2007, all 4,000 staffers working at corporate will be on ROWE. 
Starting in February, the new work environment will become an official part of Best 
Buy’s recruiting pitch as well as its orientation for new hires. And the company plans to 

  *Source: Conlin, M. (2006, Dec. 11). Smashing the clock.  BusinessWeek,  pp. 60–68. Used with 
 permission.  
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take its clockless campaign to its stores—a high-stakes challenge that no company has 
tried before in a retail environment. 
  Another thing about this experiment: It wasn’t imposed from the top down. It began 
as a covert guerrilla action that spread virally and eventually became a revolution. So 
secret was the operation that Chief Executive Brad Anderson only learned the details 
two years after it began transforming his company. Such bottom-up, stealth innovation 
is exactly the kind of thing Anderson encourages. The Best Buy chief aims to keep in-
novating even when something is ostensibly working. “ROWE was an idea born and 
nurtured by a handful of passionate employees,” he says. “It wasn’t created as the result 
of some edict.” 
  So bullish are Anderson and his team on the idea that they have formed a subsid-
iary called CultureRx, set up to help other companies go clockless. CultureRx expects to 
sign up at least one large client in the coming months. 
  The CEO may have bought in, but there has been plenty of opposition inside the 
company. Many execs wondered if the program was simply flextime in a prettier bottle. 
Others felt that working off-site would lead to longer hours and destroy forever the de-
marcation between work and personal time. Cynics thought it was all a PR stunt 
dreamed up by Machiavellian operatives in human resources. And as ROWE infected 
one department after the other, its supporters ran into old-guard saboteurs, who con-
tinue to plot an overthrow and spread warnings of an imminent paradise for slackers. 
  Then again, the new work structure’s proponents say it’s helping Best Buy over-
come challenges. And thanks to early successes, some of the program’s harshest critics 
have become true believers. With gross margins on electronics under pressure, and Wal-
Mart Stores Inc. and Target Corp. shouldering into Best Buy territory, the company has 
been moving into services, including its Geek Squad and “customer centricity” program 
in which salespeople act as technology counselors. But Best Buy was afflicted by stress, 
burnout, and high turnover. The hope was that ROWE, by freeing employees to make 
their own work-life decisions, could boost morale and productivity and keep the service 
initiative on track. 
  It seems to be working. Since the program’s implementation, average voluntary turn-
over has fallen drastically, CultureRx says. Meanwhile, Best Buy notes that productivity 
is up an average 35 percent in departments that have switched to ROWE. Employee en-
gagement, which measures employee satisfaction and is often a barometer for retention, 
is way up too, according to the Gallup Organization, which audits corporate cultures. 
  ROWE may also help the company pay for the customer-centricity campaign. The 
endeavor is hugely expensive because it involves tailoring stores to local markets and 
training employees to turn customer feedback into new business ideas. By letting people 
work off-campus, Best Buy figures it can reduce the need for corporate office space, 
perhaps rent out the empty cubicles to other companies, and plow the millions of dol-
lars in savings into its services initiative. 
  Phyllis Moen, a University of Minnesota sociology professor who researches work-
life issues, is studying the Best Buy experiment in a project sponsored by the National 
Institutes of Health. She says most companies are stuck in the 1930s when it comes to 
employees’ and managers’ relationships to time and work. “Our whole notion of paid 
work was developed within an assembly-line culture,” Moen says. “Showing up was 
work. Best Buy is recognizing that sitting in a chair is no longer working.”  

 One Giant Wireless Kibbutz 

  Jody Thompson and Cali Ressler are two HR people you actually don’t hate. They groan 
over cultish corporate slogans like “Build Superior Organizational Capability.” They 
disdain Outlook junkies who double-book and showboating PowerPointers. But it’s flex-
time, or Big Business’s answer to overwork, long commutes, and lack of work-family 
balance, that elicits the harshest verdict. “A con game,” says Thompson. “A total joke,” 
adds Ressler. 



32 Part 1 Environment

  Flexible work schedules, they say, heap needless bureaucracy on managers instead 
of addressing the real issue: how to work more efficiently in an era of transcontinental 
teams and multiple time zones. They add that flextime also stigmatizes those who use it 
(the reason so few do) and keeps companies acting like the military (fixated on sched-
ules) when they should behave more like MySpace (social networks where real-time 
innovation can flourish). Besides, they say, if people can virtually carry their office 
around in their pockets or pocketbooks, why should it matter where and when they 
work if they are crushing their goals? 
  Thompson, 49, and Ressler, 29, met three years ago. The boomer and the Gen Xer 
got each other right away. When they talk about their meeting, it sounds like something 
out of  Plato for HR , or two like minds making a whole. At the time, Best Buy was still a 
ferociously face-time place. Workers arriving after 8 a.m. on sub-zero mornings stashed 
their parkas in their cars to foil detection as late arrivals. Early escapees crept down 
back stairwells. 
  Cube-side, the living was equally uneasy. One manager required his MBAs to sign 
out for lunch and to list their restaurant locations and ETAs. Another insisted his team 
track its work—every 15 minutes. As at many companies, the last one to turn out the 
lights won. 
  Outside the office, Thompson and Ressler couldn’t help noticing how wireless 
broadband was turning the world into one giant work kibbutz. They talked about 
how managers were mired in analog-age inertia, often judging performance on how 
much they saw you versus how much you did. Ressler and Thompson recognized the 
dangerous, life-wrecking cocktail in the making: The always-on worker also had to be 
always in. 
  The culture, not exactly Minnesota-nice, was threatening Best Buy’s massive expan-
sion plans. But Ressler and Thompson knew their solution was too radical to simply 
trot up to CEO Anderson. Nor, in the beginning, did they feel they could lobby their 
executive supervisors for official approval. Besides, they knew the usual corporate route 
of imposing something from the top down would bomb. So they met in private, stealth-
ily strategizing about how to protect ROWE and then dribble it out under the radar in 
tiny pilot trials. Ressler and Thompson waited patiently for the right opportunity. 
  It came in 2003. Two managers—one in the properties division, the other in 
communications—were desperate. Top performers were complaining of unsustainable 
levels of stress, threatening business continuity just when Best Buy was rolling out its 
customer-centricity campaign in hundreds of stores. They also knew from employee 
engagement data that workers were suffering from the classic work-life hex: jobs with 
high demands (always-on, transcontinental availability) and low control (always 
on-site, no personal life). 
  Ressler and Thompson saw their opening in these two vanguard managers. Would 
they be willing to partake in a private management experiment? The two outlined their 
vision. They explained how in the world of ROWE, there would be no mandatory meet-
ings. No times when you had to physically be at work. Performance would be based on 
output, not hours. Managers would base assessments on data and evidence, not feelings 
and anecdotes. The executives liked what they heard and agreed. 
  The experiment quickly gained social networking heat. Waiting in line at Best Buy’s 
on-site Caribou Coffee, in e-mails, and during drive-bys at friends’ desks, employees in 
other parts of the company started hearing about this seeming antidote to megahour 
 agita. A curious culture of haves and have-nots emerged on the Best Buy campus, with 
those in ROWE sporting special stickers on their laptops as though they were part of 
some cabal. Hance, the hunter, started taking conference calls in tree stands and 
 exchanging e-mails from his fishing boat. When Wells wasn’t following around Dave 
Matthews, chances were he was biking around Minneapolis’ network of urban lakes, 
and digging into work only after night had fallen. Hourly workers were still putting in a 
full 40, but they began doing so wherever and whenever they wanted. 



 Chapter 1 Human Resources in a Globally Competitive Business Environment 33

  At first, participants were loath to share anything about ROWE with higher-ups for 
fear the perk would be taken away or reversed. But by 2004, loftier and loftier levels of 
management began hearing about the experiment at about the same time that opposition 
to it grew more intense. Critics feared executives would lose control and co-workers 
would forfeit the collaboration born of proximity. If you can work anywhere, they asked, 
won’t you always be working? Won’t overbearing bosses start calling you in the middle 
of the night? Won’t coasters see ROWE as a way to shirk work and force more dedicated 
colleagues to pick up the slack? And there were generational conflicts: Some boomers 
felt they’d been forced to choose between work and life during their careers. So every-
one else should, too. 
  Shari Ballard, Best Buy’s executive vice-president for human capital and leadership 
(an analog title if ever there was one), was originally skeptical, although she eventually 
bought in. At first she couldn’t figure out why managers needed a new methodology to 
help solve the work-life conundrum. “It wasn’t hugs and smiles,” she says of Ressler’s 
and Thompson’s campaign. “Managers in the old mental model were totally irritated.” 
In the e-learning division, many of Wells’s older co-workers (read 40-year-olds; the 
average age at Best Buy is 36) expressed resentment over the change, insisting that work 
relationships are better face-to-face, not screen-to-screen. “We have people in our group 
who are like, ‘I’m not going to do it,’” says Wells, who likes to sleep in and doesn’t own 
an alarm clock. “I’m like, ‘that’s fine, but I’m outta here.’” In enemy circles, Ressler and 
Thompson are known to this day as “those two” and “the subversives.” 
  Yet ROWE continues to spread through the company. If intrigued nonparticipants 
work for progressive superiors, they usually talk up the program and get their bosses 
to agree to trials. If they toil under clock-watchers, they form underground networks 
and quietly lobby for outside support until there is usually no choice but for their 
boss to switch. It was only this past summer that CEO Anderson got a full briefing, 
and total understanding, about what was happening. “We purposely waited until the 
tipping point before we took it to him,” says Thompson. Until then he wasn’t well-
versed on the 13 ROWE commandments. No. 1: People at all levels stop doing any 
activity that is a waste of their time, the customer’s time, or the company’s money. 
No. 7: Nobody talks about how many hours they work. No. 9: It’s O. K. to take a nap 
on a Tuesday afternoon, grocery shop on Wednesday morning, or catch a movie on 
Thursday afternoon. 
  That’s the commandment Achen was following when he took off that day to see 
 Star Wars Episode III: Revenge of the Sith . Doing so felt abnormal and uncomfortable. 
Achen felt guilty. But Ressler and Thompson had told him to “model the behavior.” So 
he did. It helped that Achen saw in ROWE the potential to solve a couple of nagging 
business problems. As the head of the unit that monitors everything that happens after 
someone places an order at  BestBuy.com , including manually reviewing orders and flag-
ging them for possible fraud, Achen wanted to expand the hours of operation without 
mandating that people show up in the office at 6 a.m. He had another issue. One of his 
top-performing managers lived in St. Cloud, Minnesota, and commuted two and a half 
hours each way to work. He and Achen had a gentleman’s agreement that he could work 
from home on Fridays. But the rest of the staff didn’t appreciate the favoritism. “It was 
creating a lot of tension on my team,” says Achen.    

 Record Job Satisfaction  
 Ressler and Thompson had convinced Achen that ROWE would work. Now Achen 
would have to convince the general manager of  BestBuy.com , senior vice-president John 
“J. T.” Thompson. That wasn’t going to be easy. Thompson, a former General Electric 
Company guy, was as old school as they come with his starched shirt, booming voice, 
and ramrod-straight posture. He came of age believing there were three 8-hour days in 
every 24 hours. He loved working in his office on weekends. At first, he pushed back 
hard. “I was not supportive,” says Thompson, who was privately terrified about the loss 
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of control. “He didn’t want anything to do with it,” says Achen. “He was all about mea-
surement, and he kept asking me, ‘How are you going to measure this so you know 
you’re getting the same productivity out of people?’” 
  That’s where Achen’s performance metrics came in handy. He could measure how 
many orders per hour his team was processing no matter where they were. He told 
Thompson he’d reel everyone back to campus the minute he noticed a dip. Within a 
month, Achen could see that not only was his team’s productivity up, but engagement 
scores, or measuring job satisfaction and retention, were the highest in the dot-com di-
vision’s history. 
  For years, engagement had been a sore spot for Thompson. “I showed J. T. these 
scores, and his eyes lit up,” says Achen. Thompson rushed to roll out ROWE to his entire 
department. Voluntary turnover among men dropped from 16.11 percent to 0. “For years 
I had been focused on the wrong currency,” says Thompson. “I was always looking to see 
if people were here. I should have been looking at what they were getting done.” 
  Today, Achen’s commuting employee usually comes in once a week. Nearly three-
quarters of his staff spend most of their time out of the office. Doesn’t he worry that he 
loses some of the interoffice magic when they don’t gather together all day, every day? 
What about the value in riffing on one another’s ideas? What about teamwork and cama-
raderie? “You absolutely lose some of that,” he says. “But what we get back far out-
weighs anything we’ve lost.” 
  Achen says he would never go back. Orders processed by people who are not work-
ing in the office are up 13 percent to 18 percent over those who are. ROWE’ers are post-
ing higher metrics for quality, too. Achen says he believes that’s due to the new office 
paradox: Given the constant distractions, it sometimes feels impossible to get any work 
done at work. 
  Ressler and Thompson say all the Best Buy groups that have switched to the freer 
structure report similar results. Meanwhile, the two have other big plans for the com-
pany. Last month they launched a new pilot called Cube-Free. Ressler and Thompson 
believe offices encourage the wrong kinds of habits, keeping people wrapped up in a 
paper, prewireless mentality as opposed to pushing employees to use technology in the 
efficiency-enhancing way it was intended. Offices also waste space and time in an age 
when workers are becoming more and more place-neutral. “This also sets up Best Buy 
to be able to completely operate if disaster hits,” says Thompson. Work groups that go 
cube-free will be able to redesign their spaces to better accommodate collaboration in-
stead of working alone. 
  Next year Ressler and Thompson plan to pilot their boldest move yet, testing ROWE 
in retail stores among both managers and workers. How exactly they will do this in an 
environment where salespeople presumably need to put in regular hours, they won’t 
say. And they acknowledge it won’t be easy. Still, they are eager to try just about any-
thing to help the company slash its 65 percent turnover rates in stores, where disgrun-
tlement is common and workers form groups on MySpace with names like “Best Buy 
Losers Club!” 
  Best Buy has transformed its workplace culture in a remarkably short time. Isn’t it 
also true that ROWE could unravel just as quickly? What happens if the company hits a 
speed bump? Competition isn’t getting any less intense, after all. Best Buy sells a lot of 
extended warranties, an area where both Wal-Mart and Target are eager to undercut the 
electronics retailer on price. What’s more, the current boom in flat-panel, digital TVs 
will peak in a few years. 
  If Best Buy’s business goes south, human nature dictates that the people who al-
ways believed the clockless office was a flaky New Age idea will see an opportunity to 
try to force a hasty retreat. Some at the company complain that productivity is up only 
because many Best Buyers are now working longer hours. And some die-hard ROWE 
opponents still privately roll their eyes when they see Ressler and Thompson in the 
hallway. 
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  But it’s worth remembering that most big companies fail to grow at the rate of infla-
tion. That’s true in part because the bigger the company gets, the harder it is to get the 
best out of each and every employee. ROWE is one of Best Buy’s answers to avoiding 
that fate. “The old way of managing and looking at work isn’t going to work anymore,” 
says Ressler. “We want to revolutionize the way work gets done.” Admit it, you’re root-
ing for them, too.    

 Questions  

   1.   Are there trade-offs in implementing a ROWE culture?  
   2.   Can ROWE work with managers?  
   3.   Is ROWE all or nothing? Might there be other options?  
   4.   What types of employees might find ROWE most/least appealing?        
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 Questions This Chapter Will Help Managers Answer 

  1.  How can HR measures improve talent-related decisions in organizations? 

  2.  If I want to know how much money employee turnover is costing us each 

year, what factors should I consider? 

  3.  How do employees’ attitudes relate to employee satisfaction, customer 

satisfaction, and employee retention? 

  4.  What’s the business case for work-life programs? 
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 LINKING WORKER BELIEFS TO INCREASED PRODUCTIVITY 
AND PROFITABILITY * 

   Management is interested in employees’ attitudes, such as employee job 
 satisfaction, commitment, and engagement, principally because of the relation-
ship  between attitudes and behavior. Other things being equal, it is reasonable 
to  assume that employees who are dissatisfied with their jobs and who are not 
 engaged at work or committed strongly to their employers will tend to be  absent 
or late for work, to quit more often, and to place less emphasis on customer 
satisfaction than those whose attitudes are positive. In short, poor job attitudes 
should lead to lower productivity and organizational performance. Evidence 
indicates that this is, in fact, the case, and that management’s concerns are 
well placed. 
  From an economic perspective, the important questions are: What is the 
financial impact of the behavioral outcomes associated with job attitudes, and 
can we measure the costs associated with different levels of those attitudes? An 
in-depth study by The Gallup Organization, the Princeton, New Jersey–based 
polling and research firm, identified 12 worker beliefs (measures of employee 
satisfaction-engagement) that play the biggest role in triggering a profitable, 
productive workplace. Its multiyear study was based on an analysis of data 
from more than 100,000 employees in 12 industries. A subsequent meta-analysis 
(quantitative cumulation of research results across studies) included data from 
almost 8,000 business units in 36 companies. 
  Analysis showed a consistent, reliable relationship between the 12 beliefs 
and outcomes such as profits, productivity, employee retention, and customer 
loyalty. For example, work groups that have these positive attitudes are 50 per-
cent more likely to achieve customer loyalty and 44 percent more likely to 
produce above-average profitability. 
  At the level of the business unit, those in the top quartile on employee en-
gagement had, on average, from $100,000 to $150,000 higher monthly revenues 
or sales (in 2008 dollars) than those in the bottom quartile. Even a $100,000 
difference per month per business unit translates into $1.2 million per year per 
business unit. 
  Gallup analyzed employee data to determine how well the respondents’ 
organizations supported the 12 employee statements. Organizations whose 
support of the statements ranked in the top 25 percent averaged 24 percent 
higher profitability, 29 percent higher revenue, and 10 percent lower employee 
turnover than those that scored lowest on the statements. 
  Although it might be tempting to conclude that employee attitudes  cause  
higher profits, productivity, employee retention, and customer loyalty, it is also 
possible that more profitable organizations, for example, are particularly appeal-
ing places to work and to shop as customers. Without longitudinal data on both 
employee attitudes and organizational performance at multiple points in time, 
it is not possible to draw meaningful inferences about causal relationships. 

       Human Resource 
Management 
in Action 

  * Sources:  Harter, J. K., Schmidt, F. L., & Hayes, T. L. (2002). Business-unit-level relationship be-
tween employee satisfaction, employee engagement, and business outcomes: A meta-analysis.  Journal 
of Applied Psychology, 87 , 268–279. Cascio, W. F. (2007). The costs—and benefits—of human re-
sources.  International Review of Industrial and Organizational Psychology, 22 , 71–109. Micco, L. 
(1998, Sept.). Gallup study links worker beliefs, increased productivity.  HR News , p. 16.  
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  In business settings, it is hard to be convincing without data. If the data are 
developed systematically and comprehensively and are analyzed in terms of 
their strategic implications for the business or business unit, they are more 
convincing. The chapter-opening vignette demonstrates how the beliefs of 
workers on 12 issues affect company profitability and turnover. All of the mate-
rial in this chapter is based on a simple principle, namely, that HR measure-
ment is valuable to the extent that it improves vital decisions about talent and 
how it is organized. To have genuine strategic impact, HR measures must be 
embedded within logical frameworks that drive sound strategic decisions about 
talent.  Talent  refers to the potential and realized capacities of individuals and 
groups and how they are organized, including those within the organization 
and those who might join the organization.  1   We will begin the chapter by pre-
senting a broad framework for enhancing talent-related decisions, and then 
consider the costs and benefits of HR activities in five key areas: employee 
attitudes, absenteeism, turnover, work-life programs, and training.      

 ORIENTATION  

 As emphasized earlier, the focus of this book is  not  on training HR specialists. 
Rather, it is on training line managers who must, by the very nature of their jobs, 
manage people and work with them to accomplish organizational objectives. Con-
sequently, the purpose of this chapter is not to show how to measure the effective-
ness of the HR department; the purpose is to show how to assess the costs and 
benefits of some people-related business activities and how to use the results of 

That said, the good news is that the 12 beliefs can be coaxed forth with good 
management techniques. 
  For instance, consider employees’ beliefs about the extent to which they 
 receive recognition or praise for doing good work. Although it requires long-term 
commitment, managers can deliver on this—at very little cost. Providing regular 
information to employees about their progress at work is even less time consum-
ing. Interestingly, researchers found significant variances between work groups or 
operating units within the same company. “What becomes clear from this investi-
gation is that while we tend to celebrate great companies, in reality there are only 
great managers,” said Gallup executive Curt Coffman. In fact, it is on the front line 
that the hard work of building a stronger workplace gets done. Gallup has studied 
thousands of great managers and has identified the key behaviors that the best 
managers seem to share in helping to trigger these beliefs. In the conclusion to this 
chapter-opening vignette, we will consider what these key behaviors might be.  

 Challenges  

  1.   What kinds of organizational policies might help to support these beliefs?  
  2.   What can a manager do in his or her everyday behavior to encourage these 

beliefs?  
  3.   Why is it that work groups that hold these beliefs are 50 percent more likely 

to achieve customer loyalty? What might be the link?     
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those analyses to drive strategic organizational change. The methods can and 
should be used in cooperation with the HR department, but they are not the exclu-
sive domain of that department. They are general enough to be used by any man-
ager in any department to measure the costs and benefits of employee behavior. 
    This is not to imply that dollars are the only barometer of the effectiveness of 
HR activities. The payoffs from some activities, such as managing diversity and 
providing child care, must be viewed in a broader social context. Furthermore, 
the firm’s strategy and goals must guide the work of each business unit and of 
that unit’s HR management activities. For example, to emphasize its outreach 
 efforts to the disadvantaged, a firm might adopt a conscious strategy of  training  
workers for entry-level jobs, while  hiring  workers from the outside who already 
have the skills to perform higher-level jobs. To make the most  effective use of the 
information that follows, keep these points in mind. Let’s begin by addressing a 
fundamental question: How can we make HR measures more strategic?    

 THE LAMP MODEL: FOUNDATION FOR 
WORKFORCE MEASUREMENT * 

   The letters in LAMP stand for  logic, analytics, measures,  and  process,  four critical 
components of a measurement system that drives strategic change and organiza-
tional effectiveness. Measures represent only one component of this system. Al-
though they are essential, without the other three components, the measures and 
data are destined to remain isolated from the true purpose of HR measurement 
systems. The model is shown graphically in  Figure 2–1. Figure 2–1  shows that 
HR measurement systems are only as valuable as the decisions they improve and 
the organizational effectiveness to which they contribute. That is, such systems 

  * Material in this section is drawn from Cascio, W. F., & Boudreau, J. W. (2008).  Investing in people: 
Financial impact of human resource initiatives.  Upper Saddle River, NJ: Pearson Education.  

  Figure 2–1   

Lighting the 
“LAMP.”
  Source:  Reprinted by 

permission of Harvard 

Business School. 

Boudreau, J. W., & 

Ramstad, P. M.  Beyond 
HR: The New Science 
of  Human Capital.   
 Boston: Harvard busi-

ness School, 2007, 

p. 193. Copyright © 

2007 by the Harvard 

Business School Pub-

lishing Corporation; 

all rights reserved.  

HR Metrics and
Analytics That Are

a Force for
Strategic Change

“The Right Logic”
Rational Talent

Strategy”
(Competitive

Advantage, Talent
Pivot Points)

“The Right
Measures”

Sufficient Data
(Timely, Reliable,

Available)

“The Right Process”
Effective Knowledge

Management
(Values, Culture, Influence)

“The Right Analytics”
Valid Questions and Results
(Information, Design, Statistics)



42 Part 1 Environment

are valuable to the extent that they are a force for strategic change. Let’s examine 
how the four components of the LAMP framework  define a more complete mea-
surement system. A brief description of each of these elements follows. 

  Logic: The “Story” That Connects Numbers and Outcomes 

 Without a compelling  logic,  it’s just not clear where to look for insights about 
what the numbers (HR measurement data) mean. Conversely, with well-grounded 
logic, it is easier to help leaders outside of HR to understand and use the measure-
ment systems to enhance the talent-related decisions they make. Consider one 
such logical framework, the “service-value-profit” framework that connects man-
agement practices to financial outcomes. We will have more to say about this 
framework later in the chapter, but for now, the important point is that it calls at-
tention to the connections between HR and management practices, which, in turn, 
affect employee attitudes, engagement, and turnover; which, in turn, affect the 
experiences of customers. The experiences of customers, in turn, affect their buy-
ing behavior, which, in turn, affects sales, which, in turn, affects profits. 
    Can you appreciate the value of this approach, as opposed to a simple link-
age between management practices and profits? Making the linkages explicit 
allows managers to understand more fully the intermediate connections and 
how investments in them might enhance profits. Perhaps the most well-known 
application of this framework was at the retailing giant Sears; the company 
thoroughly explored the quantitative relationships among these factors and 
used them to change the behavior of store managers.  2     

 Analytics: Drawing Appropriate Conclusions from Data 

  Analytics  transforms HR logic and measures into rigorous, relevant insights. 
While statistics and research design are analytical strategies for drawing correct 
conclusions from data, measures comprise the numbers that populate the statis-
tical formulas. Yet it is easy to be misled. To illustrate, assume that a researcher 
observes a positive correlation between employee attitudes and customer atti-
tudes. The correlation by itself does not prove that one causes the other, nor 
does it prove that improving one will improve the other. Such a correlation also 
happens when customer attitudes actually  cause  employee attitudes. This can 
happen because stores with more loyal and committed customers are more 
pleasant places to work. The correlation could, however, also result from a third, 
unmeasured factor. Perhaps stores in certain locations attract customers who 
buy more merchandise or services and are more enthusiastic. Employees in 
those locations like working with such customers and are more satisfied. Store 
location turns out to cause  both  store performance and employee satisfaction. 
The point is that a high correlation between employee attitudes and customer 
purchases could be due to any or all of these effects. Sound analytics can reveal 
which way the causal arrow actually is pointing.   

 Measures: Getting the Numbers Right 

 The  measures  part of the LAMP model has received enormous attention in HR. In 
fact, if you type “HR measurement” into a search engine you will get more than 
900,000 results! Scorecards, summits, dashboards, data mines, data warehouses, 
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and audits abound. Indeed, the array of HR measurement technologies is daunt-
ing. Consider the measurement of employee turnover. There is much debate 
about the appropriate formulas to use in estimating turnover and its costs, or 
the precision and frequency with which employee turnover should be calculated. 
Today’s turnover-reporting systems can calculate turnover rates for virtually any 
employee group and business unit. 
    Armed with such systems, managers “slice and dice” the data in a wide 
variety of ways (ethnicity, skills, performance, and so on), with each manager pur-
suing his or her own pet theory about employee turnover and why it matters. Are 
their theo ries any good? If not, better measures, or more precise ones, won’t 
help. That is why the logic component of the LAMP model is so vital to sound 
measurement. 
    In fact, the logic guiding the measurement of turnover is straightforward. It 
begins with the assumption that employee turnover is not equally important 
everywhere. Where turnover costs are very high, or where turnover represents 
a significant risk to the revenues or critical resources of the organization (such 
as when departing employees take clients with them or when they possess 
unique knowledge that cannot be recreated easily), it makes sense to track turn-
over very closely and with greater precision. However, this does not mean sim-
ply reporting turnover rates more frequently. It means that the turnover 
measurements in these situations should focus precisely on what matters. Lack-
ing a common logic about how turnover affects business or strategic success, 
well-meaning managers might well draw conclusions that are misguided or 
dangerous. Conversely, they can make strategically sound decisions when a 
logical framework in which the measures are embedded guides them. When 
they do that, they get the numbers “right.”   

 Process: Creating Actionable Insights 

  Process  is the final element of the LAMP framework. Measurement affects de-
cisions and behavior, but decisions and behavior unfold within a complex 
social system. Hence effective measurement systems must fit within a change-
management process that begins by influencing key decision makers. That 
 influence process begins by convincing managers that the analysis of people-
related business processes is possible as well as informative. The way to make 
that happen is not necessarily to present the most sophisticated analysis. The 
best approach may be to present relatively simple measures and analyses that 
match the mental models that managers already use. For example, calculating 
the costs of employee turnover can reveal millions of dollars that can be saved by 
reducing turnover. For many leaders outside of HR, a turnover-cost analysis may 
be their first realization that talent and organization decisions have tangible ef-
fects on the economic and accounting processes with which they are familiar. 
Certainly it is valuable for leaders to see that the same analytical logic used for 
financial, technological, and marketing investments can apply to human re-
sources. Then, the door is open to more sophisticated analyses beyond the costs. 
    Education is also a core element of any change process. The return-on-
 investment (ROI) formula from finance is actually a potent tool for educating 
leaders in the key components of financial decisions. In the same way, HR mea-
surements should be used to educate constituents, and they should  become 
embedded within an organization’s learning and knowledge frameworks. 
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    In summary, we began this section by asking how we might make HR  measures 
more strategic. As  Figure 2–1  shows, the answer is by embedding the measures 
into a broader framework of logic, analytics, and process that will  enable the mea-
sures to serve as a force for strategic change. In other words, the LAMP framework 
can help make measures matter. We will use it to illustrate the costs and benefits 
of several important areas within HR in the remainder of this chapter. Before we 
do that, however, it is necessary to define some important terms.   

 Some Definitions 

 The measurement methods described below are based on several definitions 
and a few necessary assumptions. To begin with, there are, as in any costing 
situation, both controllable and uncontrollable costs, and there are direct and 
indirect measures of these costs. 
       Direct measures    refer to actual costs, such as the accumulated, direct cost 
of recruiting. 
       Indirect measures    do not deal directly with cost; they are usually expressed 
in terms of time, quantity, or quality.  3   In many cases indirect measures can be 
converted to direct measures. For example, if we know the length of time per 
pre-employment interview plus the interviewer’s hourly pay, it is a simple mat-
ter to convert time per interview into cost per interview. 
    Indirect measures have value in and of themselves, and they also supply 
part of the data needed to develop a direct measure. As a further example, 
consider the direct and indirect costs associated with mismanaged organiza-
tional stress, as shown in  Table 2–1 .  4   The direct costs listed in the left column 

  Table 2–1 

DIRECT AND INDIRECT COSTS ASSOCIATED WITH MISMANAGED STRESS

           Direct costs     Indirect costs   

    Loss of vitality:
  Low motivation 
  Dissatisfaction 

  Communication breakdowns: 
  Decline in frequency of contact 
  Distortions of messages  

Faulty decision making

Quality of work relations:
  Distrust 
  Disrespect 
  Animosity 

Opportunity costs

   Participation and membership: 
  Absenteeism 
  Tardiness 
  Strikes and work stoppages  

        Performance on the job: 
  Quality of productivity
   Quantity of productivity 
  Grievances 
  Accidents 
  Unscheduled machine downtime 
  and repair 
  Material and supply 
  overutilization 
  Inventory shrinkages 

        Compensation awards 

    Source : Macy, B. A., & Mirvis, P. H.,  Evaluation Review, 6  (3), Figure 4–5. Copyright © 
1982 by Sage Publications, Inc. Reprinted by permission.   
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of  Table 2–1  can all be expressed in terms of dollars. To understand this 
 concept, consider just two items: the costs associated with work accidents and 
with grievances.  Figure 2–2  represents just some of the direct costs associated 
with accidents; it is not meant to be exhaustive, and it does not include such 
items as lost time, replacement costs, institution of “work-to-rule” by cowork-
ers if they feel the firm is responsible, the cost of the safety committee’s inves-
tigation, and the costs associated with changing technology or job design to 
prevent future accidents. The items shown in the right column of  Table 2–1  
cannot be expressed as easily in dollar terms, but they are no less important, 
and the cost of these indirect items may in fact be far larger than the direct 
costs. Both direct and indirect costs, as well as benefits, must be considered to 
apply HR measurement methods properly.  

    Controllable versus Uncontrollable Costs 

 In any area of behavior costing, some types of costs are controllable through 
prudent HR decisions, while other costs are simply beyond the control of the 
organization. Consider employee turnover as an example. To the extent that 
people leave for reasons of “better salary,” “more opportunity for promotion 

Figure 2–2
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and career development,” or “greater job challenge,” the costs associated with 
turnover are somewhat    controllable.    That is, the firm can alter its HR manage-
ment practices to reduce the voluntary turnover. However, if the turnover is 
due to such factors as death, poor health, or spouse transfer, the costs are 
    uncontrollable.    
    The point is that in human resource measurement, the objective is not 
simply to  measure  costs but also to  reduce  the costs of human resources by 
devoting resources to the more controllable factors. To do this, we must do 
two things well:

    1.   Identify, for each HR decision, which costs are controllable and which 
are not.  

   2.   Measure these costs at Time 1 (prior to some intervention designed to re-
duce controllable costs) and then again at Time 2 (after the inter vention).    

   Hence the real payoff from determining the cost of employee behaviors lies in 
being able to demonstrate a financial gain from the wise application of human 
resource management methods. The following sections present both hypo-
thetical and actual company examples of such measurement in the areas of 
employee attitudes, absenteeism, turnover, work-life programs, and training.     

 FINANCIAL EFFECTS OF EMPLOYEE ATTITUDES  

    Attitudes    are internal states that focus on particular aspects of or objects in the 
environment. They include three elements:  cognition , the knowledge an indi-
vidual has about the focal object of the attitude; the  emotion  an individual feels 
toward the focal object; and an  action  tendency, a readiness to respond in a 
predetermined manner to the focal object.  5   
    For example,    job satisfaction    is a multidimensional attitude; it is made up 
of attitudes toward pay, promotions, coworkers, supervision, the work itself, 
and so on.  6   Another attitude is    organizational commitment,    a bond or linking of 
an individual to the organization that makes it difficult to leave.  7   
    Managers are interested in employees’ job satisfaction and commitment 
principally because of the relationship between attitudes and behavior. They 
assume that employees who are dissatisfied with their jobs and who are 
not committed strongly to their organizations will tend to be absent or late for 
work, to quit more often, and to place less emphasis on customer satis faction 
than those whose attitudes are positive. Poor job attitudes therefore lead to 
lowered productivity and organizational performance. Evidence  indicates that 
this is, in fact, the case, and that management’s concern is well placed.  8    

 Behavior Costing and Employee Attitudes 

 The behavior-costing approach to employee attitude valuation is based on the 
assumption that measures of attitudes are indicators of subsequent employee 
behaviors.  9   These behaviors can be assessed using cost-accounting procedures, 
and they have economic implications for organizations. Sears, Roebuck & Co. 
applied behavior-costing methodology to study the relationship between em-
ployee attitudes, customer behavior, and profits. Its approach shows how all of 
the elements of the LAMP model come together. 
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    In 1998, Sears executives recognized a fertile opportunity to improve 
 operations through better measurement and understanding of the connection be-
tween employee attitudes and behaviors in stores, and associated customer atti-
tudes and behaviors that led to financial performance. At the time, Sears store 
managers had little idea about this connection, and so they often operated stores to 
minimize labor costs or with little attention to employee attitudes. Store managers 
often believed that the key to store success was mostly in the more tangible ele-
ments of merchandise.  10   Although the top leadership at Sears believed there was 
a connection between retail-store employees’ attitudes and financial results, they 
had no hard data to demonstrate it, and in a pragmatic industry like retail, the 
decisions of store managers and executives often require compelling evidence. 
    The Sears model didn’t just examine whether employee attitudes correlated 
with financial outcomes. Instead, Sears created a model with a logical set of 
connections between employee attitudes and store financial performance, in-
cluding customer behavior as a critical intervening variable. Sears created a 
 logic  based on the proposed connections between employee attitudes, behav-
iors, customer responses, and financial outcomes. Sears also used  analytics  and 
 measures  to test and refine the logic, producing an integrated and data-based 
depiction of the strength of the relationships. Finally, Sears then created an 
 effective  process  to embed the results in the organization’s decision systems, by 
carefully communicating the results to business leaders and employees, holding 
store managers accountable for the attitude measures that had proven to be 
 related to store financial outcomes, and continuing to measure and refine the 
model so that even deeper insights emerged regarding particular merchandise 
categories and customer segments. 
    Many retailers might try to copy the Sears measures, even the modeling 
techniques, but they might fail to realize the benefit from the model, because 
the logic, analytics, and measures of the system are not in themselves enough 
to make it work. It is the integration of these elements, and their connection to 
the fundamental operating processes of the Sears organization, that creates the 
organizational change. The following sections describe some key elements of 
the Sears approach.   

 Measures, Data, and a Causal Model 

 In retailing, there is a chain of cause and effect running from employee behav-
ior to customer behavior to profits. Employee behavior, in turn, depends to a 
large extent on attitude. Over two quarters, Sears managers collected survey 
data from employees and customers and financial data from 800 of its stores. A 
team of consulting statisticians then factor-analyzed the data into meaningful 
clusters and used causal pathway modeling to assess cause/effect relationships. 
Based on initial results, Sears adjusted the model and continued to collect data 
for a new iteration at the end of the next quarter. 
    How did Sears benefit from the model? It could see how employee attitudes 
drove not just customer service, but also employee turnover and the likelihood 
that employees would recommend Sears and its merchandise to friends,  family, 
and customers. It discovered that an employee’s ability to see the connection 
 between his or her work and the company’s strategic objectives was a driver of 
positive behavior. It also found that asking customers whether Sears is a “fun place 
to shop” revealed more than a long list of more specific questions would. It began 
to see exactly how a change in training or business literacy affected revenues. 
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    Although Sears used a 70-item questionnaire to assess employees’ attitudes, 
it found that a mere 10 of those questions captured the predictive relationship 
between employee attitudes, behavior toward the customer, and customer 
 satisfaction. Items such as the following predicted an employee’s attitude about 
his or her job:

�   I like the kind of work I do.  
�   I am proud to say I work at Sears.  
�   How does the way you are treated by those who supervise you influence 

your  overall attitude  about your job?     

   Items such as the following predicted an employee’s attitude about the company:

�   I feel good about the future of the company.  
�   I understand our business strategy.  
�   Do you see a connection between the work you do and the company’s stra-

tegic objectives?    

    In summary, Sears produced a model, revised it three times, and created 
a kind of balanced scorecard for the company—the Sears Total Performance 
 Indicators, or TPI—that showed pathways of causation all the way from 
 employee attitudes to profits. The company conducts interviews and collects 
data continually, assembles its information quarterly, and recalculates the 
 impacts on its model annually to stay abreast of the changing economy, chang-
ing demographics, and changing competitive circumstances. The revised  model 
(see  Figure 2–3 ) became a tool to help Sears managers run the company in 1998. 
    For example, consider the quality of management as a driver of employee 
attitudes. The model shows that a 5-point improvement in employee attitudes 
will drive a 1.3-point improvement in customer satisfaction in the next quarter, 
which in turn will drive a 0.5-percent improvement in revenue growth. If Sears 
knew nothing about a local store except that employee attitudes had improved 
by five points on its survey instrument, it could predict with confidence that if 
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revenue growth in the district as a whole was 5 percent, revenue growth at this 
particular store would be 5.5 percent.   

 Process: Impact on Managers’ Behavior and on the Firm 

 With the data in place, Sears leaders then began to hold store managers account-
able for the elements of the model. They were rated and tracked with regard to 
the employee-attitude measures, and the system tracked the relationship  between 
those attitudes, customer behaviors, and store performance. As the  system 
evolved, Sears created web portals that allowed store managers to highlight and 
click on particular connections in the employee-customer-profit model for  further 
study. Eventually, Sears invited store managers and others to post their best prac-
tices to the website, and these were also integrated with the logical model. 
    Thus, not only could Sears store managers now track the measures, they 
could undertake the analysis using the proven logic of the model to evaluate 
and predict their own store’s performance. Moreover, if they saw an area 
where improvement seemed to have potential to enhance store performance 
significantly, they could click and see the best practices of other stores that 
had enhanced those attitudes or behaviors.  11   
    A note of caution is in order, because in other types of organizations, the 
direction of causality may not be as clear as it is in retailing. In fact, it may well 
be the case that the financial performance of a firm predicts satisfaction with 
security and overall satisfaction, rather than vice versa. This is precisely what 
one study found in an analysis of employee attitudes and financial performance 
for 35 companies over 8 years.  12       

 COSTING EMPLOYEE ABSENTEEISM  

 In any human resource costing application, it is important first to define  exactly 
what is being measured. From a business standpoint,    absenteeism    is any  failure 
of an employee to report for or to remain at work as scheduled, regardless of 
 reason. The term “as scheduled” is very significant, for it automatically  excludes 
vacations, holidays, jury duty, and the like. It also eliminates the problem of 
 determining whether an absence is “excusable” or not. Medically verified  illness 
is a good example. From a business perspective, the employee is absent and is 
simply not available to perform his or her job; that absence will cost money. How 
much money? In 2005 the cost of unscheduled absences in U.S. workplaces was 
about $660  per employee per year.   13   For every 100  employees, that’s $66,000, 
and it may cost some large employers more than $1 million. On the other hand, 
workers who come to work sick, when they should stay home  instead, cost their 
employers an average of $255 per year in reduced productivity due to “presen-
teeism.” In the aggregate, economists  estimate that presenteeism costs U.S. busi-
nesses $180 billion annually.  14    Figures like that get management’s attention. 
    Why are employees absent? In the United States, the five leading causes are 
personal illness (35 percent), family-related issues (21 percent), personal needs 
(18 percent), entitlement mentality (14 percent), and stress (12 percent).  15   
    In costing absenteeism, an important qualification is necessary. Specifically, if 
workers can vary their work time to fit their personal schedules, if they need not 
“report” to a central location, and if they are accountable only in terms of re sults, 
then the concept of “absenteeism” may not have meaning. Teleworkers often fit 
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this description. Building on this idea, we begin by presenting the logic of em-
ployee absenteeism, that is, how absenteeism creates costs ( Figure 2–4 ). 
    In this figure, “pivotal” jobs refer to those where a change in the availability 
or quality of talent have the greatest impact on the success of an organization, 
such as mechanics at an airline, or new-product designers at a company that 
thrives on innovation. “Opportunity costs” refer to “opportunities foregone” 
that might have been realized if the absent employees were at work. These 
might include increased productivity or sales, for example.  Figure 2–4  may 
serve as a “mental map” for decision makers, to help them understand the logic 
of employee absenteeism.  

 Analytics and Measures for Employee Absenteeism 

 In the context of absenteeism, analytics refers to formulas (for instance, those 
for absence rate, total pay, supervisory time) and to comparisons to industry 
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averages and adjustments for seasonality. Analytics also includes various meth-
odologies, for example, surveys and interviews with employees and supervisors, 
used to identify the causes of absenteeism and to estimate variation in absen-
teeism across different segments of employees. Measures, on the other hand, 
focus on specific numbers (for example, finding employee pay-and- benefit 
numbers, time sampling to determine the lost time associated with managing 
absenteeism problems).  Figure 2–5  is a flowchart that shows how to estimate 
the total cost of employee absenteeism over any period. Free online software 
that performs all of the calculations necessary to estimate absenteeism costs is 
available at  www.shrm.org/publications/books , under “I nvesting in People .” 

   Process: Interpreting the Costs of Absenteeism 

 Remember, the purpose of the process component of the LAMP model is to make 
the insights gained as a result of costing employee absenteeism actionable. The 
first step in doing that is to interpret absenteeism costs in a meaningful manner. 
Indeed, one of the first questions management will ask upon seeing absenteeism-
cost figures are, “What do they mean? Are we average, above average, below 
average?” Unfortunately, there are no industry-specific figures on the costs of 
employee  absenteeism. Certainly, these costs will vary depending on the 
type of firm, the industry, and the level of employee that is absent (unskilled 
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versus skilled or professional workers). As a benchmark, however, consider that 
the average employee in the United States misses 2.3 percent of scheduled 
work time, or an average of 5.5 unscheduled absences per year (slightly more 
than one workweek).  16   In comparison, the average European employee misses 
an average of 10 days per year, or two workweeks.  17   Expressed in different 
terms, on an average day about 25 percent of the Norwegian workforce is absent 
(roughly 3 months per year) compared with 4.2 weeks for Sweden, 1.8 weeks for 
Italy, and 1.5 weeks for Portugal.  18   
    It is also important to note that the dollar figure just determined (we will 
call it the “Time 1” figure) becomes meaningful as a baseline from which to 
measure the financial gains realized as a result of a strategy to reduce absenteeism. 
At some later time (we will call this “Time 2”), the total cost of absenteeism 
should be measured again. The difference between the Time 2 figure and the 
Time 1 figure, minus the cost of implementing the strategy to reduce absenteeism, 
represents net gain. 
    Another question that often arises at this point is, “Are these dollars real? 
Since supervisors are drawing their salaries anyway, what difference does it 
make if they have to manage absenteeism problems?” To be sure, many calcula-
tions in HR measurement other than absenteeism involve an assessment of the 
value of employees’ time (for example, those involving exit interviews, atten-
dance at training classes, or the time taken to screen job applications). One way 
to account for that time, in financial terms, is in terms of total pay to the 
 employee. The idea is to use the value of what employees earn (salaries, 
 benefits, and overhead costs) as a proxy for the value of their time. 
    Total pay, however, is generally not synonymous with the fixed costs, vari-
able costs (e.g., those that vary with employee productivity, such as sales com-
missions), or opportunity costs of employee time. It is a convenient proxy, but 
must be used with great caution. In most situations, the costs of employee time 
simply don’t change as a result of their allocation of time. They are paid no 
matter what they do, as long as it is a legitimate part of their jobs. 
    The more correct concept is the opportunity cost of the lost value that  employees 
would have been creating if they had not been using their time to manage absen-
teeism problems. That cost is obviously not necessarily equal to the cost of their 
wages, benefits, and overhead. That said, it is so difficult to estimate the opportu-
nity cost of employees’ time that it is very common for  accounting processes just 
to recommend multiplying the time by the value of total pay. The important thing 
to realize is the limits of such calculations, even if they provide a useful proxy.  19       

 COSTING EMPLOYEE TURNOVER  

 Organizations need a practical procedure for measuring and analyzing the costs of 
employee turnover, especially because top managers view the costs of hiring, train-
ing, and developing employees as investments that must be evaluated just like other 
corporate resources. The objective in costing human resources is not just to measure 
the relevant costs, but also to develop methods and programs to reduce the costs of 
human resources by managing the more controllable aspects of those costs. 
    Earlier we discussed the logic of turnover, namely, that it is not equally  
important everywhere in an organization, and that in talent pools where turnover 
costs are very high, or where turnover represents a significant risk to the revenues 
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or critical resources of the organization (such as when departing employees 
take clients with them or when they possess unique knowledge that cannot be 
re-created easily), it makes sense to track turnover very closely and with greater 
precision. Even a very rigorous logic with good measures can flounder, how-
ever, if the analysis is incorrect. 
       Turnover    occurs when an employee leaves an organization permanently. 
Not included as turnover within this definition, therefore, are transfers within 
an organization and temporary layoffs. The rate of turnover in percent over any 
period can be calculated by the following formula: 

Number of turnover incidents per period
 ⫻ 100%

 Average workforce size

   In the United States, for example, monthly turnover rates average about 1 per-
cent, or 12 percent annually.  20   However, this figure most likely represents both 
controllable turnover (controllable by the organization) and  uncontrollable turn-
over. Controllable turnover is “voluntary” on the part of the  employee, while 
uncontrollable turnover is “involuntary” (e.g., due to retirement, death, or 
spouse transfer). Furthermore, turnover may be  functional,  where the employ-
ee’s departure produces a benefit for the organization, or  dysfunctional,  where 
the de parting employee is someone the organization would like to retain. 
    High performers who are difficult to replace represent dysfunctional turn-
overs; low performers who are easy to replace represent functional turnovers. 
The crucial issue in analyzing turnover, therefore, is not how many employees 
leave but rather the performance and replaceability of those who leave versus 
those who stay.  21   
    In costing employee turnover, first determine the total cost of all turnover 
and then estimate the percentage of that amount that represents controllable, 
dysfunctional turnover-resignations that represent a net loss to the firm and 
that the firm could have prevented. Thus, if total turnover costs $1 million 
and 50 percent is controllable and dysfunctional, $500,000 is the Time 1 base-
line measure. To determine the net financial gain associated with the strategy 
 adopted prior to Time 2, compare the total gain at Time 2 (say, $700,000) mi-
nus the cost of implementing the strategy to reduce turnover (say, $50,000) 
with the cost of turnover at Time 1 ($500,000). In this example, the net gain to 
the firm is $150,000. Now let’s see how the total cost figure is derived.  

 Analytics: The Components of Turnover Costs 

 There are three broad categories of costs in the basic turnover costing model: 
separation costs, replacement costs, and training costs. This section presents 
only the cost elements that make up each of these three broad categories. Those 
who wish to investigate the subject more deeply may seek information on the 
more detailed formulas that are available.  22    

 Separation Costs 
 Following are four cost elements in separation costs:

    1.    Exit interview,  including the cost of the interviewer’s time and the cost of 
the terminating employee’s time.  
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   2.    Administrative functions related to termination,  for example, removal 
of the employee from the payroll, termination of benefits, and turn-in of 
company equipment.  

   3.    Separation pay,  if applicable.  
   4.    Increased unemployment tax.  This is a relevant concern for firms doing busi-

ness in the United States. Such an increase may come from either or both of 
two sources. First, in states that base unemployment tax rates on each com-
pany’s turnover rate, high turnover will lead to a higher unemployment tax 
rate. Suppose a company with a 10 percent annual turnover rate was paying 
unemployment tax at a rate of 5 percent on the first $7,000 of each employ-
ee’s wages in 2007. But in 2008, because its turnover rate jumped to 15 per-
cent, the company’s unemployment tax rate may increase to 5.5 percent. 
Second, replacements for those who leave will result in extra unemploy-
ment tax being paid. Thus a 500-employee firm with no turnover during the 
year will pay the tax on the first $7,000 (or whatever the state maximum is) 
of each employee’s wages. The same firm with a 20 percent annual turnover 
rate will pay the tax on the first $7,000 of the wages of 600 employees.    

 The sum of these four cost elements represents the total separation costs for 
the firm.   

 Replacement Costs 
 The eight cost elements associated with replacing employees who leave are the 
following:

    1.    Communicating job availability.   
   2.    Preemployment administrative functions,  for example, accepting applica-

tions and checking references.  
   3.    Entrance interview,  or perhaps multiple interviews.  
   4.    Testing  and/or other types of assessment procedures.  
   5.    Staff meetings,  if applicable, to determine if replacements are needed, to 

recheck job analyses and job specifications, to pool information on candi-
dates, and to reach final hiring decisions.  

   6.    Travel and moving expenses,  for example, travel for all applicants and 
travel plus moving expenses for all new hires.  

   7.    Postemployment acquisition and dissemination of information,  for 
 example, all the activities associated with in-processing new employees.  

   8.    Medical examinations,  if applicable, either performed in-house or con-
tracted out.    

 The sum of these eight cost elements represents the total cost of replacing those 
who leave.   

 Training Costs 
 This third component of turnover costs includes three elements:

    1.    Informational literature,  for example, an employee handbook.  
   2.    Instruction in a formal training program.   
   3.    Instruction by employee assignment,  for example, on-the-job training.    
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 The sum of these three cost elements represents the total cost of training 
 replacements for those who leave. 

 Note two important points. One, if there is a formal orientation program, the 
per-person costs associated with replacements for those who left should be 
included in the first cost element,  informational literature.  This cost should 
reflect the per-person, amortized cost of developing the literature, not just its 
delivery. Do not include the total cost of the orientation program unless 
100  percent of the costs can be attributed to employee turnover. 
  Two, probably the major cost associated with employee turnover,  reduced 
productivity during the learning period,  is generally not included along with 
the cost elements  instruction in a formal training program  and  instruction by 
employee assignment.  The reason for this is that formal work-measurement 
programs are not often found in employment situations. Thus, it is not possible 
to calculate accurately the dollar value of the loss in productivity during the 
learning period. If such a program does exist, then by all means include this 
cost. For example, a major brokerage firm did a formal work-measurement 
study of this problem and reported the results shown in  Table 2–2 . The bottom 
line is that we want to be conservative in our training-cost figures so that we 
can defend every number we generate.  

    The Costs of Lost Productivity and Lost Business 
 By all means include the costs of lost productivity and lost business in the 
fully loaded cost of employee turnover, if your organization can tally those 
costs accurately. Seven additional cost elements might be included:  23   

�   The cost of additional overtime to cover the vacancy (Wages ⫹ Benefits ⫻ 
Number of hours of overtime)  

�   The cost of additional temporary help (Wages ⫹ Benefits ⫻ Hours paid)  

Table 2–2

PRODUCTIVITY LOSS OVER EACH THIRD OF THE LEARNING PERIOD 
FOR FOUR JOB CLASSIFICATIONS

 Weeks in
Classification learning period 1 2 3

Management and partners 24 75% 40% 15%

Professional and technicians 16 70 40 15

Office and clerical workers 10 60 40 15

Broker trainees 104 85 75 50

Note: The learning period for the average broker trainee is two years, although the cost to the 

firm is generally incurred only in the first year. It is not until the end of the second year that 

the average broker trainee is fully productive.

Productivity loss during each 
third of the learning period
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�   Wages and benefits saved due to the vacancy (these are subtracted from the 
overall tally of turnover costs)  

�   The cost of reduced productivity while the new employee is learning the job 
(Wages ⫹ Benefits ⫻ Length of the learning period ⫻ Percentage reduction 
in productivity)  

�   The cost of lost productive time due to low morale of remaining employees 
(estimated as aggregate time lost per day of the work group ⫻ Wages ⫹ Benefits 
of a single employee ⫻ Number of days)  

�   The cost of lost customers, sales, and profits due to the departure (Estimated 
number of customers ⫻ Gross profit lost per customer ⫻ Profit margin in 
percent)  

�   Cost of additional (related) employee departures (If one additional employee 
leaves, the cost equals the total per-person cost of turnover.)       

 The Total Cost of Turnover 

 The sum of the three component costs—separation, replacement, and training—
represents the total cost of employee turnover for the period in question. Other 
factors could also be included in the tally, such as the uncompensated perfor-
mance differential between leavers and their replacements, but that is beyond 
the scope of this book.  24   
    Remember,  the purpose of measuring turnover costs is to improve 
 management decision-making.  Once turnover figures are known, particularly 
among segments of the workforce deemed “pivotal,” managers have a sound 
basis for choosing between current turnover costs and instituting some type of 
turnover-reduction strategy. These might include actions such as the  following: 
appoint a retention czar whose job is to help build a supportive culture and 
employee commitment,  25   provide realistic job previews, hold managers and 
supervisors accountable for retention,  26   conduct and follow up on employee 
surveys, and institute merit-based rewards to retain high  performers.  27   
    Consider the impact of a simple, nonfinancial strategy to improve retention. 
Managers at NationsBank realized that voluntary turnover rates among back-
 office workers were much higher than those in the rest of the bank. After  instituting 
a one-on-one communications program, the bank reduced voluntary turnover by 
25 percent. How? By having line managers come in at off-hours (e.g., 1 A.M.) to 
meet with night-shift employees and thoroughly explain benefits of which the em-
ployees were unaware. The managers were trained to communicate with workers 
in a problem-solving manner—not “tell and sell”—and their efforts paid off.  28   
    Think about the fully loaded cost of turnover. It includes not just  separation 
and replacement costs, but also an exiting employee’s lost leads and contacts, 
the new employee’s depressed productivity while he or she is learning, and the 
time coworkers spend guiding him or her. The combined effect of those factors 
can easily cost 150 percent or more of the departing person’s salary.  29   At Ernst 
& Young, this is the cost to fill a position vacated by a young auditor.  30   In fact, 
Merck & Company, the pharmaceutical giant, found that, depending on the job, 
turnover costs were 1.5 to 2.5 times the annual salary paid.  31   
    In terms of process, there are opportunities in this area for enterprising 
managers to make significant bottom-line contributions to their organizations. 
Organizational budgeting practices sometimes provide a natural opportunity to 
use the costs of employee turnover as part of a broader framework to demon-
strate tangible economic payoffs from effective management practices. Thus, 
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when line managers complain that they cannot keep positions filled or that 
they cannot get enough people to join as new hires, that is a prime opportunity 
to elevate the conversation. How? By tying the fully loaded turnover costs 
among pivotal employees to the ability of the organization to achieve its long-
term strategic objectives.     

 FINANCIAL EFFECTS OF WORK-LIFE PROGRAMS  

 Although originally termed “work-family” programs, this book uses the term 
“work-life” programs to reflect a broader perspective of this issue. “Work-life” 
recognizes the fact that employees at every level in an organization, whether 
parents or nonparents, face personal or family issues that can affect their per-
formance on the job. A    work-life program    includes any employer-sponsored 
benefit or working condition that helps an employee to balance work and non-
work demands.  32   At a general level, such programs span five broad areas:  33   

   1.    Child and dependent care benefits  (e.g., onsite or near-site child or elder 
care programs, summer and weekend programs for dependents).  

   2.    Flexible working conditions  (e.g., flextime, job sharing, teleworking, part-
time work, compressed work weeks).  

   3.    Leave options  (e.g., maternity, paternity, adoption leaves, sabbaticals, 
phased reentry or retirement schemes).  

   4.    Information services and HR policies  (e.g., cafeteria benefits, life-skill edu-
cational programs such as parenting skills, health issues, financial manage-
ment, retirement, exercise facilities, professional and personal counseling).  

   5.    Organizational cultural issues  (e.g., an organizational culture that is sup-
portive with respect to the nonwork issues of employees, coworkers and 
supervisors who are sensitive to family issues).      

 Who Adopts Work-Life Programs? 

 One large-scale study found that larger organizations were better able to  provide 
a broad base of work-life benefits than smaller organizations. Larger organiza-
tions tended to adopt more policies related to individual support (e.g., personal 
counseling, relocation assistance), leave, life-career strategies, and child and 
dependent care benefits than were smaller organizations. Similarly, organiza-
tions rated as having good track records in HR management tended to  implement 
more flexible work options, individual growth, and life-career policies. How-
ever, the percentage of women in the organization, the percentage of employees 
under age 35, and public- versus private-sector ownership were unrelated to 
the adoption of work-life programs.  34     

 The Logic of Work-Life Programs 

 There are consequences, both behavioral and financial, to decisions to offer, or 
not to offer, one or more work-life programs. If an organization chooses not to 
offer such programs, there may be negative consequences with respect to job 
performance. Some of these potential impacts include heightened stress, more 
burnout, a higher likelihood of mistakes, and more refusals of promotions by 
employees already feeling the strain of pressures for balance between their 
work and nonwork lives. 
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    Assuming an organization does offer one or more work-life programs, 
 Figure 2–6  shows that the financial and nonfinancial effects of those pro-
grams depend on several factors. These include the range, scope, cost, and 
quality of the programs, support for the programs from managers and super-
visors, and the extent and quality of communications about them to employ-
ees. If those conditions are met, it is reasonable to expect improvements in 
talent management (reductions in withdrawal behaviors and voluntary turn-
over, and improvements in the ability to attract top talent); human-capital 
outcomes (increased satisfaction, commitment, and motivation to perform 
well); and financial, operational, and business outcomes. 

     Analytics and Measures: Connecting Work-Life Programs 
and Outcomes  

 For purposes of illustration, we will consider the financial effects of only two of 
the many possible work-life interventions: child care and flexible work arrange-
ments. Then we will examine stock-market reactions to work-life initiatives.  

 Child Care 

 A study by Circadian Technologies found that employers that provide onsite 
child care can reduce employee absenteeism and voluntary turnover by more 
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than 20 percent.  35   At the level of the individual firm, Allied Signal compared 
the number of days missed by parents 12 months prior to the introduction of 
a child-care center versus 12 months after its introduction. The number of 
days missed dropped from 259 to 30.  36   In a cost-benefit analysis of its sick 
child-care programs, Honeywell determined that it saved $68,000 over and 
above the cost of the programs in the first nine months of operation. Small 
employers can save money too. A 38-person CPA firm in California found 
that by providing seasonal onsite child care, the firm netted an additional 
$38,000 in annual income through increased availability of staff (all figures 
in 2007 dollars).  37   
    A study at a major aerospace firm reported the following savings in the first 
year of operation of a child-care center.  38   

�   Reduced absences arising from child-care breakdowns: 5.28 days saved per 
employee, or $360,146.  

�   Reduced tardiness due to child-care problems: 8.37 times late or left early 
per employee (multiplied by 2 hours), or $142,727.  

�   Reduced work time spent looking for child care: 7 hours per employee, or 
$19,094.   

   The total estimated net savings for this very large employer were $521,969 
(in 2007 dollars). 
    Finally, a study of the    return on investment    (ROI) of backup child care (i.e., 
child care used in emergencies or when regular child care is unavailable) at 
Chase Manhattan Bank (now JPMorgan Chase) revealed the following. Child-
care breakdowns were the cause of 6,900 days of potentially missed work by 
parents. Because backup child care was available, these lost days were not 
incurred. When multiplied by the average daily salary of the employee in 
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work-life program for 
many parents.
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question (expressed in 2007 dollars), gross savings were $2,254,671. The an-
nual cost of the backup child-care center was $1,065,775 for a net savings of 
$1,188,895, and an ROI (economic gains divided by program costs) of better 
than 110 percent.  39     

 Flexible Work Arrangements 

 Consider this quote from a recent study of flexible work arrangements in 
29 American firms. “Flexibility is frequently viewed by managers and 
 employees as an exception or employee accommodation, rather than as a new 
and effective way of working to achieve business results. A face time culture, 
excessive workload, manager skepticism, customer demands, and fear of nega-
tive career consequences are among the barriers that prevent  employees from 
taking advantage of policies they might otherwise use—and that prevent compa-
nies from realizing the full benefits that flexibility might  bestow.”  40   
    To help inform the debate about flexible work arrangements, consider the 
financial and nonfinancial effects that have been reported for these key out-
comes:  talent management  (specifically, better recruiting and lower turnover) 
and  human-capital   outcomes  (increased satisfaction and commitment, 
 decreased stress), which affect cost and performance, leading to  financial, 
 operational,  and  business outcomes.  Here are some very brief findings in each 
of these areas from the same study of 29 American firms.   

 Talent Management 

 A recent global work-life survey at IBM demonstrated that flexibility is an 
 important aspect of employees’ decision to stay with the company. Responses 
from almost 42,000 IBM employees in 79 countries revealed that work-life 
 balance—of which flexibility is a significant component—is the second leading 
reason for potentially leaving IBM, behind compensation and benefits. 
 Conversely, employees with higher work-life balance scores (and therefore also 
higher flexibility scores) reported significantly greater job satisfaction and were 
much more likely to agree with the statement “I would not leave IBM.” 
    In the Corporate Finance organization, 94 percent of all managers reported 
positive impacts of flexible work options on the company’s “ability to retain 
talented professionals.” In light of these findings showing the strong link 
 between flexibility and retention, IBM actively promotes flexibility as a strat-
egy for retaining key talent.   

 Human-Capital Outcomes—Employee Commitment 

 At Deloitte & Touche, one employee-survey item asked whether employees 
agreed with the statement “My manager grants me enough flexibility to 
meet my personal/family responsibilities.” Those who agreed that they have 
access to flexibility scored 32 percent higher in commitment than those who 
believed they did not have access to flexibility. Likewise, AstraZeneca found 
that commitment scores were 28 percent higher for employees who said they 
had the flexibility they needed, compared to employees who did not have the 
 flexibility they needed.   
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 Financial Performance, Operational and 
Business Outcomes—Client Service 

 Concern for quality and continuity of client or customer service is often one of 
the concerns raised about whether flexibility can work in a customer-focused 
organization. To be sure that compressed workweeks did not erode tradition-
ally high levels of customer service, the Consumer Healthcare Division of 
GlaxoSmithKline surveyed customers as part of the evaluation of its flexibility 
pilot program. Fully 89 percent of customers said they had not seen any dis-
ruption in service, 98 percent said their inquiries had been answered in a 
timely manner, and 87 percent said they would not have any issues with the 
program becoming a permanent work schedule. 
    Studies such as these make it possible to reframe the discussion and to posi-
tion flexibility not as a “perk,” employee-friendly benefit, or advocacy cause, but 
as a powerful business tool that can enhance talent management, improve impor-
tant human capital outcomes, and boost financial and operational performance.  41     

 Stock Market Reactions to Work-Life Initiatives 

 A recent study examined stock market effects of 130 announcements among 
 Fortune  500 companies of work-life initiatives in  The Wall Street Journal .  42   The 
study examined changes in share prices the day before, the day of, and the day 
after such announcements. The average share-price reaction over the three-day 
window was ⫹0.39 percent, and the average dollar value of such changes was 
approximately $60 million per firm. Apparently investors anticipate that firms 
will have access to more resources (e.g., higher-quality talent) following the 
adoption of a work-life initiative. There is a difference, however, between 
announcements and actual implementation. Only firms that do what they say 
are likely to reap the benefits of work-life initiatives. 
    In another study, researchers used data from 1995 to 2002 to compare the 
financial and stock market performance of the “100 Best” companies for work-
ing mothers, as published each year by  Working Mother  magazine, to that of 
benchmark indexes of the performance of U.S. equities, the Standard & Poor’s 
500, and the Russell 3000.  43   In terms of financial performance, expressed as 
revenue productivity (sales per employee) and asset productivity (ROA), the 
study found no evidence that  Working Mother  “100 Best” companies were consi-
stently more profitable or consistently more productive than their counterparts 
in S&P 500 companies. 
    At the same time, however, the total returns on common stock among  Work-
ing Mother  “100 Best” companies consistently outperformed the broader market 
benchmarks in each of the eight years of the study. Although the researchers 
found no evidence to indicate that “100 Best” companies are handicapped in 
the marketplace by offering generous work-life benefits, it may be the case that 
companies with superior stock returns have a lower cost of capital and there-
fore can afford to invest in such benefits. The results reflect  associations,  not 
 causation,  between firms that adopt family-friendly work practices and finan-
cial and stock market outcomes. 
    Nonetheless, the results suggest the possibility that at least some of the 
association is due to the effects of family-friendly investments on market 
outcomes.   
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 Cautions in Making the Business Case for Work-Life Programs 

 While the results of the studies just presented may seem compelling, keep in 
mind three important considerations:

    1.   Recognize that no one set of facts and figures will make the case for all 
firms. It depends on the strategic priorities of the organization in ques-
tion.  Figure 2–6  provides a diagnostic logic for conversations about this. 
One might start by discussing whether the organization’s likely payoff 
will be primarily through talent management, human-capital outcomes 
(improved employee satisfaction, commitment, and engagement), busi-
ness operations, or the costs of alternative programs. Start by finding out 
what your organization and its employees care about right now, what the 
workforce is going to look like in three to five years, and therefore, what 
they are going to need to care about in the future.  44    

   2.   Don’t rely on isolated facts to make the business case. Considered by itself, 
any single study or fact is only one piece of the total picture. It is important 
to develop a dynamic understanding of the importance of the relationship 
between work and personal life. Doing so requires a focus on an organiza-
tion’s overall culture and values, not just on programs or statistics. Often a 
combination of quantitative information along with employees’ experi-
ences, in their own words (qualitative information that brings statistics to 
life), is most effective.  

   3.   Don’t place work-life initiatives under an unreasonable burden of proof. 
Decision makers may well be skeptical even after all the facts and costs 
have been presented to them. That suggests that more deeply rooted atti-
tudes and beliefs may underlie the skepticism—such as a belief that 
 addressing personal concerns may erode service to clients or customers or 
that people will take unfair advantage of the benefits or that work-life 
 issues are just women’s issues. Constructing a credible business case 
means addressing attitudes and values as well as assembling research.  45          

 COSTING THE EFFECTS OF TRAINING ACTIVITIES  

 We will have more to say about the logic of training and development activities 
in Chapter 8. In this section, we place primary emphasis on analytics and mea-
sures, with the caution that sound design and effective implementation of 
training efforts are necessary, but not sufficient by themselves to ensure that 
what is learned in training actually is applied on the job.  46   For that to occur, 
managers must provide a work environment that actively supports the efforts 
of trainees to apply in practice what they learned in training. Then managers 
need to reward them for doing that. 
    From a measurement perspective, the task of evaluation is counting—counting 
clients, counting errors, counting dollars, counting hours, and so forth. The 
most difficult tasks of evaluation are deciding which things should be counted 
and developing routine methods for counting them. Managers should count the 
things that are most directly related to important strategic outcomes. 
    Training valuation (in financial terms) is not easy, but the technology to do 
it is available and well developed.  47   Evidence indicates that managers prefer to 
receive information about the financial results of training programs, rather than 
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anecdotal information, regardless of the overall impact of such programs (low, 
average, or high).  48   Such information may be derived in two types of situations: 
one in which only indirect measures of dollar outcomes are available and one 
in which direct measures of dollar outcomes are available.  

 Indirect Measures of Training Outcomes 

    Indirect measures of training outcomes    are more common than direct mea-
sures. That is, many studies of training outcomes report improvements in job 
performance or decreases in errors, scrap, and waste. Relatively few studies 
report training outcomes directly in terms of dollars gained or saved. Indirect 
measures can often be converted into estimates of the dollar impact of training, 
however, by using a method known as utility analysis. Although the technical 
details of the method are beyond the scope of this chapter, following is a sum-
mary of one such study.  49   
    A large, U.S.-based, multinational firm conducted a four-year investigation of 
the effect and utility of its corporate managerial and sales/technical training func-
tions. The study is noteworthy because it adopted a strategic focus by comparing 
the payoffs from different types of training in order to assist decision makers in 
allocating training budgets and specifying the types of employees to be trained.  50    

 Project History 
 The CEO, a former research scientist, requested a report on the dollar value of 
training. He indicated that training should be evaluated experimentally, strate-
gically aligned with the business goals of the organization, and thus demon-
strated to be a worthwhile investment for the company. Thus, the impetus for 
this large-scale study came from the top of the organization.   

 Methodological Issues 
 In a project of this scope and complexity, it is necessary to address several 
 important methodological issues. The first concerns the outcomes or    criteria    to 
use in judging each program’s effectiveness. Training courses that attempt to 
influence the supervisory style of managers may affect a large percentage of the 
tasks that comprise that job. Conversely, a course designed to affect sales of a 
specific product may only influence a few of the tasks in the sales representa-
tive’s job. The researchers corrected for this issue to ensure that the estimate 
of economic payoff for each training program only represented the value of 
performance on specific job elements. 
  A second issue that must be considered when assessing the effectiveness of 
alternative training programs is the    transfer of trained skills    from the training 
to the job. For the training to have value, skills must be generalized to the job 
(i.e., exhibited on the job), and such transfer must be maintained for some period 
of time. To address the issue of transfer, the measure of performance on all 
training programs was behavioral performance on the job. Performance was 
 assessed by means of a survey completed by each trainee’s supervisor (for most 
courses), peers (i.e., hazardous energy control), or subordinates (i.e., team 
building) before and after training. 
  Because it was not possible to assess the length of training’s effects in this 
study, decision makers assumed that training’s effect (and economic utility) was 
maintained without decay or growth for precisely one year. In addition, the 
researchers calculated    break-even values,    which indicate the length of time 
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the observed effect would need to be maintained in order to recover the cost of 
the training program.  51     

 Training Programs Evaluated 
 A sample of 18 high-use or high-cost courses was selected based on the recom-
mendation of the training departments throughout the organization. Managerial 
training courses were defined as courses developed for individuals with mana-
gerial or supervisory duties. Sales training courses were defined as programs 
designed to enhance the performance of sales representatives by affecting sales 
performance or support of their own sales. Technical training courses (e.g., 
hazardous energy control, in-house time management) were defined as courses 
not specifically designed for sales or supervisory personnel. 
  Of the 18 programs, 8 evaluation studies used a    control-group design    in 
which training was provided to one group and not provided to a second group 
similar to the trained group in terms of relevant characteristics. The remaining 
10 training program evaluations relied on a    pretest- posttest only design,    in 
which a control group was not used and the performance of the trained group 
alone was evaluated before and after the training program. 

  Results.  Over all 18 programs, assuming a normal distribution of performance 
on the job, the average improvement was about 17 percent (0.54 of a standard 
deviation, or SD). However, for technical/sales training it was higher (0.64 SD), 
and for managerial training it was lower (0.31 SD). Thus, training in general 
was effective. 
  The mean ROI was 45 percent for the managerial training programs, and 
418 percent for the sales/technical training programs. However, one inexpen-
sive time-management program developed in-house had an ROI of nearly 
2,000 percent. When the economic utility of that program is removed, the 
overall average ROI of the remaining training programs was 84 percent and the 
ROI of sales/technical training was 156 percent. 

  Time to Break-Even Values.  There was considerable variability in these values. 
Break-even periods ranged from a few weeks (e.g., time management, written 
communications) to several years (supervisory skills, leadership skills). Several 
programs were found to have little positive or even slightly negative effects, 
and thus would never yield a financial gain.   

  Conclusions  

 This study compared the effectiveness and economic utility of different types of 
training across sales, technical, and managerial jobs. The estimated cost of the 
four-year project, including the fully loaded cost of rater time, as well as the cost 
of consulting, travel, and materials, was approximately $730,000 (in 2007  dollars). 
This number may seem large. However, over the same time period, the  organization 
spent more than $350 million on training. Thus the cost of the training  program 
evaluation was approximately 0.2 percent of the training  budget during the same 
period. Given budgets of this magnitude, some sort of accountability is prudent. 
  Despite the overall positive effects and utility of the training, there were some 
exceptions. The important lesson to be learned is that it is necessary to evaluate 
the effect and utility of each training program before drawing overall conclusions 
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about the impact of training. It would be simplistic to claim that “training is a 
good investment” or that “training is a waste of time and money.”  52      

 Direct Measures of Training Outcomes 

 When    direct measures of training outcomes    are available, standard valuation 
methods are appropriate. The following study valued the results of a behavior-
modeling training program (described more fully below) for sales representa-
tives in relation to the program’s effects on sales performance.  53    

 Study Design 
 A large retailer conducted a behavior-modeling program in two departments, 
large appliances and radio/TV, within 14 of its stores in one large metropolitan 
area. The 14 stores were matched into seven pairs in terms of size, location, 
and market characteristics. Stores with unusual characteristics that could affect 
their overall performance, such as declining sales or recent changes in manage-
ment, were not included in the study. 
  The training program was then introduced in seven stores, one in each of 
the matched pairs, and not in the other seven stores. Other kinds of ongoing 
sales training programs were provided in the control-group stores, but the 
behavior-modeling approach was used only in the seven experimental-group 
stores. In the experimental-group stores, 58 sales associates received the train-
ing, and their job performance was compared with that of 64 sales associates in 
the same departments in the control-group stores. 
  As in most sales organizations, detailed sales records for each individual 
were kept on a continuous basis. These records included total sales as well as 
hours worked on the sales floor. Because all individuals received commissions 
on their sales and because the value of the various products sold varied greatly, 
it was possible to compute a job performance measure for each individual in 
terms of average commissions per hour worked. 
  There was considerable variation in the month-to-month sales performance 
of each individual, but sales performance over six-month periods was more 
stable. In fact, the average correlation between consecutive sales periods of six 
months each was about 0.80 (where 1.00 equals perfect agreement). Hence, the 
researchers decided to compare the sales records of participants for six months 
before the training program was introduced with the results achieved during 
the same six months the following year, after the training was concluded. All 
sales promotions and other programs in the stores were identical, since these 
were administered on an areawide basis.   

 The Training Program Itself 
 The program focused on specific aspects of sales situations, such as “approach-
ing the customer,” “explaining features, advantages, and benefits,” and “clos-
ing the sale.” The training itself proceeded according to the following procedure. 
First the trainers presented guidelines (or “learning points”) for handling each 
aspect of a sales interaction. Then the trainees viewed a videotaped situation in 
which a “model” sales associate followed the guidelines in carrying out that 
aspect of the sales interaction with a customer. The trainees then practiced the 
same situation in role-playing rehearsals. Their performance was reinforced 
and shaped by their supervisors, who had been trained as their instructors.   
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 Study Results 
 Of the original 58 trainees in the experimental group, 50 were still working as sales 
associates one year later. Of the remaining 8 associates, 4 had been promoted dur-
ing the interim, and 4 others had left the company. In the control-group stores, only 
49 of the original 64 were still working as sales associates one year later. Only 1 had 
been promoted, and 14 others had left the company. Thus, the behavior-modeling 
program may have had a substantial positive effect on turnover since only about 
7 percent of the trained group left during the ensuing year, in comparison with 
22 percent of those in the control group. (This result had not been predicted.) 
   Figure 2–7  presents the changes in average per-hour commissions for 
 participants in both the trained and untrained groups from the six-month 
 period before the training was conducted to the six-month period following the 
training. Note in  Figure 2–7  that the trained and untrained groups did not have 
equal per-hour commissions at the start of the study. While the stores that 
members of the two groups worked in were matched at the start of the study, 
sales commissions were not. Sales associates in the trained group started at a 
lower point than did sales associates in the untrained group.  Average per-hour 
commissions for the trained group increased over the year from $9.27 to $9.95 
($21.78 to $23.39 in year 2007 dollars); average per-hour commissions for the 
untrained group declined over the year from $9.71 to $9.43 ($22.81 to $22.14 in 
year 2007 dollars). In other words, the trained sales associates increased their 
average earnings by about 7 percent, whereas those who did not receive the 
behavior-modeling training experienced a 3 percent  decline in average earn-
ings. This difference was statistically significant. Other training outcomes (e.g., 
trainee attitudes, supervisory behaviors) were also  assessed, but, for our pur-
poses, the most important lesson was that the study provided objective  evidence 
to indicate the dollar impact of the training on increased sales. 
  The program also had an important secondary effect on turnover. Because 
all sales associates are given considerable training (which represents an exten-
sive investment of time and money), it appears that the behavior modeling 
contributed to  cost savings  in addition to  increased sales.  As noted in the previ-
ous discussion of turnover costs, an accurate estimate of these cost savings re-
quires that the turnovers be separated into controllable and uncontrollable, 
because training can affect only controllable turnover. 
  Finally, the use of objective data as criterion measures in a study of this kind 
does entail some problems. As pointed out earlier, the researchers found that a 
six-month period was required to balance out the month-to-month variations in 
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sales performance resulting from changing work schedules, sales promotions, and 
similar influences that affected individual results. It also took some vigilance to 
ensure that the records needed for the study were kept in a consistent and consci-
entious manner in each store. According to the researchers, however, these prob-
lems were not great in relation to the usefulness of the study results. “The evidence 
that the training program had a measurable effect on sales was certainly more 
convincing in demonstrating the value of the program than would be merely the 
opinions of participants that the training was worthwhile.”  54      

 LINKING WORKER BELIEFS TO INCREASED PRODUCTIVITY 
AND PROFITABILITY 

  The very best managers seem to share four key behaviors that help to trigger the 
12 worker beliefs that underlie a profitable, productive workplace.

    1. Select for talent.  Gallup defines talent in terms of patterns of thoughts, feel-
ings, and behaviors that come naturally to an individual. The best managers 
identify talents that are needed for a particular position and then find peo-
ple who fit the role. This means looking beyond a person’s knowledge and 
skills to size up whether a job really “fits” him or her. To do that, one must 
take into account the broad range of factors—situational, contextual, strate-
gic, and environmental—that may affect that person’s performance.  56    

   2. Define the right outcomes.  Managers who do this best establish very clear 
objectives (so employees know exactly what they need to attain); they 
make sure that employees have the resources to do their jobs well (e.g., 
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list of the 100 Best Companies to 
Work for in America. Of the 61 firms 
in the group that are publicly traded, 
they outperformed the Russell 3000, an 
index of large and small companies that 
mirrors the 100 Best over both 5- and 10-year 
periods. Over 5 years, the 100 Best returned an 
average of 27.5 percent versus 17.3 percent for 
the Russell 3000. Over 10 years, the 100 Best 

returned an average of 23.4 percent versus 14.8 
percent for the Russell 3000.
 While it could be that well-treated employ-
ees who enjoy a high quality of work life (QWL) 

make companies successful, it is equally 
likely that successful companies provide 

a high QWL by treating their employees 
well. According to a recent report from 
Ernst & Young, institutional investors 
are now more likely to buy stock based 

on a company’s ability to attract tal-
ented people. Talented people want 

challenging work, opportunities for profes-
sional growth and development, and high QWL. 
Institutional investors are betting cash that com-
panies providing that kind of an environment 
will be successful in the marketplace.55
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ETHICAL DILEMMA
Survey Feedback: Nice or Necessary?

Is it unethical to ask employees for their 
opinions, attitudes, values, or beliefs 
on an attitude survey and then subse-
quently not give them any feedback 
about the results? We know that sur-
vey results that are not fed back to 

employees are unlikely to be translated 
into action strategies, and that it is poor 
management practice to fail to provide 
feedback.58 Is it unethical as well? 
(Hint: See the definition of ethical de-

cision making in Chapter 1.)

equipment, information, budget, staff); and then they allow employees to 
pave their own paths. The best managers don’t define the steps for their 
employees or legislate style.  

   3. Focus on strengths.  Rather than identifying workers’ weaknesses and at-
tempting to fix them, where the gains will be short-lived, managers focus 
on strengths. They identify and reinforce strengths, and then figure out 
where workers’ strengths will serve the company best.  57    

   4. Find the right fit.  According to Gallup’s Coffman, “Talent never becomes 
 ‘talented’ without being given a role for it to shine.” The best managers 
continually encourage their employees to look in the mirror and assess them-
selves in order to find the kind of work that will bring out their best talents.     

IMPLICATIONS FOR MANAGEMENT PRACTICE

How can such substantial gains in productivity, 
quality, and profits as we have described in this 
chapter occur? They happen because high-
performance management practices provide a 
number of sources for enhanced organiza-
tional performance:59

 1. People work harder because of 
the increased involvement and 
commitment that comes from 
having more control and say in 
their work. Managers who adopt 
democratic leadership styles influence 
employees’ perceptions of personal con-
trol over their work.

 2. People work smarter because they are en-
couraged to build skills and competence. 

Managers have considerable influence over 
the opportunities for professional growth 
and development of their employees.

 3. Finally, people work more responsibly be-
cause more responsibility is placed in the 

hands of employees farther down in the 
organization. Again, managers who 
delegate responsibility appropriately 
can foster such feelings of responsibil-
ity on the part of their subordinates. 

These practices work not because of 
some mystical process, but because they 

are grounded in sound social science prin-
ciples that are supported by a great deal of 
evidence. Managers should use them to 
create win-win scenarios for themselves 
and for their people.
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       SUMMARY 

 The overall theme of this chapter is that HR measurement is valuable to the 
extent that it improves vital decisions about talent and how it is organized. To 
have genuine strategic impact, HR measures must be embedded within logical 
frameworks that drive sound strategic decisions about talent. Talent refers to 
the potential and realized capacities of individuals and groups and how they 
are organized, including those within the organization and those who might 
join the organization. 
  As an organizing framework, we presented the LAMP model, where the let-
ters LAMP stand for logic, analytics, measures, and process. Logic is the “story” 
that connects the numbers. Analytics transforms HR logic and measures into 
rigorous, relevant insights that enable researchers and managers to draw correct 
conclusions from data. Whereas statistics and research design are analytical 
strategies for drawing correct conclusions from data, measures comprise the 
numbers that populate the statistical formulas. Process is the final element of the 
LAMP framework. It calls attention to the fact that decisions and behavior unfold 
within a complex social system and that effective measurement systems must fit 
within a change-management process that begins by influencing key decision 
makers. The purpose of the process phase is to create actionable insights that 
lead to genuine strategic change. 
  Payoffs from determining the cost of employee behaviors lie in being able 
to demonstrate a financial gain from the wise application of human resource 
management methods. The remainder of the chapter used the LAMP frame-
work to present both hypothetical and actual company examples of such mea-
surement in the areas of employee attitudes, absenteeism, turnover, work-life 
programs, and training. 

LAMP

  behavior costing    

  direct measures    

  indirect measures    

  controllable costs    

  uncontrollable costs    

  attitudes    

  job satisfaction    

  organizational commitment    

  absenteeism    

  turnover    

  work-life program    

  return on investment    

  indirect measures of training 
outcomes    

  criteria    

  transfer of trained skills    

  break-even values    

  control group design    

  pretest–posttest only design    

  direct measures of training 
outcomes       

   KEY TERMS  

 DISCUSSION QUESTIONS  

   1–1   What are the key elements of the LAMP model? What does each contribute?  
   1–2   Given the positive financial returns from high-performance work practices, 

why don’t more firms implement them?  
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 Questions  

   1.   What figure will Cal Jenson report to Fred Donofrio for the amount that absentee-
ism cost ONO last year?  

   2.   Is absenteeism a serious problem at ONO? Why or why not?  
   3.   What recommendations for action could Cal Jenson make to Fred Donofrio?     

 APPLYING YOUR KNOWLEDGE 

 Absenteeism at ONO Inc. 

  ONO Inc. is an auto-supply company with 11 employees. In addition, there are two su-
pervisors and Fred Donofrio, the owner and general manager. Last year, ONO did $5 
million in business and earned $250,000 in profits ($375,000 before taxes). The auto-
supply business is extremely competitive, and owners must constantly be on the look-
out for ways to reduce costs to remain profitable. 
  Employee salaries at ONO average $21.00 an hour, and benefits add another 33 per-
cent to these labor costs. The two supervisors earn an average of $28.00 an hour, with a 
similar level (percentage) of benefits. Employees receive two weeks of vacation each 
year and 12 days of paid sick leave. 
  Over the last two years, Fred Donofrio has noted an increasing rate of absenteeism 
among his 11 employees. (There seems to be no similar problem with the two supervi-
sors.) Last week, he asked Cal Jenson, his most senior supervisor, to go through the re-
cords from last year and determine how much absenteeism had cost ONO. Further, he 
asked Cal to make any recommendations to him that seemed appropriate depending on 
the magnitude of the problem. 
  Cal determined that ONO lost a total of 539 employee labor-hours (67.375 days) to 
absenteeism last year. (This figure did not, of course, include vacation time.) Further, he 
estimated that he and the other supervisor together averaged 1.5 hours in lost time 
whenever an employee was absent for a day. This time was spent dealing with the extra 
problems (rescheduling work, filling in for missing workers, etc.) that an absence cre-
ated. On several occasions last year, ONO was so short of help that temporary workers 
had to be hired or present employees had to work overtime. Cal determined that the ad-
ditional costs of overtime and outside help last year totaled $3,100. Cal is now in the 
process of preparing his report to Fred Donofrio.  

   Case 2–1 
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   C H A P T E R 

 Questions This Chapter Will Help Managers Answer 

  1.  How are employment practices affected by the civil rights laws and 

Supreme Court interpretations of those laws? 

  2.  What should be the components of an effective policy to prevent sexual 

harassment? 

  3.  What obligations does the Family and Medical Leave Act impose on 

employers? What rights does it grant to employees? 

  4.  When a company is in the process of downsizing, what strategies can it 

use to avoid complaints of age discrimination? 

  5.  What should senior management do to ensure that job applicants or 

employees with disabilities receive “reasonable accommodation”?  

3 
 THE LEGAL CONTEXT 

OF EMPLOYMENT 

DECISIONS   



 RETALIATION: A NEW LEGAL STANDARD AND SOME 
PREVENTIVE MEASURES  1  

   According to the U.S. Equal Employment Opportunity Commission (EEOC), 
an employer may not fire, demote, harass, or otherwise “retaliate” against an 
individual for filing a charge of discrimination, participating in a discrimina-
tion proceeding, or otherwise opposing discrimination. The same laws that 
prohibit discrimination based on race, color, sex, religion, national origin, age, 
and disability, as well as wage differences between men and women perform-
ing substantially equal work, also prohibit retaliation against individuals who 
oppose unlawful discrimination or participate in an employment discrimina-
tion proceeding. 
  Prior to a recent U.S. Supreme Court decision, case law had defined retali-
ation as largely meaning the loss of a job. The Court’s ruling in  Burlington 
Northern & Santa Fe Railway Co. v. White  (126 S. Ct. 2405), however,  expanded 
the definition of employer retaliation, making it easier for employees to file 
such claims. Specifically, the ruling allows workers to file retaliation suits 
even when an employment action does not diminish their pay, hours, or 
 benefits, or cause them to suffer a monetary loss of any kind. Moreover, anti-
retaliation law potentially extends to any employer conduct, even when it is 
not work-related. 
  First we will review the facts of the case, and then, in the conclusion at the 
end of the chapter, focus on its implications, as well as preventive actions by 
employers. 
   The Facts of the Case.  In the Burlington Northern case, the Supreme Court 
grappled with a fundamental question: What kind of employer behavior consti-
tutes retaliation under Title VII of the Civil Rights Act of 1964? The case 
 centered on Sheila White, who worked in the railroad’s Tennessee Yard and 
was assigned to operate a forklift—a cleaner, less onerous task than those 
 performed by other yard workers. 
  White lost this plum assignment after making an internal sexual harassment 
complaint against her foreman, Bill Joiner. After an investigation, Joiner was 
disciplined. When Marvin Brown, the manager in charge, informed White of the 
investigation’s results, he also told her she would no longer be operating the 
forklift because coworkers complained that she had received the cushier posi-
tion despite having less seniority than some of her peers. As a result, White was 
assigned to perform the more arduous tasks performed by other yard workers. 
White reacted by filing a complaint with the EEOC, alleging sex discrimination 
and retaliation. She also filed a second discrimination charge with the EEOC 
for retaliation, alleging that Brown had placed her under  surveillance. 
  Around the time of the second charge, White had a disagreement with her 
new foreman, Percy Sharkey. Sharkey reported the disagreement to Brown, 
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1Sources: Janove, J. (2006, Oct.). Retaliation nation. HRMagazine, pp. 63–67. U.S. Equal Employ-
ment Opportunity Commission: Retaliation. n.d., www.eeoc.gov/types/retaliation.html, April 14, 
2008. Payback of the week. (2006, July 10). BusinessWeek, p. 25. Gutman, A. (2006, Oct.). Burlington 
Northern & Santa Fe (BNSF) v. White: More than meets the eye. The Industrial-Organizational 
Psychologist, 44(2), 57–67. Dunleavy, E. (2007, Jan.). What is all the fuss about? The implications of 
the EEOC deterrence standard after BNSF v. White. The Industrial-Organizational Psychologist, 
44(3), 31–39.
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who decided that White’s behavior constituted insubordination and that she 
should lose her job. Within three days of the second EEOC charge being mailed to 
Brown, he suspended White without pay. Under a company procedure, the sus-
pension would convert to a discharge unless successfully challenged in grievance 
procedures. 
  White successfully challenged the suspension and was reinstated with full 
back pay and benefits. Nevertheless, she sued Burlington Northern in court for 
sex discrimination and retaliation. A jury found for the employer on the sex 
 discrimination claim, but held that its behavior constituted unlawful retaliation. 
Appeals eventually led to the Supreme Court, which upheld the jury’s verdict. 
The court held that White’s removal from the forklift and her suspension 
 constituted retaliation, even though her job status—including pay, hours, and 
benefits—did not change, and even though she did not suffer a monetary loss. 
  The fact that Burlington Northern reinstated White with back pay was 
 immaterial as to whether it violated the law. The court ruled that the sweep of the 
anti-retaliation law extends to any employer conduct, even when it is not work-
related, that is severe enough to deter a reasonable employee from exercising her 
legal right to object to discrimination. For example, an employer can retaliate 
through actions taken outside the workplace, such as by filing false criminal 
charges against a former employee who complained about discrimination. 
  The court also ruled that whether such conduct reaches this threshold can-
not be spelled out comprehensively. Rather, each case will have to be evaluated 
within its own context. For example, a supervisor’s refusal to invite an em-
ployee to lunch is normally trivial, a petty slight. But suppose that same super-
visor retaliates by excluding an employee from a weekly training lunch that 
contributes significantly to the employee’s professional advancement? Such an 
action might well deter a reasonable employee from complaining about dis-
crimination, and, consequently, might constitute illegal, retaliatory conduct, 
according to the court.  

 Challenges  

  1.   What effects do you think this decision has had on the number of retalia-
tion charges filed with the EEOC?  

  2.   What can an employer do to avoid liability for retaliation?  
  3.   Following this ruling, what changes in company policies might be necessary?         

   SOCIETAL OBJECTIVES  

 As a society, we espouse equality of opportunity, rather than equality of out-
comes. That is, the broad goal is to provide for all Americans—regardless of 
race, age, gender, religion, national origin, or disability—an equal opportunity to 
compete for jobs for which they are qualified. The objective, therefore, is EEO 
(equal employment opportunity), not EE (equal employment, or equal numbers 
of employees from various subgroups).  1   For Americans with disabilities, the 



nation’s goals are to ensure equality of opportunity, full participation, indepen-
dent living, and economic self-sufficiency. 
    The U.S. population, as well as its workforce, is a diverse lot. Even among 
native-born English speakers, at least 22 different dialects of English are spo-
ken in the United States! Whenever the members of such heterogeneous groups 
must work together, the possibility of unfair discrimination exists. Civil rights 
laws have been passed at the federal and state levels to provide remedies for 
job applicants or employees who feel they have been victims of unfair discrim-
ination. From a managerial perspective, it is important to understand the rights 
as well as the obligations of employers, job candidates, and employees. Indeed, 
understanding these laws and their management implications is critical for all 
managers, not just for HR professionals. As we will see, ignorance in this area 
can turn out to be very expensive. Let’s begin by considering the meaning of 
EEO and the forms of unfair discrimination.    

 EEO AND UNFAIR DISCRIMINATION: 

WHAT ARE THEY?  

 Civil rights laws, judicial interpretations of the laws, and the many sets of 
guidelines issued by state and federal regulatory agencies have outlawed discrim-
ination based on race, religion, national origin, age, sex, and physical dis-
ability. In short, they have attempted to frame national policy on    equal 
employment opportunity (EEO).    Although no law has ever attempted to define 
precisely the term  discrimination,  in the employment context it can be viewed 
broadly as the giving of an unfair advantage (or disadvantage) to the members 
of a particular group in comparison with the members of other groups.  2   The 
disadvantage usually results in a denial or restriction of employment opportu-
nities or in an inequality in the terms or benefits of employment. 
    It is important to note that whenever there are more candidates than avail-
able positions, it is necessary to select some candidates in preference to others. 
Selection implies exclusion. And as long as the exclusion is based on what can 
be demonstrated to be job-related criteria, that kind of discrimination is en-
tirely proper. It is only when candidates are excluded on a prohibited basis, 
one that is not related to the job (e.g., age, race, gender), that unlawful and un-
fair discrimination exists. In short, EEO implies at least two things:

    1.    Evaluation of candidates for jobs in terms of characteristics that really do 
make a difference between success and failure  (e.g., in selection, promo-
tion, performance appraisal, or layoff )  

   2.    Fair and equal treatment of employees on the job  (e.g., equal pay for equal 
work, equal benefits, freedom from sexual harassment)    

   Despite federal and state laws on these issues, they represent the basis of an 
enormous volume of court cases, indicating that stereotypes and prejudices do 
not die quickly or easily. Discrimination is a subtle and complex phenomenon 
that may assume two broad forms:

    1.    Unequal  (disparate)  treatment  is based on an intention to discriminate, 
including the intention to retaliate against a person who opposes 
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discrimination, has brought charges, or has participated in an investiga-
tion or a hearing. There are three major subtheories of discrimination 
within the disparate treatment theory:

    a.    Cases that rely on    direct evidence    of the intention to discriminate. Such 
cases are proved with direct evidence of other pure bias based on an 
open expression of hatred, disrespect, or inequality, knowingly directed 
against members of a particular group; or blanket exclusionary policies, 
such as deliberate exclusion of an individual whose disability (an in-
ability to walk) has nothing to do with the requirements of the job she 
is applying for (financial analyst).  

   b.    Cases that are proved through    circumstantial evidence    of the intention to 
discriminate (see the  McDonnell Douglas v. Green  test, p. 83), including 
those that rely on statistical evidence as a method of circumstantially 
proving the intention to discriminate systematically against classes of 
individuals.  

   c.       Mixed-motive cases    (a hybrid theory) that often rely on both direct 
evidence of the intention to discriminate on some impermissible basis 
(e.g., gender, race, disability) and proof that the employer’s stated le-
gitimate basis for its employment decision is actually just a pretext for 
illegal discrimination.    

   2.      Adverse impact    (unintentional)  discrimination  occurs when identical 
standards or procedures are applied to everyone, despite the fact that they 
lead to a substantial difference in employment outcomes (e.g., selection, 
promotion, layoffs) for the members of a particular group, and they are 
unrelated to success on a job. For example, suppose that use of a mini-
mum height requirement of 5 feet 8 inches for police cadets has an ad-
verse impact on Asians, Hispanics, and women. The policy is neutral on 
its face but has an adverse impact. To use it, an employer would need to 
show that the height requirement is necessary to perform the job.       

   These two forms of illegal discrimination are illustrated graphically in 
  Figure 3–1.      

Figure 3–1
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  THE LEGAL CONTEXT OF HUMAN 
RESOURCE DECISIONS  

 Now that we understand the forms that illegal discrimination can take, let’s 
consider the major federal laws governing employment. Then we will consider 
the agencies that enforce the laws, as well as some important court cases that 
have interpreted them. The federal laws that we will discuss fall into two broad 
classes:

    1.   Laws of broad scope that prohibit unfair discrimination.  
   2.   Laws of limited application, for example, those that require nondiscrimi-

nation as a condition for receiving federal funds (contracts, grants, 
 revenue-sharing entitlements).    

    The particular laws that we shall discuss within each category are the 
 following:   

  The Thirteenth and Fourteenth Amendments 

 The Thirteenth Amendment prohibits slavery and involuntary servitude. Any 
form of discrimination may be considered an incident of slavery or involun-
tary servitude and thus be liable to legal action under this amendment.  3   The 
Fourteenth Amendment guarantees equal protection of the law for all citi-
zens. Both the Thirteenth and Fourteenth Amendments granted to Congress the 
constitutional power to enact legislation to enforce their provisions. It is from 
this source of constitutional power that all subsequent civil rights legislation 
originates.   

   Laws of broad scope     Laws of limited application         

     Thirteenth and Fourteenth
Amendments to the U.S. Constitution  

  Civil Rights Acts of 1866 and 1871  

  Equal Pay Act of 1963  

  Title VII of the Civil Rights Act 
 of 1964  

  Civil Rights Act of 1991  

  Age Discrimination in Employment
Act of 1967, as amended in 1986  

  Immigration Reform and Control Act 
of 1986  

  Americans with Disabilities Act 
of 1990  

  Family and Medical Leave Act of 1993     

      Executive Orders 11246, 11375, 
 and 11478 

  Rehabilitation Act of 1973  

  Vietnam Era Veterans Readjustment
Act of 1974  

  Uniformed Services Employment and 
Reemployment Rights Act of 1994     
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 The Civil Rights Acts of 1866 and 1871 

 These laws were enacted on the basis of the provisions of the Thirteenth and 
Fourteenth Amendments. The Civil Rights Act of 1866 grants all citizens the 
right to make and enforce contracts for employment, and the Civil Rights Act of 
1871 grants all citizens the right to sue in federal court if they feel they have 
been deprived of any rights or privileges guaranteed by the Constitution and 
other laws. It applies only to “persons within the jurisdiction of the United 
States,” and does not extend to discriminatory conduct occurring overseas.  4   
    Until recently, both of these civil rights acts were viewed narrowly as tools for 
solving Reconstruction-era racial problems. This is no longer so. In  Johnson v. 
Railway Express Agency Inc ., the Supreme Court held that while the Civil Rights 
Act of 1866 on its face relates primarily to racial discrimination in the making and 
enforcement of contracts, it also provides a federal remedy against racial discrimi-
nation in private employment.  5   It is a powerful remedy. The Civil Rights Act of 
1991 amended the Civil Rights Act of 1866 so that workers are protected from 
 intentional discrimination in all aspects of employment, not just hiring and pro-
motion. Thus, this civil rights law covers racial harassment. The Civil Rights Act 
of 1866 allows for jury trials and for compensatory and punitive damages  *   for vic-
tims of intentional racial and ethnic discrimination. It covers both large and small 
employers, even those with fewer than 15 employees, and in a 2008 decision, the 
Supreme Court ruled that employees also may sue for retaliation under this law.  6   
    The 1866 law also has been used recently to broaden the definition of ra-
cial discrimination originally applied to African Americans. In a unanimous 
decision, the Supreme Court ruled that race was equated with ethnicity during 
the legislative debate after the Civil War, and therefore Arabs, Jews, and other 
ethnic groups thought of as “white” are not barred from suing under the 1866 
act. The Court held that Congress intended to protect identifiable classes of 
persons who are subjected to intentional discrimination solely because of their 
ancestry or ethnic characteristics. Under the law, therefore, race involves more 
than just skin pigment.  7     

 The Equal Pay Act of 1963 

 This act was passed as an amendment to an earlier compensation-related law, 
the Fair Labor Standards Act of 1938. For those employees covered by the Fair 
Labor Standards Act, the Equal Pay Act requires that men and women working 
for the same establishment be paid the same rate of pay for work that is sub-
stantially equal in skill, effort, responsibility, and working conditions. Pay dif-
ferentials are legal and appropriate if they are based on seniority, merit, systems 
that measure the quality or quantity of work, or any factor other than sex (e.g., 
shift differentials, completion of a job-related training program). Moreover, in 
correcting any inequity under the Equal Pay Act, employers must raise the rate 
of lower-paid employees, not lower the rate of higher-paid employees.  8   
    Thousands of equal-pay suits have been filed (predominantly by women) 
since the law was passed. The EEOC receives about 1000 equal-pay complaints 
per year.  9   For individual companies the price can be quite high. For example, 
in 2005 Morgan Stanley settled a sex-discrimination lawsuit filed by the EEOC 
for $54 million.  10     

*Punitive damages are awarded in civil cases to punish or deter a defendant’s conduct and are 
separate from compensatory damages, which are intended to reimburse a plaintiff for injuries or harm. 
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 Title VII of the Civil Rights Act of 1964 

 The Civil Rights Act of 1964 is divided into several sections, or titles, each 
dealing with a particular facet of discrimination (e.g., voting rights, public ac-
commodations, public education). Title VII is most relevant to the employment 
context because it prohibits discrimination on the basis of race, color, religion, 
sex, or national origin in all aspects of employment (including apprenticeship 
programs). Title VII is the most important federal EEO law because it contains 
the broadest coverage, prohibitions, and remedies. Through it, the Equal Em-
ployment Opportunity Commission (EEOC) was created to ensure that employ-
ers, employment agencies, and labor organizations comply with Title VII. 
    Some may ask why we need such a law. As an expression of social policy, 
the law was passed to guarantee that people would be considered for jobs not 
on the basis of the color of their skin, their religion, their gender, or their na-
tional origin, but rather on the basis of the abilities and talents that are neces-
sary to perform a job. 
    In 1972, the coverage of Title VII was expanded. It now includes almost all 
public and private employers with 15 or more employees, except (1) private 
clubs, (2) religious organizations (which are allowed to discriminate on the 
basis of religion in certain circumstances), and (3) places of employment con-
nected with an Indian reservation. The 1972 amendments also prohibit the 
denial, termination, or suspension of government contracts (without a special 
hearing) if an employer has followed and is now following an affirmative ac-
tion plan accepted by the federal government for the same facility within the 
past 12 months.    Affirmative action    refers to those actions appropriate to over-
come the effects of past or present policies, practices, or other barriers to equal 
employment opportunity.  11   
    Finally, back-pay awards in Title VII cases are limited to two years prior to 
the filing of a charge. For example, if a woman filed a Title VII claim in 2003, 
and the matter continued through investigation, conciliation, trial, and appeal 
until 2008, she might be entitled to as much as seven years’ back pay, from 
2001 (two years prior to the filing of the charge) until the matter was resolved 
in her favor. The two-year statute of limitations begins with the  filing  of a 
charge of discrimination. 
    Elected officials and their appointees are excluded from Title VII coverage, 
but they are still subject to the Fourteenth Amendment, to the Civil Rights Acts 
of 1866 and 1871, and to the Civil Rights Act of 1991. The following are also 
specifically exempted from Title VII coverage:

    1.    Bona fide occupational qualifications (BFOQs).  Discrimination is permis-
sible when a prohibited factor (e.g., gender) is a    bona fide occupational 
qualification    for employment, that is, when it is considered “reasonably 
necessary to the operation of that particular business or enterprise.” The 
burden of proof rests with the employer to demonstrate this. (According 
to one HR director, the only legitimate BFOQs that she could think of are 
sperm donor and wet nurse!) Both the EEOC and the courts interpret 
BFOQs quite narrowly.  12   Preferences of the employer, coworkers, or cli-
ents are irrelevant and do not constitute BFOQs. Moreover, BFOQ is not a 
viable defense to a Title VII race claim.  

   2.    Seniority systems.  Although there are a number of legal questions associ-
ated with their use, Title VII explicitly permits bona fide seniority, merit, 
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or incentive systems “provided that such differences are not the result of 
an intention to discriminate.”  

   3.    Pre-employment inquiries.  Inquiries regarding such matters as race, sex, 
or ethnic group are permissible as long as they can be shown to be job re-
lated. Even if not job related, some inquiries (e.g., regarding race or sex) 
are necessary to meet the reporting requirements of federal regulatory 
agencies. Applicants provide this information on a voluntary basis.  

   4.    Testing.  An employer may give or act upon any professionally developed 
ability test. If the results demonstrate adverse impact against a protected 
group, then the test itself must be shown to be job related (i.e., valid) for 
the position in question.  

   5.    Preferential treatment.  The Supreme Court has ruled that Title VII does 
not require the granting of preferential treatment to individuals or groups 
because of their race, sex, religion, or national origin on account of exist-
ing imbalances:     

   The burden which shifts to the employer is merely that of proving that he based 
his employment decision on a legitimate consideration, and not an illegitimate 
one such as race. . . . Title VII forbids him from having as a goal a work force se-
lected by any proscribed discriminatory practice, but it does not impose a duty to 
adopt a hiring procedure that maximizes hiring of minority employees.  13      

   6.    National security.  Discrimination is permitted under Title VII when it is 
deemed necessary to protect the national security (e.g., against members 
of groups whose avowed aim is to overthrow the U.S. government).    

    Initially it appeared that these exemptions (summarized in  Figure 3–2 ) 
would blunt the overall impact of the law significantly. However, it soon be-
came clear that they would be interpreted very narrowly both by the EEOC and 
by the courts. 

Figure 3–2
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   Litigating Claims of Unfair Discrimination 

 If someone decides to bring suit under Title VII, the first step is to establish a 
prima facie case of discrimination (i.e., a body of facts presumed to be true until 
proved otherwise). However, the nature of prima facie evidence differs  depending 
on the type of case brought before the court. If an individual alleges that a 
 particular employment practice had an  adverse impact  on all members of a class 
that he or she represents, prima facie evidence is presented when adverse impact 
is shown to exist. Usually this is demonstrated by showing that the selection rate 
for the group in question is less than 80 percent of the rate of the dominant group 
(e.g., white males) and that the difference is statistically significant. If the indi-
vidual alleges that he or she was treated differently from others in the context of 
some employment practice (i.e.,  unequal-treatment discrimination ), a prima 
 facie case is usually presented either through direct evidence of the intention to 
discriminate or by circumstantial evidence. The legal standard for circumstantial 
evidence is a four-part test first specified in the  McDonnell Douglas v. Green  
case,  14   wherein a plaintiff must be able to demonstrate the following:

    1.   She or he has asserted a basis protected by Title VII, the Age Discrimina-
tion in Employment Act, or the Americans with Disabilities Act.  

   2.   She or he was somehow harmed or disadvantaged (e.g., by not receiving a 
job offer or a promotion).  

   3.   She or he was qualified to do the job or to perform the job in a satisfactory 
manner.  

   4.   Either a similarly situated individual (or a group other than that of the 
plaintiff) was treated more favorably than the plaintiff, or the matter com-
plained of involved an actual (rather than a nonexistent) employment 
 opportunity.    

    Once the court accepts prima facie evidence, the burden of producing evi-
dence shifts back and forth from plaintiff (the complaining party) to defendant 
(the employer). First, the employer is given the opportunity to articulate a le-
gitimate, nondiscriminatory reason for the practice in question. Following that, 
in an unequal treatment case, the burden then shifts back to the plaintiff to 
show that the employer’s reason is a pretext for illegal discrimination. In an 
adverse impact case, the plaintiff’s burden is to show that a less discriminatory 
alternative practice exists and that the employer failed to use it. A similar pro-
cess is followed in age discrimination cases.   

 The Civil Rights Act of 1991  15   

 This act overturned six Supreme Court decisions issued in 1989. Following are 
some key provisions that are likely to have the greatest impact in the context of 
employment.  

 Monetary Damages and Jury Trials 
 A major effect of this act is to expand the remedies in discrimination cases. 
Individuals who feel they are the victims of intentional discrimination based 
on race, gender (including sexual harassment), religion, or disability can ask 
for compensatory damages for pain and suffering, as well as for punitive damages, 
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and they may demand a jury trial. In the past, only plaintiffs in age discrimina-
tion cases had the right to demand a jury. 
  Compensatory and punitive damages are available only from nonpublic 
 employers (public employers are still subject to compensatory damages up to 
$300,000) and not for adverse impact (unintentional discrimination) cases. 
Moreover, they may not be awarded in an Americans with Disabilities Act 
(ADA) case when an employer has engaged in good-faith efforts to provide a 
reasonable accommodation. Thus, the 1991 Civil Rights Act provides the sanc-
tions for violations of the ADA. The total amount of damages that can be 
awarded depends on the size of the employer’s workforce: 

          Number of employees     Maximum combined damages per complaint    

   15 to 100   $ 50,000  

  101 to 200   100,000  

  201 to 500   200,000  

  More than 500   300,000     

  In  Kolstad v. American Dental Association , the U.S. Supreme Court held that 
the availability of punitive damages depends on the motive of the discrimina-
tor rather than on the nature of the conduct (the extent to which it is “egre-
gious” or “outrageous”). Further, employers should not be assessed punitive 
damages if they implement, in good faith, sound antidiscrimination policies 
and practices. It is not enough simply to distribute a well-crafted policy. Super-
visors must be trained to use it, and there should be consequences for failing to 
do so.  16     

 Adverse Impact (Unintentional Discrimination) Cases 
 The act clarifies each party’s obligation in such cases. As we noted earlier, 
when an adverse impact charge is made, the plaintiff must identify a specific 
employment practice as the cause of discrimination. If the plaintiff is success-
ful in demonstrating adverse impact, the burden of producing evidence shifts 
to the employer, who must prove that the challenged practice is “job-related for 
the position in question and consistent with business necessity.”   

 Protection in Foreign Countries 
 Protection from discrimination in employment, under Title VII of the 1964 
Civil Rights Act, the Americans with Disabilities Act, and the Age Discrimina-
tion in Employment Act, is extended to U.S. citizens employed in a foreign fa-
cility owned or controlled by a U.S. company. However, the employer does not 
have to comply with U.S. discrimination law if to do so would violate the law 
of the foreign country. To be covered under this provision, the U.S. citizen 
must be employed overseas by a firm controlled by an American employer.  17     

 Racial Harassment 
 As we noted earlier, the act amended the Civil Rights Act of 1866 so that work-
ers are protected from intentional discrimination in all aspects of employment, 
not just hiring and promotion.   
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 Challenges to Consent Decrees 
 Once a court order or consent decree is entered to resolve a lawsuit, nonparties 
to the original suit cannot challenge such enforcement actions.   

 Mixed-Motive Cases 
 In a mixed-motive case, an employment decision was based on a combination 
of job-related factors as well as unlawful factors, such as race, gender, religion, 
or disability. Under the Civil Rights Act of 1991, an employer is guilty of dis-
crimination if it can be shown that a prohibited consideration was a motivating 
factor in a decision, even though other factors, which are lawful, also were 
used. However, if the employer can show that the same decision would have 
been reached even without the unlawful considerations, the court may not as-
sess damages or require hiring, reinstatement, or promotion.   

 Seniority Systems 
 The act provides that a seniority system that intentionally discriminates against 
the members of a protected group can be challenged (within 180 days) at any of 
three points: (1) when the system is adopted, (2) when an individual becomes 
subject to the system, or (3) when a person is injured by the system.   

 “Race-Norming” and Affirmative Action 
 The act makes it unlawful “to adjust the scores of, use different cutoff scores 
for, or otherwise alter the results of employment-related tests on the basis of 
race, color, religion, sex, or national origin.” Prior to the passage of this act, 
within-group percentile scoring (so-called race-norming) had been used exten-
sively to adjust the test scores of minority candidates to make them more 
comparable to those of nonminority candidates. Under    race-norming,    each 
individual’s percentile score on a selection test was computed relative only to 
others in his or her race/ethnic group and not relative to the scores of all per-
sons who took the test. The percentile scores (high to low) were then merged 
into a single list, and the single list of percentiles was presented to those re-
sponsible for hiring decisions.   

 Extension to U.S. Senate and Appointed Officials 
 The act extends protection from discrimination on the basis of race, color, reli-
gion, gender, national origin, age, and disability to employees of the U.S. Sen-
ate, political appointees of the president, and staff members employed by 
elected officials at the state level. Employees of the U.S. House of Representa-
tives are covered by a House resolution adopted in 1988.    

 The Age Discrimination in Employment Act of 1967 (ADEA) 

 As amended in 1986, this act prohibits discrimination in pay, benefits, or con-
tinued employment for employees age 40 and over, unless an employer can 
demonstrate that age is a BFOQ for the job in question. Like Title VII, this law is 
administered by the EEOC. A key objective of the law is to prevent financially 
troubled companies from singling out older employees when there are cutbacks. 
If a company claims that the layoffs were based on factors other than age, such 
as performance criteria or needed skills, the Supreme Court ruled in 2008 that 
the employer bears the burden of proving that its policy was, in fact, based on 
those non-age factors.  18   When there are cutbacks, however, older workers can 
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waive their rights to sue under this law (e.g., in return for sweetened benefits 
for early retirement). Under the Older Workers Benefit Protection Act (OWBPA), 
an individual employee who does not have a pending claim has 21 days to con-
sider such a waiver (45 days if terminated during a group reduction in force or 
if leaving voluntarily through a group incentive program), and 7 days after sign-
ing to revoke it.  19   Even after signing a waiver, an employee can still sue for age 
discrimination if the employer did not  comply with OWBPA requirements for 
obtaining a knowing and voluntary  release.  20   On the other hand, courts have 
made clear that severance agreements will be upheld against challenges when 
agreements follow the rules and are written clearly and in a manner that will 
enable employees to understand what it is that they are agreeing to.  21     

 The Immigration Reform and Control Act of 1986 (IRCA) 

 This law applies to every employer in the United States, even to those with 
only one employee. It also applies to every employee—whether full time, part 
time, temporary, or seasonal—and it makes the enforcement of national immi-
gration policy the job of every employer. While its provisions are complex, 
three basic features of the law are particularly relevant to employers:  22   

   1.   Employers may not hire or continue to employ “unauthorized aliens” (i.e., 
those not legally authorized to work in this country).  

   2.   Employers must verify the identity and work authorization of every new 
employee. They may not require any particular form of documentation 
but must examine documents provided by job applicants (e.g., U.S. pass-
ports for U.S. citizens; “green cards” for resident aliens) showing identity 
and work authorization. Both employer and employee then sign a form 
(I-9), attesting under penalty of perjury that the employee is lawfully eli-
gible to work in the United States. Experts advise firms to make copies of 
whatever documentation they accept for an individual’s employment, 
such as a work visa or Social Security card. In addition, to show a good-
faith effort to abide by the law, employers should do a self-audit of all I-9 
forms, not just those of a particular ethnic group.  23    

   3.   Employers with 4 to 14 employees may not discriminate on the basis of 
citizenship or national origin. Those with 15 or more employees are al-
ready prohibited from national origin discrimination by Title VII. How-
ever, this prohibition is tempered by an exception that allows employers 
to select an applicant who is a U.S. citizen over an alien when the two ap-
plicants are equally qualified.    

    Penalties for noncompliance are severe. For example, for failure to comply 
with the verification rules, fines range from $100 to $1,100 for  each  employee 
whose identity and work authorization have not been verified. The act also pro-
vides for criminal sanctions for employers who engage in a pattern or  practice of 
violations, and a 1996 executive order prohibits companies that knowingly hire 
illegal aliens from receiving federal contracts.  24   In fiscal year 2007, Immigration 
and Customs Enforcement secured fines and judgments of more than $30 mil-
lion against  employers whose hiring processes violate the law, while making 
863 criminal arrests (primarily of company owners and managers who know-
ingly employed illegal workers) and 4,077 administrative arrests (primarily of 
illegal immigrants on the job).  25     
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 The Americans with Disabilities Act of 1990 (ADA) 

 Almost 13 percent of people ages 21 to 64 in the United States have at least 
one disability, a percentage that more than doubles to 30.2 percent for people 
ages 65 to 74. At the same time, the employment rate for working-age people 
with disabilities remains only half that of those without disabilities (37.7 per-
cent versus 79.7 percent).  26   Passed to protect people with disabilities from 
discrimination in employment, transportation, and public accommodation, 
Title I of the ADA, the employment section, protects approximately 86 per-
cent of the American workforce.  27   It applies to all employers with 15 or more 
employees. 
    As a general rule, the ADA prohibits an employer from discriminating 
against a “qualified individual with a disability.” A qualified individual is one 
who is able to perform the  essential  (i.e., primary)  functions  of a job with or 
without accommodation.    Disability    is a physical or mental impairment that 
substantially limits one or more major life activities, such as walking, talking, 
seeing, hearing, or learning. People are protected if they currently have an 
impairment, have a record of such impairment, or if the employer thinks they 
have an impairment (e.g., a person with diabetes under control).  28   Rehabili-
tated drug and alcohol abusers are protected, but current drug abusers may be 
fired. The alcoholic, in contrast, is covered and must be reasonably accommo-
dated by being given a firm choice to rehabilitate himself or herself or face 
career-threatening consequences.  29   The law also protects people who have 
tested positive for HIV/AIDS.  30   
    In three separate rulings  31   the U.S. Supreme Court held that, in general, 
individuals who can function normally with mitigating measures (e.g., eye 
glasses to correct near-sightedness, medication to control mental illness) are 
not protected by the ADA. However, the  negative  effects of a mitigating mea-
sure may render someone disabled under the law (e.g., if a medication causes 
a person to be limited in his or her ability to work).  32   Under those circum-
stances an employer must try to find a way to help, for example, by granting a 
short leave of absence or by changing the work schedule. But companies don’t 
have to lower work standards, tolerate misconduct, or give someone a make-
work job.  33   Here are five major implications for employers:  34   

   1.   Any factory, office, retail store, bank, hotel, or other building open to the 
public will have to be made accessible to those with physical disabilities 
(e.g., by installing ramps, elevators, telephones with amplifiers). “Expen-
sive” will be no excuse, unless such modifications will lead an employer 
to suffer an “undue hardship.”  

   2.   Employers must make “reasonable accommodations” for job applicants or 
employees with disabilities (e.g., by restructuring job and training pro-
grams, modifying work schedules, or purchasing new equipment that is 
“user friendly” to sight- or hearing-impaired people).  35      Qualified job ap-
plicants    (i.e., individuals with disabilities who can perform the essential 
functions of a job with or without reasonable accommodation) must be 
considered for employment. Here are five strategies for improving em-
ployment opportunities for people with disabilities:  36   

   a.    Partner with public and private disability agencies and community or-
ganizations  
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   b.    Provide information and outreach. For example, drugstore retailer Wal-
greens developed a Web site,  www.walgreensoutreach.com , to provide 
information to potential employees with disabilities understand what 
work is like at its distribution centers.  

   c.    Mandate increased awareness and education. Giant Eagle, Inc., a 223-
store grocer in Pennsylvania with 36,000 employees, sponsors disability-
awareness training for its HR managers every two years. In one exercise, 
for example, trainees maneuver through work activities in wheelchairs, 
going through doors, up and down ramps, or reaching for items on 
shelves.  

   d.    Use technology to redesign jobs. For example, Walgreens replaced key-
boards with touch screens based on large pictures and icons, not words, 
making it easier for people with cognitive disabilities to learn and com-
plete tasks.  

   e.    Establish pipelines to reach school-age recruits with disabilities. For ex-
ample, Gap, inc., which operates Gap, Old Navy, and Banana Republic 
retail stores, partnered with nonprofit Abilities, Inc. to develop a mock 
store where high-school students with disabilities who have expressed 
an interest in working with Gap upon graduation can learn real-world 
skills and gain practical experience.       

 3.    Pre-employment physicals are now permissible only if all employees are 
subject to them, and they cannot be given until after a conditional offer of 
employment is made. That is, the employment offer is made conditional 
upon passing of the physical examination. Further, employers are not per-
mitted to ask about past workers’ compensation claims or disabilities in 
general. However, after describing essential job functions, an employer 
can ask whether the applicant can perform the job in question.  37       Here is 
an example of the difference between these two types of inquiries: “Do 
you have any back problems?” clearly violates the ADA because it is not 
job specific. However, the employer could state the following: “This job 
involves lifting equipment weighing up to 50 pounds at least once every 
hour of an eight-hour shift. Can you do that?”

    4.   Medical information on employees must be kept separate from other per-
sonal or work-related information about them.  

   5.   Drug-testing rules remain intact. An employer can still prohibit the use of 
alcohol and illegal drugs at the workplace and continue to give alcohol 
and drug tests.     

 Enforcement 
 The Equal Employment Opportunity Commission (EEOC) enforces the ADA.  38   
In cases of intentional discrimination, the Supreme Court has ruled that indi-
viduals with disabilities may be awarded both compensatory and punitive 
damages up to $300,000 (depending on the size of the employer’s workforce) if 
it can be shown that an employer engaged in discriminatory practices “with 
malice or with reckless indifference.”  39      

 The Family and Medical Leave Act of 1993 (FMLA) 

 The FMLA covers all private-sector employers with 50 or more employees, 
 including part timers who work 1,250 hours over a 12-month period ( an average 
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of 25 hours per week). The law gives workers up to 12 weeks’ unpaid leave 
each year for birth, adoption, or foster care of a child within a year of the 
child’s  arrival; care for a spouse, parent, or child with a serious health condi-
tion; or the employee’s own serious health condition if it  prevents him or her 
from working. The employer is responsible for designating an  absence or leave 
as FMLA leave, on the basis of information provided by the  employee.  40   Em-
ployers can require workers to provide medical certification of such  serious 
illnesses and can  require a second medical opinion.  Employers also can ex-
empt from the FMLA key salaried employees who are among their highest-
paid 10 percent. For leave takers, however, employers must maintain health 
insurance benefits and give the workers their previous jobs (or comparable 
positions) when their leaves are over.  41   Enforcement provisions of the FMLA 
are administered by the U.S.  Department of Labor. The overall impact of this 
law was softened considerably by the exemption of some of its fiercest 
 opponents—companies with fewer than 50 employees, or 95 percent of all 
businesses.  42   
    The FMLA was amended and expanded to include military families in 
2008. Businesses are required to offer up to 26 weeks of unpaid leave to em-
ployees who provide care to wounded U.S. military personnel. Employers also 
must provide 12 weeks of FMLA leave to immediate family members (spouses, 
children, or parents) of soldiers, reservists and members of the National Guard 
who have a “qualifying exigency.” While the measure does not define “qualify-
ing exigency,” examples could include overseas assignments, recalls to active 
duty, and troop mobilizations.  43   
    Many employers already offer more than the law requires. In a 2007 survey, 
for example, 44 percent of responding companies said they offer job-protected 
leave for absences that are not covered under the law. The most common ex-
amples include: substituting sick/vacation leave for FMLA leave, allowing 
more than 12 weeks for job-protected leave, and offering such leaves for em-
ployees with fewer than 12 months’ service.  44   
    This completes our discussion of “absolute prohibitions” against discrimi-
nation. The following sections discuss nondiscrimination as a basis for eligibil-
ity for federal funds.   

 Executive Orders 11246, 11375, and 11478 

 Presidential executive orders in the realm of employment and discrimina-
tion are aimed specifically at federal agencies, contractors, and subcontrac-
tors. They have the force of law, even though they are issued unilaterally by 
the president without congressional approval, and they can be altered uni-
laterally as well. The requirements of these orders are parallel to those of 
Title VII. 
    In 1965, President Johnson issued Executive Order 11246, prohibiting dis-
crimination on the basis of race, color, religion, or national origin as a condi-
tion of employment by federal agencies, contractors, and subcontractors with 
contracts of $10,000 or more. Those covered are required to establish and main-
tain a program of equal employment opportunity in every facility of 50 or more 
people. Such programs include employment, upgrading, demotion, transfer, 
recruitment or recruitment advertising, layoff or termination, pay rates, and 
selection for training. 
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    In 1967, Executive Order 11375 prohibited discrimination in employment 
based on sex. Executive Order 11478, issued by President Nixon in 1969, 
went even further, for it prohibited discrimination in employment based on 
all the previous factors, plus political affiliation, marital status, or physical 
disability.  

 Enforcement of Executive Orders 
 Executive Order 11246 provides considerable enforcement power, adminis-
tered by the Department of Labor through its Office of Federal Contract Com-
pliance Programs (OFCCP). Upon a finding by the OFCCP of noncompliance 
with the order, the Department of Justice may be advised to institute criminal 
proceedings, and the secretary of labor may cancel or suspend current contracts 
as well as the right to bid on future contracts. Needless to say, noncompliance 
can be  very  expensive.    

 The Rehabilitation Act of 1973 

 This act requires federal contractors (those receiving more than $2,500 in fed-
eral contracts annually) and subcontractors to actively recruit qualified people 
with disabilities and to use their talents to the fullest extent possible. The legal 
requirements are similar to those of the Americans with Disabilities Act. 
    The purpose of this act is to eliminate  systemic discrimination,  that is, any 
business practice that results in the denial of equal employment opportunity.  45   
Hence, the act emphasizes “screening in” applicants, not screening them out. It 
is enforced by the OFCCP.   

 The Vietnam Era Veterans Readjustment Act of 1974 

 Federal contractors and subcontractors are required under this act to take af-
firmative action to ensure equal employment opportunity for Vietnam-era vet-
erans (August 5, 1964, to May 7, 1975). The OFCCP enforces it.   

 Uniformed Services Employment and Reemployment Rights 
Act of 1994 

 Regardless of the size of its organization, an employer may not deny a person 
initial employment, reemployment, promotion, or benefits on the basis of that 
person’s membership or potential membership in the armed services. The 
Uniformed Services Employment and Reemployment Rights Act requires both 
public and private employers promptly to reemploy individuals returning from 
uniformed service (e.g., National Guard or activated reservists) in the position 
they would have occupied and with the seniority rights they would have 
enjoyed had they never left. Employers are also required to maintain health 
benefits for employees while they are away, but they are not required to make 
up the often significant difference between military and civilian pay.  46   
    To be protected, the employee must provide advance notice, oral or 
 written. Employers need not always rehire a returning service member (e.g., 
if the employee received a dishonorable discharge or if changed circum-
stances at the workplace make reemployment impossible or unreasonable), 
but the burden of proof will almost always be on the employer. The Veterans 
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Employment and Training Service of the U.S. Department of Labor adminis-
ters this law.  47     

 Federal Enforcement Agencies: EEOC and OFCCP 

 The Equal Employment Opportunity Commission (EEOC) is an independent 
regulatory agency whose five commissioners (one of whom is chairperson) 
are  appointed by the president and confirmed by the Senate for terms of five 
years. No more than three of the commissioners may be from the same politi-
cal party. Like the OFCCP, the EEOC sets policy and in individual cases deter-
mines whether there is “reasonable cause” to believe that unlawful discrimination 
has occurred. If the EEOC finds reasonable cause, it can sue either on its own 
behalf or on behalf of a claimant. As far as the employer is concerned, the 
simplest and least costly procedure is to establish a system to resolve com-
plaints internally. However, if this system fails or if the employer does not 
make available an avenue for such complaints, an aggrieved individual (or 
group) can file a formal complaint with the EEOC. The process is shown 
graphically in  Figure 3–3.  
    Once it receives a complaint of discrimination, the EEOC follows a three-
step process: investigation, conciliation, and litigation.  48   As  Figure 3–3  indicates, 
complaints must be filed within 180 days of an alleged violation (300 days if the 
same basis of discrimination is prohibited by either state or local laws). In a 2007 
decision  (Ledbetter v. Goodyear Tire & Rubber Co.),  the Supreme Court ruled that 
cases of alleged pay discrimination must be brought within 180 days of an em-
ployer’s initial salary decision, not within 180 days after an employee learns of 
such inequities.  49   If that requirement is satisfied, the EEOC immediately refers 
the complaint to a state agency charged with enforcement of fair employment 
laws (if one exists) for resolution within 60 days. If the complaint cannot be re-
solved within that time, the state agency can file suit in a state district court and 
appeal any decision to a state appellate court, the state supreme court, or the 
U.S. Supreme Court. As an alternative to filing suit, the state agency may re-defer 
to the EEOC. Again, the EEOC seeks voluntary reconciliation, where the EEOC 
may serve as mediator. If mediation fails, the EEOC may refer the case to the 
Justice Department (if the defendant is a public employer) or file suit in federal 
district court (if the defendant is a private employer). In 2007, for example, the 
EEOC filed 362 lawsuits against private employers and recovered $54.8 million 
in monetary benefits for aggrieved individuals.  50   
    Like state-court decisions, federal-court decisions may be appealed to one of 
the 12 U.S. Courts of Appeal (corresponding to the geographical region, or circuit, 
in which the case arose, see  Figure 3–4 ). In turn, these decisions may be appealed 
to the U.S. Supreme Court, although very few cases are actually heard by the 
Supreme Court. Generally the Court will grant  certiorari  (discretionary review) 
when two or more circuit courts have reached different conclusions on the same 
point of law or when a major question of constitutional interpretation is involved. 
If the Supreme Court denies certiorari, the lower court’s decision is binding.  

  EEOC Guidelines 

 The EEOC has issued a number of guidelines for Title VII compliance.  51   
Among these are guidelines on discrimination because of religion, national 
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origin, gender, and pregnancy; guidelines on affirmative action programs; 
guidelines on employment tests and selection procedures; and a policy 
 statement on pre-employment inquiries. These guidelines are not laws, 
 although the Supreme Court has indicated that they are entitled to “great 
deference.”  52    
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 Information Gathering 
 Information gathering is another major EEOC function, for each organization 
in the United States with 100 or more employees must file an annual report 
(EEO-1) detailing the numbers of employees by job category (from laborers to 
executive/ senior-level officials and managers), and then by ethnicity, race, and 
gender. Through computerized analysis of the forms, the EEOC is able to iden-
tify broad patterns of discrimination    (systemic discrimination)    and to attack 
them through class actions. In any given year the EEOC typically receives 
about 80,000 complaints. In 2007, 55.6 percent of them were resolved within 
180 days or fewer.  53      

 The Office of Federal Contract Compliance Programs 

    Contract compliance    means that, in addition to quality, timeliness, and other 
requirements of federal contract work, contractors and subcontractors must 

Figure 3–4
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meet EEO and affirmative action requirements. As we have seen, these require-
ments cover all aspects of employment. 
    Companies are willing to go to considerable lengths to avoid the loss of 
government contracts. More than 200,000 companies, employing 26 million 
workers and providing the government with more than $100 billion in con-
struction, supplies, equipment, and services, are subject to contract compli-
ance enforcement by the OFCCP.  54   Contractors and subcontractors with more 
than $50,000 in government business and with 50 or more employees must 
prepare and implement written affirmative action plans. 
    In jobs where women and minorities are underrepresented in the work-
force relative to their availability in the labor force, employers must establish 
goals and timetables for hiring and promotion. Theoretically, goals and time-
tables are distinguishable from rigid quotas in that they are flexible objectives 
that can be met in a realistic amount of time ( Figure 3–5 ). Goals and timetables 
are not required under the Rehabilitation Act and Vietnam veterans law. 
    When a compliance review by the OFCCP does indicate problems that can-
not be resolved easily, it tries to reach a conciliation agreement with the em-
ployer. Such an agreement might include back pay, seniority credit, special 
recruitment efforts, promotion, or other forms of relief for the victims of unlaw-
ful discrimination. 
    The conciliation agreement is the OFCCP’s preferred route, but if such ef-
forts are unsuccessful, formal enforcement action is necessary. Contractors may 
lose their government contracts, the government may withhold their payments, 
or they may be debarred from any government contract work. How has the 
agency done? In 2007, for example, OFCCP conducted 4,923 compliance re-
views and recovered more than $51 million in back pay and other costs for 
22,251 workers. The number of companies debarred varies each year, from 
none to about eight.  55     

 Affirmative Action Remedies 

 In three different cases, the Supreme Court found that Congress specifically 
endorsed the concept of non-victim-specific racial hiring goals to achieve com-
pliance.  56   Further, the Court noted the benefits of flexible affirmative action 
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rather than rigid application of a color-blind policy that would deprive em-
ployers of flexibility in administering human resources. We will have more to 
say about this in a following section.   

 Employment Case Law: Some General Principles 

 Although Congress enacts laws, the courts interpret the laws and determine 
how they will be enforced. Such interpretations define what is called    case law,    
which serves as a precedent to guide future legal decisions. And, of course, 
precedents are regularly subject to reinterpretation. 
    In the area of employment, a considerable body of case law has accumu-
lated since 1964.  Figure 3–6  illustrates areas in which case law is developed 
most extensively. Lawsuits affecting virtually every aspect of employment have 
been filed, and in the following sections we will consider some of the most 
significant decisions to date.  

  Sex Discrimination 

 Suppose you run an organization that has 238 managerial positions—all filled 
by men. Only one promotional opportunity to a managerial position is avail-
able. Suppose that only a two-point difference in test scores separates the best-
qualified man from the best-qualified woman. What do you do? Until a 
landmark Supreme Court decision ( Johnson v. Santa Clara Transportation 
Agency   57  ), if you promoted the woman you invited a lawsuit by the man. If 
you promoted the woman to correct past discrimination (thereby acknowledg-
ing past bias), you would invite discrimination suits by women. No longer. 
The Supreme Court ruled unambiguously that in traditionally sex-segregated 
jobs, a qualified woman can be promoted over a marginally better qualified 
man to promote more balanced representation. The Court stressed the need for 
affirmative action plans to be flexible, gradual, and limited in their effect on 
whites and men. The Court also expressed disapproval of strict numerical 
quotas except where necessary (on a temporary basis) to remedy severe past 
discrimination. 

Figure 3–6
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    Many employers are in similar positions. That is, they have not been proven 
guilty of past discrimination, but they have a significant underrepresentation 
of women or other protected groups in various job categories. This decision 
clearly put pressure on employers to institute voluntary affirmative action pro-
grams, but at the same time it also provided some welcome guidance on what 
they were permitted to do. 
    Sex-discrimination cases have been argued under both theories of unlaw-
ful discrimination: disparate treatment (e.g., sexual harassment) as well as 
adverse impact (e.g., physical ability tests). Many cases involve allegations of 
gender stereotyping (unwitting preferences by managers).  58   After reviewing 
a number of such cases, one attorney concluded that in some cases, gender 
stereotyping reflects hostility, and in others, ignorance and surprise. Some 
react differently to women in power, not because they dislike the idea of 
women having power, but because seeing women in power is relatively new 
to them. Of one thing we can be sure, however: gender stereotypes are not a 
thing of the past, and they will play important roles in future employment-
law litigation.   

 Pregnancy 

 The EEOC’s interpretive guidelines for the Pregnancy Discrimination Act 
state:  

 A written or unwritten employment policy or practice which excludes from em-
ployment applicants or employees because of pregnancy, childbirth, or related 
medical conditions is in prima facie violation of Title VII.  59    

    Each year, the EEOC receives about 5,500 complaints related to pregnancy. 
In 2007, it resolved 4,979 of them and recovered $30 million in monetary 
 benefits for the complaining parties, excluding benefits recovered through 
 litigation.  60   
    Under the law, an employer is never  required  to give pregnant employees 
special treatment. If an organization provides no disability benefits or sick 
leave to other employees, it is not required to provide them for pregnant em-
ployees.  61   The actual length of maternity leave, however, is an issue to be deter-
mined by the woman’s and/or the company’s physician. 
    Economic pressures on employers may make legal action unnecessary in 
the future. Evidence now indicates that many employers are doing their best to 
accommodate pregnant women through flexible work scheduling and generous 
maternity leave policies.  62   Given that about 75 percent of the 68 million work-
ing women in the United States will become pregnant (three-quarters of whom 
will return to work),  63   combined with the tight labor markets that employers 
face for many types of skills, there really is no other choice.   

 Reproductive Hazards 

 Another way sex discrimination may be perpetuated is by barring women from 
competing for jobs that pose occupational health hazards to their reproductive 
systems. In a landmark decision  (UAW v. Johnson Controls Inc.) , the Supreme 
Court ruled on this issue.  64   It held that such “fetal protection” policies, which 
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had been used by more than a dozen major companies, including General 
Motors, DuPont, Monsanto, Olin, Firestone, and B. F. Goodrich, are a form of 
illegal sex discrimination that is prohibited by Title VII. At issue was the policy 
of Johnson Controls Inc., a car battery manufacturer, that excluded women of 
childbearing age (unless sterile) from jobs involving exposure to lead.  65   The 
company argued that its policy was based on the BFOQ exception to Title VII, 
because it was essential to a safe workplace. 
    The Supreme Court disagreed, ruling that the BFOQ exception is a narrow 
one, limited to policies that are directly related to a worker’s ability to do the 
job. “Women as capable of doing their jobs as their male counterparts may not 
be forced to choose between having a child and having a job. . . . Decisions 
about the welfare of future children must be left to the parents who conceive, 
bear, support, and raise them rather than to the employers who hire those par-
ents,” said the Court.  66   
    What are businesses to do? Clearly, they will have to provide more com-
plete information to inform and warn female (and male) workers about fetal 
health risks on the job. They may also urge women to consult their physicians 
before starting such assignments. However, the Supreme Court noted that it 
would be difficult to sue a company for negligence after it abandoned its fetal 
protection policy if (1) the employer fully informs women of the risk and (2) it 
has not acted negligently.  67   Mere exclusion of workers, both unions and manag-
ers agree, does not address chemicals remaining in the workplace to which 
other workers may be exposed, nor are women more sensitive to reproductive 
hazards than men. Changing the workplace, rather than the workforce, is a 
more enlightened policy.   

 Sexual Harassment 

 Sexual harassment is not really about sex. It’s about power—more to the point, 
the abuse of power.  68   In the vast majority of cases on this issue, females rather 
than males have suffered from sexual abuse at work. Such abuse may consti-
tute illegal sex discrimination, a form of unequal treatment on the job. How 
prevalent is it? More than 12,500 complaints were filed with the EEOC in 2007, 
and almost $50 million was recovered for charging parties and other aggrieved 
individuals.  69   Fully 90 percent of  Fortune  500 companies have dealt with sex-
ual harassment complaints, and more than a third have been sued at least once. 
It is perilous self-deception for a manager to believe that sexual harassment 
does not exist in his or her own organization. 
    What is    sexual harassment   ? According to the EEOC it is: “unwelcome sex-
ual advances, requests for sexual favors, and other verbal or physical conduct 
of a sexual nature when submission to or rejection of this conduct explicitly or 
implicitly affects an individual’s employment, unreasonably interferes with an 
individual’s work performance, or creates an intimidating, hostile, or offensive 
work environment.”  70   
    Actually, the “no frills” definition can be put into one word: “unwelcome.” 
According to the courts, for behavior to be treated as sexual harassment, the 
offender has to know that the behavior is unwelcome. If a person wants to file 
a grievance, therefore, it is important to be able to prove either that he or she 
told the perpetrator to back off or that the action was so offensive the harasser 
should have known it was unwelcome. 
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    While many behaviors can constitute sexual harassment, there are two 
main types:

    1.   Quid pro quo (you give me this; I’ll give you that).  
   2.   Hostile work environment (an intimidating, hostile, or offensive 

 atmosphere).    

       Quid pro quo harassment    exists when the harassment is a condition of 
employment. For example, consider the case of  Barnes v. Costle:  The plaintiff 
rebuffed her director’s repeated sexual overtures. She ignored his advice that 
sexual intimacy was the path she should take to improve her career opportuni-
ties. Subsequently the director abolished her job. The court of appeals found 
that sexual cooperation was a condition of her employment, a condition the 
director did not impose upon males. Therefore, sex discrimination occurred 
and the employer was liable.  73   
    The U.S. Supreme Court has gone even further. In two key rulings in 1998, 
Burlington Industries Inc. v. Ellerth   74   and  Faragher v. City of Boca Raton,   75   the 
Court held that employers always are potentially liable for a supervisor’s sex-
ual misconduct toward an employee, even if they knew nothing about that 

ETHICAL DILEMMA
Secret Taping of Supervisors: It May Be Legal, But Is It Ethical?

Employees who think a supervisor is out to get 
them have something new up their sleeves: 
hidden tape recorders. Secret tapings are on 
the rise, often by employees trying to protect 
their jobs, and aided by the availability of 
cheap, miniature recorders. Such  taping, 
often done to support legal claims, 
outrages and exasperates employers. 
Defenders counter that secret record-
ing sometimes is the only way to 
bring out the truth.
 Federal law allows secret taping, as 
long as one of the people being recorded 
knows about it. However, in at least 11 other 
states, including California, the law requires 
that everyone being taped must know that he or 
she is being recorded (so-called “dual-consent” 
states).71

 Most companies confronted with a tape 
quickly settle out of court. In one case, for ex-
ample, a pregnant saleswoman’s coworkers told 
her outright that they would force her off the 
job by making life hard on her at work. The 

workers were afraid the pregnancy would stop 
the woman from racking up sales, and they all 
would lose a bonus as a result. Once the woman 
sued for pregnancy discrimination, the cowork-

ers lied about threatening her. They said, 
“We were all happy for her—we gave her 

a big hug when we found out she was 
pregnant.” But the woman produced a 
secret tape she had made of the threats 
and won a $180,000 settlement.

 What is a business to do? Issue 
a policy against covert recording. That 

way, employees who tape can be fired for 
breaking company rules. In states where secret 
taping is illegal, companies can turn the tables 
on employees by using the recordings against 
them. Employment lawyers also advise compa-
nies to hire experts to make sure the tapes are 
authentic and have not been edited. How about 
coworkers and managers? The cheapest and 
best protection of all is to avoid saying things 
you would be embarrassed to go into on a wit-
ness stand . . . or to see on the evening news.72
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supervisor’s conduct. However, in some cases an employer can defend itself by 
showing that it took reasonable steps to prevent harassment on the job. 
       Hostile-environment harassment    was defined by the Supreme Court in the 
case of  Meritor Savings Bank v. Vinson .  76   Vinson’s boss had abused her verbally 
as well as sexually. However, because Vinson was making good career progress, 
the district court ruled that the relationship was a voluntary one having  nothing 
to do with her continued employment or advancement. The Supreme Court 
disagreed, ruling that whether the relationship was “voluntary” is irrelevant. 
The key question was whether the sexual advances from the supervisor were 
“unwelcome.” If so, and if they are “sufficiently severe or pervasive to be 
 abusive,”  77   then they are illegal. 
    This case was groundbreaking because it expanded the definition of harass-
ment to include verbal or physical conduct that creates an intimidating,  hostile, 
or offensive work environment or interferes with an employee’s job perfor-
mance. Employers may also be liable for the harassing actions of nonemploy-
ees, such as customers, if they fail to take reasonable steps to stop the harassing 
behavior.  78   As we noted earlier, the Civil Rights Act of 1991 permits victims of 
sexual harassment—who previously could be awarded only missed wages—to 
collect a wide range of punitive damages and attorney’s fees from employers 
who mishandle a complaint. 
    In a more recent case,  Pennsylvania State Police v. Suders ,  79   the Supreme 
Court emphasized that an employer has no defense when a supervisor harasses 
an employee and an adverse employment action results. In hostile-environment 
cases, however, the employer may avoid liability if it can prove that (1) it  exercised 
reasonable care to prevent and promptly correct any sexually harassing behavior, 
and (2) the plaintiff failed to use any preventive or corrective methods provided by 
the employer. The key is to establish and follow a thorough anti- harassment pro-
gram in the workplace.  80   U.S. harassment laws are strict and  specific, more so than 
in many other countries. As a result, foreign-based firms may be slower to react to 
harassment claims in the United States To avoid potential problems, experts 
 recommend that foreign-based firms design special orientation programs for newly 
arrived executives that focus on acceptable behavior in the United States.  81    

 Preventive Actions by Employers 
 What can an employer do to escape, or to at least limit, its liability for the sexu-
ally harassing acts of its managers or workers? An effective policy should 
 include the following features:  82    

�   A statement from the chief executive officer that states firmly that sexual 
harassment will not be tolerated.  

�   A workable definition of sexual harassment that is publicized via staff 
 meetings, bulletin boards, handbooks, and in new-employee orientation 
 programs. It should also include concrete examples of inappropriate 
 behaviors (e.g., derogatory comments, demeaning jokes, visual messages, 
nicknames that refer to a person’s membership in any protected group).  

�   Create an effective complaint procedure that includes multiple ways to file 
complaints (supervisor, high-level manager, senior manager, HR representa-
tive, or hotline), because the more choices employees have, the less reason-
able will be their failure to complain. Every employee must sign a written 
acknowledgement of receipt of the policy.  
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�   A clear statement of sanctions for violators and protection for those who 
make charges.  

�   Prompt, confidential investigation of every claim of harassment, no matter 
how trivial.  

�   Preservation of all investigative information, with records of all such com-
plaints kept in a central location.  

�   Regular training of all managers and supervisors, including top managers, 
to model appropriate behavior and to recognize and respond to com-
plaints. Give them written materials that outline their responsibilities and 
obligations when a complaint is made. Each person needs to sign a written 
acknowledgement of his or her participation in the training.  

�   Follow-up to determine if harassment has stopped.  83        

 Age Discrimination 

 The EEOC’s guidelines on age discrimination emphasize that in order to de-
fend an adverse employment action against employees age 40 and over, an 
employer must be able to demonstrate a “business necessity” for doing so. 
That is, it must be able to show that age is a factor  directly related to the safe, 
efficient operation of a business. To establish a prima facie case of age dis-
crimination with respect to termination, for example, an individual must 
show that  84   

   1.   She or he is within the protected age group (40 years of age and over).  
   2.   She or he is doing satisfactory work.  
   3.   She or he was discharged despite satisfactory work performance.  
   4.   The position was filled by a person younger than the person replaced.    

   For example, an employee named Schwager had worked for Sun Oil Ltd. for 
18 years, and his retirement benefits were to be vested (i.e., not contingent 
on future service) at 20 years. When the company reorganized and had to 
 reduce the size of its workforce, the average age of those retained was 
35 years, while the average age of those terminated was 45.7 years. The 
 company was able to demonstrate, however, that economic considerations 
prompted the reorganization and that factors other than age were consid-
ered in  Schwager’s termination. The local manager had to let one person go, 
and he chose Schwager because he ranked lowest in overall job performance 
among salespeople in his district and did not measure up to their standards. 
Job performance, not age, was the reason for Schwager’s termination. 
 Employers can still fire unproductive workers, but the key is to base em-
ployment  decisions on ability, not on age.  85   Aside from termination, age-
discrimination complaints are likely to arise following reductions in force, or 
employment decisions that involve discipline, selection, or promotion. They 
can be brought under disparate treatment or  adverse impact  theories of 
 discrimination.  86   
    If a case gets to a jury, aggrieved employees have a 78 percent success 
rate at both state and local jury trials. In federal district courts, the median 
 age- discrimination verdict is almost $300,000, tops for all types of 
 discrimination.  87   
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   “Overqualified” Job Applicants 

 Employers sometimes hesitate to hire an individual who has a great deal of 
experience for a job that requires few qualifications and may be only an entry-
level job. They assume that an overqualified individual will be bored in such a 
job or is using the job only to get a foot in the door so he or she can apply for 
another job at a later time. Beware of violating the Age Discrimination in 
 Employment Act! An appeals court has ruled that rejection of an older worker 
because he or she is overqualified may be a pretext to mask the real reason for 
rejection—the employee’s age.  90   
    The key to success seems to be careful assessment prior to hire. Begin by 
defining overqualified. Is it too much experience? Is it being at the wrong level? 
Or is it salary expectations? How much is too much? Then ask if you can do some-
thing to position the job opportunity to take better advantage of this applicant’s 
experience. Can you change or modify the job? Can the person be fast-tracked into 
a new position? With these strategies in mind, give applicants a realistic preview 
of what the job will be—the good, the bad, and the ugly. You want to note all the 
advantages, but also the things that might make the job less satisfying for an over-
qualified person. Doing so allows the candidate to make his or her own judgment. 
Finally ask, “Is there anything in this job that you feel wouldn’t engage you?”  91     

 Seniority 

 Seniority is a term that connotes length of employment. A    seniority system    is a 
scheme that, alone or in tandem with “nonseniority” criteria, allots to 
 employees ever-improving employment rights and benefits as their relative 
lengths of pertinent employment increase.  92   
    Various features of seniority systems have been challenged in the courts for 
many years.  93   However, one of the most nettlesome issues is the impact of 

LEGALITIES“ENGLISH-ONLY” RULES—NATIONAL ORIGIN DISCRIMINATION?

Rules that require employees to speak only English in the workplace have come 
under fire in recent years. Employees who speak a language other than English 
claim that such rules are not related to the ability to do a job and have a harsh 
impact on them because of their national origin. The EEOC and many courts 
agree that blanket English-only rules that lack business justification amount to 
unlawful national origin discrimination.88

 Employers should be careful when instituting such a rule. While it is not nec-
essarily illegal to make fluency in English a job requirement or to discipline an 
employee for violating an English-only rule, employers must be able to show there 
is a legitimate business need for it. For example, it’s a safety issue when medical 
workers or firefighters do not understand or cannot make themselves under-
stood.89 Avoid requiring the use of English at all times and in all areas of the work-
place. Inform employees in advance of the circumstances where speaking only in 
English is required and of the consequences of violating the rule. (Conversely, 
many employers would be delighted to have a worker who can speak the  language 
of a non-English-speaking customer.) Otherwise, the employer may be subject to 
discrimination complaints on the basis of  national origin.
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 established seniority systems on programs designed to ensure equal employ-
ment opportunity. Employers often work hard to hire and promote members of 
protected groups. If layoffs become necessary, however, those individuals may 
be lost because of their low seniority. As a result, the employer takes a step 
backward in terms of workforce diversity. What is the employer to do when 
seniority conflicts with EEO? 
    The U.S. Supreme Court has been quite clear in its rulings on this issue in 
two landmark decisions:  Firefighters Local Union No. 1784 v. Stotts   94   (decided 
under Title VII) and  Wygant v. Jackson Board of Education   95   (decided under the 
equal protection clause of the Fourteenth Amendment). The Court ruled that 
an employer may not protect the jobs of recently hired African-American 
 employees at the expense of whites who have more seniority.  96   
    Voluntary modifications of seniority policies for affirmative action  purposes 
remain proper, but where a collective bargaining agreement exists, the consent 
of the union is required. Moreover, in the unionized setting, courts have made 
it clear that the union must be a party to any decree that modifies a bona fide 
seniority system.  97   More recently, in  US Airways v. Barnett ,  98   the Supreme 
Court ruled that that an employer is not required to grant an employee with a 
disability a job in place of an employee with more seniority—if a seniority 
 system normally is used as a fundamental factor in such decisions. The Court 
emhasized that seniority does not always trump the ADA, and that such a ques-
tion must be resolved on a case-by-case basis.  99     

 Testing and Interviewing 

 Title VII clearly sanctions the use of “professionally developed” ability tests. 
Nevertheless, it took several landmark Supreme Court cases to clarify the 
proper role and use of tests. The first was  Griggs v. Duke Power Co.,  the most 
significant EEO case ever, which was decided in favor of Griggs.  100   Duke Power 
was prohibited from requiring a high school education or the passing of an 
 intelligence test as a condition of employment or job transfer because it could 
not show that either standard was significantly related to job performance:  

 What Congress has forbidden is giving these devices and mechanisms controlling 
force unless they are demonstrably a reasonable measure of job performance. . . . 
What Congress has commanded is that any tests used must measure the person for 
the job and not the person in the abstract.  101    

   The ruling also included four other general principles:

    1.   The law prohibits not only open and deliberate discrimination but also prac-
tices that are fair in form but discriminatory in operation. That is, Title VII 
prohibits practices having an adverse impact on protected groups, unless 
they are job related. This is a landmark pronouncement because it officially 
established adverse impact as a category of illegal discrimination. 

      For example, suppose an organization wants to use prior arrests as a 
basis for selection. In theory, arrests are a “neutral” practice because all 
persons are equally subject to arrest if they violate the law. However, if 
arrests cannot be shown to be job related, and, in addition, if a signifi-
cantly higher proportion of African Americans than whites is arrested, the 
use of arrests as a basis for selection is discriminatory in operation.  
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   2.   The employer bears the burden of proof that any requirement for employ-
ment is related to job performance. As affirmed by the Civil Rights Act of 
1991, when a charge of adverse impact is made, the plaintiff must identify 
a specific employment practice as the cause of the discrimination. If the 
plaintiff is successful, the burden shifts to the employer.  

   3.   It is not necessary for the plaintiff to prove that the discrimination was 
intentional; intent is irrelevant. If the standards result in discrimination, 
they are unlawful.  

   4.   Job-related tests and other employment selection procedures are legal and 
useful.    

    The confidentiality of individual test scores has also been addressed both 
by the profession  102   and by the courts. Thus, the Supreme Court affirmed the 
right of the Detroit Edison Company to refuse to hand over to a labor union 
copies of aptitude tests taken by job applicants and to refuse to disclose indi-
vidual test scores without the written consent of employees.  103   
    As is well known, interviews are commonly used as bases for employment 
decisions to hire or to promote certain candidates in preference to others. Must 
such “subjective” assessment procedures satisfy the same standards of job 
 relatedness as more “objective” procedures, such as written tests? If they  produce 
an adverse impact against a protected group, the answer is yes,  according to the 
Supreme Court in  Watson v. Fort Worth Bank & Trust .  104   
    As in its  Griggs  ruling, the Court held that it is not necessary for the plain-
tiff to prove that the discrimination was intentional. If the interview ratings 
result in adverse impact, they are presumed to be unlawful, unless the  employer 
can show some relationship between the content of the ratings and the require-
ments of a given job. This need not involve a formal validation study, although 
the Court agreed unanimously that it is possible to conduct such studies when 
subjective assessment devices are used.  105   The lesson for employers? Be sure 
that there is a legitimate, job-related reason for every question raised in an 
 employment or promotional interview. Limit questioning to “need to know,” 
rather than “nice to know,” information, and monitor interview outcomes for 
adverse impact. Validate this selection method. It is unwise to wait until the 
selection system is challenged.   

 Personal History 

 Frequently, job-qualification requirements involve personal background infor-
mation. If the requirements have the effect of denying or restricting equal 
 employment opportunity, they may violate Title VII. For example, in the  Griggs v. 
Duke Power Co.  case, a purportedly neutral practice (the high school education 
requirement that excluded a higher proportion of African Americans than whites 
from employment) was ruled unlawful because the company could not show 
that it was related to job performance. Other allegedly neutral practices that have 
been struck down by the courts on the basis of non-job relevance include

�   Recruitment practices based on present employee referrals, where the work-
force is nearly all white to begin with  106    

�   Height and weight requirements  107    
�   Arrest records, because they show only that a person has been accused of a 

crime, not that she or he was guilty of it; thus arrests may not be used as a 



104 Part 1 Environment

basis for selection decisions,  108   except in certain sensitive and responsible 
positions (e.g., police officer, school principal).  109    

�   Conviction records, unless the conviction is directly related to the work to 
be performed (e.g., a person convicted of embezzlement applying for a job 
as a bank teller).  110   In addition, employers should consider carefully the 
nature and gravity of the offense, the time that has passed since the convic-
tion and/or completion of the sentence, and the nature of the job held or 
sought.  111      

    Despite such decisions, personal history items are not unlawfully discrimi-
natory per se, but to use them you must show that they are relevant to the job 
in question. Just as with employment interviews, collect this information on a 
“need to know,” not on a “nice to know,” basis.   

 Preferential Selection 

 In an ideal world, selection and promotion decisions would be color blind. 
Thus, social policy as embodied in Title VII emphasizes that so-called    reverse 

discrimination    (discrimination against whites and in favor of members of pro-
tected groups) is just as unacceptable as is discrimination by whites against 
members of protected groups.  112   Indeed, this riddle has perplexed courts and 
the public since the dawn of affirmative action 40 years ago: How do you make 
things fair for oppressed groups while continuing to treat people as equal 

These people are protesting 
the  passage of an antiaffir-
mative  action law.
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individuals?  113   Court cases, together with the Civil Rights Act of 1991, have 
clarified a number of issues in this area: 

    1.   Courts may order, and employers voluntarily may establish, affirmative action 
plans, including goals and timetables, to address problems of underutiliza-
tion of women and minorities. Individuals who were not parties to the orig-
inal suit may not reopen court-approved affirmative action settlements.  

   2.   The plans need not be directed solely to identified victims of discrimina-
tion but may include general, classwide relief.  

   3.   While the courts will almost never approve a plan that would result in 
white people losing their jobs through layoffs, they may sanction plans 
that impose limited burdens on whites in hiring and promotions (i.e., 
plans that postpone hiring and promotion).   

    What about numerically based preferential programs? The U.S. Supreme 
Court issued two landmark rulings in 2003 that clarified this issue. Both cases 
represented challenges to admissions policies at the University of Michigan, one 
involving undergraduate admissions  (Gratz v. Bollinger)  and one involving law-
school admissions  (Grutter v. Bollinger) .  114   The undergraduate admissions policy 
was struck down because it was too mechanistic. It awarded 20 points of the 150 
needed for admission (8 points more than is earned for a perfect SAT score) to 
any member of an officially recognized minority group. Such a disguised quota 
system denied other applicants the equal protection of the law guaranteed by the 
Fourteenth Amendment to the Constitution, and thus it was ruled illegal. 
    However, the Court also was mindful of arguments from leading businesses, 
educational institutions, and former military officials that a culturally diverse, 
well-educated workforce is vital to the competitiveness of the U.S. economy 
and that an integrated officer corps produced by diverse military academies 
and ROTC programs is vital to national security. The Court upheld the law 
school’s approach to enrolling a “critical mass” of African Americans, Latinos, 
and Native Americans, under which the school considers each applicant indi-
vidually and sets no explicit quota. To be consistent with the constitutional 
guarantee of equal treatment for all under the law, race-conscious admissions 
must be limited in time. Thus, the Court noted, “We expect that 25 years from 
now the use of racial preferences will no longer be necessary.” 
    The Court emphasized that diversity is a “compelling state interest” but that 
universities may not use quotas for members of racial or ethnic groups or put 
them on separate admissions tracks. The law school’s admissions policy satisfied 
these principles by ensuring that applicants are evaluated individually. Under 
that approach, the Court noted, a nonminority student with a particularly inter-
esting contribution to make to the law school’s academic climate may sometimes 
be preferred over a minority student with better grades and test scores. 
    The net effect of the two rulings is to permit public and private universities to 
continue to use race as a “plus factor” in evaluating potential students—provided 
they take sufficient care to evaluate individually each applicant’s ability to 
 contribute to a diverse student body.  115   The Court made clear that its rationale for 
considering race was not to compensate for past discrimination, but to obtain 
 educational benefits from a diverse student body. Corporate hiring policies also 
will have to reflect the Court’s double message: Diversity efforts are acceptable, 
but quotas aren’t.  116   
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IMPACT OF LEGAL FACTORS ON PRODUCTIVITY, QUALITY 

OF WORK LIFE, AND THE BOTTOM LINE

There are both direct and indirect costs associated with unlawful discrimina-
tion. For example, sexual harassment can create high levels of stress and anxiety 
for both the victim and the perpetrator. These psychological reactions can lead 
to outcomes that increase labor costs for employers. Job performance may suffer, 
and absenteeism, sick leave, and turnover may increase. Both internal discrimi-
nation against present employees and external discrimination against job appli-
cants can lead to costly lawsuits. Litigation is a time-consuming, expensive 
exercise that no organization wants.117 Yet organizations have been hit with law-
suits affecting virtually every aspect of the employment relationship, and many 
well-publicized awards to victims have reached millions of dollars.
 Let’s not view the legal and social aspects of the HR management process 
exclusively in negative terms. Most of the present civil rights laws and regu-
lations were enacted as a result of gross violations of individual rights. In 
most instances, the flip side of unlawful discrimination is good HR practice. 
For  example, it is good practice to use properly developed and validated 
employment-selection procedures and performance-appraisal systems. It is good 
HR practice to treat people as individuals and not to rely on stereotyped group 
membership characteristics (e.g., stereotypes about women, ethnic groups, 
older workers, workers with disabilities). Finally, it just makes good sense to 
pay people equally, regardless of gender, if they are equally qualified and are 
doing the same work. These kinds of HR practices can enhance productivity, 
provide a richer quality of work life, and contribute directly to the overall 
profitability of any enterprise.

 RETALIATION: A NEW LEGAL STANDARD AND SOME 
PREVENTIVE MEASURES 

  Retaliation claims almost doubled between 1992 and 2003, from 11,096 to 
22,690.  118   In fiscal year 2007, the EEOC received 26,663 charges of retaliation 
 discrimination. It resolved 22,265 of those charges, and recovered more than 
$124 million in monetary benefits for charging parties and other aggrieved 
 individuals (not including monetary benefits obtained through litigation). 
 According to the EEOC, the vast majority of retaliation claims still generally 
involve actions such as discharge and suspension. 
  Nevertheless, the best way to avoid liability for retaliation is to prevent 
it from ever happening. Two management actions can help: (1) add an anti-
retaliation policy (or update an existing one), and (2) provide specific training to 
supervisors on retaliation, using  BNSF v. White  to explain what might constitute 
retaliation. 
  Experts recommend that an anti-retaliation policy include the following 
five elements:

 1.    A clear statement that, like discrimination and harassment, retaliation is 
prohibited by both law and company policy, and that retaliatory acts will 
lead to discipline and/or discharge.  

     Human Resource 
Management 
in Action: 
Conclusion 
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 2.   A brief illustration of types of conduct that might be prohibited by the 
policy.  

 3.   A mechanism for reporting possible acts of retaliation.  
 4.   A statement that complaints will be promptly investigated and resolved 

as appropriate.  
 5.   A statement that complaints will be maintained as confidential to the 

 extent practicable, given the need to investigate and resolve issues.
  With respect to training, an effective program will include the following:
 a.     A straightforward description of the company’s anti-harassment 

 policy.  
 b.    Examples and stories to explain what acts could be viewed as retalia-

tory, since retaliation might be even more difficult to define than 
 harassment.  

 c.   An explanation of the consequences of engaging in retaliation.  
 d.    Practical steps and suggestions on how supervisors should vet  possible 

actions toward protected employees with HR or legal counsel before 
acting.       

  Attorneys and HR professionals are well aware that it doesn’t take a strong 
discrimination case to make a strong retaliation case. In fact, it’s often the weak 
discrimination claim that produces the big-time retaliation lawsuit. Updated 
policies, effective training, and thoughtful attention to possible retaliatory 
 actions by supervisors and higher-level managers can help safeguard an organi-
zation from potential legal liability.    

   SUMMARY 

 Congress enacted the following laws to promote fair employment. They provide 
the basis for discrimination suits and subsequent judicial rulings:

�   Thirteenth and Fourteenth Amendments to the U.S. Constitution  
�   Civil Rights Acts of 1866 and 1871  
�   Equal Pay Act of 1963  
�   Title VII of the Civil Rights Act of 1964  
�   Age Discrimination in Employment Act of 1967 (as amended in 1986)  
�   Immigration Reform and Control Act of 1986  
�   Americans with Disabilities Act of 1990  
�   Civil Rights Act of 1991  
�   Family and Medical Leave Act of 1993  
�   Executive Orders 11246, 11375, and 11478  
�   Rehabilitation Act of 1973  
�   The Vietnam Era Veterans Readjustment Act of 1974  
�   Uniformed Services Employment and Reemployment Rights Act of 1994    

  The Equal Employment Opportunity Commission (EEOC) and the Office of 
Federal Contract Compliance Programs (OFCCP) are the two major federal 



108 Part 1 Environment

 regulatory agencies charged with enforcing these nondiscrimination laws. The 
EEOC is responsible both for private and public nonfederal employers, unions, 
and employment agencies. The OFCCP is responsible for ensuring compliance 
from government contractors and subcontractors. 
  A considerable body of case law has developed, affecting almost all aspects 
of the employment relationship. We discussed case law in the following areas:

�   Sex discrimination, sexual harassment, reproductive hazards, and pregnancy  
�   Age discrimination  
�   National origin discrimination  
�   Seniority  
�   Testing and interviewing  
�   Personal history (specifically, pre-employment inquiries)  
�   Preferential selection    

  The bottom line in all these cases is that, as managers, we need to be very 
clear about job requirements and performance standards, we need to treat 
 people as individuals, and we must evaluate each individual fairly relative to 
job requirements and performance standards.  

IMPLICATIONS FOR MANAGEMENT PRACTICE

A manager can easily feel swamped by 
the maze of laws, court rulings, and 
regulatory-agency pronouncements 
that  organizations must navigate 
through. While it is true that in the 
foreseeable future there will con-
tinue to be legal pressure to avoid 
unlawful discrimination, as we saw in 
Chapter 1, there will be great economic 

pressure to find and retain top talent. Work-
force  diversity is a competitive necessity, 

and employers know it. Progressive 
managers recognize that now is the 
time to begin  developing the kinds of 
 corporate  policies and interpersonal 
skills that will enable them to operate 

effectively in diverse, multicultural 
work environments.

  equal employment opportunity    

  discrimination    

  unequal treatment    

  direct evidence    

  circumstantial evidence    

  mixed-motive cases    

  adverse-impact discrimination    

  affirmative action    

  bona fide occupational qualifications    

  prima facie case    

  race-norming    

  essential functions    

  disability    

  qualified job applicant    

  systemic discrimination    

  contract compliance    

  case law    

  sexual harassment    

  quid pro quo harassment    

  hostile-environment harassment    

  seniority system    

  reverse discrimination      

  KEY TERMS  
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  DISCUSSION QUESTIONS  

   3–1.   If you were asked to advise a private employer (with no government contracts) 
of its equal employment opportunity responsibilities, what would you say?  

   3–2.   As a manager, what steps can you take to deal with the organizational impact of 
the Family and Medical Leave Act?  

   3–3.   Prepare a brief outline of an organizational policy on sexual harassment. Be 
sure to include complaint, investigation, and enforcement procedures.  

   3–4.   What steps would you take as a manager to ensure fair treatment for older 
 employees?  

   3–5.   Collect two policies on EEO, sexual harassment, or family and medical leave 
from two different employers in your area. How are they similar (or different)? 
Which aspects of the policies support the appropriate law?     

 APPLYING YOUR KNOWLEDGE 

   Case 3–1   A Case of Harassment? 

  Erin Dempsey was working late trying to finish the analysis of the ticket report for her 
boss, Ron Hanson. The deadline was tomorrow, and she still had several hours of work 
to do before the analysis would be finished. Erin did not particularly enjoy working late, 
but she knew Ron would be expecting the report first thing in the morning. She had 
been working very hard recently, hoping that she would earn a promotion to senior 
travel agent at the large urban travel agency where she was employed. Getting the ticket 
report done on time would be absolutely essential for any promotion opportunities. 
  Matt Owens, a coworker at the travel agency, was also working late that evening. 
Suddenly, he appeared in her office uninvited and sat down in the side chair. “Got a big 
date tonight, eh, Erin?” Matt said with a touch of sarcasm in his voice. 
  “I’m working very hard on the ticket report tonight Matt, and I really could use a bit 
of privacy.” Erin had sensed before that Matt was a pest, and she hoped that by being 
rather direct with him he would leave her alone. 
  “A cute chick like you shouldn’t waste a perfectly good Wednesday evening work-
ing late.” 
  “Please, Matt, I’ve got work to do.” 
  “Oh come on, Erin. I’ve noticed the way you act when you walk by my office or 
when we pass in the halls. It’s clear that you’re dying to go out with me. Some things a 
guy can just sense. This is your big chance. I’ll tell you what. Let’s go to dinner at that 
new intimate French restaurant up on the hill. Afterwards we can stop by my place for 
some music, a fire in the fireplace, and a nightcap. I make a great Black Russian. What 
do you say?” 
  Erin was furious. “I say you’re an egotistical, self-centered, obnoxious, dirty old 
man. If you don’t get out of here right now, I’m going to call Ron Hanson at home and 
tell him that you’re keeping me from finishing the ticket report.” 
  “Oh my, you’re even sexier when you’re angry. I like that in a woman.” 
  Erin could see that she was getting nowhere fast with this approach, so she decided 
to leave the room in hopes that Matt would get the hint and go home. As she stormed 
through the door, Matt mockingly held the door ajar, said “After you, sweet thing,” and 
then patted Erin on the backside as she passed. Erin stopped in her tracks, turned to Matt, 
and said, “If you  ever  do that again, I’ll . . .” She was so mad that she couldn’t think of an 
appropriate threat. So instead she just stormed off down the hall and left the building. 
  The next morning, Erin was waiting in the office of Daryl Kolendich, the owner of 
the travel agency, when he arrived at work. Erin knew that Ron Hanson would probably 
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be angry that she had gone over his head to the agency owner, but she was so furious 
with Matt Owens that she wanted immediate action. She described the incident to Daryl 
and demanded that some sort of disciplinary action be taken with Matt. 
  “Now calm down, Erin. Let’s think through this problem a bit first. Isn’t it possible 
that you can handle this sort of problem yourself? Is it possible that you may in fact 
have been encouraging Matt to act this way? Look, I understand that you’re upset. I 
would be too, if I were in your shoes. But look at it this way. We’ve been hiring male 
travel agents for only the last few years now. Prior to that time there were only female 
agents, so problems like these never arose. Matt is from an older generation than yours. 
It takes time for men like him to get used to working on an equal basis with women. 
Can’t you just try to make sure over the next few weeks that you give him no encourage-
ment at all? If you do, I’m sure this problem will take care of itself.” 
  Erin was not at all convinced. “But I  did  make it very clear I was not interested in 
him. It seemed to make him even more persistent. You’re the owner and the boss here, 
and I’ll do what you ask, but it seems to me that it’s your responsibility to make sure this 
kind of sexual harassment doesn’t take place in this agency.” 
  “Erin, has your supervisor Ron Hanson ever suggested that your job opportunities 
here would be improved if you went out with him? Have I ever in any way intimated 
that a date with me could lead to a promotion for you?” 
  Erin was silent. It was true that none of the management staff at the agency had 
been guilty of sexual harassment. In fact, both Ron and Daryl had been highly 
 supportive of her work ever since she arrived. Her annual pay raises had been higher 
than those of most other coworkers, both male and female. 
  Daryl broke the silence. “I guess my point is that we don’t have a sexual harassment 
situation here. Please try what I’ve suggested and let me know in a couple of weeks if 
you feel it hasn’t worked.” 

  Questions  

   1.   What is sexual harassment in the workplace? Was Matt Owens guilty of sexual 
harassment?  

   2.   If you were Erin Dempsey, what would you do?  
   3.   What is an organization’s responsibility with respect to sexual harassment among 

coworkers or supervisor-subordinate pairs? Do you think that Daryl Kolendich re-
sponded appropriately to the problem?  

   4.   Outline a brief policy that an organization could adopt to protect itself from sexual 
harassment lawsuits.        
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 Questions This Chapter Will Help Managers Answer 

  1.  Are there business reasons I should pay attention to “managing diversity”? 

  2.  What are leading companies doing in this area? 

  3.  What can I do to reverse the perception among many managers that the 

growing diversity of the workforce is a problem? 

  4.  How can I maximize the potential of a racially and ethnically diverse 

workforce? 

  5.  What can I do to accommodate women and older workers?     

4  DIVERSITY AT WORK   

   C H A P T E R
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 MAKING THE BUSINESS CASE FOR DIVERSITY* 

  Diversity is more than just a passing blip on the corporate conscience. Over the 
past few years it has become a major competitive factor for many companies, and 
even something they are proud of. As an example, consider the  Fortune’s  top 
5 best companies to work for in 2007 and the percentage of women and minori-
ties they employ, respectively: Google (36%, 31%); Genentech (43%, 50%); 
 Wegmans Food Markets (15%, 54%); Container Store (30%, 63%); and Whole 
Foods Market (45%, 44%). Yet others remain to be convinced. They want the 
business justification for diversity to be sound and demonstrable. To do that, it’s 
necessary to address five major issues. Here’s how some companies responded:

    1.    How does diversity help an organization expand into global markets?  
“Our customers, suppliers, and strategic partners are increasingly global 
and multicultural. We must be positioned to relate to them” (Hewlett-
Packard). “Our major growth opportunities will occur outside of our 
North American business. Our objectives for business growth for the next 
decade indicate that our international business will be as large as our 
 domestic business. Diversity is a business imperative. There is no way to 
achieve our business strategy unless we develop and utilize diversity in 
the marketplace to achieve competitive advantage around the world. Just 
five years ago all of our operations were located at U.S. headquarters. Now 
four of our seven businesses are located outside of the United States in 
different regions of the globe” (Procter & Gamble).  

   2.    How can diversity help build brand equity, increase consumer purchas-
ing, and grow the business?  As a result of hiring a multicultural staff, 
 including Hispanics, for its previously homogeneous marketing depart-
ment, Amtrak learned that a large percentage of the Latino population in 
the West relies not only on Spanish-language radio and newspapers for 
travel information, but also on Latino Catholic publications. At least 
partly as a result of advertising in those publications as well, ridership 
on Amtrak’s West Coast routes has increased by 47 percent. Corporate 
America also purchases supplies from minority-owned suppliers. How 
much? In 2007 Microsoft alone purchased $685 million in goods and 
 services from minority- and women-owned businesses.  1    

   3.    How does diversity support the organization’s human asset/resource strat-
egies?  “We are facing a tremendous threat to our ability to retain top tal-
ent. Our attrition rate for our technical managers exceeds 28 percent. The 
percentages are greater for our technical managers who are under the age 
of 30, those with three to eight years’ tenure, and across all race and gen-
der categories. The dollar impact of losing this talent exceeds $15 million 
annually. The loss in intellectual capital is incalculable. The notion that 
our attrition is consistent with industry trends is totally unacceptable. We 
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*Sources: Bye, P. L. (2007, June). Realizing the full potential of diversity and inclusion as a core 
business strategy. Retrieved from www.shrm.org/hrresources/whitepapers_published/CMS_021938.
asp#P-4_0; Marquis, J. P., Lim, N., Scott, L. M., Harrell, M. C., & Kavanagh, J. (2008). Managing 
diversity in corporate America. Santa Monica, CA: Rand. 100 Best Companies to Work For 2007. 
Retrieved from www.mutualfunds.us/magazines/fortune/bestcompanies/2007; Gunther, M. (2006, 
Dec. 11). Queer, Inc.: How corporate America fell in love with gays and lesbians. It’s a movement. 
Fortune, pp. 94–110; Kochan, T., Bezrukova, K., Ely, R., Jackson, S., Joshi, A., Jehn, K., Leonard, J., 
Levine, D., & Thomas, D. (2003). The effects of diversity of business performance: Report of the 
diversity research network. Human Resource Management, 42 (1), 3–21.
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cannot hire talent fast enough to replace this brain drain. Diversity is a 
strategic imperative to retaining top talent and reducing our attrition rate 
by 50 percent in the next two years. We must identify the compelling 
 factors that ensure we retain that talent for which we have invested so 
heavily” ( Fortune  50 IT company, headquartered in the United States).  

   4.    How does diversity build our corporate image among our consumers?  
Qualified and interested people are often attracted to employers who are 
able to show that they are committed to developing and promoting a wide 
array of people. Consider IBM, for example. Since 1995 the number of 
 female executives worldwide has increased by 490 percent. The number of 
self-identified gay, lesbian, bisexual, and transgender (GLBT) employees 
has grown even faster—and the number of executives with disabilities has 
more than tripled. IBM buys $2.1 billion worth of goods and services from 
suppliers owned by women, minorities, or GLBT people, and it sells more 
than $500 million of goods and services by marketing to those groups.  

   5.    How does diversity enhance operational efficiency?  Employees from all 
groups now expect more from organizations—from nondiscriminatory, 
hostility-free workplaces to flexible schedules and benefits that include 
child-care assistance and work-life policies. A company’s return on in-
vestment is reduced when commitment and productivity are lost because 
employees do not feel valued, time is wasted with conflicts and misun-
derstandings, and money is spent on legal fees and settlements. Con-
versely, an environment where employees feel valued and included yields 
greater commitment and motivation to succeed. It also means fewer re-
sources spent on grievances, turnover, and replacement costs.    

  Of necessity, building the business case for diversity in any given company 
will vary, but in general it can be stated in two compelling arguments: (1) For 
both large and small companies these days, the neighborhood in which they sell 
is the entire world, so it is essential that their workforces look and think like the 
world, in all of its ethnic, racial, and behavioral variety. (2) The demographics of 
the United States are changing so dramatically that over the coming decades it 
will be impossible for employers to fill their ranks with members of the tradi-
tional workforce—white males. By 2040 an estimated 70 percent of American 
workers will be either women or members of what are now racial minorities. 
  While we can make a persuasive business case for diversity, a five-year 
 research project in four large firms found few direct positive or negative effects 
of diversity on business performance. The researchers suggested that a more 
“nuanced” view of the business case for diversity may be more appropriate. In 
the concluding section of this case, we examine more closely that nuanced 
view and its implications for managers.  

 Challenges  

   1.   What is the objective of building and managing a diverse workforce?  
   2.   Is there additional information beyond these five issues that you feel is 

necessary to make the business case for diversity?  
   3.   What steps can you take as a manager to become more effective in a work 

environment that is more diverse than ever?      
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 The United States workforce is diverse—and becoming more so every year.  2  

�    More than half the U.S. workforce now consists of racial minorities (i.e., 
nonwhite), ethnic minorities (i.e., people classified according to common 
traits and customs) ,  immigrants, and women.  

�   Women’s share of the labor force was 46.4 percent in 2004; it will be 46.8 per-
cent by 2014. Men’s share is projected to decline slightly over the same time 
period, from 53.6 to 53.2 percent.  

�   White non-Hispanics accounted for 70 percent of the labor force in 2004. 
Their share of the labor force in 2014 will decrease modestly to 65.6 percent.  

�   The Asian, American Indian, Alaska Native, and Pacific Islanders’ share of 
the labor force will increase from 4.3 to 5.1 percent, the Hispanic share will 
increase from 13.1 to 15.9 percent, and the African-American share will 
hold steady at about 12 percent between 2004 and 2014.  

�   The labor force will continue to age, with the annual growth rate of the 
55-and-older group projected to be 4.1 percent, 4 times the rate of growth of 
the overall labor force. By contrast, the annual growth rate of the 25 to 54-year 
age group will be 0.3 percent, and that of the young age group consisting of 
16 to 24-year-olds will be essentially flat.    

  These demographic facts do not indicate that a diverse workforce is some-
thing a company ought to have. Rather, they tell us that all companies already 
do have—or soon will have—diverse workforces. 
  Unfortunately, attitudes and beliefs about the groups contributing to 
 diversity change slowly. To some, workers and managers alike, workforce di-
versity is simply a problem that won’t go away. Nothing can be gained with 
this perspective. To others, diversity represents an opportunity, an advantage 
that can be used to compete and win in the global marketplace, as we shall 
now see.      

 WORKFORCE DIVERSITY: AN ESSENTIAL 

COMPONENT OF HR STRATEGY  

 To celebrate diversity is to appreciate and value individual differences.    Manag-
ing diversity     means establishing a heterogeneous workforce (including white 
men) to perform to its potential in an equitable work environment where no 
member or group of members has an advantage or a disadvantage .  3   This is a 
pragmatic business strategy that focuses on maximizing the productivity, 
 creativity, and commitment of the workforce while meeting the needs of 
diverse consumer groups. Managing diversity is not the same thing as manag-
ing affirmative action.    Affirmative action    refers to actions taken to overcome 
the effects of past or present practices, policies, or other barriers to equal em-
ployment opportunity.  4   It is a first step that gives managers the opportunity to 
 correct imbalances, injustices, and past mistakes. Over the long term, however, 
the challenge is to create a work setting in which each person can perform to 
his or her full potential and therefore compete for promotions and other 
 rewards on merit alone.  Table 4–1  highlights some key differences between 
equal employment opportunity/affirmative action and diversity. 
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    There are five reasons diversity has become a dominant activity in manag-
ing an organization’s human resources (see  Figure 4–1 ):

    1.   The shift from a manufacturing to a service economy  
   2.   Globalization of markets  
   3.   New business strategies that require more teamwork  
   4.   Mergers and alliances that require different corporate cultures to work 

together  
   5.   The changing labor market  5      

  The Service Economy 

 Roughly 87 percent of U.S. employees work in service-based industries (see 
 Table 4–2 ).  6   Manufacturing will maintain its share of total output, while 
 productivity in this sector increases and the need for additional labor 
 decreases. Virtually all of the growth in new jobs will come from service-
 producing industries. Service-industry jobs, such as in banking, financial 
services, health services, tourism, and retailing, imply lots of interaction with 
customers. Service employees need to be able to “read” their customers—to 
understand them, to anticipate and monitor their needs and expectations, 
and to respond sensitively and appropriately to those needs and expecta-
tions. In the service game, “customer literacy” is an essential skill. Consider-
ing that Hispanics, African Americans, Asians, people with disabilities, and 
gays/lesbians/bisexuals/transsexuals have a combined $1.5 trillion in buying 
power (equivalent to the GDP of France), why would any business want to 
ignore them?  7   

Table 4–1

MAJOR DIFFERENCES BETWEEN EQUAL EMPLOYMENT OPPORTUNITY/
AFFIRMATIVE ACTION (EEO/AA) AND DIVERSITY

EEO/Affirmative Action Diversity

Government initiated Voluntary (company driven}

Legally driven Productivity driven

Quantitative Qualitative

Problem focused Opportunity focused

Assumes assimilation Assumes integration

Internally focused Internally and externally 

Reactive focused

 Proactive

Sources: Frequently asked questions. The Diversity Training Group, Herndon, VA. Retrieved 

from www.diversitydtg.com; How is a diversity initiative different from my organization’s 

affirmative action plan? (2004, Aug. 5). Society for Human Resource Management. Retrieved 

from www.shrm.org/diversity  
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    A growing number of companies now realize that their workforces should 
mirror their customers. Similarities in culture, dress, and language between 
 service workers and customers creates more efficient interactions between them 
and better business for the firm. Maryland National Bank in Baltimore discovered 
this when it studied the customer-retention records for its branches. The branches 
showing highest customer loyalty recruited locally to hire tellers, who could swap 
neighborhood gossip. The best of 20 branch managers worked in a distant suburb 

WORKFORCE

DIVERSITY

Teamwork
Strategies

Shift from
Manufacturing

to Services

Global
Markets

Mergers
and

Alliances Changing
Labor

Markets

Figure 4–1

Increased 
diversity in the 
workforce meshes 
well with the 
evolving changes 
in organizations 
and markets.

Table 4–2

THE SHIFT FROM MANUFACTURING TO SERVICE JOBS, 
1973–2008 (EST.)

Year Manufacturing jobs (%) Service jobs (%)

1973 26 74

1983 20 80

1993 16 84

1998 13 87

2008 (est.) 12 88

Sources: U.S. Bureau of Labor Statistics and Roberts, P. C. (2008, April 9). The fading 

American economy. Retrieved from www.counterpunch.com/roberts04092008.html.
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and was described as dressing “very blue collar. She doesn’t look like a typical 
manager of people. But this woman is totally committed to her customers.”  8   
    When companies discover they can communicate better with their custom-
ers through employees who are similar to their customers, those companies 
then realize they have increased their internal diversity. And that means they 
have to manage and retain their new, diverse workforce. There is no going back; 
diversity breeds diversity. Managing it well is an essential part of HR strategy.  

  The Globalization of Markets 

 As organizations around the world compete for customers, they offer custom-
ers choices unavailable to them domestically. With more options to choose 
from, customers have more power to insist that their needs and preferences be 
satisfied. To satisfy them, firms have to get closer and closer to their customers. 
Some firms have established a strong local presence (e.g., advertisements for 
Japanese-made cars that showcase local dealerships and satisfied American 
owners); others have forged strategic international alliances (e.g., Apple 
 Computer and Sony). Either way, diversity must be managed—by working 
through domestic diversity (local presence) or by merging national as well as 
corporate cultures (international alliances). Successful global leaders measure 
success in this area of cultural learning as they measure other business factors. 
    For example, the CEO of Switzerland-based Novo Nordisk requires his 
managers to “buy” and “sell” three best practices to managers in other parts of 
the world each year on their corporate intranet. Doing so underscores three 
valuable lessons: (1) We must use technology to move information around 
the company. (2) We must learn from our colleagues around the globe and 
share information with them. (3) We must measure these “soft” skills as we 
measure “hard” business returns, and hold people accountable for them. In 
short,  culture matters.  9     

 New Business Strategies That Require More Teamwork 

 To survive, to serve, and to succeed, organizations need to accomplish goals 
that are defined more broadly than ever before (e.g., world-class quality, 
 reliability, and customer service), which means carrying out strategies that no 
one part of the organization can execute alone. For example, if a firm’s  business 
strategy emphasizes speed in every function (in developing new products, pro-
ducing them, distributing them, and responding to feedback from customers), 
the firm needs to rely on teams of workers. Teams mean  diverse workforces, 
whether as a result of drawing from the most talented or experienced staff or 
through deliberately structuring diversity to stimulate creativity. 
    Firms have found that only through work teams can they execute newly 
adopted strategies stressing better quality, innovation, cost control, or speed. 
Indeed, virtual teams—domestic or global—promise new kinds of management 
challenges. In a virtual team, members are dispersed geographically or organi-
zationally. Their primary interaction is through some combination of electronic 
communication systems. They may never “meet” in the traditional sense. 
 Further, team membership is often fluid, evolving according to changing task 
requirements. This has created a rich training agenda, as members from diverse 
backgrounds must learn to work productively together.  10   
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    Diversity is an inevitable byproduct of teamwork, especially when teams 
are drawn from a diverse base of employees. Young and old, male and female, 
American-born and non-American-born, better and less well educated—these 
are just some of the dimensions along which team members may differ. Coordi-
nating team talents to develop new products, better customer service, or ways 
of working more efficiently is a difficult, yet essential, aspect of business strat-
egy. As Ted Childs, former head of IBM Global Workforce Diversity, has noted: 
“When a company’s vision includes the growing mix of the talent pool and the 
customer base, then the real argument for diversity is the business case.”  11     

 Mergers and Strategic International Alliances 

 The managers who have worked out the results of all the mergers, acquisitions, 
and strategic international alliances occurring over the past 20 years know how 
important it is to knit together the new partners’ financial, technological, 
 production, and marketing resources.  12   However, the resources of the new 
 enterprise also include people, and this means creating a partnership that spans 
different corporate cultures. 
    A key source of problems in mergers, acquisitions, and strategic international 
alliances is differences in corporate cultures.  13   According to two studies, inte-
grating culture was the top challenge in mergers and acquisitions.  14   Corporate 
 cultures may differ in many ways, such as the customs of conducting business, 
how people are expected to behave, and the kinds of behaviors that get rewarded. 
    When two foreign businesses attempt a long-distance marriage, the obsta-
cles are national cultures as well as corporate cultures. Fifty percent of U.S. 
managers either resign or are fired within 18 months of a foreign takeover.  15

Many of the managers report a kind of “culture shock.” As one manager put it, 
“You don’t quite know their values, where they’re coming from, or what they 
really have in mind for you.”  16   Both workers and managers need to understand 
and capitalize on diversity as companies combine their efforts to offer products 
and services to customers in far-flung markets. 

A WORD ABOUT TERMINOLOGY

In recent years, few topics have sparked as 
much debate as “politically correct” language. 
Choosing the right words may take a bit more 
thought and effort, but it is  imperative to do so 
in business  communication.  After all, it 
makes no sense to alienate employees 
and  customers by using words that 
show a lack of respect or sensitivity.
 Consider just two examples. 
 Instead of referring to dark-skinned 
people as blacks (whose ethnic origins 
may be  Hispanic or African), it is more ap-

propriate to refer to them as Hispanic Americans 
or African  Americans. Instead of referring to 
people with physical or mental impairments as 
“the  disabled” or “the handicapped” (terms that 

emphasize what a person cannot do rather 
than what he or she can do), it is more 
appropriate to  refer to them as “people 
with disabilities.” Showing  respect 
and sens itivity to differences by means 
of the language we use in business is 

the first step toward building up the 
 capabilities of a  diverse workforce.
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  The Changing Labor Market 
 You can be sure of this: Over the next 25 years the U.S. workforce will com-
prise more women, more immigrants, more people of color, and more older 
workers.  17   Our workplaces will be characterized by more diversity in every 
 respect. The first step to attaining the advantages of diversity is to teach all 
employees to understand and value different races, ethnic groups, cultures, 
languages, religions, sexual orientations, levels of physical ability, and family 
structures. Skeptical managers, supervisors, and policymakers need to under-
stand that different does not mean deficient. Only when employees at every 
level truly believe this will the corporation they work for be able to build the 
trust that is essential among the members of high-performance work teams.  18

Such teams incorporate practices that provide their members with the informa-
tion, skills, incentives, and responsibility to make decisions that are essential 
to innovate, to improve quality, and to respond rapidly to change.  19   

   Diversity at Work—A Problem for Many Organizations 

 Recent studies of the U.S. workforce indicate widespread perceptions of racial 
and sexual discrimination in the workplace—perceptions that take a heavy toll 
on job performance. For example, in one study, nearly 60 percent of minority 
executives reported that they have observed a double standard in the delegation 
of job assignments. Forty-five percent said they personally had been targets of 
racial or cultural jokes, and 44 percent reported holding back anger for fear of 
being seen as having a chip on their shoulders.  21   Reports of discrimination cor-
relate with a tendency to feel “burned out,” a reduced willingness to take initia-
tive on the job, and a greater likelihood of planning to change jobs. Not 
surprisingly, therefore, a 2008 study of more than 475,000 professionals and 
managers from 20 large corporations found that minorities and women quit 
companies much more often than white males do, especially during the early pe-
riod of employment, although over time, racial differences in quit rates disappear.  22   
Such turnover represents millions of dollars in lost training and productivity. 

WHY IS A DIVERSITY PROGRAM SO DIFFICULT TO IMPLEMENT?

A 2007 survey by Boston-based Novations Group 
of more than 2,000 senior HR and training execu-
tives found both good news and bad news. The 
good news was that commitment to diversity was 
up about 60 percent from 2005, when the sur-
vey was last conducted. The bad news 
was that one-fourth of those polled were 
unsure about how to implement it, to 
make it work in practice, or to maxi-
mize its benefits in business terms. To a 
large extent that may be due to the atti-
tudes of senior management. While about 

half of  senior managers accept the business case 
for  diversity and do what is necessary to  leverage 
inclusion within their organizations, fully 28 per-
cent either pay lip service to the ideas of diversity 

and inclusion, or are not convinced of the 
business case, but let HR pursue inclusion 

efforts. According to Novations CEO 
Mike Hyter, “inclusion is tough to make 
real when an organization’s top people 
are confused or lukewarm. Any program 

is bound to be less effective if manage-
ment isn’t fully committed.”20
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    So how should you handle questions and concerns about diversity? Here 
are some suggestions:  inquire  (“What makes you say that?”),  show empathy  (“It 
is frustrating when you can’t understand someone”),  educate  (debunk myths, 
provide facts, explain),  state your needs or expectations  (“Let’s develop an 
 approach we can both live with”), and  don’t polarize people or groups  (“What 
might be other reasons for this behavior?”). Sometimes people respond differ-
ently to the same situation because of their culture. Culture is the foundation of 
group differences. In the following sections we will examine the concept of 
culture and then focus briefly on some key issues that characterize three racial/
ethnic groups (African Americans, Hispanic Americans, and Asian Americans), 
women, and the four generations that make up the U.S. workforce. As in other 
chapters, we will present examples of companies that have provided progres-
sive leadership in this area.   

 Culture—The Foundation of Group Differences 

    Culture    refers to the characteristic behavior of people in a country or region. 
Culture helps people make sense of their part of the world. It provides them 
with an identity—one they retain even when they emigrate.  23   
    When we talk about culture, we include, for example, family patterns, 
 customs, social classes, religions, political systems, clothing, music, food, 
 literature, and laws.  24   Understanding the things that make up a person’s culture 
helps diverse peoples to deal more constructively with one another. Conversely, 
misunderstandings among people of goodwill often cause unnecessary inter-
personal problems and have undone countless business deals. We will examine 
the concept of culture more fully in our final chapter. 
    “Valuing diversity” means more than feeling comfortable with employees 
whose race, ethnicity, or gender differ from your own.  25   It means more than 
 accepting their accents or language, their dress or food. It means learning to 
value and respect styles and ways of behaving that differ from yours. To  manage 
diversity, there is no room for inflexibility and intolerance—displace them with 
adaptability and acceptance.   

 African Americans in the Workforce 

 African Americans will make up about 12.3 percent of the U.S. civilian work-
force by the year 2016.  26   Consider these facts:

�  According to the U.S. Bureau of the Census, African Americans own 
823,500 businesses in the United States (38 percent of the owners are 
women), employ more than 718,000 people, and generate $71.2 billion in 
revenue.  27    

�  Buying power of African-American consumers is up 166 percent since 1990, 
to $845 billion at the end of 2007, and it is projected to grow to more than 
$1 trillion by 2012  28   (see  Figure 4–2 ).  

�  Among the  Fortune  500 largest firms, there were six African-American chief 
executive officers in 2008.  29    

�  The top five companies for African Americans to work for are Aetna, 
 American Express, Citigroup, Darden Restaurants, and Denny’s Restaurants.  30      
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    Despite these encouraging trends, sometimes progress only comes through 
the legal system. For example, in November 2000, Coca-Cola Company agreed 
to a record $192.5 million settlement to a race discrimination lawsuit that 
 alleged wide disparities in pay, promotions, and performance evaluations. 
The cost to Coke included $113 million in cash, $43.5 million to adjust salaries 
of African-American employees over the next 10 years, and $36 million to 
implement various diversity initiatives and oversight by a seven-member 
panel of the company’s employment practices.  31   Such settlements do lead to 
improvement, as Coca-Cola’s own data show. Between 2000 and the end of 
2007, the percentage of people of color among elected and appointed officers 
increased from 8 to 19 percent. Even more impressive, the company ranked 
No. 2 on The 2007 DiversityInc Top 50 Companies for Diversity® list.  32   
Coca-Cola uses quarterly monitoring to ensure that individuals are being 
hired, retained, promoted, and rewarded on a fair and consistent basis.  33   
 Continued monitoring is necessary, because, as has often been noted, “With 
diversity, there is no endgame.” 
    Among companies that are committed to making diversity a competitive 
advantage, here are some other practices to consider:  34   

�  Hire only those search firms with a solid track record for providing diverse 
slates of candidates for positions at all levels.  

�  Forge links with colleges and universities with significant numbers of 
 minority students, and bring real jobs to the recruiting table.  

�  Start formal mentoring and succession programs to ensure that minorities 
are in the leadership pipeline.  
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�  Include progress on diversity issues in management performance reviews 
and compensation.  

�  Set specific goals in critical areas, such as the percentages of minorities and 
women hired, promoted, and in the overall workforce. Also set goals for the 
amount of business conducted with outside vendors owned by minorities 
and women.  

�  Provide all employees with confidential outlets to air and settle grievances, 
for example, telephone and e-mail hot lines.    

COMPANY EXAMPLEBOTTOM-LINE BENEFITS OF DIVERSITY AT PEPSICO35

In 2006 Indra Nooyi took the helm as CEO of PepsiCo, the largest U.S. company 
by market capitalization to put a woman in charge. Given Pepsi’s culture, that 
is no surprise. It is well known that diversity programs cannot succeed without 
commitment from the organization’s top executives. Nooyi’s predecessor, CEO 
Steve Reinemund, was certainly committed. He enforced aggressive hiring and 
promotion rules. Half of all new hires at Pepsi have to be either women or 
 ethnic minorities. And managers now earn their bonuses, in part, by how well 
they recruit and retain them. Today, 25 percent of Pepsi’s managers are women, 
up from 22 percent four years ago, and six of its top 12 executives are now 
women or minorities.
 The diversity push is part of Pepsi’s game plan to understand better the 
 disparate tastes of new consumers as it continues to expand globally. To do 
that, it needs to tap the creative, cultural, and creative skills of a variety of 
employees and to use those skills to improve company policies, products, and 
customer experiences. The Latino Employee Network at Frito-Lay, the snack-
food division of PepsiCo, did just that. During the devel opment of Doritos 
Guacamole-Flavored Tortilla Chips, members of the network provided feed-
back on the taste and packaging to help ensure that the product would be re-
garded as authentic in the Latino community. Their insight helped make the 
guacamole-flavored Doritos one of the most successful new-product launches 
in the company’s  history, generating more than $100 mil lion in sales in its 
first year alone.

Employee networks, like 
this Latino group, can 
help ensure that products 
and services are relevant 
and culturally appropriate 
to various customer 
 segments.
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   Hispanics in the Workforce 

 Hispanics, who will comprise 16.4 percent of the civilian labor force by the 
year 2016,  36   experience many of the same disadvantages as African Americans. 
However, the term  Hispanic  encompasses a large, diverse group of people who 
come from distinctively different ethnic and racial backgrounds and who have 
achieved various economic and educational levels. For example, a third-
 generation, educated, white Cuban American has little in common with an 
 uneducated Central American immigrant of mainly Native American ancestry 
who has fled civil upheaval and political persecution. Despite the fact that 
their differences far outweigh their similarities, both are classified as Hispanic. 
Why? Largely because of the language they speak (Spanish), their surnames, or 
their geographical origins. 
    Mexicans, Puerto Ricans, and Cubans constitute the three largest groups 
classified as Hispanic. They are concentrated in four geographic areas: Mexican 
Americans reside mostly in California and Texas, Puerto Ricans mostly in 
New York, and a majority of Cuban Americans in Florida. These four states 
 account for 73 percent of the firms owned by Hispanics. Hispanics own a total 
of 1.6 million businesses in the United States (6 percent of all nonfarm busi-
nesses), generating $222 billion in revenue.  37   Labor-force  participation rates 
for Hispanics (as a group) are growing rapidly, as   Figure 4–3  shows. 

Figure 4–3
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COMPANY EXAMPLEMANAGEMENT DIVERSITY AT AT&T (FORMERLY PACIFIC BELL)40

This example begins with historical information about Pacific Bell, operating 
in California, and continues with more recent information about SBC Commu-
nications, which subsequently acquired Pacific Bell. In 2005, “Baby Bell” SBC 
purchased former “Ma Bell” AT&T Corporation and then changed the name of 
the company after the merger to the more iconic AT&T.41

 Pacific Bell realized for two basic reasons that it had to change the way it tra-
ditionally recruited employees and managers. For one, the population of Hispan-
ics, African Americans, and Asian Americans was increasing rapidly in California, 
but only a small percentage of these minorities attended college. If Pacific Bell 
continued to hire only through college and university campuses, its minority 
 employees as a percentage of its total employees would most likely shrink. This 
would be especially true for Hispanics, because their population was growing at 
the fastest rate. Hence, while the percentage of Hispanics in California was grow-
ing, the percentage of Hispanics on the payroll of Pacific Bell was decreasing.
 The other reason Pacific Bell decided to change its recruitment was based 
on forecasts by the company’s planners that its largest growth in management 
jobs would be in the high-technology areas of engineering, marketing, and data 
systems. The work in these management jobs requires advanced technical skills 
and formal education, and they had traditionally been filled via promotion 
from lower levels. But the company recognized that promotions could not pro-
duce the number of skilled managers needed in the near future. So Pacific Bell 
developed a new, four-component recruitment strategy:

 1. Internal networking, by a group called the Management Recruitment  District, 
was designed to generate employee referrals, establish networks of employ-
ees who had contacts in the minority communities, identify  employees who 
could serve as guest speakers for external presentations, and make presenta-
tions at regularly scheduled departmental staff meetings.

 2. Advertising was directed toward specific ethnic groups. The advertise-
ments showed a diverse group of people employed in marketing, engi-
neering, and management positions. These ads were placed in local and 
national publications regularly serving the targeted minority communi-
ties to demonstrate the company’s interest in minority hiring and the fact 
that it valued employee diversity. The same ads were placed in campus 
publications to announce appointments for employment interviews.

    Hispanics are also getting wealthier, as mean household income grew 
11.2 percent in real terms from 1990 to 2005, to $35,967.  38   Buying power 
among Hispanics—that is, the total personal income available after taxes for 
goods and services—is difficult to measure accurately, partly because of 
 language and education differences, but is expected to soar from $653 billion 
in 2003 to $1.2 trillion in 2012. To appreciate just one aspect of this potential, 
consider that Latinos account for 11 percent of those suffering from high 
 cholesterol, but only 3 to 5 percent of sales of cholesterol-lowering drugs.  39   
    To encourage greater representation of Hispanics throughout the corporate 
structure, companies such as AT&T have initiated aggressive recruitment and 
retention programs. 
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 3. Contact was established with small institutions in the California State 
University system, which tended to enroll a higher proportion of minority 
students, as well as with Arizona State University and the University of 
New Mexico, both of which have large Hispanic enrollments. The com-
pany established relationships with minority student organizations and 
faculty (particularly those identified with business or technical fields) to 
identify issues and to offer support. For example, Pacific Bell developed a 
video, “Engineering Your Management Future,” to tell engineering majors 
about career paths in management.

 4. At the local or national level of professional minority organizations, such as 
the National Hispanic Council for High Technology Careers, Pacific Bell 
sought advisors to help develop management candidates. The company even 
hosted a three-day conference to address the alarming underrepresentation 
of Hispanics in the teaching and practice of sciences and engineering.

 Pacific Bell also established an internship program (the Summer Manage-
ment Program) for third-year college students, making them student ambassa-
dors representing Pacific Bell’s career opportunities. For managers from 
minority groups who were already employed, Pacific Bell offered six-day, 
 offsite training programs conducted by external consultants and designed to 
help further develop their skills. The programs also provided a safe place for 
participants to talk about sensitive issues such as covert racism and prejudice, 
topics not likely to be discussed in the work setting.

Results

AT&T was included among DiversityInc’s 2008 Top 50 Companies for Diversity 
because of the company’s commitment to diversity and inclusion in the work-
place and marketplace, and it was also named as one of the Top 10 Companies 
for Supplier Diversity. In 2005, DiversityInc named the company to its Hall of 
Fame as a result of making the Top 50 list every time since the inception of this 
ranking.42 As this example shows, Pacific Bell—now AT&T—has a long-term 
commitment to improving education and enhancing the diversity of its work-
force, and to equal employment opportunity.

   Asian Americans in the Workforce 

 The share of the workforce comprised by Asian Americans was 4.6 percent in 
1998 and is expected to reach an estimated 5.3 percent by 2016, largely due to 
immigration.  43   Buying power among Asian Americans has increased from 
$269 billion in 2000 to $459 billion in 2007 to an estimated $670 billion in 
2012. It is propelled by the fact that Asian Americans are better educated 
than the average American. Fully 44 percent of them ages 25 and over have a 
bachelor’s  degree or higher, compared with 26 percent of the total population. 
Thus, many hold top jobs, and the increasing number of successful Asian 
 entrepreneurs also helps to increase the group’s buying power.  44   Which are the 
best companies for Asian Americans to work for? Several notable ones are 
 Applied Materials, Union Bank of California, Golden West Financial, Sempra 
Energy, and Schering-Plough. For example, at Applied Materials, a Santa Clara, 
California, maker of semiconductor equipment, Asians comprise 26.7 percent 
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of the workforce. Minorities as a group comprise 39.4 percent of the workforce 
and 29.7 percent of officials and managers. The company  focuses on diversity 
at the grassroots level, funding a San Jose charter school that seeks to get Latino 
 students into college. At Union Bank of California, Asians comprise 25 percent 
of the workforce. Minorities as a group comprise 55.6 percent of the workforce, 
38.6 percent of officials and managers, and 57 percent of new hires. 
    At United Parcel Service (UPS) ,  diversity efforts have paid off handsomely. 
For example, Jennifer Kannar, a Hong Kong–raised product manager, proposed 
a bilingual support center to win the business of Korean-American entrepre-
neurs in Southern California. The company took several months to evaluate the 
proposal—to Kannar’s frustration—but ultimately approved the center. Kannar 
is now expanding to include Vietnamese, Chinese, and Japanese businesses. 
Had UPS not consciously striven for a diverse workforce, it may well have 
missed the opportunity Kannar saw.  45     

 Women in the Workforce 

 Over the past 30 years, women have raised their expectations and levels of 
 aspiration sharply higher, largely because of the women’s movement,  coupled 
with landmark civil rights legislation and well-publicized judgments against 
large companies for gender discrimination in hiring, promotion, and pay. In 
1972, women questioned the possibility of having a family and holding a job at 
the same time. By the mid-1980s, they took it for granted that they could man-
age both, and by the mid-1990s, 89 percent of young women said they expected 
to have both a family and a job.  46   Today, about 62 percent of all working women 
are contributing half or more of their household  income, and they hold about 
half of all managerial and professional positions. So much for the myth that 
women don’t hold high-level business jobs because they  supposedly don’t aim 
high enough.  47   Five key forces account for these changes:

    1.    Changes in the family . Legalized abortion, contraception, divorce, and a 
declining birthrate have all contributed to a decrease in the number of 
years of their lives most women devote to rearing children. “About 75 per-
cent of the 68 million working women in the U.S. will become pregnant,”  48   
and 55 percent of mothers with  children under one year old now work, as 
do 72 percent of those whose youngest child is under 18.  49   To lure new 
mothers back to work,  employers like Bank of America, Accenture, and 
DuPont are increasing maternity-leave pay, communicating benefits and 
supports proactively, keeping in touch through maternity leave, offering 
meaningful jobs with reduced travel hours, and giving mothers fair access 
to bonuses and  incentives.  50   

      The proportion of single-parent family groups with children under age 
18 has increased dramatically, and today, single mothers are more likely 
than married mothers to be employed.  51   This is not surprising, since 
women head most single-parent families, and most working women have 
little choice except to work.  

   2.    Changes in education . Since World War II, increasing numbers of women 
have been attending college. Women now earn almost 57 percent of all 
undergraduate degrees, 60 percent of all masters degrees, and 50 percent 
of all doctorates. Women also earn about 50 percent of all undergraduate 
business degrees and 55 percent of all MBAs.  52    
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   3.    Changes in self-perception . Many women juggle work and family roles. This 
often causes personal conflict, and the higher they rise in an organization, 
the more that work demands of them in terms of time and  commitment.  53   
Many women executives pay a high personal price for their organizational 
status in the form of broken marriages or never  marrying at all.  54   For exam-
ple, one study of successful women with MBAs who have risen to within 
the top three levels of the CEO position in their companies found that only 
67 percent were married, compared with 84 percent of men with the same 
level of success. The gap is even greater when it comes to children. Nearly 
three-quarters of the men have  children, while only 49 percent of the 
women do.  55   Thus  a major goal of     EEO for women     is to raise the awareness 
of these issues among both women and men so that women can be given a 
fair chance to think about their interests and potential, to investigate other 
possibilities, to make an intelligent choice, and then to be considered for 
openings or promotions on an equal basis with men .  56    

   4.    Changes in technology . Advances in technology, both in the home (e.g., 
frozen foods, microwave ovens) and in the workplace (e.g., robotics), have 
reduced the physical effort and time required to accomplish tasks. 
Through technology more women can now qualify for formerly all-male 
jobs, and, for some women and for some types of jobs, technology makes 
virtual work arrangements possible, thus helping the women to balance 
their work and personal lives.  57    

   5.    Changes in the economy . Although there has been an increasing shift 
away from goods production and toward service-related industries, there 
are increasing numbers of female employees in all types of industries. 
Here are some statistics characterizing these changes:  58   
�   Today, women make up 38 percent of U.S. business owners, double 

the number 12 years ago.  59    
�   Women-owned businesses include the same types of industries as are 

in the  Fortune  500.  
�   The number of jobs in businesses owned by women now surpasses the 

number of jobs in the businesses represented on the  Fortune  500 list.  
�   Only 7 percent of working women now drop out of the workforce in 

any given year, down from 12 percent in the mid-1970s.  
�   Among families having annual incomes that reach $45,000 to $55,000, 

70 percent have working wives.       

    The statistics presented thus far imply that women have made considerable 
economic gains over the past three decades. However, there are also some dis-
turbing facts that moderate any broad conclusions about women’s social and 
economic progress:  

�   Today, U.S. women who work full-time make about 75 cents for every dollar 
earned by men. At the current rate of increase, women will not reach wage 
parity with men until 2017. Asian-American women make the most, rela-
tive to men, while Hispanic women make the least.  60    

�   As a group, women who interrupt their careers for family reasons never again 
make as much money as women who stay on the job. How much? Women 
overall lose an average of 18 percent of their earning power when they take 
an off-ramp. In business, it’s 28 percent. The longer the time out, the more 
severe the penalty. Three or more years out and women lose 37  percent of 
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their earning power.  61   Working part-time accounts for about half the pay gap 
between the sexes, and outright discrimination against women accounts for 
about 10 percentage points of the pay gap, according to numerous studies.  62    

�   Women in paid jobs still bear most of the responsibility for family care and 
housework.    

 Conclusions Regarding Women in the Workforce 
 The clearest picture we need to see from the data reflecting all these changes is 
this: If all the working women in the United States were to quit their jobs 
 tomorrow and stay at home to cook and clean, businesses would disintegrate. 
There is no going back to the way things were before women entered the work-
force. What many people tend to think of as women’s issues really are business 
and competitiveness issues. Examples: Companies that  routinely don’t offer 
child-care and flexibility in work scheduling will suffer along with their 
 deprived workers.  63   Women are not less committed  employees; working moth-
ers especially are not less committed to their work. Three-quarters of profes-
sional women who quit large companies did so  because of lack of career 
progress; only 7 percent left to stay at home with their children.  64   Businesses 
should react to the kinds of issues reflected in these examples based not on 
what is the right or wrong thing to do, but on what makes economic sense to 
do—which usually also is the right thing to do. 
  It is important that executives see that creative responses to work/family 
dilemmas are in the best interests of both employers and employees. Adjust-
ments to work schedules (flextime), extended maternity and paternity leaves, 
and quality day care based near the job come a little closer to workable solu-
tions. Chapter 10 will consider this issue in greater detail, but for now let’s 
consider some practical steps that IBM is taking. 

COMPANY EXAMPLEIBM—CHAMPION OF GLOBAL DIVERSITY AND 
FAMILY-FRIENDLY POLICIES65

IBM has made Working Mother magazine’s list of 100-Best list for working 
mothers for more than 15 consecutive years, and is a member of the magazine’s 
Hall of Fame. It continues to set lofty standards by researching new programs 
and policies, expanding and improving old ones, and extending such efforts 
worldwide. In keeping with its mission of becoming “the premier global 
 employer for working mothers,” IBM is assessing dependent care in 11 coun-
tries, initiating diversity training in Asia, and launching the Global Partnership 
for Workforce Flexibility to kick off pilot projects on alternative work arrange-
ments and to examine cultural barriers.
 In the United States, no company can top IBM’s leave for childbirth, which 
gives mothers six weeks of paid leave; mothers and fathers are both eligible for 
three years of unpaid, job-guaranteed time off with benefits. (However, if busi-
ness needs require it, parents may be asked to come back part time after one 
year.) With a dependent-care fund of $8.3 million, IBM also ranks high on 
child-care, supporting three on-site and 68 near-site centers—where employees’ 
children have priority access—and more than 1,600 family child-care homes. If 
parents want to phase back gradually, they can reduce their work hours and take 
intermittent breaks during that three-year period. Last year the company launched 
a virtual support group for employees taking care of elderly parents.
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    Age-Based Diversity 

 At present, the U.S. workforce is populated by four different generations of 
workers, each with different, often conflicting values and attitudes.  66   Here is a 
brief sketch of each.

�   The    silent generation    (born 1930–1945) was born in the middle of the Great 
Depression. Too young to have fought in World War II, they were heavily in 
demand. Many went to the best colleges, were courted by corporations, rose 
rapidly, and were paid more than any other group in history. In return they 
embraced their elders’ values and became good “organization men” (i.e., 
they gave their hearts and souls to their employers and made whatever 
 sacrifices were necessary to get ahead; in return, employers gave them 
 increasing job responsibility, pay, and benefits). Many members of the silent 
generation currently hold positions of power (e.g., corporate leaders, mem-
bers of Congress).  

�   The    baby-boom generation    (born 1946–1964) currently accounts for 78 mil-
lion people and 55 percent of the workforce. The boomers believe in 
rights to privacy, due process, and freedom of speech in the workplace; 
that employees should not be fired without just cause; and that the best 
should be rewarded without regard to age, gender, race, position, or 
 seniority. Downsizing (the planned elimination of positions or jobs) 
shocked and frustrated many boomers. They were frustrated over shrink-
ing advancement opportunities for themselves and felt betrayed when 
many of them were fired or rushed into early retirement. Boomers repre-
sent a huge base of knowledge and  talent in organizations. They bring 
years of management and leadership  expertise that cannot be replaced 
easily.  67   Fortunately, they do not change jobs frequently. Median years of 
tenure on the job is only 2.5 for workers ages 25 to 34, but 9.1 for those 
aged 55 to 64.  68    

�      Generation X,    also known as “baby busters” (born 1965–1980), represent 
approximately 50 million Americans, or about one-third of the workforce. 
They have grown up in times of rapid change, both social and economic. 
Hurt more by parental divorce and having witnessed corporate downsiz-
ing first-hand, they tend to be independent and cynical and do not expect 
the security of long-term employment. On the other hand, they also tend 
to be practical, focused, and future oriented. They demand interesting 
work  assignments, and thrive on open-ended projects that require sophis-
ticated problem solving. This is a computer-literate generation. Five char-
acteristics define the kinds of work environments that Gen Xers find most 
rewarding: (1) control over their own schedules, (2) opportunity to 
 improve their  marketable skills, (3) exposure to decision makers, (4) the 
chance to put their names on tangible results, and (5) clear areas of 
 responsibility.  69    

�      Generation Y    (born after 1980 to about 2000) includes offspring of the baby 
boomers as well as an influx of immigrants throughout the 1990s. With 
more than 73 million members, it will have a huge impact on future prod-
ucts, marketing, and management practices. Generation Y has grown up 
amid more sophisticated technologies and has been exposed to them  earlier 
than members of Generation X ever were. This is a group that grew up 
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with  e-mail, not U.S. mail. Multitasking is easy for them. As an example, 
 consider the typical teenager doing homework on his or her computer: 
 simultaneously using a word processor, surfing the Internet, chatting with 
friends via instant-messaging programs, downloading music, listening to a 
CD, and talking on the telephone, all while the television is turned on in 
the background! This implies both good news and bad news for employers. 
The good news is that Generation Y will be good at engaging in multiple 
tasks, filtering out distractions, and juggling numerous projects. The bad 
news: short attention spans, the constant need for stimulation/entertain-
ment, and a blurring of the lines between work and leisure time while on 
the job.  70        

 Intergenerational Conflict 

 Evidence indicates that the incidence of intergenerational conflict is low, and 
that many myths exist about generational differences.  71   When it does occur, 
such conflict seems to stem from three primary causes: work ethic (different 
generations have different perceptions of what makes an employee dedicated), 
organizational hierarchy (some members of younger generations bypassing the 
chain of command; some members of older generations believing that seniority 
trumps qualifications), and managing change (some members of older genera-
tions are perceived as reluctant to change, while members of younger genera-
tions seem eager to try new ideas constantly). 
    In terms of solutions to intergenerational conflict, it appears that separating 
workers from different generations does not work. What does work is commu-
nicating information in multiple ways (oral and written, formal and informal) 
thereby addressing different generations’ learning styles. Two other solutions 
are collaborative decision making and training managers to handle generational 
differences. At the same time, it is important to recognize that all generations 
want to be treated with respect. They want leaders whom they can trust. Most 
people are uncomfortable with change, everyone wants to learn, and everyone 
likes feedback.  72       

 MANAGING DIVERSITY  

 As we have seen, racial and ethnic minorities, women, and immigrants will ac-
count for increasingly larger segments of the U.S. labor force over time. And 
there are other large and growing groups—older workers, workers with disabili-
ties, gay/lesbian workers, members of Generations X and Y—that also  affect the 
overall makeup of the workforce. Businesses that want to grow will have to rely 
on this diversity. Let us consider some practical steps that managers can take to 
prepare for these forthcoming changes.  

 Racial and Ethnic Minorities 

 To derive maximum value from a diverse workforce—not merely to tolerate 
it—corporations now realize that it’s not enough just to start a mentoring 
 program or to put a woman on the board of directors. Rather, they have to 
undertake a host of programs—and not just inside the company.  ChevronTexaco 
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and Dow Chemical are building ties with minorities as early as high school. 
Rockwell Collins is building closer relationships with schools that have 
strong engineering programs as well as sizable minority populations. Cedar 
Rapids, Iowa-area employers have banded together with colleges and other 
organizations to promote diversity in the community.  73   More specifically, to 
attract and retain racial and ethnic minorities, consider taking the following 
steps:  74   

�    Focus  on bringing in the best talent, not on meeting numerical goals. At 
PepsiCo, for example, “diversity is no longer about counting heads; it’s 
about making heads count.”  75    

�    Establish  mentoring programs among employees of same and different 
races.  

�    Hold  managers accountable for meeting diversity goals.  
�    Develop  career plans for employees as part of performance reviews.  
�    Promote  racial and ethnic minorities to decision-making positions, not just 

to staff jobs.  
�    Diversify  the company’s board of directors.    

    Diversity should be linked to every business strategy—for example, recruit-
ing, selection, placement (after identifying high-visibility jobs that lead to other 
opportunities within the firm), succession planning, performance appraisal, 
and reward systems. Companies such as PepsiCo, Fannie Mae, Hilton Hotels, 
and Verizon Communications do that extremely well.  76   Here are several other 
examples.  

COMPANY EXAMPLE PEPSICO, BANK OF AMERICA, AND ABBOTT LABORATORIES
At PepsiCo each of the CEO’s direct reports is responsible for the growth and 
development of a different group of employees. One executive partners with 
African-American employees, for example, one with women, yet another with 
Latinos, and one with gay, lesbian, bisexual, and transgender employees. They 
work to identify the key individuals in the groups, and often serve as their 
voice to the rest of the executive committee and the CEO. Every year all of the 
executives share with the rest of the committee the biggest concerns of their 
groups, identify the support the groups need, and articulate their plans to ad-
dress the concerns faced by these diverse groups.
 A 25-member executive diversity-advisory committee oversees Bank of 
America’s 40 diversity councils across its national operations. That committee 
also ensures that top management, whose pay and incentives are tied to prog-
ress, sets targets to increase diversity in hiring. At Abbott Laboratories, the 
drug-maker has gone all out in its diversity efforts. Minorities now constitute 
33 percent of new hires, 23 percent of the board of directors, and 20 percent of 
employees in career-tracking efforts as well as 11 of the 50 top-paid execu-
tives. New-employee affinity groups include separate ones for Chinese, Ibero 
Americans, and African Americans, among others.
 What do these firms have in common? All are sending strong signals that 
they value workforce diversity, inclusion, and equal opportunities for people to 
succeed and to prosper.

Diverse by Design77
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  Female Workers 

 Here are six ways that firms today provide women with opportunities not 
 previously available to them:  78   

   1.      Alternative career paths.    This is especially popular in law, accounting, 
and  consulting firms that have sanctioned part-time work for profession-
als. Booz Allen Hamilton and PricewaterhouseCoopers are champions of 
this approach.  

   2.      Extended leave   . IBM, as we have seen, grants up to three years off with 
benefits and the guarantee of a comparable job on return. However, leave-
takers must be on call for part-time work during two of the three years. At 
Russell Investment Group (Tacoma, Washington), associates receive eight 
weeks of paid time off after 10 years of service. It can be taken in one 
8-week block or two 4-week blocks.  

   3.      Flexible scheduling.    At NCNB, a bank based in North Carolina, employees 
 create their own schedules and work at home. After six months’ maternity 
leave, new mothers can increase their hours at work gradually. Most who 
choose to cut their hours work two-thirds time and receive two-thirds pay.  

   4.      Flextime.    Through its Women’s Interests Network, an 825-member task 
force with chapters in five states, American Express now has a universal 
framework for employees and their managers to implement flexible work 
arrangements at all of the company’s 1,675 locations. Today, the best 
 employers make access to flexibility a “conversational process” with all 
employees, not just to a favored few.  79    

   5.      Job sharing.    This is not for everyone, but it may work especially well with 
clerical positions where the need for coordination of the overall workload 
is minimal; that is, activities such as filing, word processing, and photo-
copying are relatively independent tasks that workers can share. In con-
trast, development of a new product or a new marketing campaign often 
requires a continuity of thought and coordinated action that cannot easily 
be assigned to different workers or managers. At Steelcase, the office-
equipment manufacturer, for example, two employees can share a title, 
workload, salary, health benefits, and vacation.  

   6.      Teleworking.    This is work carried out in a location that is remote from 
central offices or production facilities, where the worker has no personal 
 contact with  coworkers but is able to communicate with them using elec-
tronic means. It is a popular and rapidly growing alternative to the tradi-
tional, office-bound work style. At IBM, for example, efforts to create a 
flexible work environment have been so successful that 40 percent of its 
330,000 employees work from home, on the road, or at a client location 
on any given day. Survey results indicate that employees want more 
 opportunities for telework and that their top priority is to gain the flexi-
bility to control their own time.  80        

 Generations X and Y 

 Here are 11 suggestions for integrating Generations X and Y into the workforce:  81   

�   Explain to them how their work contributes to the bottom line.  
�   Always provide full disclosure.  
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�   Create customized career paths.  
�   Allow them to have input into decisions.  
�   Provide public praise.  
�   Treat them as sophisticated consumers.  
�   Encourage the use of mentors.  
�   Provide access to innovative technology. For example, IBM uses every 

 imaginable technology—from blogs and podcasts to online brainstorming 
sessions called “jams”—to create a virtual network of peers, mentors, and 
senior staff.  

�   Consider new benefits and compensation strategies.  
�   Offer opportunities for community involvement.  
�   Emphasize “You can do it your way—in a collegial work environment.”    

    In terms of compensation, these generations are used to having and spend-
ing money. Cash compensation is a powerful tool, so consider signing bonuses, 
lucrative merit-increase plans, variable pay, at-risk compensation, retention 
 bonuses or contracts, and frequent recognition. With respect to community 
 involvement, these generations have high rates of volunteerism. They will look 
for opportunities to continue this in the context of the workplace.   

 Older Workers 

 In 1990, about 56 percent of persons aged 55–64 were in the U.S. labor force. By 
the end of 2007 that percentage had climbed to 66 percent, according to the 
U.S. Department of Labor. By 2015, more than a third of all workers will be 
50 and over, and 75 percent of them expect to work, at least part-time, during 
retirement.  82   To be sure, their experience, wisdom, and institutional memories 
(particularly about mission-critical procedures and processes)  represent impor-
tant assets to firms. As important elements of the diversity mix, progressive 
organizations will continue to develop and use these assets effectively. Here 
are six priorities to consider to maximize the use of older workers:  83   

   1.    Age/experience profile . Executives should look at the age distribution 
across jobs, as compared with performance measures, to see what career 
paths for older workers might open in the future and what past perfor-
mance measures have indicated about the kinds of knowledge, skills, abil-
ities, and other characteristics necessary to hold these positions. Why do 
this? Because it’s important to identify types of jobs where older workers 
can use their experience and talents most effectively.  

   2.    Job-performance requirements . Companies should then define more 
precisely the types of abilities and skills needed for various posts. 
While physical abilities decline with age, especially for heavy lifting, 
running, or sustained physical exertion (needed in jobs such as fire fight-
ing and law enforcement), mental abilities generally remain stable well 
into a person’s eighties. Clear job specifications must serve as the basis 
for improved staffing, job design, and performance-management sys-
tems. For example, jobs may be designed for self-pacing, may  require pe-
riodic updating, or may require staffing by people with certain physical 
abilities.  
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   3.    Performance management.  Not only must a firm analyze the requirements 
of jobs better, there must also be improved ways of managing the perfor-
mance of workers in those jobs. For example, age biases may be reflected 
in managers’ attitudes. This is known as    age grading:     subconscious expec-
tations about what people can and cannot do at particular times of their 
lives. For example, Bankers Life and Casualty Co. has teams that audit the 
appraisals of older workers to check for unfair evaluations. These teams 
also attempt to redress general age prejudice in the workplace by working 
with employees and managers at all levels to replace myths about older 
workers with facts based on evidence.  

   4.    Workforce-interest surveys . Once management understands the abilities 
its older workers have, it must determine what they want. The idea is to 
survey workers to determine their career goals so that the ones who are 
capable of achieving their goals won’t stall. Not only must management 
decide that it wants to encourage some older workers to continue with the 
organization, it must also consider selectively encouraging turnover of 
workers it doesn’t want to continue. And, of course, management must 
evaluate what effects different incentives will have on the workers it 
wants to continue and on the ones it doesn’t.  

   5.    Training and counseling . To meet the needs of the workforce remaining 
on the job, firms need to develop training programs to avoid    mid- career 
plateaus    (i.e., performance at an acceptable but not outstanding level, 
coupled with little or no effort to improve one’s current performance), as 
well as training programs to reduce    obsolescence    (the tendency for 
knowledge or skills to become out of date). These programs must  reflect 
the special needs of older workers, who can learn but need to be taught 
differently (e.g., by using self-paced programs instead of lectures).  

   6.    The structure of jobs . To whatever degree management may consider 
changing older workers’ work conditions, such as work pace or the length 
or timing of the workday, it should explore the proposed changes jointly 
with the workforce. After all, multiple generations are likely to be affected 
by the changes, and whether boomers, Gen Xers, or Generation Y’s, all are 
more likely to support what they helped to create.      

 Workers with Disabilities 

 A 30-year-old war veteran with a disability called a radio talk show recently to 
complain that prospective employers wouldn’t consider him for jobs despite 
his outstanding credentials. “How many interviews have you had?” asked the 
talk-show host, who heads a nonprofit organization dedicated to placing people 
with disabilities in jobs. “Not one” he admitted. “As soon as I tell them I can’t 
walk, type, and other things I can’t do, they get off the telephone as quickly as 
possible.” 
    “I’m not surprised,” said the host. “Prospective employers want to know 
what job applicants can do for them, not what their limitations are. If you can 
show a prospective employer that you will bring in customers, design a new 
product, or do something else that makes a contribution, employers will hire 
you. Your disability won’t matter if you can prove that you will contri bute to 
the employer’s bottom line.”  84   In other words, organizations may not have jobs, 
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but they always have problems. If you can show that you are a problem solver, 
then it won’t matter if you are blue, green, or confined to a wheelchair. 
    The fact is that poll after poll of employers demonstrates that they regard 
most people with disabilities—roughly 50 million in the United States—as 
good workers, punctual, conscientious, and competent—if given reasonable 
 accommodation. Despite this evidence, persons with disabilities are less likely 
to be working than any other demographic group under age 65. One survey 
found that two-thirds of persons with disabilities between the ages of 16 and 
64 are unemployed. They also worked approximately one-third fewer hours 
than those without disabilities.  85   
    Perhaps the biggest barrier is employers’ lack of knowledge. For example, 
many are concerned about financial hardship because they assume it will be 
costly to make architectural changes to accommodate wheelchairs and add 
equipment to aid workers who are blind or deaf. In fact, according to the Job 
Accommodation Network, more than half of the accommodations needed by 
employees and job applicants with disabilities cost absolutely nothing. Of 
those accommodations that do come at a price, the typical expenditure is 
around $600, and there are tax incentives available to help businesses offset 
those costs.  86   Consider several possible modifications:  87   

�   Placing a desk on blocks, lowering shelves, and using a carousel for files are 
all inexpensive accommodations that enable people in wheelchairs to be 
employed.  

�   Installing telephone amplifiers for hearing-impaired individuals or magni-
fying glasses for sight-impaired individuals is relatively easy. Much to their 
delight, employers have found that these systems helped them gain new 
customers with hearing or sight impairments.  

�   Flextime, job sharing, and other modifications to the work schedule that 
 enable mothers with young children to continue to work are being used to 
help employees with AIDS, cancer, and other life-threatening diseases to 
continue to work.  88      

   Actions like these enable persons with disabilities to work, gain self- esteem, 
and reach their full potential. That is a key objective of diversity at work.   

 Gay/Lesbian/Bisexual/Transsexual Employees 

 Throughout this chapter we have emphasized that workforce diversity is a busi-
ness issue: Either you attract, retain, and motivate the best talent or you lose 
business. Gay/lesbian/bisexual/transsexual (GLBT) employees, as a group, are 
highly educated; they comprise, by some estimates, 6 percent of the population 
(about 17 million people); and they have a buying power of $660 billion, ex-
pected to exceed $835 billion by 2011. GLBT consumers are very loyal to specific 
brands, wishing to support companies that support the gay community and also 
provide equal rights for GLBT workers.  89   Here’s an example. In 2006, despite 
outside pressure not to do it, Walgreens made a $100,000 donation to support the 
2006 Gay Games, a weeklong festival in Chicago that attracted 11,000 athletes. 
The company wanted to support its GLBT employees and to let gay and lesbian 
customers know that they are welcome at Walgreens.  Today the company fills 
more prescriptions for AIDS-related drugs than any other pharmacy chain. 
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    Raytheon, the $22 billion-a-year defense contractor, is a high-profile 
 supporter of gay rights. Why? Not because gay people buy missiles or radar; 
rather it’s because the competition to hire and retain engineers and other 
skilled workers is so brutal that Raytheon doesn’t want to overlook anyone in 
the talent pool. This is one reason more than 75 percent of  Fortune  1,000 firms 
have elected to add the words “sexual orientation” to their nondiscrimination 
policies and why 53 percent of  Fortune  500 companies now offer health 
 benefits to same-sex couples—up from 6 percent in 1996.  90   Well-known com-
panies such as Apple Computer, Ernst & Young, Nike, IBM, Intel, Raytheon, 
and J. P. Morgan Chase are just a few examples of companies that offer such 
benefits.  91   
    Among corporations, IBM is the No. 1 financial supporter of gay-rights 
groups in the United States, and it also supports employee GLBT groups in 
23 other countries, including Singapore, Slovakia, and Colombia. It even 
 convened a group of gay college students at the Human Rights Campaign to 
form a national organization of gay students in science and technology.  92   
 American Airlines’ “Rainbow Team” of gay employees brought in $192 million 
in revenue in one year by targeting the gay community. Efforts like these are 
surfacing some key lessons:

�   Targeting diverse clients drives the need for a similarly diverse work-
force.  

�   To drive the diversity initiative throughout the company, it must be 
 integrated into business plans, with a requirement to measure specific 
results.  

�   Leaders of the efforts to acquire diverse clients must not only have client-
acquisition expertise in that specific market segment, but also have strong 
project-management experience.    

    As we have seen, the workforce is now and will continue to be more and 
more diverse. A list of actions that managers can take to deal with these changes 
is presented in  Figure 4–4 .    

To  Prepare for Coming Changes in
Internal Organizational Environments

Develop an age, gender, and race/ethnic
    profile of the present workforce

Carefully assess job performance
    requirements

Check for possible unfairness in 
    performance management

Use interest surveys to determine
    what current workers want

Provide opportunities for employee
    training and career counseling

Explore with workers alternatives
    to traditional work patterns

Figure 4–4

Priority listing 
of suggested 
 actions to man-
age effectively 
the internal 
 organizational 
 environment of 
the future.
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ETHICAL DILEMMA
Does Diversity Management Conflict with Maximizing 

Shareholder Value?

The main objective of profit-making busi-
nesses is to maximize overall returns to share-
holders (increases in stock prices plus 
dividends). Because earnings  affect this 
 objective, management needs to deter-
mine the extent to which any new 
program—including any new work-
force program—will affect the 
 bottom line. There are sound busi-
ness reasons why having a diverse 
workforce and managing it  properly 
can increase shareholder value. 

 However, companies generally tend to mea-
sure success in these programs by looking 
at indicators other than the bottom line. 
 Affirmative action programs and some diver-

sity-awareness programs have been criti-
cized strongly for adding costs to firms 

but little or no financial benefits.93

Given the costs involved, can diver-
sity programs be justified over time 
purely on philosophical and moral 
grounds (i.e., it’s the right thing 

to do)?

IMPACT OF DIVERSITY ON PRODUCTIVITY, QUALITY OF WORK LIFE, 
AND THE BOTTOM LINE

All employees, no matter whom, no matter at 
what level, want to be treated with respect. 
They want to know that their employer values 
the work they do. That’s the most basic thing 
you must do in managing diversity.94 And 
when diversity is managed well—as at 
Du Pont, Procter & Gamble, Monsanto, 
and Ernst & Young—productivity 
and the quality of work life improve. 
So do stock prices. Researchers exam-
ined the  effect on stock prices of an-
nouncements of U.S. Department of 
Labor awards for exemplary diversity pro-
grams and announcements of damage awards 
from the settlement of discrimination lawsuits. 
 Announcements of awards were associated 
with significant, positive excess returns that 
represent the capitalization of positive informa-
tion concerning improved business prospects. 

 Conversely, damage awards were associated 
with significant negative stock-price changes, 
which represent the capitalization of negative 
economic implications associated with discrim-

inatory corporate practices.95 A company 
can easily spend $100,000 to get a merit-
less lawsuit alleging unfair discrimina-
tion tossed out before trial. And if a 
case goes to a jury, the fees skyrocket to 
$300,000, and often much higher.96 As 

we noted earlier, diversity has evolved 
from being the correct thing to do to being 

the essential thing to do. It’s a mistake, how-
ever, to think there is a cookie-cutter ap-
proach. Rather, the path to diversity success 
must take into account each organization’s 
unique goals, resources, number of employ-
ees, business locations, product lines, and 
customer bases.97
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IMPLICATIONS FOR MANAGEMENT PRACTICE

 1. Workforce diversity is here to stay. There is 
no going back to the demographic makeup 
of organizations 20 years ago. To be success-
ful in this new environment, learn to value 
and respect cultural styles and ways of 
 behaving that differ from your own.

 2. Recognize that there are tangible 
business reasons why managing 
workforce diversity effectively 
should be a high priority: (a) It is 
an opportunity to deepen under-
standing of the marketplace, the 
needs of various customers, and to 
penetrate new markets. (b) Demographic 
changes are coming so rapidly that 
 employers will have to meet their hiring 
needs with a diverse labor force.

 3. To maximize the potential of all members 
of the workforce, link concerns for diver-
sity to every business strategy: recruit-
ment,  selection, placement, succession 
planning, performance management, and 

rewards.
 4. To retain talented women and 
 minorities, follow the lead of Pepsi 
Bottling Group in developing long-
term career plans that include stretch 

assignments—and don’t be afraid to 
share the plan with the employees in 

question. As CEO Eric Foss noted, “Give 
them a lot of profit-and-loss respons-
ibility, and show them that you care. If 
you do that, then most of your great 
 people are going to stay.”98

 MAKING THE BUSINESS CASE FOR DIVERSITY 

  In the course of their five-year research project on the effects of diversity on 
business performance, researchers studied four large firms (two in information 
processing, one in financial services, and one in retail).  99   Further, in an effort to 
develop a valid picture of the current state of practice in managing diversity in 
large organizations, they discussed the state of practice with more than 20 
large, well-known firms. With appropriate caution, they offered the following 
implications for practice:

 1.     Modify the business case.  Start by recognizing that there is virtually no 
evidence to support the simple assertion that diversity is inevitably good 
or bad for business. Rather, focus on the conditions that can leverage the 
benefits from diversity, or at the very least, lessen its negative effects. 
 Recognize that while diversity is a reality in labor markets and customer 
markets today, success in working with and gaining value from that diver-
sity requires a sustained, systemic approach and long-term commitment. 
Organizations that invest their resources in taking advantage of the 
 opportunities that diversity offers should outperform those that fail to 
make such investments.  

 2.    Look beyond the business case.  While there is no reason to believe that 
diversity will translate naturally into better or worse business results, it 
is both a labor-market imperative and a societal expectation and value. 

  Human Resource 
Management 
in Action: 
Conclusion 
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   SUMMARY 

 More than half the U.S. workforce now consists of racial and ethnic minorities, 
immigrants, and women. White, native-born males, as a group, are still domi-
nant in numbers over any other group, but today women comprise nearly half 
the entire workforce. The labor force will continue to age, with the annual 
growth rate of the 55-and-older group projected to be 4.1 percent through 2014, 
4 times the rate of growth of the overall labor force. By contrast, the annual 
growth rate of the 25-to-54-year age group will be 0.3 percent, and that of the 
young age group consisting of 16-to-24-year-olds will be essentially flat. 
  Managing diversity means encouraging a heterogeneous workforce—which 
 includes white men—to perform to its potential in an equitable work environ-
ment in which no one group enjoys an advantage or suffers a disadvantage. At 

Managers should therefore focus on building an organizational culture, 
HR practices, and the managerial and group-process skills needed to 
translate diversity into positive results at the level of the organization, the 
work group, and the individual.  

 3.    Adopt a more analytical approach.  If firms are unable to link HR prac-
tices to business performance, then their ability to learn how to manage 
diversity effectively will be limited, as will their claims for diversity as a 
strategic imperative that justifies financial investments. More sophisti-
cated data collection and analyses are necessary to understand diversity’s 
consequences and to monitor the effects of diversity on attitudes and per-
formance. Questions such as the following will be most useful: Under 
what conditions do work units that are diverse (e.g., with respect to 
 gender, ethnicity, and other characteristics) outperform or underperform 
work units that are more homogeneous? What conditions moderate the 
potential negative or positive effects of diversity?  

 4.    Experiment and evaluate.  Doing this requires that senior executives 
 commit to learning and experimentation within their organizations. One 
of the reasons it is difficult to identify simple cause-and-effect  relations 
 between diversity and important business outcomes is that many other 
factors can affect those relationships. Examples include the nature of the 
task and the behavior of the leader, the degree of heterogeneity and the 
diversity characteristics of the work group, the extent of organizational 
support for diversity, and the effects of time. That is, some work groups 
function over long periods of time, while others work together for only 
short periods of time. Observers might draw different conclusions about 
the effects of diversity as a result of variations in these characteristics.  

 5.    Help managers and team members develop skills in conflict resolution and 
effective communications.  Training to develop group process and leader-
ship skills like these is essential. Managers who attempt to make diversity 
a resource for learning, change, and renewal will inevitably confront chal-
lenges in these areas. Training alone, however, is not likely to be sufficient. 
Organizations also need to implement management practices and HR poli-
cies that promote cultures of mutual learning and cooperation.       
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least five factors account for the increasing attention companies are paying to 
diversity: (1) the shift from a manufacturing to a service economy, (2) the 
 globalization of markets, (3) new business strategies that require more team-
work, (4) mergers and alliances that require different corporate cultures to work 
together, and (5) the changing labor market. Each of these factors can represent 
opportunities for firms whose managers and employees understand what 
 culture is and who appreciate cultural differences among other employees and 
managers, and especially the firm’s market. 
  To attract and retain women, as well as persons with disabilities, compa-
nies are making available to them alternative career paths, extended leaves, 
flexible scheduling, flextime, job sharing, and opportunities to telework. In 
 addition, many companies now offer the same benefits to same-sex couples as 
to heterosexual couples. 
  A different aspect of diversity is generational diversity—important differ-
ences in values, aspirations, and beliefs that characterize the silent generation, 
the baby boomers, Generation X, and Generation Y. To manage older workers 
 effectively, managers should develop an age profile of the workforce, monitor 
job-performance requirements for the kinds of characteristics people need to 
do their jobs well, develop safeguards against age bias in performance manage-
ment, conduct workforce-interest surveys, provide education and counseling, 
and consider modifying the structure of jobs. 
  Finally, to manage diversity effectively, do the following things well: 
 focus on bringing in the best talent, not on meeting numerical goals; establish 
mentoring programs among employees of same and different races; hold man-
agers accountable for meeting diversity goals; develop career plans for em-
ployees as part of performance reviews; promote women and minorities to 
decision-making  positions, not just to staff jobs; and diversify the company’s 
board of directors.   

  ethnic minorities    

  managing diversity    

  affirmative action    

  culture    

  EEO for women    

  silent generation    

  baby-boom generation    

  Generation X    

  Generation Y    

  alternative career paths    

  extended leave    

  flexible scheduling    

  flextime    

  job sharing    

  teleworking    

  age grading    

  mid-career plateaus    

  obsolescence       

 KEY TERMS  

 DISCUSSION QUESTIONS  

   4–1.   In your opinion, what are some key business reasons for emphasizing the effec-
tive management of a diverse workforce?  

   4–2.   Why is there no simple relationship between diversity and business perfor-
mance?  
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*Sources: Adamson, J. (2000). The Denny’s story: How a company in crisis resurrected its good 
name and reputation. NY: Wiley; White, E. (2006, March 20). Fostering diversity to aid business. 
The Wall Street Journal, p. B3. Mitchell, R. & Oneal, M. Managing by values. BusinessWeek, Aug. 
1, 1994, pp. 46–52; Rice, F. How to make diversity pay. Fortune, Aug. 8, 1994, pp. 78–86

   Case 4–1  The Challenge of Diversity  *   

  Talk, talk, talk. As Ken Hartman, an African-American midlevel manager at Blahna Inc. 
recalls, that’s all he got from the white men above him in top management—despite the 
fact that Blahna had long enjoyed a reputation as a socially responsible company. But 
that reputation didn’t mean much to Hartman as he watched other African-American 
managers he thought were highly qualified get passed over for plum jobs and as his own 
career seemed stalled on a lonely plateau. Top management always mouthed  diversity, 
Hartman said, “but in the end, they chose people they were comfortable with for key 
positions.”   

  Meeting the Challenge 
  Is this situation uncommon? Not at all. In the last decade, however, it has become 
 increasingly apparent that appropriate management of a diverse workforce is critical for 
organizations that seek to improve and maintain their competitive advantage. Focusing 
on diversity and looking for more ways to be a truly inclusive organization—one that 
makes full use of the contributions of all employees—is not just a nice idea; it is good 
business sense that yields greater productivity and competitive advantage. Although 
Denny’s Corporation had to experience and settle several costly discrimination cases to 
begin to see the value in managing diversity, today Denny’s serves as an example of 
what other organizations should strive for in the way of diversity. Half of its Board of 
Directors as well as half of its senior-management team members are women or other 
minorities, along with 14 percent of African-Americans and 33 percent of Hispanics 
among its 25,000 company employees. As of 2008, 123 minority franchisees collectively 
own 44.3 percent of all Denny’s restaurants, representing 43 percent of all Denny’s fran-
chise restaurants.  100   The company has won many awards and justifiable praise from 
numerous media outlets for its genuine efforts to make diversity a part of the very fabric 
of its business.   

  The Strategy at Blahna Inc. 
  Ken Hartman’s firm, Blahna Inc., has finally gotten the message. The company is now 
using diversity-management strategies to head off conflict and reduce turnover among 
employees it can ill afford to lose. 
  Several years ago, Blahna formed a 20-member Committee for Workplace Diversity, 
chaired by a vice president. The committee was chartered to consider why women and 

   4–3.   How would you respond to someone who has questions or concerns about 
 diversity?  

   4–4.   What would be the broad elements of a company policy to emphasize the man-
agement of diversity?  

   4–5.   What are some possible sources of intergenerational friction? How might you 
deal with that?  

   4–6.   Suppose you were asked to enter a debate in which your task was to argue 
against any special effort to manage workforce diversity. What would you say?     

 APPLYING YOUR KNOWLEDGE 
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minorities weren’t better represented at all levels of the organization. Although the com-
pany had a good record of hiring women and minorities, the committee discovered that 
turnover was two to three times higher for these groups than it was for white males. 
  Sample exit interviews revealed that women and minorities left for culture-related 
reasons—for instance, because they didn’t feel valued in their day-to-day work or in 
their communities, didn’t have effective working relationships, or didn’t sense that the 
work they were being given to do would lead to the fulfillment of their career goals. 
White males, on the other hand, left for business-related reasons, such as limited 
 opportunities for future advancement. 
  As a result of this initial investigation, Blahna formed a 25-person diversity advi-
sory committee. The committee developed a multi-pronged approach for dealing with 
diversity issues—including building bridges with the broader community outside of the 
company. Within the company itself, a key strategy involved training conducted by 
 diversity consultants, Hope & Associates. 
  To date, 60 percent of Blahna’s 11,000 employees have gone through a two-day 
 diversity seminar; 40 percent have gone through a more extensive six-day training pro-
gram as well. “The premise of the training is that the more different you are, the more 
barriers there can be to working well together,” explains Blahna’s Chief Diversity  Officer. 
Training sessions do not offer advice on how to get along with Asian Americans, women, 
or other specific groups. Rather, the emphasis is on learning skills that will make it 
easier to relate to and communicate with others. 
  A key part of the training offered by Hope & Associates is the implementation of a 
“consulting pairs” process. The consulting pairs approach is designed to help trainees 
take what they’ve learned in training and apply it on the job. When a conflict—which 
may or may not be related to diversity—first arises between two peers or between a 
manager and employee, a consulting pair is called in to facilitate discussion and prob-
lem solving. The unique feature of this approach is that the consulting pair is selected 
to match as closely as possible the backgrounds of the individuals who are involved in 
the conflict. Of course, all proceedings are strictly confidential. 
  The result? Ken Hartman is a happier guy these days. As president of one of Blahna’s 
divisions, the 48-year-old executive is a step away from joining the ranks of senior man-
agement. Life has changed for him since Blahna “stopped talking about values like diver-
sity and began behaving that way.” 

  Questions  

   1.   Why do many companies find increasing and managing diversity to be difficult 
challenges?  

   2.   What were the key elements in Blahna’s successful diversity strategy?  
   3.   Under what circumstances might the consulting pairs approach be most useful?  
   4.   What steps should management take to ensure that the consulting pairs approach 

is working?         
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   P A R T

 EMPLOYMENT  2 
 Now that you understand the competitive, legal, and social environments 
within which HR management activities take place, it is time to address three 
major aspects of the employment process: analyzing the work to be done, deter-
mining the types of skills needed to do the work, and hiring employees. Logi-
cally, before an organization can select employees, it must be able to specify 
the kind of work that needs to be done, how it should be done, the number of 
people needed, and the personal characteristics required to do the work. Chap-
ter 5 addresses these issues. Chapter 6 considers the planning, implementation, 
and evaluation of recruitment operations. Finally, Chapter 7 examines initial 
screening and employee selection—why they are important, how they are done, 
and how they can be evaluated.  

  5     PLANNING FOR PEOPLE  

  6     RECRUITING  

  7     STAFFING        



   C H A P T E R

 Questions This Chapter Will Help Managers Answer 

  1.  How can business strategy be integrated with workforce planning? 

  2.  How might job-design principles and job analysis be useful to the 

practicing manager? 

  3.  What is workforce planning, and how should I begin that process? 

  4.  How can organizations balance “make” versus “buy” decisions with 

respect to talent? 

  5.  How should organizations manage leadership succession?  

5  PLANNING FOR PEOPLE   



 LEADERSHIP SUCCESSION—A KEY CHALLENGE FOR ALL 
ORGANIZATIONS  *  

   The death or illness of a chief executive is a crisis that most companies rarely 
face. McDonald’s Corporation did so twice in just seven months in what was 
widely viewed as a model of    succession planning   . When James Cantalupo died 
of a heart attack in April, within hours the Board of Directors appointed his 
second-in-command, Charles Bell, who had been groomed for the job. And, 
when Bell resigned in late November after being diagnosed with colon cancer, 
the Board named Vice-Chairman James Skinner to the job. Leaving nothing to 
chance, it promoted U. S. operations chief Michael Roberts to president and 
chief operating officer, in line to succeed Skinner, 60. 
  Unfortunately McDonald’s is the exception. Recent data indicate that only 
about half of public and private corporate boards have CEO-succession plans in 
place. This is the case even at giant global companies that have thousands of 
employees and spend millions each year to recruit and train talent. Thus, after 
a combined write-down of more than $15 billion at Citigroup and Merrill Lynch 
in late 2007, stemming from turmoil in the sub-prime mortgage market, the 
chief executives of both firms were forced out, and their respective boards of 
directors were left to scramble to find replacements. Is this an anomaly? Hardly. 
Rather, these were just the latest examples of boards that failed to build solid 
leadership-succession plans, joining the boards at other firms who had made 
the same mistake in the past, such as Morgan Stanley, Coca-Cola, Home Depot, 
AIG, and Hewlett-Packard. These companies stand in stark contrast to such 
firms as General Electric, ExxonMobil, Goldman Sachs, Johnson & Johnson, 
Kellogg, United Parcel Service, and Pepsico, who benefited enormously from 
building strong teams of internal leaders, which, in turn, resulted in seamless 
transitions in executive leadership. 
  Why weren’t the first set of boards grooming internal candidates for the lead-
ership jobs? In part, because at the heart of succession lie personality, ego, power, 
and, most importantly, mortality. Said one expert, “Some CEOs find the prospect 
of succession downright depressing. For them it means failure or organizational 
death. They love the job; it is their identity. They think of building a cohort of 
potential leaders, not as the path to growth and prosperity, but as a sure route to 
lame-duck status.” Moreover, some boards tend to look the other way on the suc-
cession question when the CEO makes the numbers and is singularly focused on 
pleasing Wall Street the next quarter, or when he or she purges talented subordi-
nates rather than prepare them to take over. Here are several other, more con-
crete, obstacles to leadership-succession planning: poor dynamics between the 
board and the CEO; the lack of a well-defined process; poorly defined ownership 
of succession-planning responsibilities; scarcity of internal, CEO-ready talent; 
inability to assess objectively any potential internal candidates. 
  Are boards serving shareholders when they let these barriers get in the 
way of leadership-development and succession-planning efforts? Said one 
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*Sources: Ogden, D., & Wood, J. (2008, March 25). Succession planning: A Board imperative. 
Retrieved from www.businessweek.com, April 28, 2008. George, B. (2007, Nov. 29). An embar-
rassment of succession fiascoes. Retrieved from www.businessweek.com, April 28, 2008. CEO 
succession: Has grooming talent on the inside gone by the wayside? (2007, Nov. 28). Retrieved 
from http://knowledge.wharton.upenn.edu, March 9, 2008.
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 To make intelligent decisions about HR strategy, the best ways to deploy and 
manage people, two types of information are essential: (1) a description of the 
strategy that a firm will use to compete for business in the marketplace, and 
(2) job design, including a description of the work to be done, the skills needed, 
and the training and experience required for various jobs. Once these are 
known, it makes sense to plan for the numbers and skills mix of people  required 
at some future time period. We consider the first of these needs, business strat-
egy, HR strategy, and job design, in the sections that follow. We consider work-
force planning in the latter part of the chapter.      

expert, “Not when global competition and technological change, in the con-
text of an active market for corporate control, make the job of CEO about as 
tough as it has ever been. Companies need world-class efficiency, constant 
innovation, and a customer orientation. This requires a group of talented, 
dedicated people working as a team across business units and country 
boundaries.” 
  Ideally, careful succession planning grooms people internally. Doing so 
maintains the intellectual capital of an organization, and also motivates 
 senior-level executives to stay and to excel because they might get to lead the 
company someday. On the other hand, there are also sound reasons why a 
company might look to an outside successor. Boards that hire outsiders to be 
CEOs feel that change is more important than continuity, particularly so in 
situations where things have not been going well. As one observer noted in 
the context of the Citigroup and Merrill Lynch CEO searches, “. . . when 
there’s a major failure in performance, then you don’t want [to promote] the 
person you have groomed, even if you’ve done great succession planning. 
You want somebody with a fresh perspective.” Another commented, “The 
best way to let people in the investment community know that you didn’t 
like the way things were going is to get rid of everybody associated with the 
old approach. In that context, an internal successor has got no prayer of 
 becoming CEO. It doesn’t matter how wonderful the person is; he or she is 
tainted by their association with the previous regime. The directors feel a 
need to signal a change in direction, so pretty much anybody associated with 
the old regime can’t be advanced.” 
  In the conclusion to this case we will see how several leading-edge firms 
avoid a crisis in succession planning by institutionalizing their leadership-
 succession processes. We’ll also offer some concrete steps that any board 
can take.  

 Challenges  

  1.   If planning for leadership succession is so important, why don’t more orga-
nizations do it?  

  2.   What sort of leadership-development process would you recommend?  
  3.   As Board Chairperson, how might you overcome the resistance of a CEO to 

plan for succession?      
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 BUSINESS STRATEGY—FOUNDATION FOR ALL 
ORGANIZATIONAL DECISIONS  

 At the outset it is important to distinguish strategy formulation from strategy 
analysis.  1   Strategy formulation answers the basic question, “How will we com-
pete?” It is a vital role of senior leaders within an organization, and it typically 
considers the external environment, customer trends, competitive positioning, 
and internal strengths and weaknesses. Strategy formulation may be quite for-
mal and last over long periods, or it may be highly dynamic and adaptive. 
Strategy analysis defines the crucial (or pivotal) elements for the strategy’s 
success. Analyzing the overall strategy to reveal implications of these pivotal 
elements focuses attention on the execution of the broader business strategy. 
With a common understanding of the strategy of a business, leaders at all lev-
els can help ensure that all resources, including people, are deployed and 
managed in relation to their importance to strategic success and in a manner 
that allows an organization to sustain its competitive advantages. The final 
step in the process is strategy implementation (execution), in which firms take 
the necessary actions to implement their strategies. After all, decisions are of 
little use unless they are acted upon. Strategy implementation makes the in-
tended strategy real. 
    How firms compete with each other and how they attain and sustain com-
petitive advantage are the essence of what is known as strategic management.  2   
Successful firms strive to develop bases for competitive advantage, that is, they 
try to do something that is valuable, rare, and difficult to imitate. For example, 
they may achieve competitive advantage through cost leadership, differentia-
tion, or by focusing narrowly on a market segment. Consider differentiation as 
an example. It consists in creating differences in a firm’s product or services by 
creating something that is perceived industrywide as unique and valued by 
customers, for example:

�   Prestige (Ritz-Carleton hotels or BMW automobiles)  
�   Technology (Bose sound systems, Apple’s IPhone)  
�   Innovation (3M, Medtronic medical equipment, Intel)  
�   Customer service (Lexus, Nordstrom department stores)    

   FedEx CEO and founder, Fred Smith claims that the key to his firm’s success is 
innovation. He contends that his management team did not understand its real 
goal when the firm started operating in 1971: “We thought that we were selling 
the transportation of goods; in fact, we were selling peace of mind.”  3   To that 
end, FedEx now provides each driver with a hand-held computer and a trans-
mitting device that makes it possible for customers to track their packages right 
from their personal computers.  

 Ensuring Coherence in Strategic Direction 

 Organizations are more likely to be successful if everyone from the mailroom to 
the boardroom is striving for common goals and objectives. From general to 
specific, stated goals form a hierarchy that includes vision, mission, and strate-
gic objectives. 
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    An organization’s vision should be “massively inspiring, overarching, and 
long term.”  4   Emotionally driven, it is a fundamental statement of an organiza-
tion’s values, aspirations, and goals. Here are some examples.  5   

�  “To be the happiest place on earth” (Disneyland)  
�  “Restoring patients to full life” (Medtronic)  
�  “To be the world’s best quick-service restaurant” (McDonald’s)    

   A vision may or may not succeed. It depends on whether everything else hap-
pens according to a firm’s strategy. 
    A mission statement differs from a vision statement in that it includes both 
the purpose of the company as well as the basis of competition and competitive 
advantage. Here is FedEx’s: To produce superior financial returns for our share-
holders as we serve our customers with the highest-quality transportation, 
 logistics, and e-commerce.”  6   
    The most important audience for a mission statement is employees, for it 
helps build a common understanding of an organization’s purpose and the basis 
of its intended competitive advantage in the marketplace. Strategic objectives 
operationalize the mission statement. They may be financial or nonfinancial, 
but in both cases they need to provide guidance on how the organization can 
fulfill or move toward the higher-level goals: vision and mission. For example, 
Walgreen’s has a strategic objective of operating 6,000 stores by 2010, up from 
3,000 in the year 2000. Fortune Brands has the strategic objective of reducing 
corporate overhead costs by $30 million a year. These objectives are  SMART —
that is, they are  S pecific,  M easurable,  A ppropriate (consistent with the vision 
and mission),  R ealistic (challenging but doable), and  T imely. 
    SMART objectives have several advantages. They help to channel the efforts 
of all employees toward common goals. They can motivate and inspire employees 
to higher levels of commitment and effort. Finally, they can provide a yardstick to 
measure performance, and thus the distribution of rewards and incentives. 
    Other objectives are even more specific. These are short-term objectives—
essential components of action plans that are critical to implementing a firm’s 
chosen strategy. We will have more to say about action plans later in the chap-
ter as we discuss workforce planning. 
    While planning business strategy clearly offers a number of benefits, there is 
also a potential downside in that it may lock companies into a particular vision 
of the future—one that may not come to pass. This poses a dilemma: how to 
plan for the future when the future changes so quickly. The answer is to make 
the planning process more democratic. Instead of relegating strategic planning 
to a separate staff—as in the past—it needs to include a wide range of people, 
from line managers to customers to suppliers. Top managers must listen and be 
prepared to shift plans in midstream, if conditions demand it. This is exactly 
the approach that Cisco Systems takes. It is not wedded to any particular tech-
nology, because it recognizes that customers are the arbiters of choice. It listens 
carefully to its customers and then offers solutions that customers want. 
       Business strategy    provides an overall direction and focus for the organiza-
tion as a whole, including for each functional area of the business. In this book 
our primary focus is on managing people, and overall business strategy, through 
an organization’s hierarchy of goals—vision, mission, and strategic objectives—
which provides helpful guidance about the type of talent that will be necessary 
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to fulfill the organization’s strategic objectives, and to move toward its mission 
and vision.    HR strategy    is much more specific with respect to the selection, 
deployment, and management of that talent. The next section addresses the 
relationship between HR and business strategy in more detail.     

 RELATIONSHIP OF HR STRATEGY TO BUSINESS STRATEGY  

 Human resource (HR) strategy parallels and facilitates implementation of the 
strategic business plan.  HR strategy is the set of priorities a firm uses to align its 
resources, policies, and programs with its strategic business plan.  It  requires a 
focus on planned major changes in the business and on critical  issues such as 
the following: What are the HR implications of the proposed business strate-
gies? What are the possible external constraints and requirements? What are 
the implications for management practices, management  development, and 
management succession? What can be done in the short term to prepare for 
longer-term needs? In this approach to the strategic management of human 
 resources, a firm’s business strategy and its HR strategy are interdependent.  7   
     Figure 5–1  is a model that shows the relationship of HR strategy to the 
broader business strategy.  8   Briefly, the model shows that planning proceeds 

Figure 5–1

The relationship of HR strategy to the broader strategy of a business.

Execute—
bottom-up

Plan—
top-down

HR METRICS
What measures assess the key
drivers of individual, team, and
organizational performance?

How 
do we 

compete?

What must
we execute well?

How do we delight our 
internal and external customers?

What competencies, incentives, and
work practices support high performance?

Source: HR in alignment. (2004). DVD produced by the Society for Human  Resource  Management 

Foundation, Alexandria, VA. Retrieved from www. shrm.org/Foundation.
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top-down, while execution proceeds bottom-up. There are four links in the 
model, beginning with the fundamental question “How do we compete?” As 
we noted earlier, firms may compete on a number of nonindependent dimen-
sions, such as innovation, quality, cost leadership, or speed. From that, it 
 becomes possible to identify business or organizational processes that the firm 
must execute well in order to compete (e.g., speedy order fulfillment). When 
processes are executed well, the organization delights its internal and external 
customers through high performance. This may occur, for example, when an 
employee presents a timely, cost-effective solution to a customer’s problem. 
    To manage and motivate employees to strive for high performance, the 
right competencies, incentives, and work practices must be in place. Execu-
tion proceeds bottom-up, as these appropriate competencies, challenging in-
centives, and work practices inspire high performance, which makes everyone 
happy. This, in turn, means that business processes are being executed 
 efficiently, enabling the organization to compete successfully for business in 
the marketplace. 
    At a general level, high-performance work practices include the following 
five features:  9   

�  Pushing responsibility down to employees operating in flatter organiza-
tions.  

�  Increased emphasis on line managers as HR managers.  
�  Instilling learning as a priority in all organizational systems.  
�  Decentralizing decision making to autonomous units and employees.  
�  Linking performance measures for employees to financial performance 

 indicators.    

   HR metrics serve as a kind of overlay to the model itself. HR metrics should 
reflect the key drivers of individual, team, and organizational performance. 
When they do, the organization is measuring what really matters.    

 Workforce Plans  

 Workforce plans parallel the plans for the business as a whole. They focus on 
questions such as these: What do the proposed business strategies imply with 
respect to human resources? What kinds of internal and external constraints 
will (or do) we face? For example, the projected retirements of large numbers of 
older workers are an internal constraint on the ability of some firms to  expand,  10   
while a projected shortfall in the supply of college graduate electrical engineers 
(relative to the demand for them by employers) is an external constraint. What 
are the implications for staffing, compensation practices, training and develop-
ment, and management succession? What can be done in the short run (tacti-
cally) to prepare for long-term (strategic) needs? Workforce plans must be 
consistent with the broader HR strategy of an organization, which, in turn, must 
be consistent with the overall strategy of the business.  Figure 5–2  shows the 
relationship between business planning—long-range, mid-range, and annual—
and parallel processes that occur in workforce planning. 
    As  Figure 5–2  shows, workforce plans focus on firm-level responses to 
 people-related business issues over multiple time horizons. What are some 
 examples of such issues, and how can managers identify them? People-related 
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business concerns, or issues, might include, “What types of skills must managers 
possess to run the business 3–5 years from now, and how do we make sure we’ll 
have them?” At a broader level, issues include the impact of rapid technological 
change, more complex organizations (in terms of products, locations, customers, 
and markets) more frequent responses to external forces such as legislation and 
litigation, demographic changes, and increasing multinational competition. In 
this scenario, environmental changes drive issues, issues drive actions, and ac-
tions encompass programs and processes used to design and implement them.  11   
    Realistically, HR concerns become business concerns and are dealt with 
only when they affect the line manager’s ability to function effectively.  12   Such 
concerns may result from an immediate issue, such as downsizing or a labor 
shortage, or from a longer-term issue that can be felt as if it were an immediate 
issue, such as management development and succession planning. On the other 
hand, people-related business issues such as workforce diversity, changing re-
quirements for managerial skills, no-growth assumptions, mergers, retraining 

Figure 5–2

 Impact of three levels of business planning on workforce planning.
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needs, and health and safety are issues that relate directly to the competitive-
ness of an organization and threaten its ability to survive. In short, progressive 
firms recognize that people-related business issues will have powerful impacts 
on their strategic business and workforce plans for the foreseeable future. 
    We will have more to say about workforce plans in a later section, but first 
we need to address the design of jobs and the kinds of personal characteristics 
that they require. These are the subjects of the next sections of the chapter. We 
begin by considering whether the concept of a job is still relevant in today’s 
world of work.    

 THE END OF THE JOB?  

 In the mid-1990s books and magazines proclaimed “The End of the Job.”  13   Post-
job workers, so the reasoning went, will likely be self-employed contract work-
ers, hired to work on projects or teams. Just look at Intel or Microsoft, firms that 
organize work around projects. People will work on 6 to 10 projects, perhaps 
for different employers at the same time. That may come to pass some day, but 
not yet. 
    A funny thing happened along the way—the Internet revolution. Go to any 
company’s Web site, and discover that it invites applications—for jobs! True, 
employees may work on 6 to 10 projects at once, but only for one employer. 
This is not to imply that the concept of work is not changing. Sometimes the 
changes occur at a dizzying pace because fluid organizations fighting to stay 
competitive require their people to adapt constantly. Consider just two changes 
in “traditional” jobs:

    1.   Librarians who used to recommend and shelve books and provide guid-
ance for research projects now demonstrate how to run computerized 
searches to sort through an Internet world bursting with information.  

   2.   Automobile-assembly plants are replacing retiring workers who were 
hired right out of high school with people who are trained to operate 
computer-based machinery and who can also work well in teams.    

   Yet for all the changes, using a job as a way to organize and group tasks and 
responsibilities has not yet disappeared, especially in large organizations.  14      

 ALTERNATIVE PERSPECTIVES ON JOBS  

 Jobs are frequently the subject of conversation: “I’m trying to get a job”; “I’m 
being promoted to a new job”; “I’d sure like to have my boss’s job.” Or, as 
Samuel Gompers, first president of the American Federation of Labor, once 
said, “A job’s a job; if it doesn’t pay enough, it’s a lousy job.” 
    Jobs are important to individuals: They help determine standards of living, 
places of residence, status (value ascribed to individuals because of their posi-
tion), and even a personal sense of self-worth. Jobs are important to organiza-
tions because they are the vehicles through which work (and thus organizational 
objectives) are accomplished. Some jobs are highly unusual, as the example 
below illustrates. 



 Chapter 5 Planning for People 163

COMPANY EXAMPLE: 
YOU DO WHAT?

CORPORATE BANK ROBBER
Jim Stickley (CTO of TraceSecurity and author of The Truth About Identity 
Theft), has a fantasy job. He gets hired by banks to break through their security 
policies to steal information, and then to tell them how he did it and how to 
prevent such intrusions. To gain entrance, he may go in as a pest-control spe-
cialist, a health inspector, or a fire-safety official. Once inside, he uses ingenious 
methods to gain access to sensitive information. He says, “A good bank robber 
needs to know how to act under pressure and to talk his way out of anything.”

Some people are paid 
to rob banks—a truly 
 unusual job.

FPO

    Thinking about jobs and the organization of work suggests questions like 
the following:

�  Who specifies the content of each job?  
�  Who decides how many jobs are necessary?  
�  How are the interrelationships among jobs determined and communicated?  
�  Has anyone looked at the number, design, and content of jobs from the per-

spective of the entire organization, the “big picture”?  
�  What are the minimum qualifications for each job?  
�  What should training programs stress?  
�  How should performance on each job be measured?  
�  How much is each job worth?     

 Job Design 

 At the outset it is important to distinguish job analysis from job design. The 
term    job analysis    describes the process of obtaining information about jobs. 
 Regardless of how it is collected, it usually includes information about the tasks 
to be done on the job, as well as the personal characteristics (education, experi-
ence, specialized training, personality) necessary to do the tasks.    Job design   , in 
contrast, focuses on how work will be performed or changed,  including all 
 relevant tasks. If a job changes, then the process is referred to as job redesign. 
Job design should link closely to business strategy, because the strategy might 



164 Part 2 Employment

require new and different tasks, for example, by incorporating new technology 
or different ways of performing the same tasks. Here is a company example.     

COMPANY EXAMPLE TECHNOLOGY INNOVATION LEADS TO CHANGES IN JOB DESIGN
SYSCO Corporation, of Houston, Texas, is the largest food marketer and dis-
tributor in North America. A major part of its operations involves delivering 
food to restaurants. To do that, the company receives orders from chefs, and 
fulfills those orders by loading relevant items from its warehouses onto trucks 
for delivery to the chefs. Accuracy in delivering exactly what was ordered is 
critical. Prior to the implementation of a computerized Enterprise Require-
ments Planning (ERP) system, warehouse clerks would check items manually 
to ensure a match between each item on an order sheet and the items actually 
loaded onto a delivery truck. Not surprisingly, this lead to an unacceptably 
high error rate, in terms of deliveries relative to orders. Errors increase costs, 
because separate trips are necessary to redeliver items.
 After installation of the ERP system, the jobs of the warehouse clerks 
changed. They now wore “wrist computers” so that they could match elec-
tronically the bar code of each item on an order sheet (e.g., one case of 
24-ounce cans of whole black olives) to that on a box of the same merchandise. 
An alarm sounded if there was a mismatch, so that the warehouse clerks could 
correct the problem before the wrong item was loaded onto a delivery truck. 
Result: better than 99 percent accuracy in deliveries! Note also how the design 
of the job of warehouse clerk changed in relation to an important strategic 
 objective: to improve customer service by ensuring that deliveries match orders 
better than 99 percent of the time. Innovations in technology drove the change 
in the design of the job, which led directly to decreases in delivery costs.

A SYSCO warehouse 
worker uses a wrist 
computer to match 
merchandise to what 
was ordered.
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 Scientific Management—“One Best Way” 

 Scientific management was the dominant approach to job design in the indus-
trial society of the 20th century. Frederick W. Taylor was its prophet and the 
stopwatch was his bible.  18   Time-and-motion studies were key elements, for 
they could reveal the most efficient (that is, one best) way to perform work, by 
minimizing wasteful movements or unnecessary steps. Taylor believed that 
once the best way to perform work was identified, workers should be selected 
on the basis of their ability to do the job, they should be trained in the standard 
way to perform the job, and they should be offered monetary incentives to 
 motivate them to do their best. 
    This approach to designing work is fully consistent with a cost-leadership 
business strategy. Design jobs so that they are simple to perform and easily 
learned. That way the firm can minimize the abilities required to perform the 
work, minimize training costs, and make turnover less costly. At the same time, 
however, jobs designed only to maximize efficiency lead to predictable psycho-
logical consequences, and these have been well documented.  19   Such jobs often 
lead to job dissatisfaction, surface attention to work, depersonalization and 
feelings of alienation (powerlessness, meaninglessness), and frustration for lack 
of personal growth and success. In the context of automobile assembly-line 
jobs in the early 1900s, Henry Ford lamented, “Why is it that I always get a 
whole person when what I really want is a pair of hands?”  20   In today’s (and 
tomorrow’s) world of work, characteristics of the whole person—cognitive as 
well as personality—are required to improve continuously the business pro-
cesses that satisfy the needs of internal and external customers. 
    To counter some of the more unpleasant consequences of jobs designed 
solely to maximize efficiency, researchers turned to job rotation (moving 
 employees from one relatively simple job to another after short time periods 
ranging from an hour to a day), job enlargement (increasing the number of tasks 
each employee performs), and job enrichment (increasing each worker’s level 
of accountability and responsibility). While useful, none resolved all of the job-
design problems that modern managers face or explained why failures could be 
expected to occur.  21   A more recent approach, the job characteristics model, 
 attempted to provide a fuller explanation of the relationship of job character-
istics to employee motivation.   

As a general matter, jobs may vary from having a relatively narrow range of 
tasks (often simple, requiring little skill or training to perform them), to jobs 
that include a broad array of tasks that require multiple skills (e.g., a chief 
 financial officer). Jobs designed with a narrow range of tasks generally focus 
on efficiency, while those designed with a broad range of tasks often seek to 
enhance innovation. There are a number of alternative theoretical perspec-
tives to designing jobs, from industrial engineering,15 to socio-technical sys-
tems design that emphasizes teams and autonomous work groups,16 to 
 ergonomic and human-factors approaches that consider the physical and 
 information- processing requirements of work,17 to high-performance work 
systems and a job-characteristics approach that emphasizes motivation. We 
will discuss just two of these to contrast the objectives of efficiency and 
 innovation.
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 The Job Characteristics Approach to Job Design 

 J. Richard Hackman and Greg Oldham popularized this approach. It holds 
that certain job characteristics (skill variety, task identity, task significance, 
autonomy, and feedback) contribute to certain psychological states (meaning-
fulness, responsibility, knowledge of results), which lead to important per-
sonal and work outcomes (high internal work motivation and satisfaction, 
high-quality work performance, low absenteeism and turnover). The strength 
of employees’ need for growth has an important moderating effect, in that 
those who are not interested in personal growth will not respond positively 
to changes in core job characteristics.  Figure 5–3  illustrates the job character-
istics model. 
    Here are some brief definitions of the core job characteristics in the model. 

    Skill variety— the extent to which the job requires the employee to use a 
number of different skills and abilities and to draw on a range of knowledge. 
    Task identity— the extent to which an employee performs a whole piece of 
work with an identifiable beginning and end. 
    Task significance— internal (importance to the organization) as well as 
external (employees are proud to tell others what they do and where they 
work). 
    Autonomy— amount of freedom and control employees have in schedul-
ing their work, making decisions, and determining how to accomplish 
objectives. 
    Feedback— objective information about progress and performance (e.g., 
from the work itself, supervisors, an information system) 

Figure 5–3

The Hackman-
Oldham job 
characteristics 
model of job 
design and work 
motivation.
Source: Hackman, J. R., 

& Oldham, G. R. 

(1976). Motivation 

through the design of 

work: Test of a theory. 

Organizational 
Behavior and Human 
Performance, 16, 
250–279. Used with 

the permission of 

Academic Press.
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   The critical psychological states can be summarized as follows: 

    Meaningfulness— the extent to which an employee perceives his or her 
work to be important, worthwhile, and making a valuable contribution. 
    Responsibility— the extent to which an employee feels personally respon-
sible or accountable for the work being done. 
    Knowledge of results— information about one’s work performance. 

   Hackman, Oldham, and their colleagues also provided some practical guide-
lines for redesigning jobs, and illustrated their application in a variety of 
settings.  22   

          Core job characteristic     Guidelines for practice   

    Skill variety   Provide cross-training; expand duties requiring 
 more skills  

  Task identity   Give projects deadlines for completion; form 
 self-contained work modules  

  Task significance   Communicate importance of the job; enhance 
 image of the organization  

  Autonomy   Provide more responsibility and accountability; 
 empower to make decisions  

  Feedback   Implement information systems; supervisors give 
 objective, immediate information about how 
 employees are doing     

    The combination of a clear, understandable theory, plus practical guidelines 
to implement it, have made the job characteristics model a popular  approach 
that has been applied in many well-known companies. Research has found 
strong support for the linkages between core job dimensions and the critical 
psychological states, and between these states and the predicted outcomes.  23   
Meta-analyses of the job characteristics model have found general support for 
the model itself as well as for its effects on motivation, satisfaction, and perfor-
mance outcomes.  24     

 Identifying the Work To Be Done and the Personal Characteristics 
Needed To Do the Work 

 The scientific-management approach to job design focused on the most effi-
cient way to accomplish work tasks, and the job characteristics model focused 
on enhancing personal and work outcomes from performing work. In order to 
implement either of those approaches, though, one must be able to specify the 
work to be done and the personal characteristics (knowledge, skills, abilities, 
personality characteristics) that are required to do the work. That is the pur-
pose of job analysis. 
    The result of the process of job analysis is a job description (an overall 
 written summary of task requirements) and a    job specification    (an overall written 
summary of worker requirements). In the past, such job definitions often tended 
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to be quite narrow in scope. Today, however, some organizations are beginning 
to develop behavioral job descriptions. They tend to be more stable, even as 
technologies and customer needs change.  25   
    For example, instead of focusing on communication skills, such as writing, 
speaking, and making presentations, behavioral job descriptions incorporate 
broader behavioral statements, such as “actively listens, builds trust, and 
adapts his or her style and tactics to fit the audience.” These behaviors will not 
change, even as the means of executing them evolve with technology. Instead 
of being responsible for simple procedures and predictable tasks, workers are 
now expected to draw inferences and render diagnoses, judgments, and deci-
sions, often under severe time constraints.  26   
    Job specifications should reflect  minimally  acceptable qualifications for job 
incumbents. Frequently they do not, reflecting instead a profile of the  ideal  job 
incumbent. How are job specifications set? Typically, they are set by consensus 
among experts—immediate supervisors, job incumbents, and job analysts.  27   
Such a procedure is professionally acceptable, but care must be taken to distin-
guish between required and desirable qualifications. The term  required  denotes 
inflexibility; that is, it is assumed that without this qualification, an individual 
absolutely would be unable to do the job (e.g., certification or  licensure).  Desir-
able  implies flexibility; it is “nice to have” this ability, but it is not a “need to 
have” (e.g., for some jobs, education or experience requirements). To be sure, 
required qualifications will exist in almost all jobs, but care must be exercised 
in establishing them, for such requirements must meet a higher standard. 

  LEGALITIES  JOB ANALYSIS AND THE AMERICANS WITH 

DISABILITIES ACT (ADA) OF 1990 

 Job analyses are not legally required under the ADA, but sound professional 
practice suggests that they be done for three reasons:

    1.   The law makes it clear that job applicants must be able to understand what 
the essential functions of a job are before they can respond to the question 
“Can you perform the essential functions of the job for which you are 
 applying?” Essential functions are those that require relatively more time 
and have serious consequences of error or nonperformance associated with 
them. A function may be essential because the reason the position exists at 
all is to perform that function (e.g., a baggage handler at an airport must be 
able to lift bags weighing up to 70 pounds repeatedly throughout an eight-
hour shift). Alternatively, the function may be so highly specialized that it 
cannot be shifted to others (e.g., in a nuclear power plant, a nuclear engi-
neer must perform inspections, often by crawling through tight spaces). 
Job analysis is a systematic procedure that can help to identify essential 
job functions.  

   2.   Existing job analyses may need to be updated to reflect additional dimen-
sions of jobs, namely, the physical demands, environmental demands, 
and mental abilities required to perform essential functions.  Figure 5–4  
shows a portion of a checklist of physical demands.  
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   3.   Once job analyses are updated as described, a summary of the results is 
normally prepared in writing in the form of a job description. What 
may work even better under the ADA, however, is a video job descrip-
tion, that provides concrete evidence to applicants of the physical, environ-
mental (e.g., temperatures, noise level, working space), or mental (e.g., 
irate customers calling with complaints) demands of jobs. Candidates 
who are unable to perform a job because of a physical or mental disabil-
ity may self-select out, thereby minimizing the likelihood of a legal 
challenge.    

  To ensure job relatedness, employers must be able to link required knowl-
edge, skills, abilities, and other characteristics (measures of which candidates 
actually are assessed on) to essential job functions. Finally, recognize that un-
der the ADA it is imperative to distinguish “essential” from “nonessential” 
functions  prior  to announcing a job or interviewing applicants.  28   If a candidate 
with a disability can perform the essential functions of a job and is hired, the 
employer must be willing to make “reasonable accommodations” to enable the 

Figure 5–4

Portion of a 
 physical-abilities 
checklist.

   Use the symbols below to rate the following activities:

           NP   Not present   Activity does not exist  

  O   Occasionally   Activity exists up to 1/3 of the time  

  F   Frequently   Activity exists from 1/3 to 2/3 of the time  

  C   Constantly   Activity exists 2/3 or more of the time      

   1a. Strength (also enter the percentage of time spent in each activity) 

      Standing    percent 

      Walking    percent 

      Sitting    percent 

   1b.  Also indicate the number of pounds that must be lifted, carried, 
pushed, or pulled. 

      Lifting    (weight) 

      Carrying    (weight) 

      Pushing    (weight) 

      Pulling    (weight) 

    2. Climbing    

    3. Balancing    

    4. Stooping    

    5. Kneeling    

    6. Crouching    

    7. Crawling    

    8. Reaching    

    9. Talking (Ordinary)  (Other)   

   10. Hearing (Ordinary conversation)  (Other)   
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person to work.  29   Here are some examples that the ADA defines as “reason-
able” accommodation efforts:

�  Restructuring a job so that someone else does the nonessential tasks a per-
son with a disability cannot do.  

�  Modifying work hours or work schedules so that a person with a disability 
can commute during off-peak periods.  

�  Reassigning a worker who becomes disabled to a vacant position.  
�  Acquiring or modifying equipment or devices (e.g., a telecommunications 

device for the deaf).  
�  Adjusting or modifying examinations, training materials, or HR policies.  
�  Providing qualified readers or interpreters.       

  Competency Models 

    Competency models    attempt to identify variables related to overall organiza-
tional fit and to identify personality characteristics consistent with the organi-
zation’s vision (e.g., drive for results, persistence, innovation, flexibility).  30   As 
such they are written in terms that operating managers can relate to. 
    Competency models are a form of job analysis that focuses on broader 
characteristics of individuals and on using these characteristics to inform HR 
practices. They focus on the full range of knowledge, skills, abilities, and 
other characteristics (e.g., motives, traits, attitudes, personality  characteristics), 
so-called KSAOs, that are needed for effective performance on the job, and 
that characterize exceptional performers. Ideally, such a model consists of a 
set of    competencies    that have been identified as necessary for successful per-
formance, with behavioral indicators associated with high performance on 
each competency specified.  31   
    How does competency modeling differ from job analysis? A rigorous com-
parison concluded that competency approaches typically include a fairly 
substantial effort to understand an organization’s business context and com-
petitive strategy and to establish some direct line-of-sight between individual 
competency requirements and the broader goals of an organization. Job analy-
ses, on the other hand, typically do not make this connection, but their level 
of rigor and documentation are more likely to enable them to withstand the 
close scrutiny of a legal challenge. As currently practiced, therefore, compe-
tency modeling is not a substitute or replacement for job analysis. 
    Neither job analysis nor competency modeling is a singular approach to 
studying work, and there is much variability in the ways they are implemented 
in actual practice.  32   Moreover, no single type of description of work content 
(competencies, KSAOs, work activities, performance standards) is appropriate 
for all purposes, and purpose is a key consideration in choosing any particular 
approach to the study of work.   

 How Do We Study Job Requirements? 

 A number of methods are available to study jobs.  33   At the outset it is important 
to note that none of them alone is sufficient. Rather, it is important to use a 
combination of them to obtain a total picture of the task and the physical, 
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mental, social, and environmental demands of a job. Here are five common 
methods of job analysis:

    1.    Job performance.  With this approach, an analyst actually performs the job 
under study to get firsthand exposure to what it demands.  

   2.    Observation.  The analyst simply observes a worker or group of workers 
doing a job. Without interfering, the analyst records the what, why, and 
how of the various parts of the job. Usually this information is recorded in 
a standard format.  

   3.    Interview.  In many jobs in which it is not possible for the analyst actually 
to perform the job (e.g., airline pilot) or where observation is impractical 
(e.g., architect), it is necessary to rely on workers’ own descriptions of 
what they do, why, and how. As with recordings of observations, use a 
standard format to collect input from all workers sampled to interview. In 
this way all questions and responses can be restricted to job-related top-
ics. More importantly, standardization makes it possible to compare what 
different people are saying about the job in question.  

   4.    Critical incidents.  These are vignettes comprising brief actual reports 
that  illustrate particularly effective or ineffective worker behaviors. For 
example:

   On January 14, Mr. Vin, the restaurant’s wine steward, was asked about 
an obscure bottle of wine. Without hesitation, he described the place of 
vintage and bottling, the meaning of the words on the label, and the char-
acteristics of the grapes in the year of vintage.  

     After collecting many of these little incidents from knowledgeable indi-
viduals, it is possible to abstract and categorize them according to the 
general job area they describe. The end result is a fairly clear picture of 
actual job requirements.  

   5.    Structured questionnaires.  These questionnaires list tasks, behaviors 
(e.g., negotiating, coordinating, using both hands), or both. Tasks focus 
on  what  gets done. This is a job-oriented approach. Behaviors, on the 
other hand, focus on  how  a job is done. This is a worker-oriented, or ability-
requirements, approach. Workers rate each task or behavior in terms of 
whether or not it is performed, and, if it is, they rate characteristics such 
as frequency, importance, level of difficulty, and relationship to overall 
performance. The ratings provide a basis for scoring the questionnaires 
and for developing a profile of actual job requirements.  34   The ability to 
represent job content in terms of numbers allows relatively precise com-
parisons across different jobs.  35   One of the most popular structured ques-
tionnaires is the position analysis questionnaire (PAQ).    

   The PAQ is a behavior-oriented job-analysis questionnaire.  36   It consists of 
187 items that fall into the following categories, plus 7 items that assess pay:

�    Information input:  where and how the worker gets the information to 
do her or his job.  

�    Mental processes:  the reasoning, planning, and decision making in-
volved in a job.  

�   Work output:  physical activities as well as the tools or devices used.  



172 Part 2 Employment

�   Relationships with other persons .  
�   Job context:  physical and social.  
�    Other job characteristics:  for example, apparel, work continuity, licens-

ing, hours, and responsibility.    

    The items provide either for checking a job element if it applies or rating it 
on a scale, such as in terms of importance, time, or difficulty. An example of 
some PAQ items is shown in  Figure 5–5 . Cumulative research indicates that 
the  ratings are quite stable over time,  37   and evidence indicates that PAQ 
 dimension scores are related to compensation and worker-ability levels.  38       
 While structured job-analysis questionnaires are growing in popularity, the 
newest applications are Web-based, and use company intranets and computer-
generated graphics to help illustrate similarities and differences across jobs and 
organizational units. An additional benefit is that the products of the job analysis 
are available anytime, anywhere, to anyone who has access to the company’s 
intranet.  39   
    The preceding five methods of job analysis represent the popular ones in 
use today.  Table 5–1  considers the pros and cons of each method. Regardless 
of the method used, the workers providing job information to the analyst 
must be experienced and knowledgeable about the jobs in question.  40   Trained 
analysts tend to provide the highest levels of agreement about the compo-
nents of jobs,  41   although there seem to be no differences in the quality of 
 information provided by members of different gender or race/ethnic sub-
groups,  42   or by high as opposed to low performers.  43   Incumbents, however, 
tend to  provide higher ratings of abilities required in a job than do supervi-
sors or trained job analysts.  44   In terms of the types of data actually collected, 
the most popular methods today are observation, interviews, and structured 
questionnaires.  

  Job Analysis: Relating Method to Purpose 

 Given such a wide choice among available job-analysis methods, the combina-
tion of methods to use is the one that best fits the  purpose  of the job-analysis 
research (e.g., staffing, training design, performance appraisal). It is simply not 

Figure 5–5

Sample PAQ 
items.

             5.3 Personal and Social Aspects

This section includes various personal and social
aspects of jobs. Indicate by code the importance of
these aspects as part of the job.

148   I   Civic obligations (because of the job, the worker assumes, or is expected to
             assume, certain civil obligations or responsibilities)

149   I   Frustrating situations (job situations in which attempts to deal with problems or
             achieve job objectives are obstructed or hindered, and may thus contribute to
             frustration on the part of the worker)

150   I   Strained personal contacts (dealing with individuals or groups in “unpleasant” or
             “strained” situations, for example, certain aspects of police work, certain types of
             negotiations, handling certain mental patients)

Code Importance to This Job

DNA Does not apply

   1 Very minor
   2 Low
   3 Average
   4 High
   5 Extreme
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Table 5–1

ADVANTAGES AND DISADVANTAGES OF FIVE POPULAR JOB-ANALYSIS METHODS

Method Advantages Disadvantages

With this method there is exposure 
to actual job tasks as well as to the 
physical, environmental, and social 
demands of the job. It is appropriate 
for jobs that can be learned in a 
relatively short period of time.

Direct exposure to jobs can provide a 
richer, deeper understanding of job 
requirements than workers’ 
descriptions of what they do.

This method can provide information 
about standard as well as nonstandard 
and mental work. Because the worker 
is also his or her own observer, he or 
she can report on activities that would 
not be observed often. In short, the 
worker can provide the analyst with 
information that might not be available 
from any other source.

This method focuses directly on what 
people do in their jobs, and thus it 
provides insight into job dynamics. 
Because the behaviors in question 
are observable and measurable, 
information derived from this method 
can be used for most possible 
applications of job analysis.

This method is generally cheaper and 
quicker to administer than other 
methods. Questionnaires can be 
completed off the job, thus avoiding 
lost productive time. Web-based 
questionnaires allow analysts to survey 
large numbers of geographically 
dispersed job incumbents, in English as 
well as in other languages, thus 
providing a breadth of coverage and a 
speed of analysis and feedback that is 
impossible to obtain otherwise.

This method is inappropriate for jobs 
that require extensive training or are 
hazardous to perform.

If the work in question is primarily 
mental, observations alone may reveal 
little useful information. Critical, yet 
rare, job requirements (e.g., “copes 
with emergencies”) simply may not be 
observed.

Workers may be suspicious of interviewers 
and their motives; interviewers may ask 
ambiguous questions. Thus, distortion 
of information (either as a result of 
honest misunderstanding or as a result 
of purposeful misrepresentation) is a 
real possibility. For this reason, the 
interview should never be used as the 
sole job-analysis method.

It takes considerable time to gather, 
abstract, and categorize the incidents. 
Also, because by definition the 
incidents describe particularly effective 
or ineffective behavior, it may be 
difficult to develop a profile of average 
job behavior—our main objective in job 
analysis.

Questionnaires are often time consuming 
and expensive to develop. Rapport 
between analyst and respondent is 
not possible unless the analyst is 
present to explain items and clarify 
misunderstandings. Such an impersonal 
approach may have adverse effects on 
respondent cooperation and motivation.

Job performance

Observation

Interviews

Critical incidents

Structured 

questionnaires
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true that a single type of job analysis can support any HR activity.  Table 5–2  is 
a matrix that suggests some possible match-ups between job analysis methods 
and various purposes. For example, the job-performance method of job analy-
sis is most appropriate for the development of tests and interviews, training 
design, and the design of performance appraisal systems.    

  FROM JOB ANALYSIS TO STRATEGIC WORKFORCE PLANNING  

 Having identified the behavioral requirements of jobs, the organization is in a 
position to identify the numbers of employees and the skills required to do 
those jobs, at least in the short term. Further, an understanding of available 
competencies is necessary to allow the organization to plan for the changes to 
new jobs required by corporate goals. This process is known as    strategic work-
force planning    (SWP). It refers to planning for people who will do the organi-
zation’s work but who may not be its employees.  45   These are “make-versus-buy” 
decisions that have become more important in firms as a result of globalization, 
outsourcing, employee leasing, new technologies, organizational restructuring, 
and diversity in the workforce. All of these factors  produce uncertainty—and 
because it’s difficult to be efficient in an uncertain environment, firms develop 
business and workforce plans to reduce the  impact of uncertainty. The plans 
may be short-term or long-term in nature, but to have a meaningful impact on 
future operations, it is important to link the business and workforce plans 
tightly to each other. To understand why, let’s consider how SWP today differs 
from workforce planning in earlier time periods. 
    In the past, workforce planning tended to be a reactive process because 
business needs usually defined human resource needs. For example, in the 
past a bank might decide to acquire a rival because it made good economic 
sense. Only after that decision was made would the bank worry about deploy-
ing talent in the two firms and integrating the two workforces. Today, major 
changes in business, economic, and social environments are forcing organiza-
tions to integrate business planning with SWP and to adopt a longer-term, pro-
active perspective.  46   According to one expert: 

Table 5–2

JOB-ANALYSIS METHODS AND THE PURPOSES BEST SUITED TO EACH

      Performance Career
Method Job  Development Development Job Training appraisal path
 descriptions of tests  of interviews evaluation design design planning

Job performance  X X  X X 

Observation X X X    

Interviews X X X X X X 

Critical incidents X X X  X X 

Questionnaires:

Task checklists X X X X X X 

Behavior checklists   X X X X X



 Chapter 5 Planning for People 175

    “The insights and knowledge gained from strategic workforce planning can 
help organizations decide, for example, where to locate new plants and offices, 
how to invest training resources, and whether to outsource certain work to 
meet business needs. They also give HR a deeper understanding of workforce 
dynamics so that talent can be managed proactively to ensure that future busi-
ness goals are met.”  47   
    Now let’s consider in more detail how SWPs actually work.  

 Strategic Workforce-Planning Systems 

 Although SWP means different things to different people, general agreement 
 exists on its ultimate objective—namely, the most effective use of scarce talent in 
the interests of the worker and the organization. Thus we may define SWP 
broadly as  an effort to anticipate future business and environmental demands on 
an organization, and to provide qualified people to fulfill that business and sat-
isfy those demands.   48   This general view suggests several specific, inter related 
activities that together comprise a SWP system (see  Figure 5–6 ). They include:

�  A  talent inventory  to catalogue the skills, abilities, and potential of the 
 current workforce.  
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Evaluation

Talent 
Inventory

Strategic and
Tactical

Business Plans

Human 
Resource
Objectives

Net
Workforce

Requirements

Action
Plans

Forecasts of
Workforce

Supply and Demand

Labor
Markets

Figure 5–6
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workforce 
planning system.
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�  A  workforce forecast  to predict future people requirements (numbers 
of workers needed, numbers expected to be available based on labor- market 
characteristics, the skills-mix required, internal versus external labor 
 supply).  

�   Action plans  to enlarge the pool of people qualified to fill the projected 
 vacancies through such actions as recruitment, selection, training, place-
ment, transfer, promotion, development, and compensation.  

�   Control and evaluation  to provide feedback on the overall effectiveness of 
the SWP system by monitoring the degree of attainment of HR objectives.    

   As  Figure 5–6  shows, forecasts and action plans are two key elements of SWP. 
A forecast of net workforce requirements is the result of an analysis of the 
future availability (supply) of labor and future labor requirements  (demand), 
tempered by an analysis of external conditions (e.g., technologies, markets, 
competition). With respect to the future availability of people with the right 
skills, an inventory of current talent is essential. We consider that topic 
next.     

 TALENT INVENTORY  

 A talent inventory is a fundamental requirement of an effective SWP system. It 
is an organized database of the existing skills, abilities, career interests, and 
experience of the current workforce. Prior to actual data collection, however, 
certain strategic questions must be addressed:

    1.   Who should be included in the inventory?  
   2.   What specific information must be included for each individual?  
   3.   How can this information best be obtained?  
   4.   What is the most effective way to record such information?  
   5.   How can inventory results be reported to top management?  
   6.   How often must this information be updated?  
   7.   How can the security of this information be protected?    

    Answers to these kinds of questions will provide both direction and scope 
for subsequent efforts. For example, IBM uses a technology-powered staff-
 deployment tool called “Workforce Management Initiative.”  49   It’s a sort of 
in-house version of Monster.com, the online job site. Built on a database of 
33,000 résumés, it lets managers search for employees with the precise skills 
they’ll need for particular projects. The initiative has already saved IBM 
$500 million, and it has also improved productivity. For example, when a 
health-care client needed a consultant with a clinical background, the system 
almost instantly targeted Lynn Yarbrough, a former registered nurse. That search 
would have taken more than a week in the old days. 
    The Workforce Management Initiative’s greatest impact, however, may be 
its ability to help managers analyze what skills staffers possess and how those 
talents match up to the business outlook. It’s part of a broader SWP effort. When 
a talent inventory is linked to other databases, the set of such information can 
be used to form a complete human resource information system (HRIS) that is 
useful in a variety of situations.  50   
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    Information such as the following is typically included in a profile devel-
oped for each employee:

�  Current position information  
�  Previous positions in the company  
�  Other significant work experience (e.g., other companies, military)  
�  Education (including degrees, licenses, certifications)  
�  Language skills and relevant international experience  
�  Training and development programs attended  
�  Community or industry leadership responsibilities  
�  Current and past performance appraisal data  
�  Disciplinary actions  
�  Awards received    

   Information provided by individuals may also be included. At Schlumberger, 
for example, employees add their career goals, information about their fami-
lies, past assignments, professional affiliations, publications, patents granted, 
and hobbies. IBM includes the individual’s expressed preference for future as-
signments and locations, including interest in staff or line positions in other 
IBM locations and divisions.  51   
    Although secondary uses of the talent-inventory data may emerge, it is im-
portant to specify the primary uses at the concept-development stage. Doing so 
provides direction and scope regarding who and what kinds of data should be 
included. Some common uses of a talent inventory include identification of 
candidates for promotion, succession planning, assignments to special proj-
ects, transfer, training, workforce-diversity planning and reporting, compensa-
tion planning, career planning, and organizational analysis. 
    Talent inventories and workforce forecasts must complement each other; an 
inventory of present talent is not particularly useful for planning purposes unless 
it can be analyzed in terms of future workforce requirements. On the other hand, 
a forecast of workforce requirements is useless unless it can be evaluated relative 
to the current and projected future supply of workers available internally. Only at 
that time, when we have a clear understanding of the projected surpluses or defi-
cits of employees in terms of their numbers, their skills, and their experience, 
does it make sense to initiate action plans to rectify projected problems.    

 WORKFORCE FORECASTS  

 The purpose of    workforce forecasting    is to estimate labor requirements at some 
future time period. Such forecasts are of two types: (1) the external and internal 
supply of labor and (2) the aggregate external and internal demand for labor. 
We consider each type separately because each rests on a different set of 
 assumptions and depends on a different set of variables.  52   
    Internal supply forecasts relate to conditions  inside  the organization, such 
as the age distribution of the workforce, terminations, retirements, and new 
hires within job classes. Both internal and external demand forecasts, on the 
other hand, depend primarily on the behavior of some business factor (e.g., 
projected number of retail outlets, projected sales, product volume) to which 
human resource needs can be related. Unlike internal and external supply 
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forecasts, demand forecasts are subject to many uncertainties—in domestic or 
worldwide economic conditions, in technology, and in consumer behavior, to 
name just a few. The  Occupational Outlook Handbook,  published by the U.S. 
Department of Labor, focuses on macro forecasts of aggregate demand for 
 various occupations. In terms of the percentage increase in demand between 
2006 and 2016, here are the top 10 fast-growing occupations: network systems 
and data-communications analysts, home-health aides, computer software 
 engineers—applications, veterinary technologists and technicians, personal 
 financial advisors, make-up artists, medical assistants, veterinarians, sub-
stance abuse and behavioral-disorder counselors, and financial analysts.  53   
    In terms of projected job growth, salary potential, educational level, and 
room for innovation and creativity, however, here are 10 of the hottest jobs 
through 2012:

�  Personal financial advisor  
�  Medical scientist  
�  Computer-software engineer  
�  Chiropractor  
�  Environmental engineer  
�  Biochemist and biophysicist  
�  Sales manager  
�  Epidemiologist  
�  Computer-system analyst  
�  Marketing manager    

   In the following sections we will consider several micro- or firm-level work-
force forecasting techniques that have proven to be practical and useful.  

 Forecasting External Workforce Supply 

 The recruiting and hiring of new employees are essential activities for virtually all 
firms, at least over the long run. Whether due to projected expansion of opera-
tions or normal workforce attrition, forays into the labor market are necessary. 
    Several agencies regularly make projections of external labor market 
 conditions and estimates of the supply of labor to be available in general 
 categories. These include the Bureau of Labor Statistics of the U.S. Depart-
ment of Labor, the National Science Foundation, the Department of Education, 
and the Public Health Service of the Department of Health and Human 
 Services. For new college and university graduates, the National Association 
of Colleges and  Employers conducts a quarterly salary survey of starting salary 
offers to new college graduates at the bachelor’s degree level ( www.naceweb.
org ), and salary offers reflect supply/demand conditions in the external labor 
market. Organizations in industries as varied as oil and gas, nuclear power, 
digital-media advertising, construction, and heavy-equipment service are finding 
such projections of the external labor  market to be helpful in preventing sur-
pluses or deficits of employees.  54   
    As an example, consider these facts. Several years ago some 47,000 jobs 
opened up worldwide in the field of computer animation, according to the 
Roncarelli Report, an industry survey. At the same time, only 14,000 animators 
graduated from art school. Such an imbalance between the demand for and the 
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supply of new workers bids up starting salaries to the point where new hires 
may earn more than senior people at their companies! It’s not just high-tech 
workers either. “Swiss-style” machinists, who specialize in the precision man-
ufacturing of a wide range of products, from bone screws to roller balls for Bic 
pens, are also in short supply. Not surprisingly, therefore, these new hires are 
known as “gold-collar” workers. They are educated, smart, creative, computer 
literate, equipped with portable skills—and in demand.  55     

 Forecasting Internal Workforce Supply 

 A reasonable starting point for projecting a firm’s future supply of labor is its 
current supply of labor. It’s a form of risk management. Thus, when CNA 
 Financial Corporation analyzed the demographics of the incumbents of 
 various mission-critical jobs, it learned that 85 percent of its risk-control 
safety engineers, who inspect boilers and other machinery in buildings, were 
eligible for retirement. The company wanted to hold on to their specialized 
skills because they were so important to retaining current business. The fore-
cast prompted the company to take action to ensure that projected deficits 
did not materialize.  56   
    Perhaps the simplest type of internal-supply forecast is the  succession plan,  
a concept that has been discussed in the planning literature for decades. Suc-
cession plans may be developed for management employees, nonmanagement 
employees, or both. In fact, an active succession-planning process is similar to 
an insurance policy; it should be there when you need it. When there is a crisis 
of leadership, for example, after a death or a departure, a robust succession-
planning process provides needed assurance. 
    In a recent international study by the Society for Human Resource Man-
agement Foundation, more than 500 senior executives from a variety of func-
tional areas were asked to identify the top human-capital challenges that could 
derail their firms’ ability to achieve key, strategic business objectives in the 
next 3–5 years. Fully 75 percent of executives from companies both large and 
small identified “leadership-succession planning” as their most pressing chal-
lenge, followed closely by the need to develop a pipeline of leaders at all 
 levels.  57   As the chapter-opening vignette showed, there are some deep-seated 
reasons why some firms don’t deal with succession issues: personality, ego, 
power, and, most importantly, mortality. Assuming that that barriers can be 
overcome, the actual mechanics for developing such a plan include steps such 
as the following: setting a planning horizon, assessing current performance 
and readiness for promotion, identifying replacement candidates for each key 
position, identifying career-development needs, and integrating the career 
goals of individuals with company goals. The overall objective, of course, is to 
ensure the availability of competent executive talent in the future or, in some 
cases,  immediately.  58   In view of its importance, let’s examine leadership-
 succession further in the next sections.  

 Leadership-Succession Planning 
 This is the one activity that is pervasive, well accepted, and integrated with 
strategic business planning among firms that do SWP.  59   In fact, leadership-
 succession planning is considered by many firms to be the sum and substance 
of SWP. Here is an overview of how several companies do it. 



180 Part 2 Employment

  Both GE and IBM have had similar processes in place for decades, and many 
other firms have modeled theirs on these two approaches. The stated objective of 
both programs is “to assure top quality and ready talent for all  executive positions 
in the corporation worldwide.” Responsibility for carrying out this process rests 
with line executives from division presidents up to the chief executive officer 
(CEO). Staff support is provided by an executive- resource staff located within the 
corporate HR function. Each responsible executive makes a formal presentation to 
a corporate policy committee consisting of the chairman, the vice chairman, and 
the president. The presentation usually consists of an overall assessment of the 
strengths and weaknesses of the unit’s  executive resources, the present perfor-
mance and potential of key executives and potential replacements (supplemented 
with pictures of the individuals  involved), and rankings of all incumbents of key 
positions in terms of present performance and expected potential.  60    Figure 5–7  is 
an abbreviated example of a succession-planning chart for an individual manager. 
  The policy committee reviews and critiques this information and often pro-
vides additional insights to line management on the strengths and weaknesses 
both of incumbents and their replacements. Sometimes the committee will 
even direct specific career-development actions to be accomplished before the 
next review.  61   
  Leadership-succession processes are particularly well developed at 
3M Company. With 2007 worldwide sales of $24.5 billion, 63 percent of 
which came from outside the United States, 3M sells 65,000 products in more 
than 200 countries, and it employs more than 76,000 people worldwide.  62   
 Figure 5–8  shows the overall process that 3M uses to align its HR practices 
with business strategy and leadership-succession planning. The following is 
a brief overview of each of the processes shown in  Figure 5–8 . 
  At the outset, it is important to note that a common set of leadership attri-
butes links all management practices:

�  Thinks from outside in  
�  Drives innovation and growth  
�  Develops, teaches, and engages others  
�  Makes courageous decisions  
�  Leads with energy, passion, and urgency  
�  Lives 3M values    

Figure 5–7

A typical 
chart used for 
leadership-
 succession 
 planning.

Name:

Title:

Months in position:

Photo Performance (percentile)

Potential (high, medium, limited)

Positive and negative attributes:

⫹ Global thinker, great coach/mentor, solid technical background 

⫺ Still maturing as a leader 

Developmental needs: 

Needs experience in e-business 

Attend company’s senior leadership development program



 Chapter 5 Planning for People 181

Figure 5–8

Alignment of HR 
processes at 3M 
Company.
Source: Seeing the 

 Future: Leadership 

Succession and 

 Development at 3M. 

2008 DVD, Society 

for Human Resource 

 Management 

Fundation. Used 

with  permission.

ETHICAL DILEMMA
Should Leadership-Succession Plans Be Secret?

This is a thorny issue. If firms keep HR 
 planning information about specific candi-
dates  secret, planning may have limited 
value. Thus, at a software company, a 
 senior executive on her way out the 
door for a president’s job at a com-
petitor was told that the firm had 
 expected her to be its next president. 
Her response? “If I’d known, I would 
have stayed.”
 A somewhat different course of 
events transpired at another firm whose 

 policy was to talk openly about prospective 
candidates. There, employees learned what the 
company had in mind for them over the next 

three to five years. Subsequently, when they 
did not get the jobs they thought they 

were entitled to, employees felt 
 betrayed. Some sued, others left. In 
your view, is it unethical to share 
planning information with employees 
and then not follow the plan? Con-

versely, do employees have a right to 
see such information?
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 At a broad level, there are five objectives for the human-capital planning pro-
cess. The most fundamental one is to align available knowledge, skills, abili-
ties, and other characteristics with the strategy of the business. Beyond that, 
3M seeks to identify talent and development needs early, and also to build 
depth in the organization; to leverage talent across businesses; to drive diver-
sity throughout the organization as a business value; and to balance “make” 
(internal development) and “buy” (outside hiring). More specifically, the per-
formance-appraisal process seeks to capture and document  individual results, 
to recognize contributions, and to identify development needs. 
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  The management team in a given area of business conducts consensus 
 reviews. The objective is to use assessments of performance and leadership 
 attributes to build management consensus on each employee’s contributions 
and development needs. The next process shown in  Figure 5–8  is “tier” 
 reviews. Each function (e.g., engineering, R&D, manufacturing, sales and 
marketing,  information technology) engages in monthly as well as annual 
activities to  assess and identify talent, both within a functional area and also 
across the six major businesses of the company. The resulting global talent 
pools are then used in succession planning and also in developing world-
class leaders. 
  3M’s leadership attributes underlie assessment, development, and succes-
sion. They describe what leaders need to know, what they need to do, and the 
personal qualities that leaders need to display. With respect to  assessment, 
managers assess potential as part of the performance-appraisal process. All 
managers also receive 360-degree feedback as part of leadership classes. Execu-
tive hires at the leadership level all go through an extensive psychometric 
 assessment. With respect to development, 3M’s Leadership Development Insti-
tute focuses on “Leaders Teaching Leaders.” It is delivered as a key develop-
ment strategy in the formation of a global leadership pipeline. 3M also uses 
“action learning”—training that is focused on developing creative solutions to 
business-critical problems—as way to learn by doing. Participants present their 
final recommendations to senior-level  executives. Finally, after follow-up 
coaching and individual-development plans, leaders are assessed in terms of 
the impact of their growth on the  organization strategically. 
  Succession planning is the final step shown in  Figure 5–8 . Its objectives are 
three-fold: to identify top talent, that is, high-potential individuals, both within 
functions and corporate-wide; to develop pools of talent for critical positions; 
and to identify development plans for key leaders. 3M’s Executive Resources 
Committee assures consistency both in policy and practice in global succession 
planning for key management and executive positions—including the process 
for identifying, developing, and tracking the progress of high-potential 
 individuals.   

 Lessons to Apply 
 Our brief review of leadership-succession processes at leading companies 
 suggests five key lessons:  

   1.   The CEO must drive the talent agenda. It all begins with commitment 
from the top.  

   2.   Identify and communicate a common set of leadership attributes to serve 
as a “road map” for people in leadership positions, and for all other 
 employees. This promotes a common set of expectations for everyone in 
the organization about what is expected of leaders.  

   3.   Use candid, comprehensive performance reviews as the building block for 
assessment, development, and management consensus about performance 
and potential.  

   4.   Keep to a regular schedule for performance reviews, broader talent  reviews 
outside one’s functional area, and the identification of talent pools for 
critical positions.  

   5.   Link all decisions about talent to the strategy of the organization.      
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 Forecasting Workforce Demand 

 In contrast to supply forecasting, demand forecasting is beset with multiple 
uncertainties—changes in technology; consumer attitudes and patterns of 
buying behavior; local, national, and international economies; number, size, 
and types of contracts won or lost; and government regulations that might 
open new markets or close off old ones, just to name a few. Consequently, 
forecasts of workforce demand are often more subjective than quantitative, 
although in practice a combination of the two is often used. Where should 
one begin?   

COMPANY EXAMPLESMALL BUSINESSES CONFRONT SUCCESSION PLANNING63

Thus far we have been discussing succession planning in large firms. But what 
about small firms, such as family-owned businesses? Only about 30 percent of 
family businesses outlive their founders, usually for lack of planning. Others 
were never designed for a long life. Depending on the opportunity that pres-
ents itself, it may be best for some family-owned businesses to start fast, grow 
quickly, and then be sold or merged with another. Not everyone truly wants to 
commit to the goal of a long and independent life. Yet, family-owned busi-
nesses come in all sorts of varieties. Some are simple and never expand be-
yond a single location. Others span the globe and have interests in a broad 
variety of fields. With respect to leadership succession, here are some of the 
ways families are trying to solve the problem:

� 25 percent plan to let the children compete and choose one or more succes-
sors with help from the board of directors.

� 35 percent plan to groom one child from an early age to take over.
� 15 percent plan to let the children compete and choose one or more succes-

sors, without input from a third party.
� 15 percent plan to form an “executive committee” of two or more children.
� 10 percent plan to let the children choose their own leader or leaders.

 At the same time, this is no time for wishful thinking, hoping that an unin-
terested or incapable son or daughter will suddenly become full of passion 
and business skills. Evaluate each potential successor—including out siders—
on the following characteristics. Is the person available, capable, competent, 
committed to the firm, and motivated to stay over the long term? Sometimes 
 family-owned firms look to outsiders, especially for new ideas and technol-
ogy for the firm. Experts advise firms in that situation to start early, for it 
may take 3–5 years for the successor to become fully capable of assuming 
leadership for the company. During that time, careful mentorship of the 
 successor is critical, since 80 percent of small businesses are substantially 
 dependent on the historical competency of the business owner, and on the 
relationships he or she has formed over time. Finally, remember that the best 
successions are those that end with a clean and certain break. In other words, 
once the firm has a new leader in the driver’s seat, the old leader should get 
off the bus.
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 Identify Pivotal Talent 

 Begin the process by identifying pivotal jobs, those that drive strategy and 
revenue, and differentiate your organization in the marketplace.  64   For exam-
ple, Valero Energy, a 23,000-employee oil refiner and gas retailer, began by 
defining 300 to 500 high-impact positions, and 3,000 to 4,000 mission-critical 
jobs, including engineers and welders employed at the company’s 18 oil 
 refineries. The company is able to link those specific positions directly to 
quantifiable revenues, business objectives, and business operations. Corning, 
Inc., a New York-based technology company that employs 26,000 people 
worldwide, segments jobs into four categories—strategic, core, requisite, and 
noncore. Says Matthew Brush, director of human capital planning at Corning, 
“Segmentation forces you to look at human capital as you would an inventory 
of physical assets or a financial portfolio, as a starting point for a business 
strategy. The task is to deconstruct the business strategy to understand the 
talent implications.  65     

 Assessing Future Workforce Demand 

 To develop a reasonable estimate the numbers and skills mix of people needed 
over some future time period, for example, 2–3 years, it is important to tap into 
the collective wisdom of managers who are close to the scene of operations. 
Consider asking them questions such as the following:  66   

�  What are our key business goals and objectives for the next two years?  
�  What are the top three priorities we must execute well in order to reach our 

goals over that time period?  
�  What are the most critical workforce issues we currently face?  
�  What are the 3-5 core capabilities we need to win in our markets?  
�  What the required knowledge, skills, and abilities needed to execute the 

strategy?  
�  What types of positions will be required? What types will no longer be 

needed?  
�  Which types of skills should we have internally, versus buy or rent?  
�  What actions are necessary to align our resources with priorities?  
�  How will we know if we are effectively executing our workforce plan and 

staying on track?      

 How Accurate Is Accurate? 

 Accuracy in forecasting the demand for labor varies considerably by firm and 
by industry type (e.g., utilities versus women’s fashions), roughly from a 5 to 
35 percent error factor. Certainly factors such as the duration of the planning 
period, the quality of the data on which forecasts are based (e.g., expected 
changes in the business factor and labor productivity), and the degree of inte-
gration of SWP with strategic business planning all affect accuracy. Thus one 
study found an overall 30 percent error rate for a one-year forecast.  67   How 
 accurate a labor-demand forecast should be depends on the degree of flexibility 
in staffing the workforce. That is, to the extent that people are geographically 
mobile, multi-skilled, and easily hired, there is no need for precise forecasts.   
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 Integrating Supply and Demand Forecasts 

 If forecasts are to prove genuinely useful to managers, they must result in an 
end product that is understandable and meaningful. Initial attempts at fore-
casting may result in voluminous printouts, but what is really required is a 
concise statement of projected staffing requirements that integrates supply and 
demand forecasts. In  Figure 5–9 , net workforce demand at the end of each year 
of a three-year forecast is compared with net workforce supply for the same 
year. This yields a “bottom line” figure that shows an increasing deficit each 
year during the three-year period. This is the kind of evidence senior manag-
ers need in order to make informed decisions regarding the future direction of 
HR initiatives.  

  Make or Buy? 

 Assuming a firm has a choice, however, is it better to  select  workers who 
 already have developed the skills necessary to perform competently or to 
 select workers who do not have the skills immediately but who can be  trained  
to perform competently? This is the same type of “make-or-buy” decision that 
managers often face in so many other areas of business. As a general principle, 
to avoid mismatched costs, balance “make” and “buy.” Here are some guide-
lines for determining when “buying” is more effective than “making.”  68   

�  How accurate is your forecast of demand? 
   If not accurate, do more buying.  
�  Do you have the “scale” to develop? 
   If not, do more buying.  
�  Is there a job ladder to pull talent through? 
   If not long, do more buying.  

Figure 5–9

Integrated 
workforce supply 
and demand 
forecast.

2008 2009 2010

Demand

Beginning in position  313  332  351

Increases (decreases)  19  19  19

Total demand (year end)  332  351  370

Supply (during year)

Beginning in position  313  332  351

Minus promotions  (38)  (41)  (41)

Minus terminations  (22)  (22)  (23)

Minus retirements  (16)  (16)  (16)

Minus transfers  (14)  (14)  (14)

Subtotal  223  239  257

Plus promotions in  28  28  28

Total supply (year end)  251  267  285

Surplus/deficit (year end)  (81)  (84)  (85)
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�  How long will the talent be needed? 
   If not long, do more buying.  
�  Do you want to change culture/direction? 
   If yes, do more buying.    

    Recognize that in today’s fast-paced business environment, “deep benches” 
of candidates waiting for opportunity represent inventory. Inventory in talent 
often “walks” for jobs elsewhere, and that represents the biggest loss possible. 
In forecasting the demand for labor, therefore, it is often better to underestimate 
the numbers of people needed. because overestimation is now too expensive. 
Use outside hiring to fill in gaps, but recognize that the other extreme (hiring 
only  from the outside) can also be harmful. Why? Because doing so yields no 
unique skills and no unique culture.    

  CONTROL AND EVALUATION OF SWP SYSTEMS  

 The purpose of control and evaluation is to guide SWP activities, identifying 
deviations from the plan and their causes. For this reason, we need yardsticks 
to measure performance. Qualitative and quantitative objectives can both play 
useful roles in SWP. Quantitative objectives make the control and evaluation 

IMPACT OF STRATEGIC WORKFORCE PLANNING ON 

PRODUCTIVITY, QUALITY OF WORK LIFE, AND THE BOTTOM LINE

The design of jobs, and the kinds of personal 
characteristics needed to do those jobs, seems 
to be changing a lot these days. This is espe-
cially true of jobs at the bottom and at the top 
of today’s organizations. Entry-level jobs 
now demand workers with new and dif-
ferent kinds of skills. Even simple 
clerical work now requires computer 
knowledge; bank tellers need more 
knowledge of financial transactions 
and sales techniques, and foreign com-
petition means that assembly-line work-
ers need more sophisticated understanding 
of mathematics and better reading and reason-
ing skills to cut costs and improve quality. At 
higher levels, executives need to be aware con-
stantly of shifting competitive dynamics in 
their industries, of global trends that might 
 alter those dynamics, and to be able to shift 
course rapidly, if necessary.69 Such changes are 
likely to have implications for the numbers and 
skills mix of people needed to do the work, and 

for action plans to cope with projected HR 
needs in the future.
 What are firms actually doing? Caterpillar, 
Inc., the world’s largest maker of construction 

and mining equipment, diesel and natural 
gas engines, and industrial gas turbines, 

is struggling to train enough service 
technicians. “We’ve got a global prob-
lem . . . and it’s only going to get 
worse,” says the company’s HR direc-

tor.70 To deal with it, Caterpillar has 
 established a network of vocational 

schools in six countries that teach a 
 Caterpillar-approved curriculum, and students 
enter the program with a dealership already 
committed to hiring them. They will spend up 
to half their time in apprenticeships at Cat 
dealers, learning on the job. Caterpillar is just 
one of many companies in many countries that 
are facing such problems—problems that if not 
 addressed through SWP, can have dire effects 
on their bottom lines.
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process more objective and measure deviations from desired performance 
more precisely. Nevertheless, the nature of evaluation and control should 
 always match the degree of development of the rest of the SWP process. In 
newly instituted SWP systems, for example, evaluation is likely to be more 
qualitative than quantitative, with little emphasis placed on control. This is 
because supply-and-demand forecasts are likely to be based more on 
“hunches” and subjective opinions than on hard data. Under these circum-
stances, workforce planners should attempt to assess the following:  71   

�  The extent to which they are tuned in to workforce problems and opportu-
nities, and the extent to which their priorities are sound.  

�  The quality of their working relationships with staff specialists and line 
managers who supply data and use SWP results. How closely do the plan-
ners work with these specialists and line managers on a day-to-day  basis?  

�  The extent to which decision makers, from line managers who hire employ-
ees to top managers who develop business strategy, are making use of SWP 
forecasts, action plans, and recommendations.  

�  The perceived value of SWP among decision makers. Do they view the 
 information provided by human resource planners as useful to them in their 
own jobs?    

    In more established SWP systems, in which objectives and action plans are 
both underpinned by measured performance standards, key comparisons might 
include the following:  72   

�  Actual staffing levels against forecast staffing requirements  
�  Actual levels of labor productivity against anticipated levels of labor 

 productivity  

IMPLICATIONS FOR MANAGEMENT PRACTICE

More and more, workforce issues are seen as 
people-related business issues. This suggests 
that as a manager you should do the following:

� Recognize that your company needs to 
compete just as fiercely in talent 
markets as it does in capital or cus-
tomer markets. Consider a com-
ment by the director of HR at 
Merck & Co.:

  Line managers are starting to address 
the needs of individual and organiza-
tional performance—for example, they 
know why every job exists in the organization, 
who the people in these jobs are, and how com-
petent they are; and they know it is important to 
keep their skills updated. There is a saying at 

Merck: ‘Human resources are too important to 
be left to the HR department.’ Fully one-third of 
the performance evaluation of line managers is 
related to people management.73

� Plan for people in the context of manag-
ing the business strategically.
� Execute business as well as HR 
strategies. Tight linkage between the 
two, as at Sysco Corporation, North-
western Mutual Life Insurance, and 
Mary Kay Cosmetics, can lead to 

 consistent levels of high performance. 
As one CEO noted: “We don’t make finan-

cial, marketing, technical, or human 
 resources decisions—we make business 
 decisions [and] we routinely involve all the 
functions.”74
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 LEADERSHIP SUCCESSION—A KEY CHALLENGE FOR ALL 
ORGANIZATIONS 

  Research shows that planning for CEO succession should be part and parcel of 
the way a company is managed. Grooming potential leaders is a process that 
takes years. It’s not an ad hoc event. In fact, developing leaders with strategic 
vision, and those who can implement strategy successfully, are two critical 
challenges for every chief executive. The best organizations are consciously 
strategic in their leadership planning. They tie HR development activities di-
rectly to the business strategy, and ask what business issue each developmental 
activity is designed to address. They view financial results as a lagging indica-
tor of organizational success, while people development is a leading indicator. 
Consequently, people development is becoming an important part of the as-
sessment of executive performance. PepsiCo is a good example. Historically it 
allocated one-third of incentive compensation to the development of people, 
with the remainder allocated to results. As of 2007, the company was moving 
to an equal allocation of incentive compensation for people development and 
results. To avoid a future crisis in leadership succession, here are some key 
steps to take.

 1.     Ensure that the sitting CEO understands the importance of this task and 
makes it a priority . At both G. E. and Procter & Gamble, managers at every 
rank are graded in performance reviews on whether they’ve retained and 
 advanced their most talented employees.  

 2.    Focus on an organization’s future needs, not past accomplishments . In 
today’s changing business landscape, companies need leaders with 
strengths and talents that differ from those of the previous CEO— no mat-
ter how successful he or she was.  

 3.    Encourage differences of opinion . Give rising stars room to disagree with 
management decisions. Squelching those who challenge the status quo 
will drive out promising leaders and leave behind a crop of yes-men who 
are unlikely to make good CEOs.  

 4.    Provide broad exposure . Allow rising stars to rotate through jobs, chang-
ing responsibilities every 3–5 years. Be sure these managers are around 
long enough to see the results of their work (good or bad), but not so long 
that they will get stale. Let them shadow more-senior managers (e.g., for a 
week at a time) to see how decisions actually get made.  

  Human Resource 
Management 
in Action 
Conclusion 

�  Action programs implemented against action programs planned (Were there 
more or fewer? Why?)  

�  The actual results of the action programs implemented against the expected 
results (e.g., improved applicant flows, lower quit rates, improved replace-
ment ratios)  

�  Labor and action-program costs against budgets  
�  Ratios of action-program benefits to action-program costs    

   The advantage of quantitative information is that it highlights potential 
 problem areas and can provide the basis for constructive discussion of the 
 issues.   
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 5.    Provide access to the Board . Let up-and-comers make presentations to the 
Board of Directors. Managers get a sense of what matters to directors, and 
directors get to see the talent in the pipeline.       

   SUMMARY 

 We are witnessing vast changes in the nature of work, competition, and in the 
types and numbers of jobs available. To reduce uncertainty and increase effi-
ciency, careful attention needs to be paid to the linkages between strategic busi-
ness planning, HR strategy, and strategic workforce planning. Business strategy 
provides an overall direction and focus for the organization as a whole, includ-
ing for each functional area of the business. Human resource (HR) strategy par-
allels and facilitates implementation of the strategic business plan. HR strategy 
is the set of priorities a firm uses to align its resources, policies, and programs 
with its strategic business plan. Strategic workforce planning is an effort to 
anticipate future business and environmental demands on an organization, and 
to meet the people requirements dictated by those conditions. 
  Business strategy and job design provide a basic blueprint for the organi-
zation in terms of organizing work to accomplish important strategic objec-
tives. Jobs can be designed to achieve several different objectives, for example, 
to maximize efficiency (scientific management), to facilitate the performance 
of teams (socio-technical systems design), or employee motivation (job charac-
teristics model). In all cases, there is a need to identify the work to be done 
and the personal characteristics necessary to do the work. This is the purpose 
of job analysis. 
  A written summary of the task requirements for a particular job is called a 
job description, and a written summary of people requirements is called a job 
specification. Together they comprise a job analysis. A variety of methods are 
available to collect information about jobs and their requirements, such as job 
performance, observation, interviews, critical incidents, and structured question-
naires, and all have both advantages and disadvantages. Key considerations in 
the choice of methods are the method-purpose fit, cost, practicality, and an over-
all judgment of the appropriateness of the methods for the situation in question. 
  Competency models are a form of job analysis that focuses on broader 
characteristics of individuals and on using these characteristics to inform HR 
practices. They focus on the full range of knowledge, skills, abilities, and 
other characteristics (e.g., motives, traits, attitudes, personality  characteristics), 
 so-called KSAOs, that are needed for effective performance on the job and 
that characterize exceptional performers. As currently practiced, however, 
competency modeling is not a substitute or replacement for job analysis. 
  Information about jobs and business strategy are the key inputs to the 
SWP process. This perspective suggests several interrelated activities that 
together comprise an integrated SWP system. These include: (1) an inven-
tory of talent currently on hand; (2) forecasts of labor supply and demand 
over short- and long-term periods; (3) action plans, such as hiring, training, 
or job transfer to meet forecasted HR needs; and (4) control and evaluation 
procedures.  
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  succession planning    

  SMART objectives    

  business strategy    

  HR strategy    

  job analysis    

  job design    

  job description    

  job specification    

  competency models    

  competencies    

  strategic workforce planning    

  workforce forecasting      

  KEY TERMS  

  DISCUSSION QUESTIONS  

   5–1.   How are workforce plans related to business and HR strategies?  
   5–2.   Discuss the similarities and differences between job analysis and competency 

models.  
   5–3.   For purposes of succession planning, what information would you want in or-

der to evaluate potential?  
   5–4.   Why are forecasts of workforce demand more uncertain than forecasts of work-

force supply?  
   5–5.   When is it more cost-effective to “buy” rather than to “make” competent em-

ployees?  
   5–6.   Why should the output from forecasting models be tempered with the judg-

ment of experienced line managers?  
   5–7.   The chairperson of the board of directors at your firm asks for advice SWP. 

What would you say?    

  APPLYING YOUR KNOWLEDGE   

 Case 5–1  Leadership-Succession Planning—Successes and Failures 

  Merrill Lynch, like many other financial companies, was caught in a bad situation. Sub-
prime lending woes and a downwardly spiraling housing market resulted in enormous 
financial losses. Merrill Lynch benefitted from high returns for years, and showed little 
restraint in taking on enormous risks. Once the markets collapsed, Board members felt 
they had little recourse but to dismiss the CEO, Stan O’Neal, in order to placate angry 
investors. In addition, O’Neal reportedly had terminated any up-and-coming executives 
in an effort to protect his job from any hostile moves by the board. As a result, there was 
no talent capable of replacing the CEO. The board did not complain about O’Neal’s prac-
tice, because O’Neal had appointed all of the Board members. Had there been any form 
of leadership-succession planning in place, a knowledgeable replacement would have 
been available. Instead, the company risked going without a real leader for several 
months, at a time when tough decisions would likely determine how quickly it might 
recover from the credit crisis. 
  A similar scenario played out at Citigroup: huge financial losses due to risky 
lending and investing. Charles Prince, Citi’s CEO, had been facing much scrutiny 
in the financial press long before the credit problems surfaced. Thus, the lack of 
leadership-succession planning was surprising. In both the Merrill Lynch and Citi-
group cases, their respective boards went outside to find successors, perhaps to es-
tablish a clean break from the shoddy lending and investing practices that had grown 
over the years. 
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  In contrast, Procter & Gamble has prepared well for a leadership change. Its CEO, 
A. G. Lafley, dedicates a portion of his time to working with senior managers in differ-
ent divisions to identify promising talent and to report these candidates to the board. 
Board members, in turn, visit these individuals to become familiar with them, and to let 
them know that they are being groomed as key players. As a result, board members are 
well versed on key successors, the CEO shares information with these individuals to 
promote their continued growth, HR knows about these selections, and there are checks 
and balances in the entire process. A high level of trust exists among the CEO, succes-
sors, and board members. 
  A final example is Johnson & Johnson. Its Covenant of Corporate Governance includes 
a section on leadership-succession planning, which makes quite clear that the CEO is 
 responsible for reviewing the succession plans of all key executives with the Nominating 
and Corporate Governing Committee of the Board of Directors. The Committee has over-
sight of the plan, and the CEO is responsible for presenting the plan to the board at least 
once a year. The board then evaluates all successors presented in the plan, and the annual 
review of the plan is an integral part of the performance review of the CEO. 

  Questions  

   1.   What key differences seem to distinguish successful from unsuccessful leadership-
succession processes?  

   2.   If you were advising a firm on how to proceed in this area, what steps and priori-
ties would you recommend?  

   3.   If leadership succession is so important, how come more companies don’t do a bet-
ter job of it?        
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   C H A P T E R 

 Questions This Chapter Will Help Managers Answer 

  1.  What factors are most important to consider in developing a recruitment 

policy? 

  2.  Under what circumstances does it make sense to retain an executive search 

firm? 

  3.  Do alternative recruitment sources yield differences in the quality of 

employees and in their “survival” rates on the job? 

  4.  How can we communicate as realistic a picture as possible of a job and 

organization to prospective new employees? What kinds of issues are most 

crucial to them? 

  5.  If I lose my current job, what’s the most efficient strategy for finding a 

new one?  

6  RECRUITING   
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 THE ART OF FINDING TALENT  *    

 As we have seen in previous chapters, the number of people, as well as the 
mix of skills available to employers, is changing rapidly. This has forced 
employers to use creative recruitment tactics in order to attract people with 
the skills and talent they need. Consider California-based video game maker 
Electronic Arts, for example. The company’s Web site provides rich content, 
offering a virtual tour, with unique pages for each location—domestic and 
 international—to celebrate individual cultures. It also uses an interactive pro-
filing tool to provide real-time communication with talent. The objectives 
appeal to creative people, give them reason to return, make the Web site a 
destination (emphasize the “cool” factor), and position Electronic Arts as “the 
place to be.” Here is what some other leading-edge companies are doing to 
find and attract top talent. 

      Reaching into High Schools: Lockheed Martin and 
Deloitte & Touche 

 Defense giant Lockheed Martin already hires 5 percent of all U.S. engineering 
graduates. To ensure a steady flow, it started on-site, paid apprenticeships for 
high school students in Philadelphia. Four years later, it hired 29 “alums” 
full time, and the program spread to Arizona and Washington. Deloitte & 
 Touche spent more than $1 million in staff time in mentoring programs in 
New York City high schools. More than a dozen of those students have moved 
into paid high school internships at the firm, and many have stayed on into 
college. Don’t mistake these efforts for altruism. As Deloitte’s Northeast man-
aging partner noted, “This is a wonderful talent pool, and this is a business 
imperative for us.” Why? According to the Labor Department, accounting is 
one of the fastest-growing fields, expected to add 49,000 new jobs a year 
through 2014.  

  Competing for MBAs: Whirlpool and IBM 

 To improve their odds, recruiters are visiting business schools earlier and 
more often, raising starting salaries, and touting their companies’ dedication 
to work-life balance. They are also experimenting with other strategies: min-
ing for résumés online, arranging video interviews, and using instant messag-
ing to cast a wider net and connect more effectively with today’s tech-savvy 
students. Thus, for example, Whirlpool Corporation. of Benton Harbor, Michigan, 
is experimenting with a technology in which students answer a set of questions 

      Human Resource 
Management

in Action 

*Sources: White, E. (2008, Jan. 14). The new recruits: Older workers. The Wall Street Journal, 
p. B3; Barlyn, S. (2007, Aug. 20). Big fish, smaller ponds. The Wall Street Journal, p. R6; Cascio, 
W. F., & Cappelli, P. (2008, Apr.). The impending workforce crisis—and what to do about it. 
Workshop presented at the annual conference of the Society for Industrial and Organizational 
Psychology, San Francisco; Alsop, R. (2007, Sept. 17). The new battle for M.B.A. grads. The Wall 
Street Journal, R1, R3; Welch, J., & Welch, S. (2006, Sept. 11). How to be a talent magnet. 
 BusinessWeek, p. 124; Byrnes, N. (2006, May 22). Get ‘em while they’re young. BusinessWeek, 
pp. 86–87.



via a remote PC-based video camera. The recorded interviews are stored on a 
secure Web site that only a Whirlpool recruiter can access. Companies are also 
updating their career Web sites to get more in tune with today’s students. 
Whirlpool, for example, includes a chat feature on its site, assigning employees 
from different departments to answer questions at designated times. Accord-
ing to the company’s recruiting manager, “Today’s college graduates want 
someone right there when they have a question. [They want] to communicate 
interactively with someone rather than just read someone’s observations about 
the company.” 
  Among other recruitment tactics, International Business Machines (IBM) is 
setting up meeting spaces and islands in a virtual community called Second 
Life, where it plans to hold events such as recruiter question-and-answer ses-
sions, educational lectures, and online interviews. Students can log on, create 
avatars to represent themselves physically, and visit IBM Island. Senior busi-
ness leaders, engineers, and inventors, who often cannot travel to campuses 
and job fairs because of work demands, are able to participate in such virtual 
events. Says IBM’s head of global talent, “Technology is part of the DNA of 
today’s younger generation. They’re naturally attracted to things like Second 
Life and expect IBM as an innovative company to be there.”  

  Finding New Recruits: Older Workers at Principal 
Financial Group and TerraCycle, Inc. 

 In a recent survey of 1,000 firms by Manpower, Inc., only 18 percent of U.S. 
employers reported having a strategy to recruit older workers, and only 
28  percent cited a plan to retain older employees at their firms—despite the 
fact that by 2012 nearly one in three U.S. workers will be over 50. Principal 
Financial is one progressive company that is looking ahead. It has a program 
for its own retirees called “Happy Returns.” Retirees sign on as employees of 
Manpower, and come back to work for Principal, mostly on a part-time or 
project basis. At TerraCycle Inc., a maker of organic plant food, 25-year-old 
CEO and co-founder Tom Szaky has hired several large-company veterans at 
a fraction of their previous salaries. He finds it easiest to attract older 
 executives looking for a second career, who might even have taken a retire-
ment package from their previous employers—“people who don’t really 
need the job but want to get back in the game.” In recruiting these folks, Mr. 
Szaky leans heavily on his vision of TerraCycle as an environmentally 
friendly company with a social conscience, but he also sweetens the deal 
with stock options that anticipate the company going public in about five 
years.  
   According to experts, companies that want to attract and retain older 
workers should take the following steps: offer flexible schedules, provide 
opportunities for training, feature older people in recruitment material, offer 
competitive health-care benefits, and train supervisors to manage workers of 
all ages. Of course it helps a lot if a company is  perceived as an “employer of 
choice”—a great place to work. In the concluding section to this case, we will 
provide a checklist that will help size up any  company on this important 
dimension.     

198 Part 2 Employment
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   RECRUITMENT AS A STRATEGIC IMPERATIVE  

    Recruitment    is a form of business contest and it is fiercely competitive. Just as 
corporations strategize to develop, manufacture, and market the best product 
or service, so they must also vy to identify, attract, and hire the most qualified 
people. Recruitment is a business, and it is big business.  1   It demands serious 
attention from management because any business strategy will falter without 
the talent to execute it. According to Apple CEO Steve Jobs, “Recruiting is 
hard. It’s finding the needles in the haystack. I’ve  participated in the hiring of 
maybe 5,000-plus people in my life. I take it very seriously.”  2   
    Certainly the range of recruitment needs is broad. A small manufacturer in 
a well-populated rural area faces recruitment challenges that are far different 
from those of a high-technology firm operating in global markets. Both need 
talent—although different types of talent—to be successful in their respective 
markets. Regardless of the size of a firm, or what industry it is in, recruitment 
and selection of people with strategically relevant abilities is more important 
than ever. Let’s begin by examining the big picture of the employee recruit-
ment and selection process, along with some important legal issues. Then 
we’ll focus specifically on the processes of planning, managing, and evaluating 
recruitment efforts. We will address the special issues associated with 
 recruiting people for international assignments in Chapter 16.    

 THE EMPLOYEE RECRUITMENT/SELECTION PROCESS  

 Recruitment begins, as  Figure 6–1  indicates, by specifying human resource 
 requirements (numbers, skills mix, levels, time frame). These requirements are 
typically the result of job analysis and strategic workforce planning (SWP) 
 activities. Conceptually (and logically), job analysis precedes SWP in  Figure 6–1  
because, as we noted in Chapter 5, it is necessary to specify the work to be 
done and the personal characteristics necessary to do the work (competencies, 
knowledge, skills, abilities) before the numbers and types of people needed to 
do the work can be specified. Not shown in  Figure 6–1 —although critically 
important to the overall recruitment/selection process—are strategic business 
objectives. For example, recruitment and selection strategies for new employ-
ees are likely to differ considerably depending on whether a company’s objec-
tive in hiring, say, new salespeople, is to identify candidates who are able to 

 Challenges  

  1.   Why do you think creative approaches to recruitment, like those used at the 
firms described above, are necessary?  

  2.   Finding talent is one thing. Keeping it is another. Do you see any links 
 between employee recruitment and retention?  

  3.   What should a company measure to determine if its recruiting efforts are 
effective?         



Figure 6–1

The employee 
 recruitment-and-
selection process.
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EMPLOYEE-RECRUITMENT-AND-SELECTION PROCESS

Step Activities* Products

Job analysis

Strategic workforce

planning

Recruitment

Initial

screening

Selection

Orientation

Placement

Training

Performance

management

Planning, operations,

control

Recommendations,

reference checks,

application forms,

interviews

Cognitive, work sample,

or situational tests, 

personality inventories,

polygraphs

Specification of 

human resource

requirements

A pool of qualified

candidates

A smaller pool of

qualified candidates

New employees

Understanding of

company/departmental

policies, procedures

and benefits

Optimal match of 

employee talents with

organizational needs

Competence to

perform present or

future job 

requirements

Feedback regarding past 

and present job

performance; supervisor/

subordinate plans for

the future

Specification of

people/task

requirements of jobs

*For purposes of  clarity and simplicity, relevant activities are shown only for recruitment, 

screening, and selection—the topics of this and the following chapter.
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execute cold calls for new customers as opposed to servicing existing, long-
term customers. 
    The step following recruitment is    initial screening   , which is basically a rapid, 
rough selection process. In the late nineteenth and early twentieth centuries, 
when line supervisors hired factory workers outside the gates of a plant, they 
simply looked over the candidates and then pointed to various people. “You, 
you, and you—the rest of you come back another day.” That’s an example of 
initial screening, and it was probably done only on the basis of physical charac-
teristics. Today managers rely more on application forms, reference checks, and 
interviews at this stage. The    selection    process following initial screening is more 
rigorous. For example, physical characteristics alone do not provide many clues 
about a person’s potential for management, or for any other kind of work for that 
matter. What is needed, of course, are samples of behavior—revealed, for example, 
through tests and personal interviews—combined with the testimony of others 
about a candidate, for example, from references or background checks. 
    Past the selection stage, we are no longer dealing with job candidates, we 
are dealing with new employees. Typically, the first step in their introduction 
to company policies, practices, and benefits is an    orientation    program (some-
times called “on-boarding”). Orientation may take several hours or several 
weeks; it may be formal, informal, or some combination of the two. As we shall 
see in Chapter 8, orientation has more significant and lasting effects than most 
people might expect. 
       Placement    occurs after orientation; placement is the assignment of individu-
als to jobs. In large firms, for example, individuals may be selected initially on 
the basis of their potential to succeed in general management. After they have 
been observed and assessed during an intensive management training program, 
however, the organization is in a much better position to assign them to specific 
jobs within broader job families, such as marketing, production, or sales. (There 
are instances in which employees are selected specifically to fill certain positions; 
these are so-called one-shot selection/placement programs.) The technical 
 expertise and the resources necessary to implement optimal placement programs 
(select, orient, then place) are found mostly in very large organizations. 
    Once new employees are selected, oriented, and placed, they can be  trained  
to achieve a competent level of job performance. As we shall see in Chapter 8, 
training is very big business. 
    Finally, in the    performance-management    process, managers provide feed-
back to employees regarding their past and present job performance proficiency, 
as well as a basis for improving performance in the future. The first time a man-
ager appraises a new employee’s performance, it is like pushing the button that 
starts a continuous loop—more precisely, a continuous feedback loop encom-
passing the employee’s performance, the manager’s appraisal of it, and the com-
munication between the two that comprises an ongoing performance-management 
system. 
    Of course, all the phases of recruiting and selecting employees are interre-
lated. But the final test of all phases comes with the appraisal of job perfor-
mance. There is no point in reporting that, say, 150 possible candidates were 
recruited and screened, that 90 offers were extended, and that 65 candidates 
were hired and trained, if the first appraisal of their performance indicates that 
most were inept. Remember that, when you evaluate the performance of new 
hires, you are doing so within the context of a system, a network of human 
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 resource activities, and you are really appraising recruitment, selection, and 
training, among other HRM activities. 
    Recruitment policies ultimately depend on the structure and functioning 
of internal and external labor markets. Let us therefore discuss labor-market 
issues in some detail.  

RECRUITMENT POLICIES

As a framework for setting recruitment policies, 
let us consider four different possible company 
postures:3

 1. Passive nondiscrimination is a commit-
ment to treat all races and both sexes 
equally in all decisions about hir-
ing, promotion, and pay. No at-
tempt is made to recruit actively 
among prospective minority ap-
plicants. This posture fails to 
recognize that discriminatory 
practices in the past may block pro-
spective applicants from seeking present 
job opportunities.

 2. Pure diversity-based recruitment is a con-
certed effort by the organization to  actively 
expand the pool of applicants so that no one 
is excluded because of past or present dis-
crimination. However, the decision to hire 
or to promote is based on the best-qualified 
individual, regardless of race or sex.

 3. Diversity-based recruitment with prefer-
ential hiring goes further than pure 
diversity-based recruitment; it systemati-
cally favors women and minorities in 
hiring and promotion decisions. This is 
a “soft-quota” system.

 4. Hard quotas represent a mandate to hire or 
promote specific numbers or proportions 
of women or minority group members.

 Both private and government employers 
find hard quotas an unsavory strategy for recti-
fying the effects of past or present discrimina-
tion. Nevertheless, the courts have ordered 
temporary quotas in instances in which unfair 
 discrimination has obviously taken place and 

where no other remedy is feasible.4 Temporary 
quotas have bounds placed on them. For 
 example, a judge might order an employer to 
hire two African-American employees for 
 every white employee until the number of 

 African-American employees reaches a 
certain percentage of the employer’s 
workforce.
 Passive nondiscrimination misses 
the mark. This became obvious as far 
back as 1968, when the secretary of la-

bor publicly cited the Allen-Bradley 
Company of Milwaukee for failure to com-

ply with Executive Order 11246 by not actively 
recruiting African Americans. The company was 
so well known in Milwaukee as a good place to 
work that it usually had a long waiting list of 
friends and relatives of current employees. As a 
matter of established business practice, the com-
pany preferred to hire referrals from current em-
ployees; almost no public recruiting was done 
for entry-level job openings. As a result, because 
almost all the present employees were white, so 
were almost all the referrals.5

 As noted in Chapter 3’s discussion of legal 
issues in employment, preferential selection is a 
sticky issue. However, in several landmark cases 
the Supreme Court established the following 
principle:6 Staffing decisions must be made on a 
case-by-case basis; race or sex may be taken into 
account as one factor in an applicant’s favor, but 
the overall decision to select or reject must be 
made on the basis of a combination of factors, 
such as entrance-test scores and previous perfor-
mance. That leaves us with pure diversity-based 
recruitment as a recruitment and selection strat-
egy. Indeed, in a free and open competitive labor 
market, that’s the way it ought to be.
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 Developing Recruitment Policies: Labor-Market Issues 

 A    labor market    is a geographical area within which the forces of supply (people 
looking for work) interact with the forces of demand (employers looking for 
people) and thereby determine the price of labor.  7   In a tight labor market, 
 demand by employers exceeds the available supply of workers, which tends to 
exert upward pressure on wages. In a loose labor market, the reverse is true: The 
supply of workers exceeds employer demand, exerting downward pressure on 
wages. In recent years the labor markets for network systems and data commu-
nications analysts, software developers, medical assistants, and veterinary tech-
nologists have been fairly tight; wages for these jobs have been increasing 
steadily.  8   On the other hand, the labor markets for sewing machine operators, 
word processors, typists, and telemarketers are projected to be extremely loose 
through 2016, thereby reducing pressure for wage increases for these workers. 
    Unfortunately, it is not possible to define the geographical boundaries of a 
labor market in any clear-cut manner.  9   Employers needing key employees will 
recruit far and wide if necessary. Indeed, for certain types of jobs and certain 
firms, the Internet has made recruitment from global labor markets a reality. In 
short, employers do not face a single, homogeneous market for labor but rather a 
series of discontinuous, segmented labor markets over which supply-and-demand 
conditions vary substantially.  10   Economists focus on this fact as the major expla-
nation for wage differences among occupations and among geographical areas. 
    Of practical concern to managers, however, is a reasonably accurate defini-
tion of labor markets for planning purposes. Here are some factors that are 
 important for defining the limits of a labor market:  11   

�  Geography  
�  Education and/or technical background required to perform a job  
�  Industry  
�  Licensing or certification requirements  
�  Union membership    

   Companies may use one or more of these factors to help define their labor 
markets. Thus, an agricultural-research firm that needs to hire four veterinar-
ians cannot restrict its search to a local area since the market is national or 
international in scope. Union membership is not a concern in this market, but 
licensing and/or certification is. Typically a doctor of veterinary medicine 
 degree is required along with state licensure to practice. Applicants are likely 
to be less concerned with where the job is located and more concerned with 
job design and career opportunities. On the other hand, suppose a brewery is 
trying to hire a master plumber. The brewery will be looking at a labor market 
defined primarily by geographic proximity and secondarily by people whose 
experience, technical background, and (possibly) willingness to join a union 
after employment qualify them for the job.   

 Internal versus External Labor Markets 

 The discussion thus far has concerned the structure and function of external 
 labor markets. Internal labor markets also affect recruitment policies (in many 
cases more directly) because firms often give preference to current employees in 
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promotions, transfers, and other career-enhancing opportunities. Each employ-
ing unit is a separate market. At United Parcel Service (UPS), for example, virtu-
ally all jobs above the entry level are filled by internal promotion rather than by 
outside recruitment. UPS looks to its current employees as its source of labor 
supply, and workers look to this internal labor market to advance their careers. In 
the internal labor markets of most organizations, employees peddle their talents 
to available “buyers.”  12   Three elements comprise the internal labor market:

�  Formal and informal practices that determine how jobs are organized and 
described  

�  Methods for choosing among candidates  
�  Procedures and authorities through which potential candidates are gener-

ated by those responsible for filling open jobs    

    In an open internal labor market, every available job is advertised through-
out the organization and anyone can apply. Preference is given to internal 
candidates by withholding outside advertising until the job has been on the 
internal market for several days. Finally, each candidate for a job receives an 
interview.   

 Recruitment Policies and Labor-Market Characteristics 

 A great deal of research suggests that employers change their policies in 
 response to changes in market conditions.  13   For example, as labor becomes 
increasingly scarce, employers may change their policies in the following ways:

�  Improving the characteristics of vacant positions, for example, by raising 
salaries or increasing training and educational benefits  

�  Reducing hiring standards  
�  Using more (and more expensive) recruiting methods  
�  Extending searches over a wider geographical area    

    As we have seen, legal considerations are an important component of 
 recruitment policies. Workforce utilization is a central issue in this area. 

 LEGALITIES OF RECRUITMENT: WORKFORCE UTILIZATION 

    Workforce utilization    is simply a way of identifying whether or not the compo-
sition of the workforce—measured by race and sex—employed in a particular 
job category in a particular firm is representative of the composition of the en-
tire labor market available to perform that job. To see what considerations this 
implies, let’s consider this situation: There is a town in which 10 percent of the 
qualified arc welders are female and 15 percent are African American. Now 
let’s say that a firm in this town has on staff 20 arc welders, of whom none are 
female and three are African American. If the representation of the workforce 
reflects the representation of qualified arc welders in the town, we should 
 expect to find 20 ⫻ 0.15 ⫽ 3 African-American arc welders, and 20 ⫻ 0.10 ⫽ 2 
female arc welders. Yet no female arc welders are employed at the firm. Now 
can you begin to see what workforce utilization is all about? 

  LEGALITIES 
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  One of the main things that must be considered in workforce utilization is 
the available labor market, which the courts refer to as the “relevant labor 
market.” In practice, some courts have defined the relevant labor market for 
jobs that require skills not possessed by the general population as those living 
within a reasonable commuting or recruiting area for the facility who are in the 
same occupational classification as the job in question.  14   With employers and 
job seekers making increasing use of the Internet and related technologies, 
however, labor market information is now more widely available, workers are 
more mobile, and relevant labor markets are geographically larger.  15   
  To compute workforce utilization statistics, we begin by preparing a table, 
such as  Table 6–1 , which examines the job group called  managers.  (Similar 
analyses must also be done for eight other categories of employees specified 
by the EEOC.) This table shows that of 90 managers, 20 are African American 
and 15 are female. However, labor market data indicate that 30 percent and 
10 percent of the available labor market for managers are African American 
and  female, respectively. Hence, for workforce representation to reach parity 
with labor-market representation, 0.30 ⫻ 90, or 27 of the managers should be 
African American and 0.10 ⫻ 90, or 9 should be female. The recruitment goal, 
therefore, is to hire seven more African Americans to reach parity with the avail-
able labor force. What about the six excess female managers? The utilization 
analysis serves simply as a “red flag,” calling attention to recruitment needs. 
The extra female managers will not be furloughed or fired. However, they may 
be given additional training, or they may be transferred to other jobs that might 
provide them with greater breadth of experience, particularly if utilization anal-
yses for those other jobs indicate a need to recruit additional females.   
  At this point, a logical question is, how large a disparity between the 
composition of the workforce employed and the composition of the available 
labor market constitutes a prima facie case of unfair discrimination by the 
employer? 

Table 6–1

AFRICAN AMERICAN AND FEMALE UTILIZATION ANALYSIS FOR 
MANAGERIAL JOBS

  Percent available 
 Managers employed  in relevant
 by the firm labor market Utilization* Goal

 African  African  African  African 
Total Americans Females Americans Females Americans Females Americans Females

90 20 15 30 10 ⫺7 ⫹6 27 9

     (22%) (17%)  

*Under the “utilization” column, the ⫺7 for African Americans means that according to the 

relevant labor market, the African Americans are underrepresented by 7 managers, and the ⫹6 

for females means that not only are the females adequately represented, but there are 6 more 

female managers than needed to meet parity according to the relevant labor market.
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 Fortunately the Supreme Court has provided some guidance on this question 
in its ruling in  Hazelwood School District v. United States .  16   To appreciate 
the Court’s ruling, it is necessary to describe the reasoning behind it. In exam-
ining disparities between workforce representation and labor-force representa-
tion, the first step is to compute the difference between the actual number of 
employees in a particular job category (e.g., the 20 African-American managers 
in  Table 6–1 ) and the number expected if the workforce were truly representa-
tive of the labor force (27 African-American managers). The Court ruled that if 
the difference between the actual number and the expected number is so large 
that the difference would have only 1 chance in 20 of occurring by chance 
alone, it is reasonable to conclude that race was a factor in the hiring decisions 
made. If the odds of the difference occurring by chance alone are greater than 
1 in 20 (e.g., 1 in 10), it is reasonable to conclude that race was not a factor in 
the hiring decisions. Statistical tests can be used to compute the probability 
that the differences occurred by chance.      

 RECRUITMENT—A TWO-WAY PROCESS  

 Recruitment frequently is treated as if it were a one-way process—something 
organizations do to search for prospective employees. This approach may be 
termed a  prospecting  theory of recruitment. In practice, however, prospective 
employees and managers seek out organizations just as organizations seek them 
out. This view, termed a  mating  theory of recruitment, appears more realistic. 
Recruitment success (from the organization’s perspective) and job-search suc-
cess (from the candidate’s perspective) both depend on timing. If there is a 
match between organizational recruitment efforts and a candidate’s job-search 
efforts, conditions are ripe for the two to meet. 
    For organizations and candidates actually to meet, however, three other con-
ditions must be satisfied. There must be a common communication  medium (e.g., 
the organization advertises on a Web site read by the candidate), the candidate 
must perceive a match between his or her personal characteristics and the organi-
zation’s stated job requirements, and the candidate must be motivated to apply for 
the job. Comprehensive recruitment planning efforts must address these issues.    

 RECRUITMENT PLANNING  

 Recruitment begins with a clear specification of (1) the number of people 
needed (e.g., through workforce forecasts and utilization analyses) and (2) when 
they are needed. Implicit in the latter is a time frame—the duration  between 
the receipt of a résumé and the time a new hire starts work. This time frame 
is sometimes referred to as the recruitment pipeline. The flow of events 
through the pipeline is represented as in  Table 6–2 . The table shows that if an 
operating manager sends a requisition for a new hire to the HR department 
 today, it will take almost a month and a half, 43 days on average, before an 
 employee fulfilling that requisition actually starts work. Time to fill an open 
requisition is important in pivotal jobs, those that have a direct impact on firm 
success, but it can be misleading, especially if measures of the quality of new 
hires are ignored.  17   Here are simple examples: It is one thing to know that a 
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firm’s sales openings average 75 days to fill. It’s another thing to know that the 
difference between filling them in 75 vs. 50 days costs the firm $30 million 
revenue, or that a 20% improvement in quality-of-hire will result in $18 million 
productivity improvement.  18   
    One study of  Fortune  500 firms found that the average firm cut about six 
days off its hiring cycle by posting jobs online instead of in newspapers,  another 
four days by taking online applications instead of paper ones, and more than a 
week by screening and processing applications electronically.  19   A key assump-
tion, however, is that intervals between events in the pipeline proceed as 
planned. In fact, longitudinal research indicates that delays in the timing of 
recruitment events are perceived very negatively by candidates, especially 
high-quality ones, and often cost job acceptances.  20      

 INTERNAL RECRUITMENT  

 In deciding where, when, and how to implement recruitment activities, initial 
consideration should be given to a company’s current employees, especially for 
filling jobs above the entry level. If external recruitment efforts are undertaken 
without considering the desires, capabilities, and potential of present employ-
ees (e.g., the six excess female managers shown in  Table 6–1 ), a firm may incur 
both short- and long-run costs. In the short run, morale may degenerate; in the 
long run, firms with a reputation for consistent neglect of in-house talent may 
find it difficult to attract new employees and retain experienced ones. This is 
why soundly conceived action plans (that incorporate developmental and 
training needs) and leadership-succession plans are so important. 
    One of the thorniest issues confronting internal recruitment is the reluctance 
of managers to grant permission for their subordinates to be interviewed for 
 potential transfer or promotion. To overcome this aversion, promotion-from-
within policies must receive strong top-management support, coupled with a 
company philosophy that permits employees to consider available opportunities 
within the organization and incentives for managers to release them. At Dell, pay 
is now determined, in part, by how well a manager does at nurturing people. At 
3M, monthly talent reviews by all managers in a particular function (e.g., manu-
facturing, R&D, sales) help ensure that high-potential employees get noticed.  21   

Table 6–2

AVERAGE TIME SPAN FOR EVENTS IN A RECRUITMENT PIPELINE

 Sequence of events

From To Average number of days

Résumé Invitation 5

Invitation Interview 6

Interview Offer 4

Offer Acceptance 7

Acceptance Report to work 21

 Total length of the pipeline  43
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    Among the channels available for internal recruitment, the most popular 
ones are succession plans (discussed in Chapter 5), job posting, employee refer-
rals, and temporary worker pools.  

 Job Posting 

 Advertising available jobs internally began in the early days of affirmative 
 action, as a means of providing equal opportunity for women and minorities to 
compete. It served as a method of getting around the “old boy” network, where 
jobs sometimes were filled more by “who you knew” than by “what you knew.” 
Today    job posting    is an established practice in many organizations, especially 
for filling jobs up to lower-executive levels. 
    Openings are published on company intranets, on bulletin boards, or in 
company newsletters. Interested employees must reply within a specified num-
ber of days, and they may or may not have to obtain the consent of their imme-
diate supervisors.  22   Some job-posting systems apply only to the plant or office 
in which a job is located, while other companies will relocate employees. 

    Job Posting at Nortel Networks and Corning.  Nortel has contracted with 
  Monster.com  to create its own job board, called Job Shop. Says the firm’s director 
of internal mobility: “I want to make it drop-dead easy to find your next oppor-
tunity internally.” The goal is to provide an internal version of what is avail-
able in the outside market, thereby redistributing talent within Nortel’s growing 
businesses and preventing employees from leaving for competitors. Any em-
ployee can post a résumé on Job Shop without alerting his or her superior, and 
any manager can post a job opening. The system automatically alerts managers’ 
superiors after openings are posted.  23   
    Corning looks at its projected workforce needs and then tries to find the 
most effective way to reach the talent it desires. According to the company’s 
director of recruiting: “We know we hire engineers, so we formed internal and 
external focus groups that included the type of people we wanted,” she says. 
“We asked them what resources they use to keep up-to-date in the industry, 
business world, and their jobs.” This research helped Corning learn about its 
target group’s media habits: “We discovered that networks and personal refer-
rals were bigger with PhDs than job boards. Because of that, niche-specific sites 
made more sense for us than the big job boards.”  24   
    The big job boards, CareerBuilder, Monster, and Yahoo! HotJobs, are grow-
ing in popularity and partnering with newspapers as a way of gaining a local 
sales presence and a stronger brand name. Niche-specific sites, like technology-
focused  Dice.com  or health-care jobs site  Healthcaresource.com , are growing 
rapidly as well. Thus The New York Times has invested in  Indeed.com , a site 
that lets visitors search for jobs on all the sites that appear on the Web.  25   
    While there are clear advantages to job posting, if no limits are placed on 
the bidding process, job-posting systems can impose substantial administrative 
costs. Thus, at some firms, employees cannot bid on a new job until at least one 
year after hire, and they must have accrued at least six months’ tenure in their 
current jobs before becoming eligible to bid for new ones.  26   
    Another problem might arise from poor communication. For example, if 
 employees who unsuccessfully apply for open jobs do not receive feedback 
that might help them to be more competitive in the future, and if they have to 
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find out through the grapevine that someone else got the job they applied for, a 
job-posting program cannot be successful. The lesson for managers is obvious: 
Regular communication and follow-up feedback are essential if job posting is 
to work properly.   

 Employee Referrals 

 Referral of job candidates by current employees has been and continues to be a 
major source of new hires at many levels, including professionals. It is an inter-
nal recruitment method; that is, internal rather than external sources are used to 
attract candidates. Typically such programs offer a cash or merchandise bonus 
when a current employee refers a successful candidate to fill a job opening. The 
logic behind employee referral is that “it takes one to know one.” Interestingly, 
the rate of employee participation seems to remain unaffected by such efforts as 
higher cash bonuses, cars, or expense-paid trips.  27   This suggests that good em-
ployees will not refer potentially undesirable candidates even if the rewards are 
outstanding. 

Employee referrals 
can be an excellent 
source of new hires 
at all levels.
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    Employee Referrals at GE Medical Systems.  GE Medical Systems invents and 
makes CT scanners, magnetic-resonance imagers, and other biomedical equipment 
that requires some of the most demanding software coding and electrical engi-
neering anywhere. It’s an innovation powerhouse, with more than 80 percent of 
its equipment sales coming from products no more than three years old. The 
company competes for talent with the likes of Intel, Cisco Systems, Microsoft, and 
Hewlett-Packard and hires about 500 technical workers a year. It makes wide-
spread use of employee referrals because fully 10 percent of them result not just 
in an interview, but in a hire. In comparison, just 1 percent of people whose 
résumés come into GE Medical are even called for an interview. Nothing else—
not headhunters and not internships—even comes close to that kind of yield. The 
company doubled the number of employee referrals by taking three easy steps:

    1.   The program is simple and rewarding—no complex forms and no bureau-
cracy. The referring employee receives a small goodie such as a gift certifi-
cate at a local retail store simply for referring a qualified candidate.  

   2.   The company pays the referring employee $2,000 if the person he or she 
refers is hired and $3,000 if the new hire is a software engineer. That may 
seem like a lot of money, but the more often GE pays it, the more money it 
saves; this referral fee is in lieu of a $20,000 to $25,000 headhunter’s fee!  

   3.   The company begins asking new employees for referrals almost from their 
first day on the job because if the new employee comes, say, from Motor-
ola, for the first three months he/she still remembers everybody.   28      

    Some firms have created online alumni networks to find and rehire former 
employees. For example, some 8,000 former employees signed onto New York 
Life Insurance’s alumni network in the first month of its existence. Other sites, 
such as  Referrals.com , pay participants for confidential leads such as tips on 
colleagues who might be interested in moving to new jobs.  29   
    Three factors seem to be instrumental in the prescreening process of refer-
rals: the morale of present employees, the accuracy and detail of job informa-
tion, and the closeness of the intermediary friend.  30   While employee referrals 
clearly have advantages, it is important to note that from an EEO perspective, 
employee referrals are fine as long as the workforce is diverse in gender, race, 
and ethnicity to begin with. A potential disadvantage, at least for some firms, is 
that employee referrals tend to perpetuate the perspective and belief systems of 
the current workforce. This may not be the best way to go for organizations that 
are trying to promote changes in strategy, outlook, or orientation.   

 Temporary Worker Pools 

 Unlike workers supplied from temporary agencies, in-house “temporaries” 
work directly for the hiring organization and may receive benefits, depending 
on the number of scheduled hours worked per week. Temporary workers (e.g., 
in clerical jobs, accounting, and word processing) help meet fluctuating labor 
demands due to such factors as illness, vacations, terminations, and resigna-
tions. Companies save on commissions to outside agencies, which may be as 
high as 50 percent or more of a temporary employee’s hourly wages.  31   
    In the health care field, Hospital Corp. of America operates an internal pool of 
2,000 itinerant registered nurses who circulate among the company’s 83 hospitals 
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in 19 cities on 13-week assignments. The nurses get a monthly housing allow-
ance, even if they stay with their families or friends, and they keep accruing 
 benefits and seniority rather than starting anew each time they take an assign-
ment.  32   The Travelers Corporation established a pool of temporaries made up 
of its own retirees. 
    In-house temporary employees are generally protected by the same civil 
rights laws, worksite safety requirements, minimum wage and overtime provi-
sions, and other labor and employment laws.  33   From a management perspec-
tive, it is especially important to survey customers (in-house departments that 
use temporary workers) periodically to ensure that they are meeting customer 
expectations. If not, then corrective action is necessary.     

 EXTERNAL RECRUITMENT  

 To meet demands for talent brought about by business growth, a desire for fresh 
ideas, or to replace employees who leave, organizations periodically turn to the 
outside labor market. Keep in mind, however, that the recruitment practices of 
large and small firms differ considerably. Larger firms tend to be more formal 
and bureaucratic than smaller firms. (See the Red 5 Studios Company example 
on the next page.) In addition, many job seekers have distinct preferences re-
garding firm size, and they actively seek those types of employers to the 
 exclusion of those who do not meet their preferences. It might be argued, there-
fore, that large and small firms comprise separate labor markets.  34   In this sec-
tion we describe four of the most popular recruitment sources: university 
relations, executive search firms, employment agencies, and recruitment ad-
vertising. Because they are both time consuming and expensive, large employ-
ers are more likely to use university relations and executive search firms.  

 University Relations 

 What used to be known as “college recruiting” is now considerably broader in 
many companies. Companies have targeted certain schools that best meet their 
needs and have broadened the scope of their interactions with them.  35   Such 
activities may now include—in addition to recruitment—gifts and grants to the 
institutions, summer employment and consulting projects for faculty, and invi-
tations to placement officers to visit company plants and offices. In 2006, for 
example, the ExxonMobil Foundation provided more than $32 million in unre-
stricted grants to U.S. universities and colleges.  36   
    PricewaterhouseCoopers (PwC) is an example of a company that works 
college campuses aggressively. It focuses on four main areas: early identification, 
team involvement, ongoing activities, and internships. PwC identifies promising 
students through involvement in campus clubs and participation in classrooms 
and presentations. At the same time, a senior member of the company—often a 
partner—coordinates PwC’s recruiting/business efforts and meets regularly with 
faculty and deans. That person treats the university as a client and is supported 
by a recruiter. The company supports student activities but also builds relation-
ships with faculty and deans. “Students are changing on a yearly basis,” says the 
partner responsible for college recruiting in the United States, “but the faculty 
and deans are there for a long time. We have ongoing dialogues with them about 
what is happening in our business today, and what we’re looking for.”  37   



212 Part 2 Employment

    To enhance the yield from campus recruitment efforts, employers should 
consider the following research-based guidelines:  39   

   1.   Establish a “presence” on college campuses beyond just the on-campus 
interviewing period (as ExxonMobil has done).  

   2.   Upgrade the content and specificity of recruiting materials. Many are far 
too general in nature. Instead, provide more detailed information about 
the characteristics of entry-level jobs, especially those that have had a 
significant positive effect on the decisions of prior applicants to join the 
organization. For example, consultants Booz, Allen & Hamilton launched 
a Web site featuring consultants as they work on projects for pro bono 
clients. Visitors to the site can follow consultants’ progress and see how 
they deal with clients, team members, and their friends and families out-
side of work. The weekly episodes are edited video clips rather than live 
streaming video, and each one features interactive questions and answers 
plus detailed information about each of the project’s consultants.  40    

   3.   Devote more time and resources to training on-campus interviewers to 
answer specific, job-related questions from applicants.  

   4.   For those candidates who are invited for onsite company visits, provide 
itineraries and agendas prior to their arrival. Written materials should 
 answer candidates’ questions dealing with travel arrangements, expense 
reimbursements, and whom to contact at the company and how.  

   5.   Ensure that the attributes of vacant positions are comparable to those of 
competitors. This is true for large and small organizations. Some of the 
key job attributes that influence the decisions of applicants are the oppor-
tunities for creativity or to exercise initiative, promotional opportunities, 
and long-term income potential. They tend to rank starting salary as less 
important than these factors.  41        

COMPANY EXAMPLE START-UP RED 5 STUDIOS LURES “PASSIVE” JOB CANDIDATES38

When a FedEx box landed on the desk of video-game designer Scott Youngblood, 
he was curious. Inside he found a glossy box nestled in thick foam. Inside that box 
was another, and, within that one, another. Eventually Mr. Youngblood opened 
five boxes, nested Russian-doll style, and discovered an IPod shuffle music player 
engraved with his name. He pressed “play,” and heard the voice of Mark Kern, 
president and chef executive of Red 5 Studios, Inc., talking about Mr. Youngblood’s 
past work on games and inviting him to a Web site to learn more about Red 5.
 “I was blown away,” says Mr. Youngblood. Within two weeks he inter-
viewed at Red 5. About a month after that, he started a new job there—leaving 
his position at Sony Corp.’s Sony Computer Entertainment America, and mov-
ing more than 800 miles away.
 Mr. Youngblood’s package was one of 100 that Red 5 sent to its “dream 
hires,” identified through a concerted recruiting campaign. While the project 
did draw the interest it hoped for, it was costly and time-consuming, and the 
firm does not plan to repeat it soon. It probably doesn’t have to. Its résumé flow 
is about 10 times what it was before the campaign, it forged key relationships 
even with those who did not accept the firm’s hiring offers, it boosted the firm’s 
cachet within the industry, and triggered a wave of blog postings from gamers, 
recruiters, and marketers.



 Chapter 6 Recruiting 213

 Virtual Job Fairs 

 Driven in part by technology for popular video games that makes it possible to 
create ever more realistic scenarios,    virtual job fairs    now have the ability to use 
video, voice, and text to connect job seekers with recruiters, and to span time 
zones and continents in the process. At a virtual job fair, online visitors see a 
setup that is very similar to a physical one. They can listen to presentations, 
visit booths, leave résumés and business cards, participate in live chats, and 
get contact information from recruiters, HR managers, and even hiring manag-
ers. A third party—a college, a publication, or an association—that brings to-
gether companies runs most such job fairs. 
    For example, in the public-relations field,  PRWeek  magazine hosted a day-
long virtual job fair attended by 13 companies and 1,000 job seekers. Each 
booth received an average of 563 visitors, and at the end of the event, recruit-
ers received a report that tracked all visitors. The $4,700 that companies paid 
 PRWeek  covered the costs of the booth, the tracking report, and a 10-second 
pop-up ad. Recruiters liked the fact that they could span time zones and staff 
their booths with qualified representatives without having to pay travel or 
booth-construction costs. Candidates enjoyed visiting several companies with-
out leaving their desks, along with the knowledge that they would not run into 
the HR manager from their company at the next booth.   42

 Executive Search Firms 

 Executive search firms are typically retained to recruit for senior-level posi-
tions that command salaries that exceed $150,000. The reasons for doing so 
may include a need to maintain confidentiality from an incumbent or a com-
petitor, a lack of local resources to recruit executive-level individuals, or insuf-
ficient time. To use an executive search consultant most effectively requires 
time and commitment from the hiring organization. It must allow the consul-
tant to become a company “insider” and to develop knowledge and familiarity 
with the business, its strategic plans, and its key players.  43   
    Although using an executive search firm has advantages, employers evalu-
ating a search firm should carefully consider the following indications that the 
firms can do competent work:  44   

�  The firm has defined its market position by industries rather than by disci-
plines or as a jack-of-all-trades.  

�  The firm understands how your organization functions within the indus-
tries served.  

�  The firm is performance oriented and compensates the search salesperson 
substantially on the basis of assignment completion.  

�  The firm combines the research and recruiting responsibilities into one func-
tion. Doing so allows the researcher/recruiter to make a more comprehensive 
and knowledgeable presentation to targeted candidates on behalf of the client.  

�  The firm is organized to function as a task force in the search for candidates, 
particularly where they are being recruited for multiple assignments or 
when placement speed is essential.  

�  The firm is a member of the Association of Executive Search Consultants 
(AESC) and subscribes to AESC’s professional practice guidelines and code 
of ethics.  



214 Part 2 Employment

�  The firm provides the client a full understanding of the services to be 
 provided, method of operation, any limitations that may affect the search, 
who is handling the assignment, and the totality of fees, expenses, and other 
expectations.    

    Compared with other recruitment sources, executive search firms are quite 
expensive. Total fees may reach 30 to 35 percent of the compensation package 
of the new hire, although more clients are now negotiating fixed-fee arrange-
ments. Fees are often paid as follows: a retainer amounting to one-third the 
total fee as soon as the search is commissioned; one-third 60 days into the 
 assignment; and a final third upon completion, plus expenses. If an organiza-
tion hires a candidate on its own prior to the completion of the search, it still 
must pay all or some portion of the search firm’s fee, unless it makes other 
arrangements.  45     

 Employment Agencies 

 Employment agencies are some of the most widely available and widely used 
outside sources. However, there is great variability in size and quality across 
agencies. To achieve the best results from this channel, cultivate a small num-
ber of firms and thoroughly describe the characteristics (e.g., education, train-
ing, experience) of candidates needed, the fee structure, and the method of 
resolving disputes. Be aware, however, that the Equal Employment Opportu-
nity Commission’s enforcement guidance is quite clear that there is no defense 
if a temporary staffing agency participates in a discriminatory staffing request 
from the client company.  46   
    Agency fees generally vary from 10 percent of the starting salary for clerical 
and support staff to 20 to 30 percent of the starting salary for professional, 
exempt-level hires. Unlike executive search firms, however, employment agen-
cies receive payment only if one of their referrals results in a hire. In addition, 
most agencies offer prorated refunds if a candidate proves unacceptable. For 
example, an agency might return 90 percent of its fee if a candidate leaves 
within 30 days, 60 percent if the new hire lasts between 30 and 60 days, and 30 
percent if the new hire leaves after 60 to 90 days on the job.  47     

 Recruitment Advertising 

 Most people think of recruitment advertising as want ads in the local newspa-
per. Think again. This medium has become just as colorful, lively, and imagina-
tive as consumer advertising. Today companies approach job candidates in 
much the same way as they approach prospective customers: Candidates are 
carefully identified and targeted, attracted to the company and its brand, and 
then sold on the job. 
    Corporate home pages on the Internet are often designed with potential 
 recruits in mind, because they are frequently the first place job seekers look 
when they begin to evaluate companies. On its home page, GE Power Systems 
highlights links to information about diversity, employee benefits, and balanc-
ing work and family. Accenture and Enterprise Rent-a-Car are just two of the 
many companies that provide compelling materials on their Web sites about 
why people should work there.  48       
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 SPECIAL INDUCEMENTS—RELOCATION 

AID, HELP FOR THE TRAILING SPOUSE, 

AND SIGN-ON BONUSES  

 Especially with higher-level jobs, newly recruited managers expect some form 
of relocation assistance. A basic package includes household-goods assistance; 
an allowance (usually equivalent to 2–4 weeks’ salary) to cover incidental ex-
penses; help with the sale of the relocating employee’s home; covering the em-
ployee’s loss, if any, on the sale of the home; and transportation costs for the 
final move to the new location, including hotels and meals during transit.  58   All 
of those costs add up quickly. According to the Employee Relocation Council/

COMPANY EXAMPLEHELP WANTED
It is no exaggeration to say that the Internet has revolutionized recruitment prac-
tice. For job seekers, there are more than 30,000 job search sites with literally 
millions of listings, as well as the ability to research employers and to network.49 
Fully 94 percent of the top 500 U.S. companies recruit via the Internet. Indeed, 
the only surprise may be that 6 percent aren’t.50 On a typical Monday, the peak 
day for job hunts, about 4 million people search for work on the job board at 
Monster.com, a leading online talent site. At the same time, thousands of corpo-
rate recruiters are scouring Monster’s database of more than 70 million employee 
profiles and résumés, most of which are from people who aren’t actively seek-
ing new jobs. In fact, corporate recruiters are increasingly acting like external 
search firms, hacking into the internal directories of competitors and raiding 
their employees.51

 In short, the Internet is where the action is in recruiting. Despite the allure 
of commercial job search sites, evidence indicates that nearly 60 percent of all 
Internet hires come from a company’s own Web site.52 The best ones make it 
simple for candidates to apply for jobs. They provide a wealth of information 
about the company, and leave candidates with a favorable impression.53 Only 
about a third as many corporate job openings as were listed on corporate Web 
sites were posted on the three biggest job boards (Careerbuilder.com, Monster.
com, and HotJobs.com).54 For senior executives who earn at least six figures, 
Forbes.com recommends the following sites: Netshare.com, Flipdog.com, 
Wetfeet.com, Spencerstuart.com, and Quintcareers.com.
 Despite the reach and apparent ease that online searches offer, a surpris-
ingly small proportion of jobs get filled that way. One study found that only 
6 percent of hires for management-level jobs currently occur through any Inter-
net site, compared with 61 percent for networking with friends, family, or col-
leagues.55 For that reason, online networking sites—such as LinkedIn, Facebook, 
Doostang, and Ryze—have become increasingly important to job seekers. 
Geared toward professional relationships, networking websites allow their 
members to build a web of social and business associates and to interact person-
to-person with new contacts.56 What about the traditional belief that 80 percent 
of job openings are never advertised? Experts call it a myth, and note that job 
seekers can track down 80 to 90 percent of the job openings that exist at a given 
time by sifting through the career pages on employers’ Web sites, in addition to 
searching other Internet sites and traditional media.57

Online Job Search
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Worldwide 2007 Transfer Volume and Cost Survey, the average cost of relocat-
ing a home-owning current employee was $62,185, and the average cost of 
 relocating a new-hire home-owner was $55,165. Costs were much lower for 
renters though: $19,365 for a current employee and $16,177 for a new hire. 
Most small companies don’t routinely cover these costs, and nearly a third of 
medium-size and large companies don’t either.  59   
    Prodded by the emergence of the dual-career family—60 percent of all 
families  60  —firms are finding that many managers and professionals, men and 
women alike, are reluctant to relocate unless the spouse will be able to find 
suitable employment in a new location. “If I can’t work, I won’t move.” That is 
what more and more companies are hearing from the spouses of prospective 
transferees, and it is not music to their ears.  61   Spouse employment assistance 
typically includes job counseling, fees to placement agencies, contacts outside 
the company, and the costs of printing résumés.  62   
    An increasingly common recruiting inducement, independent of any relo-
cation assistance, is the sign-on bonus. Originally used in the sports world, sign-
ing bonuses are now common among executives, professionals (particularly in 
high-technology firms), and middle-level executives, as companies seek to but-
tress the eroding bonds between them and their employees. For example, to lure 
former stockbrokers who are willing to retrain to become financial advisers to 
wealthy clients, banking giant UBS offers signing bonuses equal to 100 percent 
of the revenue a broker produced in the previous 12 months.  63   
    What’s a company to do if things don’t work out and the new person simply 
walks away with the cash? Firms such as General Electric and Owens-Corning 
require that the entire amount be repaid if the person leaves within one year, 
and 50 percent if he or she leaves within two years. After that, the repayment 
gradually drops to zero.  64    

 Summary of Findings Regarding Recruitment Sources 

 Now that we have examined some of the most popular sources for internal and 
external recruiting, it seems reasonable to ask, “Which sources are most popular 
with employers and job applicants?” Among employers, evidence indicates that

�  Informal contacts are used widely and effectively at all occupational levels.  
�  Use of public employment services declines as required skills levels in-

crease.  
�  The internal market is a major recruitment source except for entry-level, 

unskilled, and semiskilled workers.  
�  Larger firms are the most frequent users of walk-ins, write-ins, and the inter-

nal market.  65      

    In practice, most applicants use more than one recruitment source to learn 
about jobs. Hence, designation of  the  recruitment source they used is mislead-
ing and completely ignores the combined effect of multiple sources. In fact, the 
accumulated evidence on the relationship between recruitment sources, turn-
over, and job performance suggests that such relationships are quite weak.  66   In 
light of these results, what may be more important than the source per se is 
how much support and information accompanies source usage, or the extent to 
which a source embeds prescreening on desired applicant characteristics.  67       
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 Diversity-Oriented Recruiting  

 Special measures are called for in diversity-oriented recruiting. While it might 
appear obvious that employers should use women and members of underrep-
resented groups (1) in their HR offices as interviewers; (2) on recruiting trips 
to high schools, colleges, and job fairs; and (3) in employment advertise-
ments, these are necessary, but not sufficient, steps. Diverse candidates con-
sider broader factors in their decisions to apply or to remain with 
organizations. In fact, a recent  WetFeet.com  study found that although as 
many as 44 percent of African-American candidates said they eliminated a 
company from consideration because of a lack of gender or ethnic diversity, 
three other diversity- related attributes affected their decisions to apply or 
 remain: the ready availability of training and career-development programs, 
the presence of a  diverse upper management, and the presence of a diverse 
workforce.  68   
    Employers need to establish contacts in the groups targeted for recruit-
ment based on credibility between the employer and the contact, and credi-
bility  between the contact and the targeted groups. This is known as 
 relationship recruiting . Allow plenty of lead time for the contacts in the tar-
geted groups to notify prospective applicants and for the applicants to apply 
for available positions. 
    Various community or professional organizations might be contacted (e.g., 
Society of Mexican-American Engineers and Scientists, National Society of 
Black Engineers), and leaders of those organizations should be encouraged to 
visit the employer and talk with employees. Another source is  Finding Diver-
sity,  a comprehensive listing of more than 300 diversity recruitment tools.  69   It 
includes Web sites, e-mail lists, newspapers, magazines, journals, career fairs, 
conferences, and other resources to help recruiters search for talent. 
    Finally, recognize two things: (1) It will take time to establish a credible, 
workable diversity-oriented recruitment program, and (2) there is no payoff 
from passive nondiscrimination. Progressive organizations gather data on who, 
when, and where they recruit, and how they fare with different groups. The 
goal is to create a consistent corporate image that will support recruiting efforts 
across the board.  70      

 MANAGING RECRUITMENT OPERATIONS  

 Administratively, recruitment is one of the easiest activities to foul up—with 
potentially long-term negative publicity for the firm. Traditionally, recruit-
ment was intensively paper based. Today, however, the entire process has 
been reengineered so that it is computer based. Here is an example of one 
such system. 
    With Hiring Gateway from Yahoo! Resumix, automation replaces the 
 entire manual process. Hiring Gateway is a Web-based recruiting and hiring 
process that takes companies from job requisitions through matching candi-
date qualifications to documented job requirements, then through the inter-
viewing and hiring decision-and-offer process, to finally having new hires 
report on board. The software creates a self-service environment that allows 
hiring managers to create requisitions, permits candidates automatically to 
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upload and edit their résumé information, and allows recruiters to use its 
“KnowledgeBase” technology to create statements of qualifications that are 
tied to each individual job as well as to apply screening questions and key-
word searches, among other filters. 
    Hiring Gateway analytics allow recruiters to create many different kinds of 
reports, such as source effectiveness for different types of jobs and levels, mea-
sures of the performance of individual recruiters, measures of the performance 
of new hires, EEO reporting, and analysis of the database for volume and types 
of candidates.  Figure 6–2  shows two screens in the Hiring Gateway system. 
The left side of the figure shows the recruiter’s home page, providing one-click 
access to requisitions and candidates. The right side of the figure displays the 
candidate pool for a specific job requisition (MKTG108A). The “search agent” 
is the profile of required skills and competencies for the job in question. Knowl-
edgeBase technology helps managers build the profile. 
    Developed over the past 15 years, KnowledgeBase search-and-extraction 
technology draws on more than 20,000 business competencies and 250,000 
rules related to various job skills and qualifications. For example, it

�  Recognizes the contextual meanings of words within the résumé. Thus, it 
can distinguish between John Harvard, a candidate; 140 Harvard Street, an 

Figure 6–2

Sample computer screens from the Yahoo! Resumix Hiring Gateway System.

Source: Reproduction with permission of Yahoo! Inc. 2005 by Yahoo! Inc. YAHOO! And the YAHOO! Logo are trademarks of 

Yahoo! Inc.
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address; Harvard University, a school; and Harvard, ID, a town. Simple 
keyword-based systems are much less efficient, because they will return all 
 résumés containing the word “Harvard.” Those resumes will then require 
subsequent analysis and classification.  

�  Distinguishes qualitative differences in experience, such as candidates who 
state they  are  the manager versus those who state that they  report  to the 
manager.  

�  Knows when and how to draw logical inferences, such as using “experience 
managing a fast-growing team” as a proxy for “team-building skills.”  

�  Understands different résumés that contain industry-specific terminology, 
syntax, and lingo.    

   Using integrated communication tools such as Yahoo! Instant Messenger, on-
line scheduling, and automatic e-mail reminder alerts, Hiring Gateway enables 
recruiters, hiring managers, and interviewers to collaborate easily and intui-
tively in real time to pursue their top candidates. 
    How does the system work in practice? Firms such as Texas Instruments, 
Disney, Vanguard Group, and United Parcel Service have found that Yahoo! 
Resumix has cut their cost-per-hire by up to 50 percent and shortened their hir-
ing cycles by an average of 48 percent.  71   That’s a competitive advantage! Hiring 
Gateway is a type of hiring management system. Here are others. 

COMPANY EXAMPLEMANAGEMENT SYSTEMS TO TRACK AND CONTACT APPLICANTS
Application service providers such as BrassRing Systems, Icarian, and Recruit-
soft enable companies to tap into sophisticated hiring management systems 
(HMSs). Such systems collect applications in a standardized format, screen 
them, determine where they came from (e.g., job boards or classified ads), mon-
itor the progress of applications, and calculate how long it takes to fill various 
jobs (BrassRing) or to get a new employee working productively (Recruitsoft). 
All the application data remain in electronic form, so the systems allow em-
ployers to act quickly on the applications—checking references, getting com-
ments from hiring managers, and making e-mail contact with applicants. Union 
Pacific’s HMS allows applicants to check the status of their applications, let-
ting candidates feel more involved in the process and spurring the organization 
to move things along quickly.72 Many large companies today use the latest-
generation HMS software, and the number is growing rapidly.

  Evaluation and Control of Recruitment Operations 

 The reason for evaluating past and current recruitment operations is simple: to 
improve the efficiency of future recruitment efforts. To do this, it is necessary 
to analyze the performance of the various recruitment sources systematically. 
Consider collecting the following kinds of information:  73   

�  Cost of operations, that is, labor costs of company recruitment staff, opera-
tional costs (e.g., recruiting staff’s travel and living expenses, agency fees, 
advertising expenses, brochures, supplies, and postage), and overhead 
 expenses (e.g., rental of temporary facilities and equipment)  
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�  Cost per hire, by source (firms vary considerably in the elements they use to 
compute this figure, but the four most common factors are advertising and 
event costs, online/Internet services, third-party agency contracts and fees, 
and recruiter fees).  74    

�  Number and quality of résumés by source.  
�  Acceptance/offer ratio.  
�  Analysis of post-visit and rejection questionnaires.  
�  Salary offered—acceptances versus rejections.    

   These are operational measures of the recruitment function. Keep in mind 
though, that such measures do not link staffing performance to business out-
comes. To tie staffing impact to business, metrics should express themselves 
in dollars. As we noted earlier, it is one thing to know that a firm’s sales open-
ings average 75 days to fill. It’s another thing to know that the difference be-
tween filling them in 75 vs. 50 days costs the firm $30 million revenue, or that 
a 20% improvement in quality-of-hire will result in $18 million productivity 
improvement.  75   
    Several studies have examined the recruitment process from the perspec-
tive of applicants. Findings indicate that characteristics of recruiters (per-
sonable, informative, trained) affect the perceptions of candidates, but not 
their intentions to accept job offers.  76   Neither the job function (HR versus 
line  management) nor the gender of the recruiter seems to make much 
 difference to candidates.  77   Two theories have been proposed to explain the 
impact of reactions to recruiters. One, the interview is an opportunity for 
recruiters to convey information about the organization, and warm, informa-
tive recruiters may do a better job of communicating with applicants. Two, 
the behavior of recruiters may signal unobserved characteristics of organiza-
tions. Thus  recruiters who are warm are likely to have a friendly collegial 
culture. Those who are informative have a culture that respects employees’ 
needs for information.  78   
    What about a company’s reputation? Evidence indicates that reputation 
provides firms with a competitive advantage by attracting more, and possibly 
higher-caliber, applicants.  79   Research findings also show that a company’s rep-
utation also affects applicants’ willingness to pursue jobs because (1) they use 
reputation as a signal about the attributes of jobs (e.g., fun, challenging, lots of 
variety); (2) reputation affects the pride that individuals expect from joining 
the organization; and (3) applicants are willing to pay a premium in terms of 
lost wages to join firms with positive reputations.  80   
    Other research has shown that job attributes (supervision, job challenge, 
location, salary, title) as well as recruitment activities (e.g., behavior during 
the interview) are important to applicants’ reactions. The most important ef-
fects on interview outcomes, however, are candidates’ perceived qualifications 
(e.g., ability to express ideas and demonstrated initiative).  81   In short, recruit-
ment may be viewed as a market-exchange process in which employers at-
tempt to differentiate their “products” (job opportunities) among “consumers” 
(job applicants) who vary in their levels of job-relevant knowledge, abilities, 
and skills.  82   
    Timing issues in recruitment, particularly delays, are important factors in 
the job choice decisions of applicants.  83   Research indicates that (1) long delays 
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between recruitment phases are not uncommon; (2) applicants react to such 
delays very negatively, often perceiving that “something is wrong” with the 
organization; and (3) regardless of their inferences, the most marketable candi-
dates accept other offers if delays become extended. What are the implications 
of these findings? In a competitive marketplace, top talent disappears quickly. 
If you want to compete for it, streamline the decision-making process so that 
you can move fast.   

 Realistic Job Previews 

 A conceptual framework that might help explain some of these research find-
ings is that of the    realistic job preview    (RJP).  84   An RJP requires that, in addi-
tion to telling applicants about the nice things a job has to offer (e.g., pay, 
benefits, opportunities for advancement), recruiters must also tell applicants 
about the unpleasant aspects of the job. For example, “It’s hot, dirty, and some-
times you’ll have to work on weekends.” Research in actual company settings 
has indicated consistent results.  85   That is, when the unrealistically positive 
expectations of job applicants are lowered to match the reality of the actual 
work setting prior to hire, job acceptance rates may be lower, but job perfor-
mance, job satisfaction, and survival are higher for those who receive an RJP.  86   
For example, after apartment-complex operator Aimco switched to realistic, 
“day-in-the-life-of” descriptions of customer-facing jobs, it found that only 
3 percent of new hires left within 90 days, compared to 22 percent prior to the 
use of the RJP.  87   Over many studies, meta-analysis shows that RJPs improve 
retention rates, on average, by 9 percent.  88   
    RJPs administered after hire also have positive effects. They help to reduce 
turnover, help new hires cope with work demands, and signal that the em-
ployer is concerned about the well being of its new hires.  89   
    Longitudinal research shows that RJPs should be balanced in their orienta-
tion. That is, they should enhance overly pessimistic expectations and reduce 
overly optimistic expectations.  90   Applicants’ overall evaluations of organiza-
tions, however, are influenced more by the  average  intensity of their immediate 
emotional reactions to an RJP, rather than by the relative balance of positive 
and negative information in the message. Thus one extremely positive aspect 
may offset multiple mildly negative aspects.  91   
    A final recommendation is to develop RJPs even when there is no turnover 
problem (proactively rather than reactively). Use video and, where possible, 
show actual job incumbents.  92   Here are four research-based criteria for decid-
ing what information to include in an RJP: (1) it is important to most recruits; 
(2) it is not widely known outside the organization; (3) it is a reason that leads 
newcomers to quit; and (4) it is related to successful job performance after 
 being hired.  93   
    Nevertheless, RJPs are not appropriate for all types of jobs. They seem to 
work best (1) when few applicants are actually hired (i.e., the selection ratio 
is low), (2) when used with entry-level positions (since those coming from 
outside to inside the organization tend to have more inflated expectations 
than those who make changes internally), and (3) when unemployment is low 
(since job candidates are more likely to have alternative jobs to choose 
from).  94      
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  THE OTHER SIDE OF RECRUITMENT—JOB SEARCH  

 At some time or another, whether voluntarily or otherwise, almost everyone faces 
the difficult task of finding a job. Much of this chapter has emphasized recruit-
ment from the organization’s perspective. But as we noted at the outset, a mating 
theory of recruitment—in which organizations search for qualified candidates 
just as candidates search for organizations—is more realistic. How do people 
find jobs? Research shows that the most popular way that people land jobs is 
through personal contacts or networking rather than through employment agen-
cies or other means.  96   This is especially true for executives,  97   many of whom 
now make use of executive-networking sites such as  Execunet.com  and  Netshare.
com .  98   At the same time, networking is not necessarily superior to alternative 
job-search techniques. Keep this in mind as you read the following scenario.  

 Scenario 1: Unemployed 

 This scenario has happened all too frequently over the last decade (as a result 
of mergers, restructurings, and downsizings), and it is expected to occur often 
this decade as economic conditions change.  99   You are a mid-level executive, 
well-regarded, well-paid, and seemingly well-established in your chosen field. 
Then—whammo!—a change in business strategy or a change in economic con-
ditions results in your layoff from the firm you hoped to retire from. What do 

ETHICAL DILEMMA
Online Résumés and Personal Privacy

Millions of people will transmit their résu-
més over the Internet this year. Is this a 
 recruiting bonanza for employers? In one 
sense, yes, because they can scan online job 
boards using keywords to identify candi-
dates with the educational background, 
training  accomplishments, and work-
place experience that they need. On 
the other hand, there are some very 
serious  privacy concerns for job 
seekers and employee-relations con-
cerns for  employers, and they should 
be  recognized.95

 Résumés posted at one site can be traded 
or sold to other sites, they can be stolen by 
 unscrupulous headhunters or duplicated and 
 reposted by roving “spiders,” and current 
 employers can locate them as well. The Inter-
net is so vast that many people think their 

 résumés are safe there. Think again: A number 
of factors can wrest control from a job seeker. 
Here is one.
 In the name of protecting company secrets, 

some corporations have begun to assign HR 
staff members to patrol cyberspace in 

search of wayward workers. Their ob-
jective is to reassign employees who 
are circulating their résumés online, 
and who therefore have one foot out 

the electronic door, off sensitive proj-
ects. Fair enough. But such a practice 

can also be viewed as an invasion of an 
employee’s privacy and right to search for a job 
that might make better use of his or her skills. 
What do you think? Is it ethical for current em-
ployers to search the Internet in an  effort to 
identify employees who have posted their résu-
més online?
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you do? How do you go about finding another job? According to management 
consultants and executive recruiters, the following are some of the key things 
not to do, followed by some suggestions for posting an Internet résumé.  100   

�   Don’t panic.  A search takes time, even for well-qualified middle- and upper-
level managers. Seven months to a year is not unusual. Be prepared to wait 
it out.  

�   Don’t be bitter.  Bitterness makes it harder to begin to search; it also turns off 
potential employers.  

�   Don’t kid yourself.  Do a thorough self-appraisal of your strengths and weak-
nesses, your likes and dislikes about jobs and organizations. Face up to what 
has happened, decide if you want to switch fields, figure out where you and 
your family want to live, and don’t delay the search itself for long.  

�   Don’t drift.  Develop a plan, target companies, and go after them relentlessly. 
Realize that your job is to find a new job. Cast a wide net; consider indus-
tries other than your own.  

�   Don’t be lazy.  The heart of a good job hunt is research. Use the Internet, pub-
lic filings, and annual reports when drawing up a list of target companies. If 
negotiations get serious, talk to a range of insiders and knowledgeable out-
siders to learn about politics and practices. You don’t want to wind up in a 
worse fix than the one you left.  

�   Don’t be shy or overeager.  Because personal contacts are the most effective 
means to land a job, pull out all the stops to get the word out that you are 
available. At the same time, resist the temptation to accept the first job that 
comes along. Unless it’s absolutely right for you, the chances of making a 
mistake are quite high.  

�   Don’t ignore your family.  Some executives are embarrassed and don’t tell 
their families what’s going on. A better approach, experts say, is to bring the 
family into the process and deal with issues honestly.  

�   Don’t lie.  Experts are unanimous on this point. Don’t lie, and don’t stretch a 
point—either on résumés or in interviews.  101   Be willing to address failures 
as well as strengths. Discuss openly and fully what went wrong at the old 
job. A recent study found that “reason for leaving last job” was the single 
most fibbed-about topic among executive job candidates. “Results and 
 accomplishments” was a close second. Hmm. Coincidence?  102    

�   Don’t jump the gun on salary.  Always let the potential employer bring this 
subject up first. But once it surfaces, thoroughly explore all aspects of your 
future compensation and benefits package. At the same time, a candid con-
versation with an outside recruiter about your present and desired salary is 
a good idea.  103    

�   Be careful when posting a résumé on the Internet.  Post a digital version on 
your own home page and place the word “résumé” in the Web site address 
to increase the chance of being noticed by Internet recruiters. These days 
knowing how to assemble a résumé for online consumption is a skill you 
will need for almost any job search. While it is important to use job-specific 
keywords, be careful! The latest recruiter-search tools, such as those from 
Trovix or VCG, can distinguish between a keyword inserted in a résumé at 
random, and one used to describe a person’s work history. Use a keyword 
out of context and your résumé will be bumped to the bottom of the search 
results.  104      
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   Those who have been through the trauma of job loss and the challenge of find-
ing a job often describe the entire process as a wrenching, stressful one. Avoid-
ing the mistakes shown here can ensure that finding a new job need not take 
any longer than necessary.   

 Scenario 2: Employed, But Searching for a New Job 

 People who are currently employed may decide to engage in job search for any 
one or more of the following reasons: to establish a network, to demonstrate their 
marketability to their current employers, or to develop other job choices to com-
pare with their current positions. A recent study using currently employed man-
agers found that they engaged in more job search behavior to the extent they 
were more agreeable (trusting, compliant, caring), neurotic (anxious, insecure, 
poorly emotionally adjusted), and open to experience (imaginative, nonconform-
ing, autonomous). In addition, managers higher in cognitive ability searched 
more actively, perhaps in an effort to ensure that their “hidden” abilities are rec-
ognized.  105   What are the implications of these results for organizations? Assum-
ing the manager is someone you want to retain, communicate clearly that he or 
she is valued and that there are rich opportunities within the organization. 
    At the same time, employers know that top workers are often treated well, 
and may not be searching actively for a new job. These are so-called “passive 
prospects,” and they are hot commodities. Locating them is easier now, given 
the availability of giant databases of employment data gleaned from publicly 
available sources like press releases, SEC filings, and articles in trade publica-
tions. Companies like ZoomInfo and  Ziggs.com  use this information to sift for 
high-quality passive prospects. More than a fifth of the Fortune 500, including 
blue-chip names like Pfizer, Sony, and Microsoft, use these outfits as part of 
their recruiting process.  106      

IMPACT OF RECRUITMENT ON PRODUCTIVITY, QUALITY OF WORK 
LIFE, AND THE BOTTOM LINE

A close fit between individual strengths and 
interests and organizational and job character-
istics almost guarantees a happy “marriage.” 
On the other hand, because the bottom line of 
recruitment success lies in the number of 
successful placements made, the  effects 
of ineffective  recruitment may not 
 appear for years. For this reason 
alone, a regular system for measuring 
and evaluating recruitment efforts is 
essential. Moreover, it’s  difficult to 
manage what you can’t measure. 
 Consider that the first-year turnover rate 

for new hires can be as high as 50 percent in 
some industries, such as fast-food restau-
rants.107 To hire and retain 100 employees, 
therefore, the organization will need 200. 

However, if an RJP can boost retention by 
50–59 percent, then the company will 

only need to hire 159 new people. For 
large fast-food chains that typically 
hire more than 100,000 newcomers 
corporation-wide at a cost of $300–

$400 per hire, the savings in recruit-
ment and hiring costs avoided may be 

in the tens of  millions of dollars.
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 THE ART OF FINDING TALENT 

  Employers of choice seem to share a number of characteristics in common. Here 
are six of them.

 1.    They demonstrate a genuine commitment to continuous learning through 
training programs, on-the-job learning, and off-site experiences. This 
sends a message that the organization wants to facilitate a steady path to-
ward personal growth.  

 2.   They are meritocracies where the best people get rewarded handsomely. 
Pay and promotions are linked tightly to performance, and rigorous per-
formance reviews consistently make people aware of where they stand. In 
short, results matter.  

 3.   They allow and even encourage people to take risks, and don’t punish 
those who try but fail.  

 4.   They understand that what is good for society is good for business. They 
are diverse, global in outlook, environmentally sensitive, and make sure 
that everyone’s ideas matter.  

 5.   They set high standards for hiring new employees, based largely on intel-
ligence, and prior training and experience. Job candidates often undergo a 

  Human Resource 
Management 

in Action: 
Conclusion 

IMPLICATIONS FOR MANAGEMENT PRACTICE

Talent is what makes firms go. Recruitment is 
therefore a strategic imperative and an important 
form of business competition. Given the substan-
tial costs of recruitment and training, employers 
must consider the needs of employees if they 
wish to attract and retain top talent. For 
example, the 2008 National Study of 
 Employers found that small employers 
with 50–99 employees are somewhat 
less likely (93 percent) to offer personal 
health insurance coverage than are 
large employers with 1,000 or more em-
ployees (100 percent). When they do offer 
it, however, small employers are more likely 
(29 percent) than large employers (7 percent) 
to pay all of the premiums.108 Regardless of 
what management decides to do, the following 
elements should be part of any successful 
 recruitment program:

� Always view recruitment as a long-term 
strategy.

� Be responsive to employees’ needs.

� Develop benefits that genuinely appeal to 
the employees being hired.

� Promote recruitment benefits to the target 
audience.

� Audit the recruitment programs in place.

 Brands and reputations have always 
been important in product markets. 
Today they are just as important in 
labor markets.109 Companies with 
well-known brands and excellent 

reputations want to  leverage them in 
their recruitment  efforts. With respect to 

health insurance per se, coverage for oneself 
and one’s family is the single most important 
benefit for U.S. workers and their families, 
and they rely almost exclusively on employ-
ers for coverage.110 Generous and creative 
health-care benefits that are actively marketed 
to current and prospective employees are an 
example of just one recruitment tactic that 
some employers are using to attract (and 
 retain) talent.
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rigorous selection process that may include interviews, background 
checks, work-sample tests, and assessments of characteristics that are crit-
ical to success.  

 6.   They are thriving, profitable, and growing. People want to work at places that 
have a future, with the promise of career mobility and financial rewards.    

  Above all, people want to work at places where they are treated well, places 
that are doing well, and places where they are proud to work. Organizations 
with features like that will always be perceived as employers of choice.    

  recruitment    

  initial screening    

  selection    

  orientation    

  placement    

  performance management    

  passive nondiscrimination    

  pure diversity-based recruitment    

  diversity-based recruitment with 
preferential hiring    

  hard quotas    

  labor market    

  workforce utilization    

  job posting    

  virtual job fair    

  realistic job preview      

 KEY TERMS  

   SUMMARY 

 Recruitment is a form of business contest, and it is fiercely competitive. It be-
gins with a clear statement of objectives, based on the number and types of 
knowledge, skills, abilities, and other characteristics that an organization needs 
to achieve its strategic business objectives. Recruitment objectives are also 
based on a consideration of the gender and ethnic-group representation of the 
workforce, relative to that of the surrounding labor force. Finally, a recruitment 
policy must spell out clearly an organization’s intention to evaluate and screen 
candidates without regard to factors such as race, gender, age, or disability 
(where these characteristics are unrelated to a person’s ability to do a job suc-
cessfully). The actual process of recruitment begins with a specification of 
workforce requirements—numbers, skills mix, levels, and the time frame 
within which such needs must be met. 
  Recruitment may involve internal or external labor markets, or both. Internal 
recruitment often relies on succession plans, job posting, employee referrals, 
or temporary worker pools. Many external recruitment sources are also avail-
able. In this chapter we discussed five such sources: university relations, vir-
tual job fairs, executive search firms, employment agencies, and recruitment 
advertising, with special emphasis on online job search. In managing and con-
trolling recruitment operations, consider using a hiring management system 
that calculates the cost of operations, analyzes the performance of each source, 
and estimates payoffs of successful recruitment efforts. Why? Because the 
number of hires who actually perform their jobs successfully determines 
 recruitment success.   
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  DISCUSSION QUESTIONS  

   6–1.   What special measures might be necessary for a successful diversity-oriented 
recruitment effort?  

   6–2.   Discuss the conditions under which realistic job previews are and are not 
 appropriate.  

   6–3.   How would you advise a firm that wants to improve its unversity recruitment 
efforts?  

   6–4.   Knowing that you have been studying the subject of recruitment, a friend asks 
you for advice on doing an online job search. What would you say?  

   6–5.   Draft a recruitment ad for a trade journal to advertise a job opening at your 
company. Have a friend critique it, as well as—if possible—a knowledgeable 
HR professional from a local company. Summarize their suggestions for 
 improvement and incorporate them into a final draft.  

   6–6.   You have just lost your middle-management job. Outline a procedure to follow 
in trying to land a new one.     

 APPLYING YOUR KNOWLEDGE 

   Case 6–1  Small Businesses Confront Recruiting Challenges  111   

  More and more executives from large corporations are being lured to small companies. 
In terms of recruitment tactics, it’s clear that small companies can’t compete with bigger 
rivals on compensation alone. Other motivators, however, can help attract  talent, 
 including greater responsibility, a more collegial corporate culture, the absence of 
 bureaucracy, and the chance to build a business and to cash in if it eventually goes public. 
Often, the clincher in terms of closing the deal is the passion that a small-business CEO 
shows for his or her business. Take Dan Nye, for instance, the CEO of LinkedIn, the 
 online networking service for business professionals. He tries to appeal to the desire of 
many large-company executives to make more of a mark than they can at their current 
employers. He says, “You have 20 to 25 years left in your career. Are you going to be the 
person who didn’t take any risk and just lived a conservative, quiet life? But if you take 
this risk, even if it doesn’t work out, you’re going to feel great that you tried.” 
  Says vice president of finance and controller of Eos Airlines, Holly Nelson, who 
took a 10 percent cut in pay from her job as senior vice president, controller, and chief 
accounting officer at JetBlue Airways Corp., “It’s not always about the dollars. It’s about 
what you do and the environment you’re in.” Eos flies 757s between New York and 
London, each outfitted for only 48 passengers. CEO Jack Williams says that in recruiting 
Ms. Nelson he was able to “articulate a solid vision of where Eos could go from the 
space we’re in and convince her that there’s a real opportunity to build out a lifestyle 
brand.” The firm’s slogan says it all: “uncrowded, uncompromising, unairline.” As we 
noted earlier, however, sometimes taking a risk to work at a small business just doesn’t 
pan out. Sadly, this was the case with Eos Airlines. After  declaring bankruptcy, it ceased 
all operations after April 27, 2008 ( www.eosairlines.com ).  

 Questions  

   1.   Serious labor shortages exist in many places, but these are not the only reasons for 
the recruiting problems experienced by many small businesses. What are some 
others?  
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   2.   As a manager in such a small business, what sources might you use to find new 
workers?  

   3.   What special advantages does a small business have over a large one? How can you 
incorporate these into the recruitment process?        
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   C H A P T E R

 Questions This Chapter Will Help Managers Answer 

  1.  In what ways do business strategy and organizational culture affect 

staffing decisions? 

  2.  What screening and selection methods are available, and which ones are 

most accurate? 

  3.  What should be done to improve pre-employment interviews? 

  4.  Can work-sample tests improve staffing decisions? 

  5.  What are some advantages and potential problems to consider in using 

assessment centers to select managers?  

7  STAFFING   
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 ORGANIZATIONAL CULTURE—KEY TO STAFFING “FIT” 

  Is there a common denominator among the most admired companies? 
 According to one study, the answer is yes. It’s organizational culture—shared 
values, expectations, and behavior—that set the context of everything a 
 company does. In the most admired companies, such as Google, General Elec-
tric, Johnson & Johnson, Starbucks, Intel, FedEx, Toyota, and Southwest Air-
lines, the key priorities were teamwork, customer focus, fair treatment of 
employees, initiative, and innovation. In average companies, the top priori-
ties were minimizing risk, respecting the chain of command, supporting the 
boss, and making budget. In addition, the most admired companies all have 
consensus at the top regarding cultural priorities. Rather than giving culture 
a few lines in the company hand book, the most admired companies live their 
cultures every day, and they go out of their way to communicate it both to 
current employees as well as to prospective new hires. Thus Intel works hard 
to retain the egalitarianism and cooperative spirit among employees that it 
started with. In practice that means that there are no reserved parking places, 
no executive dining rooms, no corner offices—and everyone gets stock 
 options. 
  By contrast it is all too common for average companies to say they value 
teamwork but then to award bonuses only on the basis of individual achieve-
ment. According to the Hay Group, the management consulting firm that con-
ducted the study, the single best predictor of overall excellence was a 
company’s ability to attract, retain, and motivate talented people. Organiza-
tional culture can either facilitate those activities or else inhibit them. It is a 
key to “fit” between employees and their organizations, and it is also the  secret 
to enduring greatness among companies. New hires consider it in their deci-
sions to accept or not to accept jobs. Not surprisingly, therefore, more and 
more companies are taking stock of what they stand for, what they are trying 
to achieve, and how they operate every day to achieve their goals. In the con-
clusion to this case, we will see what some of these companies are doing in 
this area.  

 Challenges  

  1.   What can a company do to communicate its culture to prospective 
new hires?  

  2.   What might be the role of organizational culture in staffing decisions?  
  3.   How might organizational culture affect the ways that employees deal with 

coworkers and customers?    

      Human Resource 
Management

in Action 

Sources: 2008 Global Most Admired Companies, Retrieved from www.Fortune.com; Collins, J. 
(2008, May 5). The secret of enduring greatness. Fortune, pp. 73–76; Nocera, J. (2008, May 24). 
Parting words of an airline pioneer. International Herald Tribune. Retrieved from www.redorbit.

com, May 27, 2008. Kelleher, H. I did it my way. Fortune, June 1, 2001; O’Reilly, C. A., III, and 
Pfeffer, J. (2000). Southwest  Airlines: If success is so simple, why is it so hard to imitate? Hidden 

value. Boston: Harvard Business School Press, pp. 21–48; What makes a company great? (1998, 
Oct. 26). Fortune, p. 218;



236 Part 2 Employment

 The chapter-opening vignette describes the crucial role of organizational cul-
ture in attracting, retaining, and motivating employees to perform their best 
every day. As we shall see, the most progressive companies strive to convey 
their cultures to new hires as well as to current employees, and the degree of fit 
of a prospective new hire with the organizational culture plays a major role in 
staffing decisions. In addition to creating cultural fit, there is a constant need to 
align staffing decisions with business strategy. As we shall see in this chapter, 
a wide variety of tools for initial screening and selection decisions are avail-
able, and much is known about each one. We will examine the evidence of the 
relative effectiveness of the tools, so that decision makers can choose those that 
best fit their long- and short-range objectives. Let us begin by considering the 
role of business strategy in staffing decisions.      

   ORGANIZATIONAL CONSIDERATIONS 
IN STAFFING DECISIONS 

   Business Strategy 

 Clearly, there should be a fit between the intended strategy of an enterprise and 
the characteristics of the people who are expected to implement it. Unfortu-
nately, very few firms actually link strategy and staffing decisions in a struc-
tured, logical way.  1   Nevertheless, we can learn how to effect such a fit by 
considering a two-dimensional model that relates an organization’s strategy 
during the stages of its development to the style of its managers during each 
stage.  2   
    For strategic reasons, it is important to consider the stage of development of 
a business because many characteristics of a business—such as its growth rate, 
product lines, market share, entry opportunity, and technology—change as the 
organization changes. One possible set of relationships between the develop-
ment stage and the management selection strategies is shown in  Figure 7–1 . 
Although a model such as this is useful conceptually, in practice the stages 
might not be so clearly defined, and there are many exceptions. 
    Organizations that are just starting out are in the  embryonic  stage. They are 
characterized by high growth rates, basic product lines, heavy emphasis on 
product engineering, and little or no customer loyalty. 

Figure 7–1

The relationship between the development stage of an organization and the management selection 
strategy that best “fits” each stage.
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    Organizations in the  high-growth  stage are concerned with two things: 
fighting for market share and building excellence in their management teams. 
They focus on refining and extending product lines, and on building customer 
loyalty. 
     Mature  organizations emphasize the maintenance of market share, cost 
reductions through economies of scale, more rigid management controls over 
workers’ actions, and the generation of cash to develop new product lines. In 
contrast to the “freewheeling” style of an embryonic organization, there is 
much less flexibility and variability in a mature organization. 
     Finally, an aging  organization struggles to hold market share in a declining 
market, and it demands extreme cost control obtained through consistency and 
centralized procedures. Economic survival becomes the primary motivation. 
    Different management styles seem to fit each of these development stages 
best. In the embryonic stage, there is a need for enterprising managers who can 
thrive in high-risk environments. These are known as entrepreneurs ( Figure 7–1 ). 
They are decisive individuals who can respond rapidly to changing conditions. 
    During the high-growth stage, there is still a need for entrepreneurs, but it is 
also important to select the kinds of managers who can develop stable manage-
ment systems to preserve the gains achieved during the embryonic stage. We 
might call these managers “growth directors.” 
    As an organization matures, there is a need to select the kind of manager 
who does not need lots of variety in her or his work, who can oversee repeti-
tive daily operations, and who can search continually for economies of scale. 
Individuals who fit best into mature organizations have a bureaucratic style of 
management. 
    Finally, an aging organization needs movers and shakers to invigorate it. 
Strategically, it becomes important to select (again) entrepreneurs capable of 
doing whatever is necessary to ensure the economic survival of the firm. This 
may involve divesting unprofitable operations, firing unproductive workers, or 
eliminating practices that are considered extravagant. 
    Admittedly, these characterizations are coarse, but they provide a starting 
point in the construction of an important link between the development stage 
of an organization and its staffing strategy. Such strategic concerns may be 
used to supplement job analyses as bases for staffing. This also suggests that 
job descriptions, which standardize and formalize behavior, should be broad-
ened into role descriptions that reflect the broader and more changeable stra-
tegic requirements of an organization.   

 Organizational Culture 

 A logical extension of the mating theory of recruitment (i.e., concurrent search 
efforts for a match by organizations and individuals) is the mating theory of 
selection. That is, just as organizations choose people, people choose jobs and 
organizations that fit their personalities and career objectives and in which 
they can satisfy needs that are important to them.  3   
    In the context of selection, it is important for an organization to describe the 
dimensions of its culture—the environment within which employment decisions 
are made and the environment within which employees work on a day-to-day 
basis. It has been described as the DNA of an organization—invisible to the  naked 
eye, but critical in shaping the character of the workplace.  4    Culture is the pattern 
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of basic assumptions a given group has invented, discovered, or developed in 
learning to adapt both to its external and internal environments.  The pattern of 
assumptions has worked well enough to be considered valid and, therefore, to be 
taught to new members as the correct way to perceive, think, and feel in relation 
to those problems.    Organizational culture    is embedded and transmitted through 
mechanisms such as the following:  5   

   1.   Formal statements of organizational philosophy and materials used for 
recruitment, selection, and socialization of new employees.  

   2.   Promotion criteria.  
   3.   Stories, legends, and myths about key people and events.  
   4.   What leaders pay attention to, measure, and control.  
   5.   Implicit and possibly unconscious criteria that leaders use to determine 

who fits key slots in the organization.    

    Organizational culture has two implications for staffing decisions. First, 
cultures vary across organizations; individuals will consider this information if 
it is available to them in their job search process.  6   Companies such as IBM and 
Procter & Gamble have a strong marketing orientation, and their staffing deci-
sions tend to reflect this value. Other companies, such as Sun Microsystems 
and Hewlett-Packard, are oriented toward research and development and engi-
neering, whereas still others, such as McDonald’s, concentrate on consistency 
and efficiency. Recruiters assess person/job fit by focusing on specific knowl-
edge, skills, and abilities. They assess person/organization fit by focusing more 
on values and personality characteristics.  7   By linking staffing decisions to cul-
tural factors, companies try to ensure that their employees have internalized 
the strategic intent and core values of the enterprise. In this way they will be 
more likely to act in the interest of the company and as dedicated team mem-
bers, regardless of their formal job duties.  8   
    Second, other things being equal, individuals who choose jobs with organi-
zations that are consistent with their own values, beliefs, and attitudes are more 
likely to be productive, satisfied employees. This was demonstrated in a study 
of 904 college graduates hired by six public accounting firms over a seven-year 
period. Those hired by firms that emphasized interpersonal relationship values 
(team orientation, respect for people) stayed an average of 45 months. Those 
hired by firms that emphasized work-task values (detail, stability, innovation) 
stayed with their firms an average of 31 months. This 14-month difference in 
survival rates translated into an opportunity loss of at least $6 million for each 
firm that emphasized work-task values. 
    Although the firms that emphasized the value of interpersonal relationships 
were uniformly more attractive to both strong and weak performers, strong 
perfor-mers stayed an average of 13 months longer in firms that emphasized 
work-task values (39 months versus 26 months for weak performers). The lesson 
for managers? Promote cultural values that are attractive to most new employees; 
don’t just select individuals who fit a specific profile of cultural values.  9     

 The Logic of Personnel Selection 

 If variability in physical and psychological characteristics were not so preva-
lent, there would be little need for selection of people to fill various jobs. 



 Chapter 7 Staffing 239

Without variability among individuals in abilities, aptitudes, interests, and 
personality traits, we would expect all job candidates to perform comparably. 
Research shows clearly that as jobs become more complex, individual differ-
ences in output also increase.  10   Likewise, if there were 10 job openings avail-
able and only 10 qualified candidates, selection again would not be a 
significant issue because all 10 candidates would have to be hired. Selection 
becomes a relevant concern only when there are more qualified candidates 
than there are positions to be filled: Selection implies choice and choice means 
exclusion. 
    Because practical considerations (safety, time, cost) make job tryouts for 
all candidates infeasible in most selection situations, it is necessary to pre-
dict the relative level of job performance of each candidate on the basis of 
available information. As we shall see, some methods for doing this are more 
accurate than others. However, before considering them, we need to focus on 
the fundamental technical requirements of all such methods—   reliability    and 
 validity .   

 Reliability of Measurement 

 The goal of any selection program is to identify applicants who score high on 
measures that purport to assess knowledge, skills, abilities, or other charac-
teristics that are critical for job performance. Yet, we always run the risk of 
making errors in employee selection decisions. Selection errors are of two 
types: selecting someone who should be rejected (erroneous acceptance) and 
rejecting someone who should be accepted (erroneous rejection). These kinds 
of errors can be avoided by using measurement procedures that are reliable 
and valid. 
     A measurement is considered to be reliable if it is consistent or stable , for 
example,

�   Over time— such as on a hearing test administered first on Monday morning 
and then again on Friday night.  

�   Across different samples of items —say, on form A and form B of a test of 
mathematical aptitude, or on a measure of vocational interests administered 
at the beginning of a student’s sophomore year in college and then again at 
the end of her or his senior year.  

�   Across different raters or judges working independently —as in a gymnastics 
competition.    

   As you might suspect, inconsistency is present to some degree in all mea-
surement situations. In employment settings, people generally are assessed 
only once. That is, organizations give them, for example, one test of their 
knowledge of a job, or one application form, or one interview. The proce-
dures through which these assessments are made must be standardized in 
terms of content, administration, and scoring. Only then can the results of 
the assessments be compared meaningfully with one another. Those who 
desire more specific information about how reliability is actually estimated 
in quantitative terms should consult the technical appendix at the end of 
this chapter.   
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 Validity of Measurement 

 Reliability is certainly an important characteristic of any measurement proce-
dure, but it is simply a means to an end, a step along the way to a goal. Unless 
a measure is reliable, it cannot be valid. This is so because unless a measure 
produces consistent, dependable, stable scores, we cannot begin to understand 
what implications high versus low scores have for later job performance and 
economic returns to the organization. Such understanding is the goal of the 
validation process. From a practical point of view, validity refers to the job 
relatedness of a measure—shown, for example, by assessing the strength of the 
relationship between scores from the measure and some indicator or rating of 
actual job performance.  11   
    Although evidence of validity may be accumulated in many ways,  validity 
always refers to the degree to which the evidence supports inferences that are 
drawn from scores or ratings on a selection procedure. It is the inferences 
 regarding the specific use of a selection procedure that are  validated, not the 
procedure itself.  12   Hence a user must first specify exactly why he or she i ntends 
to use a particular selection procedure (i.e., what  inferences he or she intends 
to draw from it). Then the user can make an  informed judgment about the 
adequacy of the available evidence of validity in support of that particular 
selection procedure when used for a particular purpose. 
    Scientific standards for validation are described in greater detail in  Princi-
ples for the Validation and Use of Personnel Selection Procedures   13   and  Stan-
dards for Educational and Psychological Testing .  14   Legal standards for 
validation are contained in the  Uniform Guidelines on Employee Selection Pro-
cedures .  15   For those who desire an overview of the various strategies used to 
validate employee selection procedures, see the technical appendix at the end 
of the chapter. 
    Quantitative evidence of validity is often expressed in terms of a correla-
tion coefficient (that may assume values between  1 and  1) between scores on 
a predictor of later job performance (e.g., a test or an interview) and a criterion 
that reflects actual job performance (e.g., supervisory ratings, dollar volume of 
sales). In employment contexts, predictor validities typically vary between 
about 0.20 and 0.50. In the following sections we will consider some of the 
most commonly used methods for screening and selection decisions, together 
with validity evidence for each one.     

 SCREENING AND SELECTION METHODS   

 Employment Application Forms 

 Particularly when unemployment is high, organizations find themselves del-
uged with applications for employment for only a small number of available 
jobs. Many large companies receive more than 1 million applications per year, 
especially companies with solid reputations and strong company cultures. Of 
course when applications are submitted electronically, it is possible to screen 
them for obvious mismatches by considering answers to questions such as “Are 
you willing to move?” and “When are you prepared to start work?” As we 
noted in Chapter 6, hiring-management systems using advanced software can 
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help screen candidates on items such as background and experience, thereby 
streamlining the selection process considerably. 
    An important requirement of all employment application forms is that 
they ask only for information that is valid and fair with respect to the nature 
of the job. Organizations should regularly review employment application 
forms to be sure that the information they require complies with equal 
 employment opportunity guidelines and case law. For example, under the 
Americans with Disabilities Act of 1990, an employer may not ask a general 
question about disabilities on an application form or whether an applicant 
has ever filed a workers’ compensation claim. However, at a pre-employment 
interview, after describing the essential functions of a job, an employer may 
ask if there is any physical or mental reason the candidate cannot perform the 
essential functions. Here are some guidelines that will suggest which questions 
to delete:

�  Any question that might lead to an adverse impact on the employment of 
members of groups protected under civil rights law.  

�  Any question that cannot be demonstrated to be job related or that does not 
concern a bona fide occupational qualification.  

�  Any question that could possibly constitute an invasion of privacy.    

   Some organizations have sought to identify statistically significant relation-
ships between responses to questions on application forms and later measures 
of job performance (e.g., tenure, absenteeism, theft). Such application blanks 
(WABs) are often highly predictive, yielding validities in the range of 0.25 to 
0.50.17 They form an important element of the initial screening process. The 
approach used by Allstate Insurance Company is typical. A person who wants 
to be an independent agent for Allstate first completes an online application 
that the company scores against the profile of the model successful agent. The 
candidate finds out immediately if the score meets a certain threshold. If it 
does, there is a second, more detailed questionnaire to fill out. Once again, the 
applicant learns right away whether the score is high enough. If it is, a face-to-
face interview is scheduled. 
    Executives balk at spending time and money on HR research. Nevertheless, 
poor hires are expensive. Sysco Corporation spends, on average, $50,000 to 

ETHICAL DILEMMA
Are Work History Omissions Unethical?

Consider the following situation. A 
job applicant knowingly omits some 
 previous work history on a compa-
ny’s application form, even though 
the form asks applicants to provide 
a complete list of previous jobs. 
 However, the applicant is truthful 

about the dates of previous jobs he 
does report. He leaves it to the inter-
viewer to discover and ask about the 
gaps in his work history. The inter-
viewer fails to ask about the gaps. 
Is the job applicant’s behavior 

 unethical?
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replace each marketing associate who leaves. That’s more than $1 million for 
every 20 workers hired. Those kinds of numbers often tend to cast new light on 
this neglected area.  

  Recommendations, References, and Background Checks 

 Recommendations, along with reference and background checks, are commonly 
used to screen outside job applicants. They can provide four kinds of informa-
tion about a job applicant: (1) education and employment history, (2) character 
and interpersonal competence, (3) ability to perform the job, and (4) the will-
ingness of the past or current employer to rehire the applicant. Many organiza-
tions are not aware of how deep a check must go to identify serious problems. 
A casual check may reveal only that a candidate has wonderful references, no 
criminal record, and no liens against him or her. A more extensive probe, how-
ever, could uncover the fact that a candidate sued every company he ever 
worked for, or that he mismanaged assets but his former employer decided not 
to prosecute.  17   
    The $4 billion business of background checks is booming, with firms like 
ChoicePoint, USIS, First Advantage, and Kroll Background Screening handling 
most of it. Fully 96 percent of employers now conduct background checks on 
job candidates, and false accusations or wrong identities, infrequent though 
they may be, can ruin careers. To head off potential problems, some candidates 
are running background checks on themselves to learn if their personal or finan-
cial data are inaccurate or exposed to abuse.  18   
    A recommendation or reference check will be meaningful, however, only if 
the person providing it (1) has had an adequate opportunity to observe the 

VIDEO RÉSUMÉS?

Video résumés have been around for years, but 
their popularity has surged recently, with many 
postings on YouTube, contests on sites like 
New York-based Vault.com, and several new 
services such as WorkBlast.16 Candidates 
can look their best, rehearse answers to 
questions, and, in general, present 
themselves in the “best possible light.” 
Thus electronic boards CareerBuilder.
com and Kforce.com allow applicants 
to submit audio/video clips of them-
selves for recruiters to use as screening 
tools.
 These efforts, however, get mixed reviews 
from employers and recruiters, many of whom 

consider video résumés to be costly gimmicks 
that fail to provide as much useful information 
as an ordinary résumé. Here are some of their 
objections: Answers are shallow rather than in 

depth, the videos take considerable time 
to review, and they could cause legal 

problems for employers who reject 
candidates from protected groups. At 
the same time, they might appeal to 
small and mid-size companies that 

tend to attract few applicants through 
more traditional recruitment sources. 

Will video résumés catch on in a big way? 
Stay tuned.
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 applicant in job-relevant situations, (2) is competent to evaluate the applicant’s 
job performance, (3) can express such an evaluation in a way that is meaningful 
to the prospective employer, and (4) is completely candid.  19   
    Unfortunately, evidence is beginning to show that there is little candor, and 
thus little value, in written recommendations and referrals, especially those that 
must, by law, be revealed to applicants if they petition to see them. Specifically, 
the Family Educational Rights and Privacy Act of 1974 gives students the legal 
right to see all letters of recommendation written about them. It also permits 
release of information about a student only to people approved by the student at 
the time of the request. 
    A meta-analysis of five studies found that the average inter-rater reliability 
for references is only 0.22. In fact, research indicates that there is more agree-
ment between recommendations written by the same person for two different 
applicants than between two people writing recommendations for the same 
person!  20   Other research suggests that if letters of recommendation are to be 
meaningful, they should contain the following information:  21   

   1.    Degree of writer familiarity with the candidate . That is, time known, and 
time observed per week.  

   2.    Degree of writer familiarity with the job in question . To help the writer 
make this judgment, the reader should supply the writer with a descrip-
tion of the job in question.  

   3.    Specific examples of performance . That is, goals, task difficulty, work en-
vironment, and extent of cooperation from coworkers.  

   4.    Individuals or groups to whom the candidate is compared .    

   When seeking information about a candidate from references or in a back-
ground check, or when contacting individuals identified through profes-
sional networking sites like LinkedIn or Jobster, consider the following 
guidelines:  22   

�  Request job-related information only; put it in written form to prove that 
your hire or no-hire decision was based on relevant information.  

�  The Fair Credit Reporting Act requires third-party investigators to secure 
the applicant’s written consent prior to doing a background check. If a deci-
sion not to hire an applicant results from negative information found 
through a background check, an employer is obligated to provide the appli-
cant with the results and an opportunity to dispute them.  

�  Stay away from subjective areas, such as the candidate’s personality. Of course 
“informal reference checking” via search engines or social-networking 
sites like Facebook.com may reveal such information. Ask yourself if it is 
job-related.      

�  Evaluate the credibility of the source of the reference material. Not every-
thing available online is factual. Under most circumstances, an evaluation 
by a past immediate supervisor will be more credible than an evaluation by 
an HR representative.  

�  Wherever possible, use public records to evaluate on-the-job behavior or per-
sonal conduct (e.g., records regarding criminal and civil litigation, driving, 
or bankruptcy).  23      
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   What should you do if you are asked to provide reference information? Here 
are some useful guidelines:

�  Obtain written consent from the employee prior to providing reference 
data.  

�  Do not blacklist former employees.  
�  Keep a written record of all released information.  
�  Make no subjective statements, such as “He’s got a bad attitude.” Be spe-

cific, such as “He was formally disciplined three times last year for fighting 
at work.”  

�  So long as you know the facts and have records to back you up, you can feel 
free to challenge an ex-employee’s ability or integrity. But official records 
are not always candid. A file might show that an executive resigned, but not 
that the company avoided a scandal by letting him quit instead of firing him 
for dishonesty. When there is no supporting data, never even whisper about 
the employee’s sticky fingers.  24    

�  If you are contacted by phone, use a telephone call-back procedure to verify 
information provided on a job application by a former employee. Ask the 
caller to give her or his name, title, company name, and the nature and pur-
pose of the request. Next, obtain the written consent of the employee to 
release the information. Finally, call back the company by phone. Do not 
volunteer any information; confirm only whether or not the information the 
caller already has is correct.  

�  Release only the following general types of information (subject to written 
consent of the employee): dates of employment, job titles during employ-
ment and time in each position, promotions, demotions, attendance record, 
salary, and reason for termination (no details, just the reason).    

    Sweetening of résumés and previous work history is common. How com-
mon? One study of 2.6 million résumés found that 44 percent contained exag-
gerations or outright fabrications about work experience; 23 percent listed 
bogus credentials; and 41 percent boasted fictional degrees.  25   The lesson: 
 Always verify key aspects of previous history.  26   
    On the other hand, employers can be held liable for    negligent hiring    if 
they fail to check closely enough on a prospective employee who then com-
mits a crime in the course of performing his or her job duties. The employer 
becomes liable if it knew, or should have known, about the applicant’s unfit-
ness to perform the job in question.  27   When courts receive negligent-hiring 
claims they consider the following: (1) Would the risk have been discovered 
through a thorough background check? (2) Did the nature of the job cause 
greater risk? (3) Did the employer have a greater responsibility to conduct a 
thorough background investigation because of the nature of the job? (4) Was 
the action intentional?  28   
    Currently, an employer has no legal duty or obligation to provide informa-
tion to prospective employers. However, if an employer’s policy is to  disclose 
reference information, providing false or speculative information could be 
grounds for a lawsuit.  29   Reference checking is not an infringement on privacy 
when fair reference checking practices are used. It is a sound evaluative tool 
that can provide objectivity for employers and fairness for job applicants. 
  Figure 7–2  shows some current facts about reference and background checks.    
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  ASSESSMENT METHODS IN SELECTION   

 Evidence indicates that as the complexity of work increases, organizations use 
more selection methods and use selection methods that capture the applicant’s 
capability to do the work.  30   For example, organizations frequently evaluate and 
select job candidates on the basis of the results of physical (e.g., drug testing) or 
psychological assessments (e.g., aptitude, work-sample, or personality tests). 
Tests are standardized measures of behavior. A great deal of published research 
is available on almost all of the assessments we describe. What follows is a 
brief description of available methods and techniques, together with a descrip-
tion of their track records to date.  

 Drug Screening 

 Drug-screening tests, which began in the military and spread to the sports world, 
are now becoming more common in employment. the math is simple. More than 
75 percent of America’s 14.8 million drug users have jobs. Drug users are almost 
four times as likely to be involved in a workplace accident as a sober worker, 
and five times as likely to file a workers’ compensation claim. Drug users miss 
more days of work, show up late, and change jobs more often. Absenteeism and 
involuntary turnover are the outcomes that drug testing forecasts most accu-
rately.  31   The cost of a drug test, meanwhile, is usually less than $50.  32   The number 
of job  applicants and workers that test positive remains consistently about 4 per-
cent, according to Quest Diagnostics, the largest testing company in the United 
States.  33   

Sources: Zeidner, R. (2007, Oct.) How deep can you probe? HRMagazine, pp. 57–62. Prost, M. (2007, June 21). Checking out 

candidates online. Human Resource Executive Online. Downloaded from www.hronline.com on August 8, 2007. Reference-

checking practices. CCH Inc. Riverwoods, IL, 2004.

Figure 7–2

Facts about reference and background checks.

•  35 percent of HR professionals Google job applicants, 23 percent scan social-networking sites, and 21 
percent review blog entries.

•  21 percent eliminated a job applicant based on information discovered from a search engine. 

•  86 percent of organizations require job applicants to sign waivers permitting references and former 
employers to be contacted.

• On average, 2.7 references per candidate are checked, and HR usually checks them.

•  Information checked most frequently: past work histories, including former employers, lengths of 
employment, and previous titles.

•  Information most likely to be falsified: length of employment, former salaries, and former titles. Least 
likely to be falsified: Social Security numbers.

• 85 percent of reference checks are done by telephone.

•  96 percent of job applications contain a warning statement that any falsehoods discovered during the 
hiring process are grounds for dismissal. Nevertheless, many candidates still falsify reference 
information.
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    Critics charge that such screening may not be cost effective, that it violates an 
individual’s right to privacy, that it breaks the bonds of trust between employer 
and employees, and that employers should monitor work and performance—not 
drug use.  34   Employers counter that the widespread abuse of drugs is reason 
enough for wider testing. 
    Is such drug screening legal? The Supreme Court has upheld (1) the consti-
tutionality of the government regulations that require railroad crews involved 
in accidents to submit to prompt urinalysis and blood tests and (2) urine tests 
for U.S. Customs Service employees seeking drug-enforcement posts. The 
 extent to which such rulings will be limited to safety-sensitive positions has 
yet to be clarified by the Court. Nevertheless, an employer has a legal right to 
ensure that employees perform their jobs competently and that no employee 
endangers the safety of other workers. So if illegal drug use either on or off the 
job may reduce job performance and endanger co-workers, the employer has 
adequate legal grounds for conducting drug tests. 
    To avoid legal challenge, consider instituting the following commonsense 
procedures:  35   

   1.   Inform all employees and job applicants, in writing, of the company’s pol-
icy regarding drug use.  

   2.   Include the policy, and the possibility of testing, in all employment contracts.  
   3.   Present the program in a medical and safety context. That is, state that 

drug screening will help improve the health of employees and will also 
help ensure a safer workplace.  

   4.   Forbid employees from reporting to work or working while under the 
influence of alcohol or drugs.  

   5.   Outline the procedures for taking the test. Tell employees who are taking 
prescription drugs to inform their supervisors. Notify employees that they 
may be required to provide a physician’s release to work while using the 
medication.  

   6.   If drug testing will be used with employees as well as job applicants, tell 
employees in advance that it will be a routine part of their employment.  

   7.   Employees who are more sensitive to job-safety issues are more likely to 
perceive drug screening as fair.  36    

   8.   If drug testing is done, it should be uniform—that is, it should apply to 
managers as well as nonmanagers.     

COMPANY EXAMPLE IMPAIRMENT TESTING—DOES IT WORK?37

Impairment testing is used to determine which workers in safety-sensitive jobs 
put themselves and others at risk by directly measuring the workers’ current 
fitness for duty. Impairment may be due to a variety of sources, such as fatigue 
or illness, not just from illegal drug use. Drug screening, by contrast, attempts 
to determine which workers have used specific substances known to cause im-
pairment in the relatively recent past. Drug screening may include urine tests, 
hair samples, or saliva samples. Impairment testing may involve a computer-
based test of mental alertness, monitoring the ability of a worker’s eyes to 
smoothly track an object moving horizontally, or monitoring his or her eye’s 
involuntary responses to light stimuli.
 A recent study of almost every employer that has used impairment testing 
over the past 10 years (18 in total, and 14 participants in the study) showed that 
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  Two Controversial Selection Techniques  

 Graphology (Handwriting) Analysis 
 Graphology is the study of character or personality through handwriting. It is 
reportedly used as a hiring tool by 80 percent of French and Israeli companies.  38   
Its use is not as widespread in the United States, although more than 150 multi-
national firms retain handwriting analysts as employment consultants. Such 
firms generally require job applicants to provide a one-page writing sample. 
Experts then examine it for 3 to 10 hours. They assess more than 300 personality 
traits, including enthusiasm, imagination, and ambition.  39   Are the analysts’ pre-
dictions valid? In one study involving the prediction of sales success, 103 writers 
supplied two samples of their handwriting—one neutral in content, the second 
autobiographical. The data were then analyzed by 20 professional graphologists 
to predict supervisors’ ratings of each salesperson’s job performance, each sales-
person’s own ratings of his or her job performance, and sales productivity. The 
results indicated that the type of script sample did not make any difference. 
There was some evidence of interrater agreement, but there was no evidence for 
the validity of the graphologists’ predictions.  40   Similar findings have been 
 reported in other well-controlled studies and in meta-analyses (statistical cumu-
lations) of such studies.  41   Validities vary from about .09 to .16, placing graphol-
ogy at the lower end of the validity continuum, relative to other more commonly 
used staffing methods.  42   In short, there is little to recommend the use of hand-
writing analysis as a predictor of job performance.   

 Polygraph Examinations 
 Advocates claim that polygraph (literally, “many pens”) examinations are 
 accurate in more than 90 percent of criminal and employment cases  if  inter-
preted by a competent examiner. Critics claim that the tests are accurate only 
two-thirds of the time and are far more likely to be unreliable for a subject who 
is telling the truth.  43   A recent quantitative analysis of 57 independent studies 
investigating the accuracy of the polygraph by the National Research Council 
concluded the following:  44   

�  Polygraph accuracy for screening purposes is almost certainly lower than 
what can be achieved by specific-incident polygraph tests.  

�  The physiological indicators measured by the polygraph can be altered by 
conscious efforts through cognitive or physical means.  

�  Using the polygraph for security screening yields an unacceptable choice 
between too many loyal employees falsely judged deceptive and too many 
major security threats left undetected.    

employers had used impairment-testing systems from five different manufactur-
ers. Results indicated that 82 percent of the employers reported improvements 
in safety (reduced accidents) and no impact on productivity. Eighty-two percent 
of the employees in the study preferred impairment testing to urine testing, and 
88 percent of employers expressed similar preferences. One drawback of im-
pairment testing, however, is cost. It requires an initial investment both in hard-
ware and software. After that, the variable cost is virtually zero. Drug screening, 
by contrast, requires no initial investment, but there is a variable cost per test 
which declines little with increasing quantity.
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  Prior to 1988, some 4 million polygraph tests were administered each year, 
70 to 80 percent for pre-employment selection purposes.  45   However, a federal 
law passed in 1988, the Employee Polygraph Protection Act, severely restricts 
the use of polygraphs in the employment context (except in the case of firms 
providing security services and those manufacturing controlled substances). It 
permits polygraph examinations of current employees only under very 
 restricted circumstances. Despite its problems, some agencies (e.g., U.S. 
 Department of Energy) are using polygraph tests, given the security threats 
 imposed by international terrorism.    

 Integrity Tests 

    Shrinkage    — an industry term for losses due to employee theft, shoplifting, ven-
dor fraud, and administrative errors—is estimated to make up almost 2 percent 
of annual sales.  46   Employee theft alone is estimated to cause up to 30 percent of 
all business failures, it costs the nation’s retailers $46 billion per year, and the 
average family of four an extra $440 a year in higher prices.  47   With statistics like 
these, it should come as no surprise that employers administer 5 million written 
integrity tests per year, a number that is growing by 20 percent per year.  48   The 
integrity tests are of two types.  49   Overt integrity tests (clear-purpose tests) are 
designed to assess directly attitudes toward dishonest behaviors. The second 
type, personality-based measures (disguised-purpose tests) aim to predict a 
broad range of counterproductive behaviors at work (disciplinary problems, vio-
lence on the job, excessive absenteeism, and drug abuse, in addition to theft). 
    Do they work? Yes—as a meta-analysis (a statistical cumulation of research 
results across studies) of 665 validity coefficients that used 576,460 test takers 
demonstrated. The average validity of the tests, when used to predict super-
visory ratings of performance, was 0.41. The results for overt integrity and 
personality-based tests were similar. However, the average validity of overt 
tests for predicting theft per se was much lower, 0.13. For personality-based 
tests, there were no validity estimates available for the prediction of theft alone. 
Thus, theft appears to be less predictable than broadly counterproductive 
 behaviors, at least by overt integrity tests.  50   The validity of integrity tests for 
predicting drug and alcohol abuse per se is about 0.30  51   and it is 0.33 for pre-
dicting absenteeism.  52   Finally, since there is no correlation between race and 
integrity test scores, such tests might well be used in combination with general 
mental-ability test scores to comprise a broader selection procedure.  53     

 Mental-Ability Tests 

 The major types of mental-ability tests used in business today include  measures 
of general intelligence; verbal, nonverbal, and numerical skills; spatial rela-
tions ability (the ability to visualize the effects of manipulating or changing the 
position of objects); motor functions (speed, coordination); mechanical 
 information, reasoning, and comprehension; clerical aptitudes (perceptual speed 
tests); and inductive reasoning (the ability to draw general conclusions on the 
basis of specific facts). When job analysis shows that the abilities or aptitudes 
measured by such tests are important for successful job performance, the tests 
are among the most valid predictors currently available (see  Figure 7–3  and 
 Table 7–1 ).  54   For administrative convenience and for reasons of efficiency, 
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Figure 7–3

Most common 
tests and 
examinations used 
for  selection.
(Source: 2001 AMA 

Survey on workplace 

testing, American 

Management 

Association, New York, 

2001, p. 2.) 

Table 7–1

AVERAGE VALIDITIES OF ALTERNATIVE PREDICTORS OF JOB 
PERFORMANCE

Measure Validity*

General mental-ability tests 0.51

Work-sample tests 0.54

Integrity tests 0.41

Conscientiousness tests 0.31

Employment interviews (structured) 0.51

Employment interviews (unstructured) 0.38

Job-knowledge tests 0.48

Job-tryout procedure 0.44

Peer ratings 0.49

Ratings of training and experience 0.45

Reference checks 0.26

Job experience (years) 0.18

Biographical data 0.35

Assessment centers 0.37

Points assigned to training and experience 0.11

Years of education 0.10

Interests 0.10

Graphology 0.02

Age  0.01

*Validity is based on cumulative findings that have been summarized using meta-analysis. 

Validity is expressed as a correlation coefficient that varies from  1 to  1.

Source: Adapted from Schmidt, F. L., & Hunter, J. E. (1998). The validity and utility of 

selection methods in personnel psychology: Practical and theoretical implications of 85 years 

of research findings. Psychological Bulletin, 24.
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many tests today are administered on personal computers, either at a dedicated 
physical location (such as a company office) or using Web-based  assessments, 
available any time.  55   In high-stakes testing situations, for example, licensure, 
certification, university admissions, there is general agreement that unproc-
tored Internet testing is not acceptable, and that some cheating will  occur.  56   
Although job applicants tend to prefer multimedia, computer-based tests,  57   we 
do not know whether Internet selection affects the quantity and quality of the 
applicant pool and the performance of the people hired.  58   
    With respect to the selection of managers, 70 years of research indicate that 
successful managers are forecast most accurately by tests of their cognitive abil-
ity, by their ability to draw conclusions from verbal or numerical information, 
and by their interests.  59   Cognitive ability is particularly effective in forecasting 
success in jobs with inconsistent tasks and unforeseen changes—as is often the 
case with managerial jobs.  60   Further research has found two other types of men-
tal abilities that are related to successful performance as a manager: fluency 
with words and spatial relations ability.  61     

 Validity Generalization 

 A traditional belief of testing experts is that validity is situation specific. That 
is, a test with a demonstrated validity in one setting (e.g., selecting bus drivers 
in St. Louis) might not be valid in another, similar setting (e.g., selecting bus 
drivers in Atlanta), possibly as a result of differences in specific job tasks, 
 duties, and behaviors. Thus, it would seem that the same test used to predict 
bus driver success in St. Louis and in Atlanta would have to be validated sepa-
rately in each city. 
    Decades of research have cast serious doubt on this assumption.  62   In fact, it 
has been shown that the major reason for the variation in validity coefficients 
across settings is the size of the samples—they were too small. When the effect 
of sampling error is removed, the validities observed for similar test/job combi-
nations across settings do not differ significantly. In short, the results of a valid-
ity study conducted in one situation can be generalized to other situations as 
long as it can be shown that jobs in the two situations are similar. 
    Because thousands of studies have been done on the prediction of job per-
formance,      validity generalization      allows us to use this database to establish 
definite values for the average validity of most predictors. The average validi-
ties for predictors commonly in use are shown in  Table 7–1 .   

 Personality Measures 

    Personality    is the set of characteristics of a person that account for the consis-
tent way he or she responds to situations. Five personality characteristics par-
ticularly relevant to performance at work are known as the “Big Five”: 
neuroticism, extraversion, openness to experience, agreeableness, and conscien-
tiousness.  63      Neuroticism    concerns the degree to which an individual is  insecure, 
anxious, depressed, and emotional versus calm, self-confident, and cool.    Extra-
version    concerns the degree to which an individual is gregarious, assertive, and 
sociable versus reserved, timid, and quiet.    Openness to experience    concerns the 
degree to which an individual is creative, curious, and cultured versus practical 
with narrow interests.    Agreeableness    concerns the degree to which an individual 
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is cooperative, warm, and agreeable versus cold, disagreeable, and antagonistic. 
   Conscientiousness    concerns the degree to which an individual is hard work-
ing, organized, dependable, and persevering versus lazy, disorganized, and 
unreliable. Research conducted over the past several decades shows that these 
are valid predictors of performance, but their validities differ depending on 
the nature of the job and the type of criteria. Conscientiousness has been 
shown to be the most generalizable predictor across jobs, with an average 
validity of 0.28. Validities tend to be highest when theory and job analysis 
information are used explicitly to select personality measures.  64   
    Among employers, the most prevalent reasons for using personality tests is 
their contribution to improving employee fit, and to reducing turnover by 20 to 
40 percent.  61   According to one estimate, two-thirds of medium to large organi-
zations use some type of psychological testing, including aptitude as well as 
personality, in screening job applicants.  65   
    At this point you are probably asking yourself about the relationship of the 
Big Five to integrity tests. Integrity tests have been found to measure mostly 
conscientiousness but also some components of agreeableness and emotional 
stability.  66   That is why their validities tend to be higher than those of individ-
ual Big Five characteristics alone.  

 The Issue of Faking 
 Can’t applicants distort their responses in ways they believe will make a positive 
impression on the employer? The answer is yes.  67   Although  moderate  distortion 
may reduce predictive-related validities slightly, compared with validities 
obtained with job incumbents,  68   response distortion can have a dramatic effect 
on who is hired, even though it has no detectable effect on predictive validity.  69   
On top of that, coaching can improve scores.  70   To control the effects of faking, 
one strategy is to perform statistical corrections, but they are not generally effec-
tive.  71   A more practical strategy is to warn job applicants in advance that distor-
tion can and will be detected, that verification procedures exist, and that there 
will be a consequence for such distortion. Possible consequences might vary 
from elimination from the selection process to verification in a background check 
or oral interview. A review of eight studies that investigated the effects of such 
warnings found that, in all eight, warnings reduced the amount of intentional 
distortion in self-report instruments, relative to situations where no such warn-
ings were given.  72      

 Projective Measures 

    Projective measures    present an individual with ambiguous stimuli (primarily 
visual) and allow him or her to respond in an open-ended fashion, for example, 
by telling a story regarding what is happening in a picture. Based on how the 
individual structures the situation through the story he or she tells, an examiner 
(usually a clinical psychologist) makes inferences concerning the individual’s 
personality structure. 
    Basically, the difference between an objective and a projective test is this: In 
an objective test, the test taker tries to guess what the examiner is thinking; in a 
projective test, the examiner tries to guess what the test taker is thinking.  73   
    Although early research showed projective measures not to be accurate 
 predictors of management success,  74   they can provide useful results when the 
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examinee’s responses are related to motivation to manage (e.g., achievement 
motivation, willingness to accept a leadership role).  75   Moreover, measures of 
intelligence are unrelated to scores on projective tests. So a combination of both 
types of instruments can provide a fuller picture of individual “can-do” (intel-
ligence) and “will-do” (motivational) factors than can either one used alone.   

 Measures of Emotional Intelligence 

 Emotional intelligence (EI) is the ability to perceive, appraise, and express 
 emotion.  76   It is a well-established component of successful leadership. To appre-
ciate the nature of EI, consider one instrument designed to measure it, the Emo-
tional Competence Inventory—ECI 360. It is a 72-item, multi-rater assessment 
that includes input from self, manager, direct reports, peers, customers/clients, 
and others.  77   The ECI 360 measures personal competence (how people manage 
themselves) and social competence (how people manage relationships), and its 
purpose is to measure the key competencies that contribute to outstanding per-
formance in the workplace. 
  Based on Goleman’s Emotional Competence Framework, the ECI 360 is com-
posed of four domains, each with associated competencies: (personal compe-
tence) (a) self-awareness (emotional self-awareness, accurate self-assessment, and 
self-confidence), (b) self-management (emotional self-control, transparency, adapt-
ability, achievement, initiative, and optimism), (social competence) (c) social 
awareness (empathy, organizational awareness, and service), and (d) relationship 
management (inspirational leadership, influence, developing others, change cata-
lyst, conflict management, teamwork, and collaboration). 

       Sample projective 
 stimulus. Candidates are 
told to look at the picture 
briefly and then to write 
the story it suggests. 
 Stories are scored in 
terms of the key themes 
 expressed. (Office 
 situation, Randy  Matusow)   
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    In recent years, EI has received considerable attention in practitioner as 
well as academic literature. Although some claims of its validity and ability to 
predict job performance over and above other, more traditional measures (cog-
nitive ability, personality characteristics) have been viewed skeptically in the 
academic community,  78   at least one meta-analysis found an average validity of 
0.23 with measures of performance.  79   It was criticized, however, for using out-
come measures other than job performance, including only a small number of 
studies that used ability-based EI instruments, and a large number that used 
self-report data.  80   In short, the jury is still out regarding the incremental value 
of using EI as a basis for hiring or promotional decisions.   

 Personal-History Data 

 Based on the assumption that one of the best predictors of what a person will 
do in the future is what he or she has done in the past, biographical informa-
tion has been used widely and successfully as one basis for staffing decisions. 
 Table 7–1  shows its average validity to be a very respectable 0.35. As with any 
other method, careful, competent research is necessary if biodata are to prove 
genuinely useful as predictors of job success.  81   For example, items that are more 
objective and verifiable are less likely to be faked,  82   although faking can be re-
duced by asking applicants to describe incidents to illustrate and support their 
answers.  83   The payoff is that biodata can add significant explanatory power over 
and above Big Five personality dimensions and also general mental ability.  84   
    Here is another example of this kind of effort: Many professionals resist 
taking pre-employment tests, arguing “My record speaks for itself.” The accom-
plishment record inventory, a biodata instrument, lets those records speak sys-
tematically.  85   Job candidates describe their accomplishments, in writing, in 
each job dimension that job analysis shows to be essential (e.g., for attorneys, 
technical knowledge, research/investigating, assertive advocacy). Raters then 
use scales developed (by incumbents) for each dimension to evaluate the ac-
complishments. Research with five types of jobs (attorneys, librarians, econo-
mists, research analysts, and supervisors) yielded validities ranging from 0.22 to 
0.45 and no adverse impact against protected groups.  86   The approach is legally 
defensible, results-oriented, and highly job related, and it elicits unique, job-
relevant information from each person. Features like those account for its 
continued popularity.   

 Employment Interviews 

 Employment interviewing is a difficult mental and social task. Managing a 
smooth social exchange while instantaneously processing information about a 
job candidate makes interviewing uniquely difficult among all managerial tasks.  87   
Well-designed interviews can be helpful because they allow examiners to gather 
information on characteristics not typically assessed via other means, such as 
empathy and personal initiative.  88   For example, a review of 388 characteristics 
that were rated in 47 actual interview studies revealed that personality traits 
(e.g.,  responsibility, dependability , and  persistence , which are all related to 
conscientiousness) and applied social skills (e.g.,  interpersonal relations, 
 social skills, team focus, and ability to work with people  ) are rated more often 
in employment interviews than any other type of construct.  89   In addition, 
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interviews can contribute to the prediction of job performance over and above 
cognitive abilities and conscientiousness  90   as well as experience.  91   Reviews of 
the state-of-the-art of interviewing research and practice lead to the following 
recommendations:  92   

   1.   Base interview questions on a job analysis.  
   2.   Ask the same general questions of each candidate. That is, use a struc-

tured interview.  
   3.   Use detailed rating scales, with behavioral descriptions to illustrate scale 

points.  
   4.   Take detailed notes that focus on behavioral information about candidates.  93    
   5.   Use multiple interviewers.  
   6.   Provide extensive training on interviewing.  
   7.   Do not discuss candidates or answers between interviews.  
   8.   Use statistical weights for each dimension, as well as an overall judgment 

of suitability, to combine information.  94      

    The validity of the pre-employment interview will be reduced to the extent 
that interviewers’ decisions are overly influenced by such factors as first 
 impressions, personal feelings about the kinds of characteristics that lead to 
success on the job, and contrast effects, among other nonobjective factors. 
   Contrast effects    describe a tendency among interviewers to evaluate a current 
candidate’s interview performance relative to those that immediately preceded 
it. If a first candidate received a very positive evaluation and a second candi-
date is just average, interviewers tend to evaluate the second candidate more 
negatively than is deserved. The second candidate’s performance is contrasted 
with that of the first. 
    Employers are likely to achieve nonbiased hiring decisions if they concen-
trate on shaping interviewer behavior.  95   One way to do that is to establish a 
 specific system for conducting the employment interview. Building on the sugges-
tions made earlier, here are some things to consider in setting up such a system:  96   

�  To know what to look for in applicants, focus only on the competencies 
necessary for the job. Be sure to distinguish between entry-level and full-
performance competencies.  97    

�  Screen résumés and application forms by focusing on (1) key words that 
match job requirements, (2) quantifiers and qualifiers that show whether 
applicants have these requirements, and (3) skills that might transfer from 
previous jobs to the new job.  

�  Develop interview questions that are strictly based on the job analysis 
 results; use open-ended questions (those that cannot be answered with a 
simple yes or no response); and use questions relevant to the individual’s 
ability to perform, motivation to do a good job, and overall fit with the firm.  

�  Consider asking “What would you do if. . . . ?” questions. Such questions 
comprise the situational interview, which is based on the assumption that 
a person’s expressed behavioral intentions are related to subsequent behavior. 
In the situational interview, candidates are asked to describe how they 
think they would respond in certain job-related situations. Alternatively, in an 
experienced-based interview they are asked to provide detailed accounts of 
actual situations. For example, instead of asking “How would you reprimand an 
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employee?” the interviewer might say, “Give me a specific example of a time 
you had to reprimand an employee. What action did you take, and what was 
the result?” Answers tend to be remarkably consistent with actual (subsequent) 
job behavior  .98   The empirically observed validities for both types of interviews, 
uncorrected for statistical artifacts, vary from about 0.22 to 0.28.  99    

�  Conduct the interview in a relaxed physical setting. Begin by putting the 
applicant at ease with simple questions and general information about the 
organization and the position being filled. Throughout, note all nonverbal 
cues, such as lack of eye contact and facial expressions, as possible indica-
tors of the candidate’s interest in and ability to do the job.  

�  To evaluate applicants, develop a form containing a list of competencies 
weighted for overall importance to the job, and evaluate each applicant rela-
tive to each competency.    

    A systematic interview developed along these lines will minimize the 
uncertainty so inherent in decision making that is based predominantly on 
“gut feeling.” It also will contribute additional explanatory power over and 
above cognitive ability and measures of conscientiousness,  100   and it will 
 reduce differences in evaluation scores among minorities and nonminorities. 
Does it matter if the interview is conducted face-to-face or via video-conference 
or by means of some other technology-mediated format (e.g. a telephone-based 
interview)? Evidence is beginning to accumulate that the increased efficiency 
of these approaches might be offset by less favorable reactions among those 
interviewed and the loss of potential applicants.  101    Table 7–2  shows some 
 examples of proper and improper interview questions, along with several 
 examples of situational-type questions.  

  Work-Sample Tests 

    Work-sample tests   , or situational tests, are standardized measures of behavior 
whose primary objective is to assess the ability  to do  rather than the ability  to 

know . They may be motor-skills tests, involving physical manipulation of things 
(e.g., trade tests for carpenters, plumbers, electricians), or verbal-skills tests, 
involving problem situations that are primarily language- or people-oriented 
(e.g., situational tests for supervisory jobs).  102   Because work samples are minia-
ture replicas of actual job requirements, they are difficult to fake, and they are 
unlikely to lead to charges of discrimination or invasion of privacy. They pro-
duce small minority/nonminority group differences in performance, a lack of 
bias by race or gender, and only modest losses in predictive validity, compared 
with traditional tests.  103   However, because the content of the test reflects the 
 essential content of the job, the tests do have content-oriented evidence of valid-
ity.  104   Their use in one study of 263 applicants for city government jobs led to a 
reduction of turnover from 40 percent to less than 3 percent in the 9 to 26 
months following their introduction.  105   Nevertheless, because each candidate 
must be tested individually, work-sample tests are probably not cost effective 
when large numbers of people must be evaluated. 
    Two types of situational tests are used to evaluate and select managers: 
group exercises, in which participants are placed in a situation where the suc-
cessful completion of a task requires interaction among the participants, and 
individual exercises, in which participants complete a task independently. The 
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following sections consider three of the most popular situational tests: the lead-
erless group discussion, the in-basket test, and the situational-judgment test.   

 Leaderless-Group Discussion 

 The    leaderless-group discussion    (LGD) is simple and has been used for  decades. 
A group of participants is given a job-related topic (e.g., which budget proposal 
to fund or which candidate to promote), and is asked simply to carry on a dis-
cussion about it for a period of time. No one is appointed leader, nor is anyone 
told where to sit. Instead of using a rectangular table (with a “head” at each 
end), a circular table is often used so that each position carries equal weight. 
Observers rate the performance of each participant. 
    In the course of the discussion, participants gravitate to roles in which they 
are comfortable. Usually someone will structure the meeting, someone will keep 
notes, some brainstorm well, some show skill at developing others’ ideas, and 
some participate little. Assessors can see a whole range of competencies related 

Table 7–2

SOME EXAMPLES OF PROPER AND IMPROPER QUESTIONS IN EMPLOYMENT INTERVIEWS

Issue Proper Improper

Criminal history Have you ever been convicted  Have you ever been arrested?
  of a violation of a law?

Marital status None Are you married? 
  Do you prefer Ms., Miss, or Mrs.? 
  What does your spouse do for 
   a living?

National origin None Where were you born? 
  Where were your parents born?

Disability None Do you have any disabilities or 
   handicaps? 
  Do you have any health problems?

Sexual orientation None With whom do you live? 
  Do you ever intend to marry?

Citizenship status Do you have a legal right to  Are you a U.S. citizen? 
  work in the United States? Are you an alien?

Situational questions  How do you plan to keep up
 (Assumption: Job analysis   with current developments
 has shown such questions   in your field?
 to be job-related.) How do you measure your 
  customers’ satisfaction with 
  your product or services? 
 If you were a product, how 
  would you position yourself?
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to communication, influence, collaboration, resolving disagreements, problem 
solving, and relationship management.  106   
    LGD ratings have forecast managerial performance accurately in virtually 
all the functional areas of business.  107   Previous LGD experience appears to 
have little effect on present LGD performance, although prior training clearly 
does.  108   Individuals in one study who received a 15-minute briefing on the 
history, development, rating instruments, and research relative to the LGD 
were rated significantly higher than untrained individuals. To control for this, 
all those with prior training in LGD should be put into the same groups.   

 In-Basket Test 

 The    in-basket test    is a situational test designed to simulate important aspects of 
a position. The test assesses an individual’s ability to work independently. In 
general, it takes the following form: 
    The test consists of letters, memoranda, notes of incoming telephone calls, 
and other materials that have supposedly collected in the in-basket of an admin-
istrative officer. The subject who takes the test is given appropriate background 
information concerning the school, business, military unit, or whatever institu-
tion is involved. He is told that he is the new incumbent of the administrative 
position and that he is to deal with the material in the in-basket. The background 
information is sufficiently detailed that the subject can reasonably be expected to 
take action on many of the problems presented by the in-basket documents. The 
subject is instructed that he is not to play a role, he is not to pretend to be some-
one else. He is to bring to the new job his own background of knowledge and 
experience, his own personality, and he is to deal with the problems as though 
he were really the incumbent of the administrative position. He is not to say 
what he would do; he is actually to write letters and memoranda, prepare agenda 
for meetings, make notes and reminders for himself, as though he were actually 
on the job.  109   Some sample in-basket items are shown in  Figure 7–4 . 
    Although the situation is relatively unstructured, each candidate faces 
the same complex set of materials. Today, managers spend much less time 
than in the past handling memos in paper form, and a much greater amount 
of time in e-mail, voice-mail, and cell-phone communication. Thus, partici-
pants’ work space for the in-basket test may include a computer, through 
which they can receive and send e-mails, and a phone/voice-mail system, 
through which they can communicate with others. The availability of such 
technology greatly increases the fidelity of the simulation, but it also greatly 
increases the workload on the assessors, who must keep track of such rapid 
communication via multimedia for several participants.  110   
    The test is then scored by describing (if the purpose is development) or 
evaluating (if the purpose is selection for promotion) what the candidate did in 
terms of such dimensions as self-confidence; abilities to organize, plan, and 
set priorities; written communications; and decision-making, risk-taking, and 
coordinating with key resources. The dimensions to be evaluated are identified 
through job analysis prior to designing or selecting the exercise. The major 
advantages of the in-basket test, therefore, are its flexibility (it can be designed to 
fit many different types of situations), and the fact that it permits direct observa-
tion of individual behavior within the context of a job-relevant, standardized 
problem situation. 
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Figure 7–4

Sample in-basket items.

          
          

          
          

          
  MEMORANDUM

TO          
     Jim Bartlett, Al Bruins, Bob Morris

FROM          
Ryan Clark

DATE          
 7/7/08

SUBJECT     New Test Equipment

Engineering has developed a new series of test equipment for locating

potential flaws in our motors. The new series should enable us to detect

flaws which might occur after more than 2500 operating hours, far past

our present detection limit of 1200 hours. This should cut down on our

returns, and possibly help boost sales.

Engineering  wants the new series tested on a sample of our P-32 models.

I thought since Maykum has been on the warpath to reduce overtime, all

of you could work the test series beginning next week, Friday, in the 

evening. This way, we won’t have to interrupt operations and pay our lime

workers overtime.

The new series will be demonstrated next Thursday, July 16th, at 7 p.m. in

the Final Assembly Test  room. Engineering estimates 10 hours to complete

the necessary tests, spread over the 4 work days following the demonstration.*

I won’t be available, since I have other commitments, but I expect you all

to be there along with your line supervisors.

*Friday, Monday-Wednesday, July 17, 20-22.
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From Judi. . .

Jan Stevens:                                                                                         Friday July 10

    Mr. Ryan got a call just after he left today from the owner 

of the ABC Bar and Grill saying Lew Riley had gotten drunk after

work again and busted up the bar. He said he'd hold  off pressing

charges until he spoke with you (I explained that  Morris was

transferred and that you were Riley’s new supervisor). This is 

the second time Riley has gotten into trouble. I think Mr. Morris

was planning to lay him off if it happened again. You’d think

that someone with 9 years of service would have more sense than to

get into trouble like this.

       j.

Ryan
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 Mr. R

yan    
 

   DATE: 11/30/08

FROM:    
     

 Mrs. Johnson - “E’

SUBJECT:    
 Time off fro

m Work

 
 

 
 

I need to be off next Tuesday

   to go to Atlanta on important

   personal business.

    Will it b
e all right?

  

    I wanted to be sure it was

    O. K. with you before I asked

    Mr. Williams.

PNK
Jan Stevens,

Welcome to Final Assembly, I am sure you will like it here.

We have heard many good things about you and we are looking

forward to working with you.Thursday night July 16th, we are having a little party

for Mary Grant. She’s finally getting married. We would

very much like you to join us. I am sure Mary would

appreciate it a lot. The party will be at the Carbona Restaurant,

Grant and Market Streets, from 7:00-11:00 p.m.

 
 

  
 

 
 

Congratulations,
 

 
 

 
Penny  Kelly

it-

7/10
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Figure 7–4

(continued)

DOWNTOWN KEY–WANIS CLUB

Box 8003

Midville, Indiana

December 1, 2008

Mr. Sam Ryan, Superintendent

Midville Youth and Adult Development Center

Midville, Indiana

Dear Mr. Ryan:

 
We would like very much to have you speak at our luncheon meeting

on Thursday, January 8th, at 12:30 p.m. at the Midville Hotel. Perhaps

you could use the topic “The Extent of the Problem of Drug Abuse and

Crime.” The programs at our luncheon meetings usually run from 30-45

minutes.

 
We sincerely hope that you will be able to be with us on the 8th.

Please let me know at the address shown above ( or at telephone number

822-0136). If your schedule will not permit your accepting this 

invitation, perhaps one of your staff could present this program.

 
 

 
 

 
 

 
Yours truly,

 
 

 
 

 
 

 

 
 

 
 

 
 

 
J.W. (“Jack”) Williams

 
 

 
 

 
 

 
Program Chairman

Jack Williams

                                                   

                                                                              2310 Lakewood Drive

         Midville, Indiana

         November 24, 2008

    

Mr. Sam RyanMidiville Youth and Adult Development Center

Midville, Indiana

Dear Mr. Ryan:

 The Youth Fellowship of Greenbriar Church would like to

come to the Center and put on a Christmas Party for the people

there. We would provide refreshments, presents for everybody,

decorations and all the rest.
 Would you please let me know if this is possible. If it

is, our committee will come out and talk to you about the plans.

My phone number is 823-9322.      Sincerely,

      Cindy Fuller

      President, Greenbriar

      Youth Fellowship

Cindy Fuller

Ryan

                          MIDVILLE APPLIANCE AND HARDWARE STORE
                                                  149 Peabody Street                                                      Midville, Indiana

      November 28, 2008
Mr.  Sam Ryan
Superintendent
Midville Youth  and Adult
Development  Center
Midville, Indiana

Dear Mr. Ryan:

 As you know, my store is located between your rehabilitation
center and Midville Vocational and Technical School. During the
past several months we have had several cases of shoplifting from
our store, and the police haven’t been able to do anything about 
it. Also, your people have been observed acting funny, with a dazed
look on their faces, as though they are on drugs.
 I initially was a supporter of the rehabilitation centerbeing in this neighborhood. However, I am about to change my mind,
and I can assure you that my position on the zoning commission carries
a  lot of weight in this community.

 I would appreciate hearing from  you within the next week.
Otherwise, I will be forced to take appropriate measures to ensure
protection of my store and this community.

            Sincerely,
      Arch Turkey      Arch Turkey

Bill–

H
ow does

 thi
s 

sou
nd to 

you
?

    S
R

 11/
25/08

MR. RYAN–   THE LAST TIME WE HAD A

CHURCH GROUP PUT ON A PARTY

OUT HERE WAS BEFORE YOU 

CAME. THINGS WERE O.K.

UNTIL THE HOUSEPARENTS

TOOK A COFFEE BREAK. WHILE

THEY WERE GONE, IT GOT 

COMPLETELY OUT OF HAND.

WE COULD HAVEPROBLEMS.BILL 11/28/2001
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    Decades of research on the in-basket test indicate that it validly forecasts 
subsequent job behavior and promotion.  111   Moreover, because performance on 
the LGD is not strongly related to performance on the in-basket test, in combi-
nation they are potentially powerful predictors of managerial success.   

 The Situational-Judgment Test 

 Situational-judgment tests (SJTs) consist of a series of job-related situations 
presented in written, verbal, or visual form. In many SJTs, job applicants are 
asked to choose best and worst options among several choices available. Con-
sider the following item from a SJT used for selecting retail associates:  112           A customer asks for a specific brand of merchandise the store doesn’t carry. 

How would you respond to the customer?   

    A.    Tell the customer which stores carry that brand, but point out that your 
brand is similar.  

   B.   Ask the customer more questions so you can suggest something else.  

   C.    Tell the customer that the store carries the highest-quality merchandise 
available.  

   D.   Ask another associate to help.  

   E.   Tell the customer which stores carry that brand.         Questions for job applicants:    
�    Which of the options above do you believe is the  best  under the cir-

cumstances?  

�    Which of the options above do you believe is the  worst  under the cir-
cumstances?    

   This illustration should remind you of the earlier discussion regarding the situ-
ational interview. In fact, situational interviews can be considered a special 
case of SJTs in which interviewers present the scenarios verbally and job appli-
cants also respond verbally. 
    SJTs are inexpensive to develop, administer, and score compared with 
other types of work samples.  113   Moreover, the availability of new technology 
has made it possible to create and administer video-based SJTs effectively.  114   
With respect to SJT validity, a recent meta-analysis, based on 102 validity 
 coefficients and 10,640 individuals, found an average validity of 0.34.  115   
 Perhaps more important, SJTs have been shown to make the prediction of job 
performance more accurate above and beyond job knowledge, cognitive ability, 
job experience, and conscientiousness, while showing less adverse impact 
based on ethnicity as compared with general cognitive ability tests.  116     

 Assessment Centers 

 The assessment-center approach was first used by German military psychologists 
during World War II to select officers. They felt that paper-and-pencil tests took 
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too narrow a view of human nature; therefore, they chose to observe each candi-
date’s behavior in a complex situation in order to develop a broader appraisal of 
his reactions. Borrowing from this work and that of the War Office Selection 
Board of the British army during the early 1940s, the U.S. Office of Strategic 
 Services used this method to select spies during World War II. Each candidate 
had to develop a cover story that would hide her or his identity during the 
 assessment. Testing for the ability to maintain cover was crucial, and ingenious 
situational tests were designed to seduce candidates into breaking cover.  117   
    After World War II, many military psychologists and officers joined private 
companies, where they started small-scale assessment centers. In 1956, AT&T 
was the first to use the method as the basis of a large-scale study of managerial 
progress and career development. As a result of extensive research conducted 
over 25 years, AT&T found that managerial skills and abilities are best mea-
sured by the following procedures:  118   

   1.    Administrative skills —performance on the in-basket test.  
   2.    Interpersonal skills —LGD, manufacturing problem.  
   3.    Intellectual ability —paper-and-pencil ability tests.  
   4.    Stability of performance —in-basket, LGD, manufacturing problem.  
   5.    Work-oriented motivation —projective tests, interviews, simulations.  
   6.    Career orientation —projective tests, interviews, personality inventories.  
   7.    Dependency on others —projective tests.    

    Assessment centers do more than just test people. The    assessment-center 

method    is a process that evaluates a candidate’s potential for management based 
on three sources: (1) multiple assessment techniques, such as situational tests, 
tests of mental abilities, and interest inventories; (2) standardized methods of 
making inferences from such techniques, because assessors are trained to distin-
guish between effective and ineffective behaviors by the candidates; and 
(3) pooled judgments from multiple assessors to rate each candidate’s  behavior. 
    Today assessment centers take many different forms, and they are used in a 
wide variety of settings and for a variety of purposes. Thousands of organiza-
tions in countries around the world are now using the assessment-center 
method, and more are doing so every year. In addition to evaluating and select-
ing managers, the method is being used to train and upgrade management 
skills, to encourage creativity among research and engineering professionals, to 
resolve interpersonal and interdepartmental conflicts, to assist individuals in 
career planning, to train managers in performance appraisal, and to provide 
information for workforce planning and organization design. 
    The assessment-center method offers great flexibility. The specific content 
and design of a center can be tailored to the characteristics of the job in question. 
For example, when used for management selection, the assessment-center 
method should be designed to predict how a person would behave in the next-
higher-level management job. By relating each candidate’s overall performance 
on the assessment-center exercises to such indicators as the management level 
subsequently achieved two (or more) years later or current salary, researchers 
have shown that the predictions for each candidate are very accurate. An 
 accurate reading of each candidate’s behavior before the promotion decision is 
made can help avoid potentially costly selection errors (erroneous acceptances 
as well as erroneous rejections). 
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    As a specific example of the flexibility of the assessment-center method in 
using multiple assessment techniques, consider the following six types of exer-
cises used to help select U.S. Army recruiters:  119   

�   Structured interview . Assessors ask a series of questions targeted at the sub-
ject’s level of achievement motivation, potential for being a self-starter, and 
commitment to the Army.  

�   Cold calls . The subject has an opportunity to learn a little about three pros-
pects and must phone each of them for the purpose of getting them to come 
into the office. Assessor role players have well-defined characters (pros-
pects) to portray.  

�   Interviews . Two of the three cold-call prospects agree to come in for an inter-
view. The subject’s job is to follow up on what was learned in the cold-call 
conversations and to begin promoting Army enlistment to these people. A 
third walk-in prospect also appears for an interview with the subject.  

�   Interview with concerned parent . The subject is asked to prepare for and 
conduct an interview with the father of one of the prospects that he or she 
interviewed previously.  

�   Five-minute speech about the Army . The subject prepares a short talk about 
an Army career that she or he delivers to the rest of the group and to the 
assessors.  

�   In-basket . The subject is given an in-basket filled with notes, phone mes-
sages, and letters on which he or she must take some action.    

    A third feature of the assessment-center method is assessor training. Asses-
sors are either line managers two or more levels above the candidates or profes-
sional psychologists. They are trained (from two days to several weeks, 
depending on the complexity of the center) in interviewing techniques, behav-
ior observation, and in developing a common frame of reference with which to 
assess candidates.  120   In addition, assessors usually go through the exercises as 
participants before rating others. 
    This experience, plus the development of a consensus by assessors on 
 effective versus ineffective responses by candidates to the situations presented, 
enables the assessors to standardize their interpretations of each candidate’s 
behavior. Standardization ensures that each candidate will be assessed fairly, 
that is, in terms of the same “yardstick.”  121   
    Do managers or professional psychologists provide more valid assess-
ments? Cumulative evidence across assessment-center studies indicates that 
professional psychologists who are trained to interpret behaviors in the 
 assessment center relative to the requirements of specific jobs provide more 
valid assessment-center ratings than do managers.  122   Assessors seem to form 
an overall impression of participants’ performance, and these overall 
 impressions then drive more specific dimension ratings.  123   
    To rate each candidate’s behavior, organizations pool the judgments of mul-
tiple assessors. The advantage of pooling is that no candidate is subject to ratings 
from only one assessor. Because judgments from more than one source tend to 
be more reliable and valid, pooling enhances the overall accuracy of the judg-
ments made. Each candidate is usually evaluated by a different assessor on 
each exercise. Although assessors make their judgments independently, the 
judgments must be combined into an overall rating on each dimension of 
 interest. A summary report is then prepared and shared with each candidate. 
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    These features of the assessment-center method—flexibility of form and 
content, the use of multiple assessment techniques, standardized methods of 
interpreting behavior, and pooled assessor judgments—account for the 
 successful track record of this approach over the past five decades. It has 
 consistently demonstrated high validity, with correlations between assessment-
center performance and later job performance as a manager sometimes reach-
ing the 0.50s and 0.60s.  124   Assessment-center ratings also predict long-term 
career success (i.e., corrected correlation of 0.39 between such ratings and aver-
age salary growth seven years later).  125   Both minorities and nonminorities and 
men and women acknowledge that the method provides them a fair opportu-
nity to demonstrate what they are capable of doing in a management job.  126   
    In terms of its bottom-line impact, two studies have shown that assessment 
centers are cost effective, even though the per-candidate cost may vary from as 
little as $50 to more than $2,000. Using the general utility equation (Equation 
7–1 in the appendix to this chapter), both studies have demonstrated that the 
 assessment-center method should not be measured against the cost of imple-
menting it, but rather against the cost (in lost sales and declining productivity) of 
promoting the wrong person into a management job.  127   In a first-level manage-
ment job, the gain in improved job performance as a result of promoting people 
via the assessment-center method is about $4,900 per year (in 2004 dollars). 
However, if the average tenure of first-level managers is, say, five years, the gain 
per person is about $25,500 (in 2004 dollars). 
    Despite its advantages, the method is not without potential problems, includ-
ing the following:  128   

�  Adoption of the assessment-center method without carefully analyzing the 
need for it and without adequate preparations to use it wisely.  

�  Blind acceptance of assessment data without considering other information 
on candidates, such as past and current performance.  

�  The tendency to rate only general exercise effectiveness, rather than perfor-
mance relative to individual behavioral dimensions (e.g., by using a behav-
ioral checklist), as the number of dimensions exceeds the ability of assessors 
to evaluate each dimension individually.  

�  Lack of control over the information generated during assessment; for 
 example, “leaking” assessment ratings to operating managers.  

�  Failure to evaluate the utility of the program in terms of dollar benefits rela-
tive to costs.  

�  Inadequate feedback to participants.    

   Each of these problems can be overcome. Doing so will allow even more accurate 
prediction of each candidate’s likely performance as a manager.    

COMPANY EXAMPLEHOW GOOGLE SEARCHES . . . FOR TALENT129

Google’s mission is to organize the world’s information. A complementary 
 objective is to be just as innovative on the people side of the business as on the 
product side. In fact, it has to be innovative. After all, Google receives more than 
7,000 job applications per day, yet only hired 6,000 people in all of 2007! The 
company sets very exacting hiring standards that may include an elaborate online 
survey that explores a job seeker’s attitudes, behavior, personalty, and biograph-
ical details going back to high school, multiple interviews, even homework 
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  CHOOSING THE RIGHT PREDICTOR  

 In this chapter we have examined a number of possible predictors that might 
be used in the staffing process. Determining the right ones to use depends on 
considerations such as the following:

�    The nature of the job   
�   An estimate of the  validity of the predictor  in terms of the size of the corre-

lation coefficient that summarizes the strength of the relationship between 
applicants’ scores on the predictor and their corresponding scores on some 
measure of performance  

assignments (a personal statement plus a marketing plan for a  future Google 
product). Executives take the hiring process very seriously—and devote an aver-
age of 5–8 hours a week on it. Even today, at least one of the co-founders reviews 
every job offer recommended by an internal hiring committee on a weekly basis, 
sometimes pushing back with questions about an individual’s qualifications. 
The overall process has been described as “data-driven hiring.”
 Google began an overhaul of its hiring practices by surveying its own em-
ployees on about 300 variables, including their performance on standardized 
tests, the age at which they first used a computer, how many foreign languages 
they spoke, how many patents they had, and whether their work had ever been 
published. Then an internal team correlated those responses with about 30–40 
performance factors, identifying clusters of variables that Google might focus 
on more during the hiring process. It uses items that predicted the performance 
of employees in various jobs most accurately.
 Here are some sample items. “Have you ever turned a profit at your own 
non-tech side business (e.g., dog-walking, catering, tutoring)?” “How strongly 
would you describe yourself as someone with an assertive personality?” “At 
work, would you prefer to manage others or do the work yourself?”
 To attract the hottest software programmers in South and Southeast Asia, 
the company hosts the Google India Code Jam. The fastest wins $6,900, and, 
more importantly, a coveted job at one of Google’s R&D centers. About 14,000 
contestants from all over South and Southeast Asia compete in the 31

2-hour 
event, and the top 50 are selected for the finals in Bangalore. Participants are 
tested on their problem-solving aptitude, on designing and writing code, and 
on testing peer-written work. Finalists are asked to create and test software for 
unique Web searches, and to get from Point A to B in a city with a minimum 
number of turns. The final challenge is to program a war-based board game, a 
task so complex that only a few contestants actually complete it.
 The Code Jam is a shortcut through Google’s hiring process. Another anom-
aly is to hire overqualified job applicants for HR jobs, as well as positions in 
other departments. Why? Because the company’s brisk growth means that the 
scope of any job is expanding rapidly, and people may be promoted four, five, 
or even six times. Why are Google’s hiring standards so demanding? Because 
the company believes that hiring the best talent will make it geometrically bet-
ter than its competitors.
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 ORGANIZATIONAL CULTURE—KEY TO STAFFING “FIT” 

  There is an old maxim about industry: It’s a numbers game and a people busi-
ness. The fundamental business proposition at Southwest Airlines is that its 
people come first. As co-founder Herb Kelleher commented, 

   It used to be a business conundrum: Who comes first? The employees, customers, 
or shareholders? That’s never been an issue to me. The employees come first. If 
they’re happy, satisfied, dedicated, and energetic, they’ll take real good care of the 
customers. When the customers are happy, they come back. And that makes the 
shareholders happy.   

 Southwest lets its best customers get involved in the pre-employment inter-
views for flight attendants. The entire process focuses on a positive attitude and 
teamwork. Peers play active roles in the hiring of peers; for example, pilots hire 
other pilots, baggage handlers other baggage handlers. In one case, Southwest 
pilots turned down a top pilot who worked for another major airline and did 
stunt work for movie studios. Even though he was a great pilot, he made the 
mistake of being rude to a Southwest receptionist. Teamwork also is critical. If 
applicants say “I” too much in the interview, they don’t get hired. To be sure, 
Southwest’s 34 consecutive years of profitable operations is not all due to the 
company’s culture, but its culture is a major reason outsiders want to join the 
company and seasoned veterans want to remain. 
  The culture at Southwest has not changed, as Herb Kelleher noted upon 
stepping down as chairman after 37 years with the company. “We’ve never had 

 Human Resource 
Management 

in Action: 
Conclusion 

�    The selection ratio , or percentage of applicants selected  
�    The cost of the predictor     

    To the extent that job performance is multidimensional (as indicated in job 
analysis results), multiple predictors, each focused on critical competencies, 
might be used. Other things being equal, use predictors with the highest esti-
mated validities; they will tend to minimize the number of erroneous accep-
tances and rejections, and they will tend to maximize workforce productivity. 
Look back at  Table 7–1  for a summary of the accumulated validity evidence for 
a number of potential predictors. 
    It is important to take into account the    selection ratio    (the percentage of 
applicants hired) in evaluating the overall usefulness of any predictor, regard-
less of its validity. On the one hand, low selection ratios mean that more 
 applicants must be evaluated; on the other hand, low selection ratios also mean 
that only the “cream” of the applicant crop will be selected. Hence, predictors 
with lower validity may be used when the selection ratio is low since it is 
necessary only to distinguish the very best qualified from everyone else. 
    Finally, the cost of selection is a consideration, but not a major one. Of 
course, if two predictors are roughly equal in estimated validity, then use the 
less costly procedure. However, the trade-off between cost and validity should 
almost always be resolved in favor of validity. Choose the more valid procedure 
because the major concern is not the cost of the procedure but rather the cost of 
a mistake if the wrong candidate is selected or promoted. In management jobs, 
such mistakes are likely to be particularly costly.  130      
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layoffs. We could have made more money if we furloughed people. But we 
don’t do that. And we honor them constantly. Our people know that if they are 
sick, we will take care of them. If there are occasions of grief or joy, we will be 
there with them. They know that we value them as people; they’re not just cogs 
in a machine.” On the day of Kelleher’s final shareholders’ meeting, Southwest 
pilots took out a full-page newspaper ad in  USA Today , thanking Kelleher for 
all he had done. 
  On the same day that the Southwest Airlines shareholders’ meeting took 
place, American Airlines had its own shareholders’ meeting. An hour before 
it began, members of the Association of Professional Flight Attendants and 
the Allied Pilots Association—the latter in the midst of brutal contract nego-
tiations with the company—began picketing. Shareholders were handed 
anti-management packets as they walked in. In response to sky-high fuel 
prices, American’s CEO announced cuts in capacity, layoffs of workers, and 
charges for checked baggage. 
  Contrast American’s poisonous employee relations, and its glum customer 
base, with Southwest’s happy employees and contented customers. Its share-
holders are also happy, because in 2007 it earned $645 million. It maintains a 
healthy balance sheet and has plenty of cash. Hmm, was Kelleher on to some-
thing when he put employees first? “There isn’t any customer satisfaction 
without employee satisfaction,” said Gordon Bethune, the former chief executive 
of Continental Airlines. In describing Kelleher, Bethune noted: “He recog-
nized that good employee relations would affect the bottom line. He knew that 
having  employees who wanted to do a good job would drive revenue and 
lower costs.” 
  There is a simple lesson to learn from all of this. The ability to articulate a 
company’s culture, to live it every day, and to make it real for applicants and 
for current employees is a key feature of the decisions of successful applicants 
to join, and for seasoned veterans to stay and to compete for promotions.      

 SUMMARY 

 In staffing an organization or an organizational unit, it is important to consider 
its developmental stage—embryonic, high growth, mature, or aging—in order 
to align staffing decisions with business strategy. It also is important to com-
municate an organization’s culture, because research shows that applicants 
will consider this information to choose among jobs if it is available to them. 
To use selection techniques meaningfully, however, it is necessary to specify 
the kinds of competencies that are necessary for success. 
  Organizations commonly screen applicants through recommendations and 
reference checks, information on application forms, or employment inter-
views. In addition, some firms use written ability or integrity tests, work-sample 
tests, drug tests, or measures of emotional intelligence. In each case, it is 
important to pay careful attention to the reliability and validity of the infor-
mation obtained. Reliability refers to the consistency or stability of scores over 
time, across different samples of items, or across different raters or judges. 
Validity refers to the job-relatedness of a measure—that is, the strength of the 
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relationship between scores from the measure and some indicator or rating of 
actual job performance. 
  In the context of managerial selection, numerous techniques are available, 
but the research literature indicates that the most effective ones have been 
mental-ability tests, personality and interest inventories, peer assessments, 
personal-history data, and situational tests. Projective techniques and leadership-
ability tests have been less effective. The use of situational tests, such as the 
leaderless group discussion, the in-basket, and business simulations, lies at 
the heart of the assessment-center method. Key advantages of the method are 
its high validity, fair evaluation of each candidate’s ability, and flexibility of 
form and content. Other features include the use of multiple assessment tech-
niques, assessor training, and pooled assessor judgments in rating each candi-
date’s behavior. 
  Recent research indicates, at least for ability tests, that a test that accurately 
forecasts performance on a particular job in one situation will also forecast per-
formance on the same job in other situations. Hence it may not be necessary to 
conduct a new validity study each time a predictor is used. Research has also 
demonstrated that the economic benefits to an organization that uses valid se-
lection procedures may be substantial. In choosing the right predictors for a 
given situation, pay careful attention to four factors: the nature of the job, the 
estimated validity of the predictor(s), the selection ratio, and the cost of the 
predictor(s). Doing so can pay handsome dividends to organizations and 
 employees alike.  

IMPACT OF STAFFING DECISIONS ON PRODUCTIVITY, 

QUALITY OF WORK LIFE, AND THE BOTTOM LINE

Some companies avoid validating their screen-
ing and selection procedures because they 
think validation is too costly—and its benefits 
too elusive. Alternatively, scare tactics (“vali-
date or else lose in court”) have not encour-
aged widespread validation efforts 
either. However, a large body of re-
search has shown that the economic 
gains in productivity associated with 
the use of valid selection and promo-
tion procedures far outweigh the cost 
of those procedures.131 Think about 
that. If people who score high on selec-
tion procedures also do well on their jobs, 
high scores suggest a close fit between indi-
vidual capabilities and organizational needs. 
Low scores, on the other hand, suggest a poor 
fit. In both cases, productivity, quality of work 

life, and the bottom line stand to gain from the 
use of valid selection procedures.
 Here’s an example. T-Mobile used to be dead 
last in customer service among telecommunica-

tions companies. However, after the com-
pany changed its hiring practices to focus 

on characteristics that are critical to ef-
fective customer service—like empathy 
and quick thinking, along with a rigor-
ous evaluation process for new hires, 

retraining for existing ones, and a new 
incentive plan called “Do More, Get 

More” that emphasizes courtesy and speed, 
results more than justified the effort. Two years 
later, absenteeism and turnover dropped 50 per-
cent, and productivity tripled. And what do cus-
tomers think? J. D. Power ranked T-Mobile #1 in 
customer service for two years running.
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 DISCUSSION QUESTIONS  

  7–1.   Your boss asks you how she can improve the accuracy of pre-employment in-
terviews. What would you tell her?  

  7–2.   Why are reliability and validity key considerations for all assessment methods?  
  7–3.   How does business strategy affect management selection?  

   7–4.   Discuss the do’s and don’ts of effective reference checking.  
  7–5.   As jobs become more team oriented, assessment centers will be used more 

often for nonmanagement jobs. Do you agree or disagree?  
  7–6.   There are many possible staffing tools to help forecast later job performance. 

How do you decide which ones to use?     

IMPLICATIONS FOR MANAGEMENT PRACTICE

The research evidence is clear: Valid selection 
procedures can produce substantial economic 
gains for organizations. The implication for 
policy makers also is clear:

� Select the highest-caliber managers 
and lower-level employees, for they 
are most likely to profit from de-
velopment programs.

� Do not assume that a large invest-
ment in training can transform mar-
ginally competent performers into 
innovative, motivated top performers.

� A wide variety of screening and selection pro-
cedures are available. It is your responsibility 

to ask “tough” questions of vendors and 
HR specialists about the reliability, job relat-
edness, and validity of each one proposed 
for use.
� Recognize that no one predictor is per-

fectly valid, and therefore that some mis-
takes in selection (erroneous acceptances 
or erroneous rejections) are inevitable. 
By consciously selecting managers and 
lower-level employees based on their 

fit with demonstrated job require-
ments, the strategic direction of a busi-

ness, and organizational culture, you will 
minimize mistakes and make optimum 
choices.

  organizational culture    

  reliability    

  validity    

  negligent hiring    

  shrinkage    

  integrity tests    

  validity generalization    

  personality    

  neuroticism    

  extraversion    

  openness to experience    

  agreeableness    

  conscientiousness    

  projective measures    

  emotional intelligence    

  contrast effects    

  work-sample tests    

  assessment-center method    

  leaderless-group 
discussion    

  in-basket test    

  selection ratio       

    KEY TERMS  
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  Item 1    

  MEMO TO:   John Armstrong, HR Director  
  FROM:   Jackie Williams, Downtown Business Club  
  SUBJECT:   Speaking engagement next week  

  Thanks again for your willingness to speak to our Business Club next week. As you 
know, this group represents a good cross section of the Lompoc business community as 
well as a number of Ace’s best customers. We are all looking forward to what you have 
to say regarding the relationship between strategic planning and human resource infor-
mation systems.  

   APPLYING YOUR KNOWLEDGE   

 An In-Basket and an LGD for Selecting Managers 

  There are several means by which an organization can attempt to determine the right 
choices in the managerial selection process. An approach that is growing rapidly in 
popularity is to attempt to assess what a managerial candidate can do, rather than what 
he or she knows.  
 Various kinds of work samples or situational tests can be used to assess what a candi-
date can do. In this exercise, you will have an opportunity to see how two of the most valid 
managerial work samples operate—in-baskets tests and leaderless-group discussions (LGDs). 
An attractive feature of this combination of predictors is that although both are valid, the 
scores on each do not correlate highly with each other. This suggests that in-baskets and 
LGDs tap a different, but important, subset of the managerial performance domain.       

Part A: In-Basket Exercise  

An in-basket exercise is designed to assess a candidate’s problem solving, decision making, 
and administrative skills. Further, because all responses are written ones, the exercise can 
also assess written communication ability.  
 An in-basket exercise consists of a set of letters, notes, memos, and telephone mes-
sages to which a candidate must respond. In practice, these items would typically be 
presented via e-mail or voice-mail. To give you a sense of how an in-basket operates, how-
ever, here is a sample set of such items. The set is similar to the one in the text, except that 
for ease of administration, all items are stated in memorandum form.   

Procedure
  You are to assume that you have just been appointed director of human resources at Ace 
Manufacturing Company and that your name is George (or Georgina) Ryan. The president 
of the firm is Arnold (“Arnie”) Ace. You were to replace the current HR director, John 
Armstrong, in two weeks, when he was scheduled to be transferred to Hong Kong. How-
ever, a family emergency in South Africa has required that John leave the country imme-
diately, and you must fill in for him as best as you can. You have taken an alternate flight 
on an important business trip to Washington, D.C., and have stopped over in Lompoc, 
where Ace’s headquarters is located. It is Saturday morning, and no one else is available 
in the office. You must resume your flight to Washington, D.C., within an hour.  
 Read through the items in your in-basket, decide what to do with each item, and 
record your decision on a separate sheet of paper. If any decisions require writing a let-
ter or memo, you are to draft the response in the space provided. You are not to role-
play how you think someone else might behave in this situation. Rather, you are to 
behave exactly as you yourself would in each situation.        

 Exercise 7–1 
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        Item 5    

  MEMO TO:   Mr. John Armstrong  
  FROM:   Arch Turkey  
  SUBJECT:   Thefts  

  As you know, my store is located between your downtown office extension and that of 
Deuce’s. During the past several months we have had several cases of shoplifting from 
our store, and the police haven’t been able to do anything about it. Further, several cus-
todians from your facility have been observed acting funny (with dazed looks on their 
faces) and wandering around outside my store looking in. I think that your people may 
be responsible for the recent shoplifting losses I have suffered. I would appreciate hear-
ing from you within the next week. Otherwise, I will be forced to take appropriate 
measures to ensure protection of my store.  

        Item 3    

  MEMO TO:   John  
  FROM:   Arnie  
  SUBJECT:   EEO Report  

  Where is that EEO report you promised me? There’s no way I want to face the investiga-
tors from Denver Wednesday without it!  

            Item 4    

  MEMO TO:   John Armstrong  
  FROM:   Lisa Buller, Administrator of Training Programs  
  SUBJECT:   Time off  

  I need to take next Thursday off to fly to San Francisco on important personal business. 
Will this be OK?  

            Item 2    

  MEMO TO:   Mr. Ryan  
  FROM:   Judy [secretary to the director of human resources]  
  SUBJECT:   Tom Tipster’s employment status  

  Just after Mr. Armstrong left yesterday, we received a call from the owner of Stockman’s 
Bar and Grill saying that Tom Tipster had gotten drunk in the middle of the day again 
and busted up the bar. He said he’d hold off pressing charges until he talked to you 
(I explained that you were Mr. Armstrong’s replacement). This is the third time that 
Mr. Tipster has gotten in trouble over his drinking problem. I think Mr. Armstrong was 
planning to fire him if he had another problem like this. You’d think that someone 
with 17 years of service at Ace would have more sense than to get into trouble like this 
especially with seven kids at home to feed!  
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        Item 6    

  MEMO TO:   John  
  FROM:   Alice Calmers, Director of Manufacturing  
  SUBJECT:   Thursday’s training program  

  I finally got everything rearranged for that training program on Thursday. You can’t imag-
ine how difficult it is to try to rearrange the schedules of 15 very busy supervisors to at-
tend anything at the same time. I certainly hope that Lisa’s presentation is going to be 
worth all this juggling of schedules!  

      Responses  
On a separate sheet of paper, provide your responses to the in-basket items.  

Item 1: Speaking engagement next week.
  Item 2: Tom Tipster’s employment status.  
Item 3: EEO report.
  Item 4: Time off.
  Item 5: Thefts.
  Item 6: Thursday’s training program.
  Item 7: New training program.           

Part B: Leaderless-Group Discussion (LGD)  
Unlike the in-basket exercise, a leaderless-group discussion exercise involves groups of 
managerial candidates working together on a job-related problem. The problem is usually 
designed to be as realistic as possible, and it is often tackled in groups of five or six can-
didates. No one in the group is appointed leader, nor is anyone told where to sit or how 
to act. Candidates are instructed simply to solve the problem to the best of their ability 
in the time allotted.  
 The LGD is used to assess such managerial traits and skills as aggressiveness, inter-
personal skills, persuasive ability, oral communication skills, self-confidence, energy 
level, and resistance to stress.   

        Item 7    

  MEMO TO:   John Armstrong  
  FROM:   Ralph Herzberg, Manager of Customer Relations  
  SUBJECT:   New training program  

  We have a serious problem in the customer relations department. It is common for a large 
number of calls to come in all at once. When this happens, the customer-relations-contact 
employee is supposed to take the customer’s phone number and get back to him or her 
within an hour. We’ve found in the past that this is a reasonable target since, after a big 
rush of calls, things usually settle down for a while. But when we check up on the contact 
employees, we find that they get back to the customer within an hour only about one-
third of the time. Sometimes they don’t get back to the customer until the next day! I sent 
a memo to all contact employees about a month ago reminding them of the importance of 
prompt responses on their parts, but it did very little good. We need a training program 
from your department to improve this critical performance area. Can we get together early 
next week?  
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Procedure  

The problem that follows is typical of those in an LGD. However, to conserve time, we 
have simplified it somewhat. Read the statement of the problem and then, working in 
groups of five or six students, arrive at a consensus regarding the solution to the prob-
lem. When finished, be prepared to discuss the kinds of management skills exhibited by 
students in your group.    

Bonus-Allocation Problem  

Your organization has recently instituted an incentive bonus in an attempt to stimulate 
and reward key employee behaviors. The company has budgeted $85,000 for this pur-
pose, to be spent every six months. You have been appointed to a committee charged 
with the responsibility of determining the allocation of bonus funds to deserving em-
ployees over the previous six-month period. A total of 25 employees were recom-
mended by their supervisors. Decisions have already been made on 20 of them, and 
$65,000 of the original sum has been expended. Your task today is to decide on the size 
of the bonuses (if any) to be received by the remaining five employees. Summaries of 
the qualifications for the five employees are presented below:    

Virginia Dewey  
Head custodian. 15 years with the firm. High school diploma. 22 years of relevant job 
experience. Manages a flawless custodial staff with low turnover and few union griev-
ances. Present salary below average in most recent salary survey. Supports a family of 
six. Overlooked for salary increase last year.    

Alfred Newman  
Accounting clerk. 3 years with the firm. 2-year college degree. 3 years of relevant work 
experience. Performs well under pressure of deadlines. Present salary is average in re-
cent salary survey. Is known to be looking for other jobs.    

Augusta Nie
  Manager of corporate data analysis. 7 years with the firm. Master’s degree in computer 
science. 14 years of relevant work experience. Has developed the data analysis depart-
ment into one of the most efficient in the company. Present salary is above average in 
recent salary survey. Has leadership potential and may be offered jobs from other firms. 
Difficult to replace good data processing personnel.    

Barry Barngrover
  Machinist. 11 years with the firm. High school diploma. 11 years relevant job experi-
ence. Is the top performer in the milling machine department and exhibits a positive 
company attitude. Present salary is average in a recent salary survey. Is single and seems 
to have all the money he needs to support his chosen lifestyle.    

Harvey Slack  
Human resources staff. 1 year with the firm. College degree from prestigious Ivy League 
school. 3 years of relevant work experience. Very knowledgeable in subject matter but has 
trouble getting along with older co-workers. Present salary is above average in a recent 
salary survey. His mentor is the firm’s vice president for human resources, who is said to be 
grooming Harvey for the VP position. Has received several offers from other firms recently.       
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Table 7–3

TWO SETS OF HYPOTHETICAL SCORES FOR THE SAME INDIVIDUALS 
ON FORM A AND FORM B OF A MATHEMATICAL APTITUDE TEST

 Person no. Form A Form B

 1 75 82

 2 85 84

 3 72 77

 4 96 90

 5 65 68

 6 81 82

 7 93 95

 8 59 52

 9 67 60

 10 87 89

The coefficient of correlation between these sets of scores is 0.93. It is computed 
from the following formula:

r   
冱 Zx Zy

N

where r    the correlation coefficient

冱   sum of

Zx    the standard score on form A, where Z   x, each person’s raw score on 
form A, minus x, the mean score on form A, divided by the standard 
deviation of form A scores

 Zy   the standard score on form B

 N   the number of persons in the sample (10 in this case)

TECHNICAL APPENDIX    

The Estimation of Reliability

  A quantitative estimate of the reliability of each measure used as a basis for 
 employment decisions is important for two reasons: (1) If any measure is chal-
lenged legally, reliability estimates are important in establishing a defense, 
and (2) a measurement procedure cannot be any more valid (accurate) than it 
is reliable (consistent and stable). To estimate reliability, compute a coefficient 
of correlation (a measure of the degree of relationship between two variables) 
between two sets of scores obtained independently. As an example, consider 
the sets of scores shown in  Table 7–3 .      
    Table 7–3  shows two sets of scores obtained from two forms of the same 
test. The resulting correlation coefficient is called a parallel-forms reliability 
estimate. By the way, the correlation coefficient for the two sets of scores shown 
in  Table 7–3  is 0.93, a very strong relationship. (The word “test” is used in the 
broad sense here to include any physical or psychological measurement instru-
ment, technique, or procedure.) However, the scores in  Table 7–3  could just as 
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easily have been obtained from two administrations of the same test at two dif-
ferent times (test-retest reliability) or from independent ratings of the same test 
by two different scorers (inter-rater reliability).  
 Finally, in situations where it is not practical to use any of the preceding 
procedures and where a test can be administered only once, use a procedure 
known as split-half reliability. With this procedure, split a test statistically 
into two halves (e.g., odd items and even items) after it has been given, 
thereby generating two scores for each individual. In effect, therefore, two 
sets of scores (so-called parallel forms) are created from the same test for 
each individual. Then correlate scores on the two half-tests. However, because 
reliability increases as we sample larger and larger portions of a particular 
area of knowledge, skill, or ability, and because we have cut the length of the 
original test in half, the correlation between the two half tests underesti-
mates the true reliability of the total test. Fortunately, formulas are available 
to correct such underestimates.    

Validation Strategies   

Although a number of procedures are available for evaluating evidence of valid-
ity, three of the best-known strategies are construct oriented, content oriented, 
and criterion related. The three differ in terms of the conclusions and inferences 
that may be drawn, but they are interrelated logically and also in terms of the 
operations used to measure them.
   Evaluation of  construct-oriented evidence of validity  begins by formulating 
hypotheses about the characteristics of those with high scores on a particular 
measurement procedure, in contrast to those with low scores. For example, we 
might hypothesize that sales managers will score significantly higher on the 
managerial interests scale of the California Psychological Inventory (CPI) than 
will pharmacy students (in fact, they do) and that they will also be more deci-
sive and apt to take risks as well. The hypotheses form a tentative theory about 
the nature of the psychological construct, or trait, that the CPI is believed to be 
measuring. These hypotheses may then be used to predict how people at differ-
ent score levels on the CPI will behave on other tests or in other situations dur-
ing their careers. Construct validation is not accomplished in a single study. It 
requires that evidence be accumulated from different sources to determine the 
meaning of the test scores in terms of how people actually behave. It is a logical 
as well as an empirical process.   
 Content-oriented evidence of validity  is also a judgmental, rational process. 
It requires an answer to the following question: Is the content of the measure-
ment procedure a fair, representative sample of the content of the job it is sup-
posed to represent? Such judgments can be made rather easily by job incumbents, 
supervisors, or other job experts when job knowledge or work-sample tests are 
used (e.g., typing tests and tests for electricians, plumbers, and computer pro-
grammers). However, content-oriented evidence becomes less appropriate as the 
behaviors in question become less observable and more abstract (e.g., the ability 
to draw conclusions from a written sample of material). In addition, because 
such judgments are not expressed in quantitative terms, it is difficult to justify 
ranking applicants in terms of predicted job-performance, and it is difficult to 
estimate directly the dollar benefits to the firm from using such a procedure. To 
overcome these problems, we need a criterion-related validity strategy.  
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 The term  criterion-related evidence of validity  calls attention to the fact 
that the chief concern is with the relationship between predictor [the selection 
procedure(s) used] and criterion (job-performance) scores, not with predictor 
scores per se. Indeed, the content of the predictor measure is relatively unim-
portant, because it serves only as a vehicle to predict actual job performance.  
 There are two strategies of criterion-related validation: concurrent and 
predictive. A  concurrent strategy  is used to measure job incumbents. Job-
performance (criterion) measures for this group are already available, so im-
mediately after administering a selection measure to this group, it is possible to 
compute a correlation coefficient between predictor scores and criterion 
scores (over all individuals in the group). A procedure identical to that shown 
in  Table 7–3  is used. If the selection measure is valid, those employees with the 
highest (or lowest) job performance scores should also score highest (or lowest) on 
the selection measure. In short, if the selection measure is valid, there should 
exist a systematic relationship between scores on that measure and job perfor-
mance. The higher the test score, the better the job performance (and vice versa).
   When a  predictive strategy  is used, the procedure is identical, except that 
we measure job candidates. We use the same methods that currently are used to 
select employees and simply add the new selection procedure to the overall 
process. However, we select candidates without using the results of the new 
procedure. At a later date (e.g., six months to a year), when it becomes possible 
to develop a meaningful measure of job performance for each new hire, scores 
on the new selection procedure are correlated with job performance scores. We 
then assess the strength of the predictor-criterion relationship in terms of the 
size of the correlation coefficient.    

Estimating the Economic Benefits of Selection Programs

  If we assume that  n  workers are hired during a given year and that the average 
job tenure of those workers is  t  years, the dollar increase in productivity can be 
determined from Equation 7–1. Admittedly, this is a “cookbook recipe,” but the 
formula was derived more than 60 years ago and is well established in applied 
psychology:  132        

  U   ntrxy SDy Z
–

x  (7–1)         

  where   Δ U        increase in productivity in dollars  
      n        number of persons hired  
      t        average job tenure in years of those hired  
      r xy          the validity coefficient representing the correlation between the 

predictor and job performance in the applicant population  
      SD y          the standard deviation of job performance in dollars (roughly 40 

percent of annual wage)  133    
      Z x          the average predictor score of those selected in the applicant pop-

ulation, expressed in terms of standard scores    

   When Equation 7–1 was used to estimate the dollar gains in productivity 
associated with use of the programmer aptitude test (PAT) to select computer 
programmers for federal government jobs, given that an average of 618 pro-
grammers per year are selected, each with an average job tenure of 9.69 years, 
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the payoff per selectee was $22,645 (in 2007 dollars) over his or her tenure on 
the job. This represents a per-year productivity gain of $2,337 for each new 
programmer.  134   Clearly, the dollar gains in increased productivity associated 
with the use of valid selection procedures (the estimated true validity of the 
PAT is 0.76) are not trivial, even after correcting them to account for corporate 
taxes and variable costs, and discounting future cash flows to express their 
present value. Indeed, in a globally competitive environment, businesses need 
to take advantage of every possible strategy for improving productivity. The 
widespread use of valid selection and promotion procedures should be a priority 
consideration in this effort.
   Valid selection and promotion procedures also benefit applicants in several 
ways. One is that a more accurate matching of applicant knowledge, skills, 
ability, and other characteristics to job requirements helps enhance the likeli-
hood of successful performance. This, in turn, helps workers feel better about 
their jobs and adjust to changes in them, as they are doing the kinds of things 
they do best. Moreover, because we know that there is a positive spillover ef-
fect between job satisfaction and life satisfaction, the accurate matching of peo-
ple and jobs will also foster an improved quality of life, not just an improved 
quality of work life, for all concerned.          
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   P A R T

 DEVELOPMENT 3 
  Once employees are “on board,” their personal growth and development over 
time become a major concern. Change is a fact of organizational life, and to 
cope with it effectively, planned programs of employee training, development, 
and career management are essential. We address these issues in Chapters 8, 9, 
and 10. Chapter 8 examines what is known about training and developing man-
agement and nonmanagement employees. Chapter 9 is concerned with perfor-
mance management—particularly with the design, implementation, and 
evaluation of such systems. Finally, Chapter 10 considers the many issues in-
volved in managing careers—from the perspective of individuals at different 
career stages and from the perspective of organizational staffing decisions. The 
overall objective of Part 3 is to establish a framework for managing the develop-
ment process of employees as their careers in organizations unfold. 

    8     WORKPLACE TRAINING  

   9     PERFORMANCE MANAGEMENT  

  10     MANAGING CAREERS        



   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  Why should firms expect to expand their training outlays and their menu 

of choices for employees at all levels? 

  2.  What kind of evidence is necessary to justify investments in training 

programs? 

  3.  What are the key issues that should be addressed in the design, conduct, 

and evaluation of training programs? 

  4.  Why should we invest time and money on new-employee orientation? Is 

there a payoff? 

  5.  How should new-employee orientation be managed for maximum positive 

impact?  

8  WORKPLACE TRAINING 
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  TECHNOLOGY-DELIVERED INSTRUCTION (TDI) CATCHES ON   *   

  Whether training is Web-based, delivered on a single work station, on a PDA, 
or on an MP3 player, TDI is catching on. Canon, Inc., for example, uses a video 
game to train copier technicians. The technicians must drag and drop parts 
into the right spot on a copier. As in the board game Operation, a light flashes 
and a buzzer sounds if the technician gets it wrong. According to Canon, work-
ers who played the game showed a 58 percent improvement in their training 
scores compared with older training techniques, such as manuals. Canon uses 
11 other training games as well. Corporate trainers are betting that the games’ 
interactivity and fun will hook young, tech-savvy employees, and help them 
grasp and retain sales, technical, and management skills. 
  Before we go any further, let’s take a moment to define our terms. TDI is the 
presentation of text, graphics, video, audio, or animation in digitized form for 
the purpose of building job-relevant knowledge and skill. TDI includes asyn-
chronous (meaning it is not delivered to every user at the same time) text-based 
courses, job aids, educational games, and video and audio segments, as well as 
synchronous media, such as video-conferencing and chat rooms. 
  TDI is projected to boom in the next five years. What’s driving the trend? 
Both demand and supply forces are operating. On the demand side, rapid obso-
lescence of knowledge and training makes learning and relearning essential if 
workers are to keep up with the latest developments in their fields. In addition, 
there is a growing demand for just-in-time training delivery, coupled with de-
mand for cost-effective ways to meet the learning needs of a globally distrib-
uted workforce. Finally, there is demand for flexible access to lifelong 
learning. 
  On the supply side, Internet access is becoming standard at work and at 
home, and advances in digital technologies now enable training designers to 
create interactive, media-rich content. In addition, increasing bandwidth and 
better delivery platforms make TDI particularly attractive. Finally, there is a 
growing selection of high-quality products and services. 
  Features like these allow small companies, such as Broadwing Inc., a 
 Cincinnati-based telecommunications firm, to offer a safety course delivered over 
the Internet. They also led the Greater Seattle Chamber of Commerce to create an 
online learning center for its 2,200 members—most of whom employ fewer than 
100 employees. Online learning also permits large firms, such as General Motors, 
to reach more than 175,000 employees at 7,500 dealerships in less than a week, 
using interactive distance learning (IDL) technology. IDL will let employees view 
a live course beamed in by satellite and ask questions of the instructor without 
leaving their dealerships, which slashes travel time and costs, and improves 
quality, because GM can select its best instructors to teach each course. 

      Human Resource 
Management 

in Action 

  * Sources:  Aguinis, H., & Kraiger, K. (In press). Benefits of training and development for individuals 
and teams, organizations, and society.  Annual Review of Psychology, 60 . Jana, R. (2006, Mar. 27). 
On-the-job video gaming.  BusinessWeek,  p. 43. Totty, M. (2005, Apr. 25). Better training through 
gaming.  The Wall Street Journal , p. R6; Brown, K. G., & Ford, J. K. (2002). Using computer technol-
ogy in training: Building an infrastructure for active learning. In K. Kraiger (Ed.),  Creating, imple-
menting, and managing effective training and development . San Francisco: Jossey-Bass, 
pp. 192–233; Tyler, K. (2001, May). E-learning: Not just for e-normous companies anymore. 
  HRMagazine , pp. 82–88; Brown, K. G. (2001). Using computers to deliver training: Which 
 employees learn and why?  Personnel Psychology, 54 , pp. 271–296.  



 Traditionally, lower-level employees were “trained,” while higher-level em-
ployees were “developed.” This distinction, focusing on the learning of hands-
on skills versus interpersonal and decision-making skills, has become too 
blurry in practice to be useful. Throughout the remainder of this chapter, there-
fore, we will use the terms  training  and  development  interchangeably. World-
wide, training is big business, and the first half of this chapter examines some 
current issues in the design, conduct, and evaluation of training programs. 
  Change, growth, and sometimes displacement (e.g., through layoffs and 
restructuring) are facts of modern organizational life. Young people entering the 
workforce today can expect to be laid off several times by the time they reach age 
50.  1   As those laid off find new jobs, they discover what all new employees do: 
You have to “relearn the ropes” in the new job setting. Orientation training, some-
times called “on-boarding,” is the subject of the second part of this chapter. It can 
ease that transition considerably, with positive results both for the new employee 
and for the company. Trends such as leased employees, disposable managers, and 
free-agent workers will make orientation even more important in the future. Let’s 
begin by defining training, and consider some emerging trends in this area.      

   EMPLOYEE TRAINING 

   What Is Training? 

    Training    consists of planned programs designed to improve performance at the 
individual, group, and/or organizational levels. Improved performance, in turn, 
implies that there have been measurable changes in knowledge, skills, atti-
tudes, and/or social behavior. 
    When we examine the training enterprise as a whole, it is clear that train-
ing issues can be addressed from at least two perspectives. At the structural 
level, we can examine issues such as the following, among others: the aggregate 
level of expenditures by the various providers of training (e.g., federal, state, 
and local governments, educational institutions, private-sector businesses), the 
degree of cooperation among the providers, incentives (or lack of incentives) 
for providing training, who gets training, and the economic impact of training.  2   
These are macro-level concerns. 
    At the micro level, we may choose to examine issues such as the following: 
what types of training seem to yield positive outcomes for organizations and 

  Classroom courses are not going away and TDI does have its drawbacks, as 
we shall see in the conclusion to this case, but one thing is certain: TDI is 
changing corporate training forever.  

 Challenges  

  1.   What are some of the key advantages of TDI?  
  2.   Are some types of material or course work better suited than others to TDI?  
  3.   What disadvantages or opportunity costs can you identify with this 

 approach?    
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trainees (i.e.,  what works ); how to identify if training is needed and, if so, what 
type of training best fits the needs that have been identified; how to structure 
the delivery of training programs; and how to evaluate the outcomes of training 
efforts. 
    Unfortunately, organizations sometimes place too much emphasis on the 
techniques and methods of training and not enough on first defining what the 
employee should learn in relation to desired job behaviors. In addition, fewer 
than half of all organizations even try to measure the value of training, and 
fewer still (just 5 percent) calculate the return in monetary terms.  3   
    This is true even of sales training, which would seem easy to measure. Just 
11 percent of companies attempt to assess the payoffs of training on sales.  4   
    In this section, we will do two things: (1) discuss several structural issues 
at the macro level and (2) illustrate research-based findings that might lead to 
improvements in the design, delivery, and evaluation of training systems. Be-
fore we do so, however, let’s consider some important training trends.   

 Training Trends 

 Several trends suggest that the time and money budgeted for training will in-
crease during the next decade. These include technology and e-commerce; con-
tinuing worker displacement as a function of mergers, acquisitions, and 
downsizing; and the ongoing shift from manufacturing to service jobs.  5   Here 
are some other major challenges that companies and institutions face:  6   

�   Hypercompetition,  There will be increased competition at both domestic 
and international levels, largely due to trade agreements and technology, 
most notably, the Internet. As a result, senior executives will be required to 
lead an almost constant reinvention of business strategies/models and orga-
nizational structures.  

�   A power shift to the customer.  Using the Internet, customers can access da-
tabases that allow them to compare prices and examine product reviews; 
hence there are ongoing needs to meet the product and service needs of cus-
tomers.  

�   Collaboration across organizational and geographic boundaries.  In some 
cases suppliers are collocated with manufacturers and share access to in-
ventory levels. Outsourcing, the geographical dispersion of work, and stra-
tegic international alliances often lead to new organizational forms that 
involve multinational teams. As a result, organizations must address cul-
tural and language issues, along with new approaches to collaboration.  7    

�   The need to maintain high levels of talent.  Because products and services 
can be copied, the ability of a workforce to innovate, refine processes, solve 
problems, and form relationships becomes an organization’s only sustain-
able advantage. Attracting, retaining, and developing people with critical 
competencies is necessary for success.  

�   Changes in the workforce.  Shifting demographics suggest that many  unskilled 
and undereducated youth will be needed for entry-level jobs, and currently 
underutilized groups of racial and ethnic minorities, women, and older 
workers will need training. At the same time, as the members of the Baby 
Boom generation retire, knowledge management,  8   or the transfer of mission-
critical knowledge to those who remain, will become a top priority.  
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�   Changes in technology  impose training and retraining requirements on the 
existing workforce.  

�   Teams.  As more firms move to employee involvement and teams in the 
workplace, team members need to learn behaviors such as asking for ideas, 
offering help without being asked, listening and feedback skills, and recog-
nizing and considering the ideas of others.  9      

    Indeed, as the demands of the information age spread, companies are coming 
to regard training expenses as a no-less-critical part of their capital costs than 
plants and equipment. The American Society for Training and Development 
estimates that U.S. organizations spend $126 billion annually on employee train-
ing and development.  10   At the level of the individual firm, Google, rated by  For-
tune  magazine as the #1 best employer to work for in America in 2008, is 
exemplary. It offers each employee 100 hours of professional training per year.  11   
    What’s the bottom line in all of this? Organizations that provide superior 
opportunities for learning and growth have a distinct advantage when compet-
ing for talented employees.  12   
    These trends suggest a dual responsibility: The organization is responsible 
for providing an atmosphere that will support and encourage change, and the 
individual is responsible for deriving maximum benefit from the learning oppor-
tunities provided. This may involve the acquisition of new information, skills, 
attitudes, or patterns of social behavior through training and development. 
    Retraining can pay off too. A study by the Work in America Institute found 
that retraining current workers for new jobs is more cost effective than firing 
them and hiring new ones—not to mention the difference that retraining makes 
to employee morale.  13   Intel illustrates this approach nicely.  

  COMPANY EXAMPLE  INTEL  

 Intel, the company that invented the microchip and whose average product 
life cycle is just 2.5  years , avoided major layoffs until 2007 through a strong in-
house redeployment policy. Every employee receives a brochure, entitled 
“Owning Your Own Employability,” and each is afforded tools and resources to 
take advantage of the redeployment option. A redeployment event occurs when 
there is a business downturn or lack of a need for a particular skill, but it does 
not replace performance management. To qualify, a fulltime employee must 
have two consecutive years of performance reviews that meet requirements. 
  Should an employee become eligible for redeployment, he or she is given 
options, tools, and resources. The company has five employee development 
centers offering self-assessment tools, career counseling, educational opportu-
nities, and job listings within Intel. Job skills were redefined to encourage peo-
ple to find new places within the company, and temporary assignments and 
internal training are provided to prepare them for new positions. Funds are 
also available for relocation. The company provides full pay and benefits for 
up to 8 weeks while a displaced employee searches for a new job within Intel 
or elsewhere. The entire process is managed through a system that provides 
centralized tracking and reporting of all redeployment activity. 
  The ranks of Intel employees are filled with those who have made success-
ful transitions from shop floor to sales and public relations positions, or from 

 Redeployment  14   
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  Impact of Training on Individuals, Teams, Organizations, and Society 

 A recent review of the research literature on training and development identi-
fied 13 benefits, most of which have been demonstrated at the individual and 
team levels of analysis.  15   

   1.    Meta-analyses (quantitative summaries of accumulated results across 
many studies) have demonstrated repeatedly that training has an overall 
positive effect on job-related behaviors or performance.   16   The average ef-
fect size or  d equals  0.62—that is, it is 0.62 standard deviations better than 
performance without training—but the effectiveness of training varies, de-
pending on the delivery method and the skill or task being trained.  

   2.    Training may lead to greater innovation and tacit skills.  Tacit skills are 
behaviors acquired through informal learning that are useful for effective 
performance. They are useful to a physician who requires the right touch 
or feel when probing the body for abnormalities during a physical exam, 
to the carpenter hanging a door, or to the mechanic tuning an engine.  

   3.    Training can improve technical skills.  Generally this occurs through im-
provements in declarative knowledge (facts, meaning of terms) as well as 
procedural knowledge (how to perform skilled behavior).  

   4.    Training can improve strategic knowledge, that is, knowing when to apply 
a specific knowledge or skill.   

   5.    Training, and especially practice, helps to maintain consistency in perfor-
mance.  Think of a chef who must cook various items on a menu over and 
over in a consistent manner, or a professional athlete who must perform at 
a consistently high level to be successful.  

   6.    Performance consistency also results from enhancing the self-efficacy or 
self-management of trainees.  Self-efficacy is a personal belief that one can 
accomplish a task successfully. Self-management is a strategy that trainees 
adopt to help them to maintain desired behaviors (e.g., getting to work on 
time, staying out of trouble), or to recognize symptoms that indicate 
variance from a desired path (e.g., in substance-abuse relapse prevention).  

   7.    Management development programs show positive effects . They seem to 
affect two types of outcomes: knowledge—principles, facts, and skills (av-
erage effect sizes range from 0.96 to 1.37)—and changes in on-the-job 
behavior (average effect sizes range from 0.35 to 1.01).  17    

   8.    Cross-cultural training improves expatriate adjustment and performance.  
One study of 29 conceptual reviews and 16 empirical studies concluded, 
however, that several important variables determine the actual  effectivness 

obsolete technology divisions to high-margin technology centers within the 
company. If none of this works, the company provides generous severance pay-
ments to affected employees. Redeployment is a continuing challenge at Intel 
because the company’s competitive strategy is to stay ahead of its rivals by 
making its products obsolete! 
  Intel’s redeployment program continues on a smaller scale today than in the 
1990s, but a major shift in business strategy in 2007 made widespread layoffs 
necessary. That said, the redeployment policy is a strong deterrent to litigation 
based on allegations of wrongful discharge. It is a sound employee relations tool.    
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of such training in any given situation. These include the timing of the 
training (predeparture, postarrival, postassignment), the spouse’s 
adjustment, attributes of the job (e.g., discretion), and the cultural “dis-
tance” between home and host countries).  18    

   9.  Leadership training seems to enhance the attitudes and performance of 
followers.  Specifically, it seems to have a positive effect on the motiva-
tion, values, and self-efficacy of followers.  19    

   10.  Training in team communication and team effectiveness have positive ef-
fects on team performance and, in the case of airplane cockpit crews, 
safety.  They also seem to affect nontechnical skills (team building) as well 
as situation awareness and decision making. We will have more to say 
about this topic later in the chapter.  

   11.  There are many fewer studies documenting the effects of training at the 
level of the organization, but available data show positive effects on out-
comes such as employee and customer satisfaction, owner/shareholder 
satisfaction, and productivity (e.g., sales per employee).  Unfortunately, 
the causal links between training and organizational outcomes tend to be 
weak. In other words, other variables might well explain the results that 
have been observed.  20    

   12.  At the level of the organization, training is a key enabler of e-commerce, 
an important strategic priority for many firms, both large and small.   

   13.  At the level of society, macroeconomic studies have concluded that train-
ing improves the quality of the labor force.  In turn, a high-quality labor 
force enhances a country’s economic growth. This has led many countries 
around the world (e.g., members of the European Union, Singapore, Ger-
many) to adopt national policies to encourage the design and delivery of 
training programs. One such country is India, as the international applica-
tion below illustrates.       

  INTERNATIONAL APPLICATION 
 Infosys U.—The Taj Mahal of Training Centers 

 The $120 million Infosys facility in Mysore, 
 India, about 90 miles from the company’s 
 Bangalore headquarters, is part Disney World, 
part Club Med, part American college campus. 
Its real mission, however, is teaching the 
Infosys Way to the 15,000 employees 
the fast-growing company hires per 
year—an average of 40 a day. Accord-
ing to Infosys co-founder Nandan 
Nilekani, “Companies haven’t been in-
vesting enough in people. Rather than 
train them, they let them go. Our people 
are our capital. The more we invest in them, the 
more they can be effective.” 

  While most of the training focuses on tech-
nical skills, new recruits spend a lot of time 
working on softer skills as well. These include 

team building, comportment, and improving 
interpersonal communication. In one 

class, for example, students listen in-
tently as the instructor tells them to 
practice smiling in front of a mirror. 
In another, on corporate etiquette, the 
teacher emphasizes, “You are all 

brand ambassadors. That brand now 
attracts attention far beyond India’s 

 borders, for the company has offices in 
18 countries.  21    
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  CHARACTERISTICS OF EFFECTIVE 
TRAINING PRACTICE  

 Surveys of corporate training and development practices consistently have 
found that four characteristics distinguish companies with the most effective 
training practices:  22   

�  Top management is committed to training and development; training is part 
of the corporate culture. This is especially true of leading companies, such 
as Google, Disney, Marriott, and Hewlett-Packard.  

�  Training is tied to business strategy and objectives and is linked to bottom-
line results.  

�  Organizational environments are feedback rich; they stress continuous 
 improvement, promote risk taking, offer one-on-one coaching, and afford 
opportunities to learn from the successes and failures of decisions.  

�  There is commitment to invest the necessary resources, to provide sufficient 
time and money for training.     

 The Training Paradox 

 Some businesses, small and large, shy away from training because they think 
that by upgrading the skills of the workforce, their employees will be more 
marketable to competitors. That is true. However, there is also an interesting 
paradox that affects both employee and employer. That is, if an employee takes 
charge of her own employability by keeping her skills updated and varied so 
she can work for anyone, she also builds more security with her current 
 employer—assuming the company values highly skilled, motivated employees. 
    As Hewlett-Packard’s director of education noted, “What’s going to entice 
them away? Money? Maybe you can buy them for a short time, but what keeps 
people excited is growing and learning.” This is especially true in the great 
global talent race.  23   
    At the same time, if a company provides a large number of training and 
learning opportunities, it is more likely to retain workers because it creates an 
interesting and challenging environment. As the general manager of London-
based Marks & Spencer noted: “Train them to the point where you may lose 
them, and then you won’t lose them.”  24   This is the    training paradox:    Increas-
ing an individual’s employability outside the company simultaneously 
 increases his or her job security and desire to stay with the current employer 
(assuming that employer creates challenging jobs and provides an exciting 
work environment).   

 How Training Relates to Competitive Strategies 

 The means that firms use to compete for business in the marketplace and to 
gain competitive advantage are known as competitive strategies.  25   A key objec-
tive of any training program, therefore, is to tie workplace training to business 
targets. 3M is especially adept at this. For instance, it will set a goal to reduce 
product-development cycle time (i.e., to increase speed), then create a course 
on how to do it. This is not learning for its own sake; rather all leadership-
development courses are linked to business objectives.  26   Thus, if a company’s 
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strategy is to provide high-quality customer service, it is likely to emphasize, 
for example, training in problem-solving, conflict-resolution, negotiation, and 
team-building. If its objective is innovation, then topics like technical training, 
effective communications, and—for managers—training in feedback and com-
munication are more typical. While the potential returns from well-conducted 
training programs are hefty, considerable planning and evaluation are neces-
sary to realize these returns. The remainder of this chapter examines some key 
issues that managers need to consider. Let us begin by examining the broad 
phases that comprise training systems.     

 WHAT DETERMINES EFFECTIVE TRAINING?  

 Research shows that a number of factors affect training effectiveness.  27   For ex-
ample, training success is determined not only by the quality of training but 
also by an individual’s readiness for training and the degree of organizational 
support for the training. Characteristics of the individual as well as the work 
environment are important influences before training (by affecting the motiva-
tion to participate), during training (by affecting learning), and after training 
(by influencing the transfer of learning and skills from the training situation to 
the job situation). 
    Admittedly some individual characteristics, such as trainability (i.e., the 
ability to learn the content of the training) and personality are difficult, if not 
impossible, for organizations to influence through policies and practices. The 
organization clearly can influence others, however, such as job or career attitudes, 
a person’s belief that he or she can learn the content of the training successfully, 
the attractiveness of training outcomes, and the work environment itself.  28      

 ASSESSING TRAINING NEEDS AND DESIGNING 

TRAINING PROGRAMS  

 One way to keep in mind the phases of training is to portray them graphically, 
in the form of a model that illustrates the interaction among the phases. One 
such model is shown in  Figure 8–1 . 
    The    assessment    (or planning)  phase  serves as a foundation for the entire 
training effort. As  Figure 8–1  shows, the    training and development phase    and 
the    evaluation phase    depend on inputs from assessment. The purpose of the 
assessment phase is to define what it is the employee should learn in relation 
to desired job behaviors. If this phase is not carefully done, the training pro-
gram as a whole will have little chance of achieving what it is intended to do. 
    Assuming that managers specify the objectives of the training program care-
fully, the next task is to design the environment in which to achieve those ob-
jectives. This is the purpose of the training phase. Choose methods and 
techniques carefully and deliver them systematically in a supportive, encour-
aging environment, based on sound principles of learning. More on this later. 
    Finally, if both the assessment phase and the training and development 
phase have been done competently, evaluation should present few problems. 
Evaluation is a twofold process that involves (1) establishing indicators of suc-
cess in training, as well as on the job, and (2) determining exactly what job-related 
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changes have occurred as a result of the training. Evaluation must provide a 
continuous stream of feedback that can be used to reassess training needs, 
thereby creating input for the next stage of employee development. 
    Now that we have a broad overview of the training process, let us consider 
the elements of  Figure 8–1  in greater detail.  

 Assessing Training Needs 

 The purpose of needs assessment is to determine if training is necessary. There 
are four levels of analysis for determining the needs that training can fulfill:  29   

�     Organization analysis    focuses on identifying whether training supports the 
company’s strategic direction; whether managers, peers, and employees 
support training activity; and what training resources are available.  

�     Demographic analysis    is helpful in determining the special needs of a par-
ticular group, such as older workers, women, or managers at different lev-
els. Those needs may be specified at the organizational level, the 
business-unit level, or at the individual level.  

�     Operations analysis    attempts to identify the content of training—what an 
employee must do in order to perform competently.  

�     Individual analysis    focuses on identifying employees who need training, 
and the types of training they need.    

   Training needs might surface in any one of these four broad areas. But to ask 
productive questions regarding training needs, managers often find that a com-
prehensive model such as that shown in  Figure 8–2  is helpful. 

  Figure 8–1   

    A general systems 
model of the 
 training and 
 development 
 process. Note 
how information 
 developed during 
the evaluation 
phase provides 
feedback, and 
therefore new 
 input, to the 
 assessment phase. 
This initiates 
a new cycle of 
 assessment, 
 training and 
 development, and 
evaluation.   
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    At a general level, it is important to analyze training needs against the back-
drop of organizational objectives and strategies. Unless you do this, you may 
waste time and money on training programs that do not advance the cause of 
the company.  30      Pre-employment training programs    (PETs) are prime examples 
of close alignment between organizational needs and training curricula. PETs 
are industry-specific, community-based coalitions. Member companies con-
tribute time, money, and expertise to designing training, and they also contrib-
ute employees to teach courses. Such programs can be found in the aviation 
industry (Clarksburg, West Virginia), in manufacturing technology (Licking 
County, Ohio), in polymer chemistry (Parkerburg, Ohio), and in customer ser-
vice (Knox County, Ohio).  31   
    It is also essential to analyze the organization’s external environment and 
internal climate. Trends in the strategic priorities of a business, judicial deci-
sions, civil rights laws, union activity, productivity, accidents, turnover, absen-
teeism, and on-the-job employee behavior will provide relevant information at 
this level. The important question then becomes “Will training produce changes 
in employee behavior that will contribute to our organization’s goals?” 
    In summary, the critical first step is to relate training needs to the achieve-
ment of key strategic business objectives. If you cannot make that connection, 
the training is probably unnecessary. However, if a training need does surface 
at the organizational level, a demographic analysis is the next step. 
    Demographic analysis provides information that may transcend particular 
jobs, even divisions, of an organization. With respect to managers, for example, 
level, function, and attitudes toward the usefulness of training all affect their 
self-reported training needs.  32   Taking this information into account lends ad-
ditional perspective to the operations and person analyses to follow. 
    Operations analysis requires a careful examination of the work to be per-
formed after training. It involves: (1) a systematic collection of information that 
describes how work is done; (2) determination of standards of performance for 
that work; (3) how tasks are to be performed to meet the standards; and (4) the 
competencies necessary for effective task performance. In fact, validated com-
petency models can be very helpful in driving training curricula.  33   Job analy-
ses, performance appraisals, interviews with subject-matter experts (jobholders, 
supervisors, higher-level managers, even knowledgeable customers and suppli-
ers), and analyses of operating problems (quality control, downtime reports, 
and customer complaints) all provide important inputs to the analysis of train-
ing needs. 
    Finally, there is individual analysis. At this level, training needs may be 
defined in terms of the following general idea: The difference between desired 
performance and actual performance is the individual’s training need. Perfor-
mance standards, identified in the operations analysis phase, constitute de-
sired performance. Individual performance data; diagnostic ratings of 
employees by their supervisors, peers, or customers; records of performance 
kept by workers in diary form; and attitude surveys, interviews, or tests (job 
knowledge, work sample, or situational) can provide information on actual 
performance against which each employee can be compared with desired per-
formance standards. A gap between actual and desired performance may be 
filled by training. 
    One especially fruitful approach to the identification of individual training 
needs is to combine behaviorally based performance-management systems with 
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individual development plans (IDPs) derived from self-analysis. IDPs provide a 
blueprint for self-development, and should include:

    1.    Statements of aims —desired changes in knowledge, skills, attitudes, val-
ues, or relationships with others.  

   2.    Definitions —descriptions of areas of study, search, reflection, or testing, 
including lists of activities, experiences, or questions that can help 
achieve these aims.  

   3.    Ideas about priorities —feelings of preference or urgency about what 
should be learned first.    

    Individuals often construct their own IDPs, with assistance, in career planning 
workshops, through structured exercises, in the practice of management by objec-
tives, or in assessment centers. They provide a blueprint for self-development. 
    As a result of needs assessment, it should be possible to determine what 
workers do, what behaviors are essential to do what they do effectively, what 
type of learning is necessary to acquire those behaviors, and what type of 
 instructional content is most likely to accomplish that type of learning.  34   This 
information should guide all future choices about training methods and evalu-
ation strategies. 

  COMPANY EXAMPLE  WESTINGHOUSE ELECTRIC  35   

  Westinghouse Electric, now owned by Toshiba, services nuclear-power plants, 
builds them, and provides fuel. Taking risks is not something that nuclear engi-
neers are used to, but after the company projected flat revenues for its Engineering-
Services unit, executives decided there was no other choice. The challenge was 
a familiar one: A big, hidebound company wants to be more creative. According 
to CEO Stephen R. Tritch, “We don’t train people to take risks. We train them 
not to.” Granted, risk aversion is critical to ensuring that nuclear-power plants 
are efficient and safe, but it’s not such a useful posture when your company is 
looking for new ways to make money. How do you teach risk-taking to people 
who have been trained to avoid it—whose success hinges on predictability? 
  Instead of clambering around rope courses and engaging in team-building 
or creativity exercises, the company took a different tack with its nuclear engi-
neers. In a clever bit of organizational jujitsu, it used the very same quality-
enhancement methods that the engineers were used to—Six Sigma and 
metrics—to identify obstacles that get in the way of growth, and then turned 
those obstacles to their advantage. Six Sigma includes measurement and sta-
tistical tools to help reduce defects and to cut costs. The objective here was 
different, however. Rather than to cut costs, the objective was to grow reve-
nues. To send a strong signal that risk-taking wouldn’t be a ticket out the door, 
Westinghouse took nine of its best managers and made them “growth leaders.” 
Their sole responsibilities: to chase down new technologies and new markets. 
In the past, a supervisor would have dumped a new initiative onto an already 
busy manager—ensuring it got short shrift. The only job of a growth leader is 
to “kick-start” a particular area. To do that, the company tied the growth leaders’ 
efforts to Westinghouse’s efficiency program, which is heavy on metrics and 
predictability. 

 From Needs Analysis 
to Training to Results! 
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    Once training needs have been identified, the next step is to structure the 
training environment for maximum learning. Careful attention to the funda-
mental principles of learning will enhance this process.     

 PRINCIPLES THAT ENHANCE LEARNING  

 To promote efficient learning, long-term retention, and application of the skills 
or factual information learned in training to the job situation, training programs 
should incorporate principles of learning developed over the past century. Which 
principles should be considered? It depends on whether the trainees are learning 
skills (e.g., drafting) or factual material (e.g., principles of life insurance).  36   
    To be most effective,  skill learning  should include four essential ingredi-
ents: (1) goal setting, (2) behavior modeling, (3) practice, and (4) feedback. 
However, when the focus is on  learning facts , the sequence should change 
slightly: (1) goal setting, (2) meaningfulness of material, (3) practice, and 
(4) feedback. Let’s consider each of these in greater detail.  

 Motivating the Trainee: Goal Setting 

 A person who wants to develop herself or himself will do so; a person who wants 
to be developed rarely is. This statement illustrates the role that motivation 

  It paired growth leaders with Six-Sigma experts, and mandated that funding 
for new initiatives had to pass specific tests that measure a product’s  potential. 
The company also sought to identify team members who are suited to different 
roles—for example, those who excel at launching new initiatives versus those 
who can execute once the initiative is underway. Team members were taught to 
aim for manageable risks, not all-or-nothing bets, as a way to win over skeptics 
and to give new ideas real momentum. Finally, team members learned to make 
speed a priority—to pounce on opportunities soon after identifying them, to 
refine the product or service in real time, and to cut losses quickly.   

 Results 

 Thus far, the training has helped Westinghouse to push into two new areas. 
Recently it won a contract to make repairs to Alloy 600, a metal that is found in 
old reactors. It had never done that before. Nor had it serviced a type of reactor 
that uses boiling, rather than pressurized, water to generate steam. Now it has a 
satellite office in San Jose, California that is dedicated to such jobs. To ensure 
that those anointed as growth leaders are not the only people who are focused 
on fresh ideas, and to enlist the active support and participation of other engi-
neers, managers are now being graded not just on the revenues they generate, 
but also on how many customers they’ve spoken to and how many proposals 
they’ve sent out. It’s not easy to change ingrained ways of thinking and behav-
ing, but by harnessing the very tools that the  engineers use in their daily work, 
and using them in a novel way, Westinghouse is training its engineers to be 
more creative. By growing the business, everybody won!   
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plays in training—to learn, you must want to learn. While cognitive ability 
does predict training outcomes, so also does motivation. What determines 
 motivation to succeed in training? Both personal and contextual factors are 
important. At the level of the individual, the personality characteristics of 
conscientiousness (striving for excellence, having high performance standards, 
setting challenging personal goals) and internal locus of control (belief that 
one controls his or her own fate) are important determinants of motivation to 
learn. At the level of the organization, the climate in which the trainee func-
tions, coupled with the support he or she receives from supervisor and peers, 
is also critical.  37   
    Perhaps the most effective way to raise a trainee’s motivation is by setting 
goals. More than 500 studies have demonstrated goal setting’s proven track 
record of success in improving employee performance in a variety of settings 
and cultures.  38   On average, goal setting leads to a 10 percent improvement in 
productivity, and it works best with tasks of low complexity.  39   
       Goal theory    is founded on the premise that an individual’s conscious goals 
or intentions regulate her or his behavior.  40   Research indicates that once an 
individual accepts a goal and is committed to achieving it, difficult but attain-
able goals result in higher levels of performance than do easy goals or even a 
generalized goal such as “do your best.”  41   These findings have three important 
implications for motivating trainees:

    1.   Make the objectives of the training program clear at the outset.  
   2.   Set goals that are challenging and difficult enough that the trainees can 

derive personal satisfaction from achieving them, but not so difficult that 
they are perceived as impossible to reach.  

   3.   Supplement the ultimate goal of finishing the program with subgoals dur-
ing training, such as trainer evaluations, work-sample tests, and periodic 
quizzes. As trainees clear each hurdle successfully, their confidence about 
attaining the ultimate goal increases.    

   While goal setting clearly affects trainees’ motivation, so also do the expecta-
tions of the trainer. In fact, expectations have a way of becoming self-fulfilling 
prophecies, so that the higher the expectations, the better the trainees perform. 
Conversely, the lower the expectations, the worse the trainees perform. This 
phenomenon of the self-fulfilling prophecy is known as the    Pygmalion effect.    
Legend has it that Pygmalion, a king of Cyprus, sculpted an ivory statue of a 
maiden named Galatea. Pygmalion fell in love with the statue, and, at his 
prayer, Aphrodite, the goddess of love and beauty, gave it life. Pygmalion’s 
fondest wish—his expectation—came true.   

 Behavior Modeling 

 Much of what we learn is acquired by observing others. We will imitate other 
people’s actions when they lead to desirable outcomes (e.g., promotions, 
 increased sales, or more accurate tennis serves). The models’ actions serve as a 
cue as to what constitutes appropriate behavior.  42   A model is someone who is 
seen as competent, powerful, and friendly and has high status within an orga-
nization. We try to identify with this model because her or his behavior is seen 
as desirable and appropriate.    Behavior modeling    tends to increase when the 
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model is rewarded for behavior and when the rewards (e.g., influence, pay) are 
things the imitator would like to have. In the context of training (or coaching or 
teaching), we attempt to maximize trainees’ identification with a model. For us 
to do this well, research suggests the following: 

    1.   The model should be similar to the observer in age, gender, and race. If 
the observer sees little similarity between himself or herself and the 
model, it is unlikely that he or she will imitate the model’s behaviors.  

   2.   Portray the behaviors to be modeled clearly and in detail. To focus the 
trainees’ attention on specific behaviors to imitate, provide them with a 
list of key behaviors to attend to when observing the model and allow 
them to express the behaviors in language that is most comfortable for 
them. For example, when one group of supervisors was being taught how 
to coach employees, the supervisors received a list of the following key 
behaviors:  45   (1) Focus on the problem, not on the person; (2) ask for the 
employees’ suggestions, and get their ideas on how to solve the problem; 

  PYGMALION IN ACTION: MANAGERS GET THE KIND OF 

PERFORMANCE THEY EXPECT 

 To test the Pygmalion effect and to examine the 
impact of instructors’ prior expectations about 
trainees on the instructors’ subsequent style of 
leadership toward the trainees, a field experi-
ment was conducted at a military training 
base.  43   In a 15-week combat-command 
course, 105 trainees were matched on 
aptitude and assigned randomly to one 
of three experimental groups. Each 
group corresponded to a particular 
level of expectation that was communi-
cated to the instructors: high, average, or 
no pre-specified level of  expectation (due 
to insufficient information). Four days before 
the trainees arrived at the base, and prior to any 
acquaintance between instructors and trainees, 
the instructors were assembled and given a score 
(known as command potential, or CP) for each 
trainee that represented the trainee’s potential to 
command others. The instructors were told that 
the CP score had been developed on the basis of 
psychological test scores, data from a previous 
course on leadership, and ratings by previous 
commanders. The instructors were also told that 
course grades predict CP in 95 percent of the 

cases. The instructors were then given a list of 
the trainees assigned to them, along with their 
CPs, and asked to copy each trainee’s CP into his 
or her personal record. The instructors were also 

requested to learn their trainees’ names and 
their CPs before the beginning of the 

course. 
 The Pygmalion hypothesis that the 
 instructor’s prior expectation influ-
ences the trainee’s performance was 

confirmed. Trainees of whom instruc-
tors expected better performance scored 

 significantly higher on objective achieve-
ment tests, exhibited more positive attitudes, 
and were perceived as better leaders. In fact, the 
prior expectations of the instructors  explained 
73 percent of the variability in the trainees’ per-
formance, 66 percent in their attitudes, and 
28 percent in leadership. The  lesson to be 
learned from these results is unmistakable: 
Trainers (and managers) get the kind of perfor-
mance they expect. This is not an isolated 
 instance. The Pygmalion effect has been con-
firmed in many studies, using both male and 
female trainees.  44    
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(3) listen openly; (4) agree on the steps that each of you will take to solve 
the problem; and (5) plan a specific follow-up date.  

   3.   Rank the behaviors to be modeled in a sequence from least to most difficult, 
and be sure the trainees observe lots of repetitions of the behaviors being 
modeled.  

   4.   Finally, have several models portray the behaviors, not just one.  46     

    Research continues to demonstrate the effectiveness of behavior modeling 
in learning facts and procedures, and also in changing behavior on the job.  47   It 
is particularly appropriate for teaching interpersonal and computer skills.  48   To 
a large extent, this is because behavior modeling overcomes one of the short-
comings of earlier approaches to training: telling instead of showing.   

 Meaningfulness of the Material 

 It’s easier to learn and remember factual material when it is meaningful.    Mean-
ingfulness    refers to material that is rich in associations for the trainees and is 
therefore easily understood by them. To structure material to maximize its 
meaningfulness:
    1.   Provide trainees with an overview of the material to be presented during 

the training. Seeing the overall picture helps trainees understand how 
each unit of the program fits together and how it contributes to the overall 
training objectives.  49    

   2.   Present the material by using examples, terms, and concepts that are 
 familiar to the trainees in order to clarify and reinforce key learning 
points. Show them how they can use the content of the training to do 
their jobs better.  

   3.   As complex intellectual skills are invariably made up of simpler ones, 
teach the simpler skills before the complex ones.  50   This is true whether 
teaching accounting, computer programming, or X-ray technology.      

 Practice (Makes Perfect) 

 Anyone learning a new skill or acquiring factual knowledge must have an 
 opportunity to practice what he or she is learning.  51   Practice has three aspects: 
active practice, overlearning, and the length of the practice session. Let’s con-
sider each of these.

�   Active practice.  During the early stages of learning, the trainer should be 
available to oversee the trainee’s practice directly. In contrast to traditional 
approaches that focus on teaching correct methods (and avoiding errors), 
a newer approach, known as error-management training, encourages 
 employees to make errors, and then to engage in reflection to understand 
why they made them, and to develop strategies to avoid making them in 
the future.  52    

�   Overlearning.  When trainees are given the opportunity to practice far 
 beyond the point where they have performed a task correctly several times, 
the task becomes second nature and is “overlearned.” For some tasks, 
   overlearning    is critical.  53   This is true of any task that must be performed 
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infrequently and under great stress: for example, attempting to kick a winn-
ing field goal with only seconds left in a football game. It is less important 
in types of work where an individual practices his or her skills on a daily 
basis (e.g., auto mechanics, electronics technicians, assemblers).  

�   Length of the practice session.  Suppose you have only one week to memo-
rize the lines of a play, and during that week, you have only 12 hours avail-
able to practice. What practice schedule will produce the greatest 
improvement? Should you practice two hours a day for six days, should you 
practice for six hours each of the final two days before the deadline, or 
should you adopt some other schedule? The two extremes represent    distrib-
uted practice    (which implies rest intervals between sessions) and    massed 
practice    (in which the practice sessions are crowded together). Although 
there are exceptions, most of the research evidence on this question indi-
cates that for the same amount of practice, learning is better when practice 
is distributed rather than massed.  54   This is especially true for learning sim-
ple motor tasks that involve very brief rest periods. It is less true for tasks of 
high complexity, such as those often found in organizational training set-
tings. Under those circumstances, longer rest periods appear to be more 
beneficial for learning.  55        

 Feedback 

 This is a form of information about one’s attempts to improve.    Feedback    is es-
sential both for learning and for trainee motivation.  56   If trainees are to under-
stand what leads to good as well as poor performance, however, the level of 
specificity of feedback should vary.  57   Increasing the specificity of feedback ben-
efits the learning of responses for good performance, but it may be detrimental 

       Constructive feedback 
 facilitates learning and 
supports a trainee’s 
 desire to perform well.   
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to the learning of responses for poor performance. For example, in learning to 
operate a piece of equipment, less specific feedback may cause trainees to make 
errors that lead to equipment problems, providing them with opportunities to 
learn which behaviors lead to problems, and how to fix those problems. It is 
also important to emphasize that feedback affects group, as well as individual, 
performance.  58   For example, application of performance-based feedback in a 
small fast-food store over a one-year period led to a 15 percent decrease in food 
costs and a 193 percent increase in profits.  59   
    To have the greatest impact, provide feedback as soon as possible after the 
trainee demonstrates good performance, especially to novices.  60   It need not be 
instantaneous, but there should be no confusion regarding exactly what the 
trainee did and the trainer’s reaction to it. Feedback need not always be posi-
tive, but keep in mind that the most powerful rewards are likely to be those 
provided by the trainee’s immediate supervisor. In fact, if the supervisor does 
not reinforce what is learned in training, the training will be transferred inef-
fectively to the job—if at all.   

 Transfer of Training 

    Transfer of training    refers to the extent to which competencies learned in 
training can be applied on the job. Transfer may be positive (i.e., it enhances 
job performance), negative (i.e., it hampers job performance), or neutral. 
Long-term training or retraining probably includes segments that contain all 
three of these conditions. Training that results in negative transfer is costly in 
two ways—the cost of the training (which proved to be useless) and the cost 
of hampered performance. To maximize positive transfer, designers of train-
ing programs should consider doing the following before, during, and after 
training:  61   

   1.   Maximize the similarity between the training situation and the job situation.  
   2.   Provide trainees as much experience as possible with the tasks, concepts, 

or skills being taught so that they can deal with situations that do not fit 
textbook examples exactly. This is adaptive expertise.  62    

   3.   Provide a strong link between training content and job content (“What 
you learn in training today, you’ll use on the job tomorrow”).  

   4.   In the context of team-based training (e.g., in employee involvement), 
transfer is maximized when teams have open, unrestricted access to infor-
mation, when the membership includes diverse job functions and admin-
istrative backgrounds, and when a team has more members to draw upon 
to accomplish its activities.  63    

   5.   Ensure that what is learned in training is used and rewarded on the job. 
Supervisors and peers are key gatekeepers in this process. If immediate 
supervisors or peers, by their words or by their example, do not support 
what was learned in training, don’t expect the training to have much of an 
impact on job performance.  64      

       Action learning,    in which participants focus on real business problems in 
order to learn through experience and application, is an excellent vehicle for 
facilitating positive transfer from learning to doing.  65   It’s not just for executives 
either, as the following example illustrates.      
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  COMPANY EXAMPLE  ACTION LEARNING AT UPS 66

 When UPS, affectionately known as “Big Brown,” found that its twentysome-
thing drivers were flunking out in droves, it had a serious problem on its hands: 
how to train Generation Y for a hard, blue-collar job. Gen Yers make up more 
than 60 percent of the part-time loader workforce, from which it draws the ma-
jority of new-driver hires. To address the issue head on, UPS created a whole 
new approach—and it doesn’t involve video games.
 In late 2007, UPS opened its first full-service training center, in Landover, 
Maryland. The 11,500-square-foot facility known as Integrad is much like a 
movie set, and it’s aimed directly at young, would-be drivers. It is fashioned 
around an approach known as “technology-enhanced, hands-on learning.” 
More than 170 people, including UPS executives, professors and design stu-
dents at Virginia Tech, a team at MIT, forecasters at the Institute for the Future, 
and animators at an Indian company called Brainvisa, helped develop the 
facility and curriculum. On top of that, former driver Stephen Jones heads 
training for UPS—he is Integrad’s project manager—and he received a $1.8 million 
grant from the U.S. Department of Labor. Thus, much of the project’s data, 
including research related to safety and generational differences, will be made 
available to the public. That information may help many companies in a variety 
of industries realize the impact of this new generation.
 There are many aspects to the rigorous training that UPS provides, but 
consider just one of those, the transparent UPS “package car.” The car is 
stocked with rows of (weighted) packages. It may look like a big toy, but 
its purpose is serious. Package selection is the most fundamental part of 
a UPS driver’s job, and yet it can seem impossible when you are staring 
 into the gaping back door of a package car, scrambling to locate your five 
packages and trying to decide how you are going to get them out in the 

Odd-size packages and 
cramped space can make 
the UPS driver’s job 
 difficult.
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  Team Training 

 Up to this point, we have been discussing training and development as an indi-
vidual enterprise. Yet today, as we have noted, there is an increasing emphasis 
on  team  performance, with 80 percent of U. S. corporations using teams of one 
sort or another.  67   For example, cross-functional teams, intact or virtual, are 
common features of many organizations. A  team  is a group of individuals who 
are working together toward a common goal. It is this common goal that really 
defines a team, and if team members have opposite or conflicting goals, the ef-
ficiency of the total unit is likely to suffer. For example, consider the effects on 
a basketball team when one of the  players always  tries to score, regardless of 
the team’s situation. 
    A systematic approach to team training should includes four steps:  68   

   1.    Conduct a team-training needs analysis.  Such an analysis has two objec-
tives: (a) to identify interdependencies among team members and the 
skills required to master coordination of team tasks, and (b) to identify the 
cognitive skills and knowledge needed to interact as a team (e.g., knowl-
edge of team-member roles and responsibilities).  

   2.    Develop training objectives that address both task-work and teamwork 
skills.  In general, a core set of skills characterizes effective teamwork. 

65.5 seconds that the company’s “human engineering” experts have allotted 
to you.
 When learning package selection techniques, demonstration in an actual 
package car is a lot more effective than a lecture: Watching an instructor deal 
with the same shelving system, odd-size packages, and cramped space that 
drivers have on the road—and then getting to try it yourself before your first 
trip out—proves invaluable.
 New drivers also get to experience the slip-and-fall simulator. Such mis-
haps cost UPS significantly each year, and first-year drivers fall victim the 
most. After the simulator experience, novices quickly learn to adjust their gait 
to minimize the likelihood that they will take a tumble on the job. Actual driv-
ing at Integrad is done at a mini-town that has real street and stop signs, a toy 
house and toy stores, a UPS dropbox, and even a loading dock. Trainees spend 
time there each day of their 5-day training. Tasks increase in difficulty, and 
 facilitators and fellow trainees stand in as customers to test the drivers on their 
customer service.
 From an analytical perspective, every piece of data—from a student’s per-
formance on a particular module to comments from his or her facilitator—is 
stored in a database that will continue to track trainees’ progress and perfor-
mance once they become drivers. The company’s goal is to reduce accidents by 
first-year drivers by 15 percent and injuries by 20 percent. UPS’s action-learning 
approach to training new drivers virtually ensures high positive transfer to 
the job, and its rich database of information will allow it to fine-tune its train-
ing over time. That’s a win-win for the company, its drivers, and the customers 
it serves.
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These  include adaptability, shared awareness of situations, performance 
monitoring and feedback, leadership/team management, interpersonal 
skills, coordination, communication, and decision-making skills. Attitu-
dinal skills that characterize effective teamwork include beliefs about the 
 importance of teamwork skills, belief in placing the team’s goals above 
those of individual members, mutual trust, and shared vision.  69   Sequence 
the training so that trainees can master task-work skills before learning 
teamwork skills.  

   3.    Design exercises and training events based on the objectives from step 2.  
As with individual training, opportunities for guided practice and con-
structive feedback are particularly important for team training. This may 
include, for example,      team-coordination training      (focusing on teamwork 
skills that facilitate information exchange, cooperation, and coordination 
of job-related behaviors);    cross-training    (providing exposure to and prac-
tice with other teammates’ tasks, roles, and responsibilities in an effort to 
increase shared understanding and knowledge among team members); 
and    guided team self-correction    (providing guidance to team members in 
reviewing team events; identifying errors and exchanging feedback; 
 developing plans for the future).  

   4.    Design measures of team effectiveness based on the objectives set at step 2, 
evaluate the effectiveness of the team training, and use this information 
to  guide future team training.    

    Other research has revealed two broad principles regarding the composi-
tion and management of teams. First, the overall performance of a team strongly 
 depends on the individual expertise of its members.  70   Thus, individual train-
ing and development are still important. But individual training is only a par-
tial solution because interactions among team members must also be addressed. 
This  interaction is what makes team training unique—it always uses some form 
of simulation or real-life practice, and it always focuses on the interaction of 
team members, equipment, and work procedures.  71   To improve team commu-
nication and team effectiveness, and therefore aviation safety, among air crews 
for example, a popular intervention is Crew Resource Management (CRM) 
training, usually conducted using sophisticated flight simulators. Evidence 
across more than 50 studies shows positive benefits in terms of improved com-
munication and performance.  72   
    Second, managers of effective work groups tend to monitor the performance 
of their team members regularly, and they provide frequent feedback to them.  73   
In fact, as much as 35 percent of the variability in team performance can be 
explained by the frequency of use of monitors and consequences. Incorporating 
these findings into the training of team members and their managers should 
lead to better overall team performance.   

 Selecting Training Methods 

 New training methods appear every year. While some are well founded 
in learning theory or models of behavior change (e.g., behavior modeling), 
 others result more from technological than theoretical developments (e.g., 
presentation software, use of animation and sound, computer-based business 
simulations). 
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    Training methods can be classified in three ways: information presentation, 
simulation methods, or on-the-job training.  74   

�   Information-presentation techniques  include lectures, conferences, corre-
spondence courses, videos/compact disks (CDs), distance learning, interactive 
multimedia (CDs/DVDs), intranet and Internet, intelligent tutoring,  75   and 
   organization development   —systematic, long-range programs of organiza-
tional improvement.  

�   Simulation methods  include the case method, role playing, behavior model-
ing, interactive simulations for virtual teams, virtual reality, the in-basket 
technique, and business simulations.  

�   On-the-job training methods  include orientation training, apprenticeships, 
on-the-job training, near-the-job training (using identical equipment but 
away from the job itself), job rotation, committee assignments (or junior ex-
ecutive boards), understudy assignments, on-the-job coaching, and perfor-
mance management.    

    In the context of developing interpersonal skills, training methods are typi-
cally chosen to achieve one or more of three objectives:

�  Promoting self-insight and environmental awareness—that is, an under-
standing of how a person’s actions affect others and how a person is viewed 
by others. For example, at Parfums Stern, employees act out customer/sales-
person roles to better understand customers’ emotions. Wendy’s Interna-
tional videotapes customers with disabilities; in one video a blind person 
asks that change be counted out loud. Meridian Bancorp has workers walk 
with seeds in their shoes to simulate older customers’ corns and calluses.  76    

�  Improving the ability of managers and lower-level employees to make deci-
sions and to solve job-related problems in a constructive fashion.  

�  Maximizing the desire to perform well.    

  ETHICAL DILEMMA 
 Diversity Training—Fad or Here to Stay? 

 Diversity training is flourishing at the highest 
reaches of U.S. business. American Air-
lines, Coca-Cola, Procter & Gamble, and 
The  New York Times  are all engaged 
in one form or another. All are built 
on the assumption that “Understand-
ing breeds better relationships.”  77   
Fair enough. However, some diversity 
consultants promise corporations they 
will increase their profits by “empower-
ing their whole workforce.” How would 

a company support that claim? To some, the 
preferred solution to the problems of 

 measurement and description is to 
 declare them irrelevant and proceed 
on faith alone.  78   
 Is this ethically justifiable in light 
of the principles of sound training 

practice—needs assessment, careful 
specification of objectives, and then 

evalua tion of training in terms of the origi-
nal objectives?  



 Chapter 8 Workplace Training 309

    To choose the training method (or combination of methods) that best fits a 
given situation,  first define carefully what you wish to teach.  That is the pur-
pose of the needs-assessment phase. Only then can you choose a method that 
best fits these requirements. To be useful, the method should meet the minimal 
conditions needed for effective learning to take place; that is, the training 
method should

�  Motivate the trainee to improve his or her performance.  
�  Clearly illustrate desired skills.  
�  Allow the trainee to participate actively.  
�  Provide an opportunity to practice.  
�  Provide timely feedback on the trainee’s performance.  
�  Provide some means for reinforcement while the trainee learns.  
�  Be structured from simple to complex tasks.  
�  Be adaptable to specific problems.  
�  Encourage positive transfer from the training to the job.       

  EVALUATING TRAINING PROGRAMS  

 To evaluate training, you must systematically document the outcomes of the 
training in terms of how trainees actually behave back on their jobs and the rel-
evance of that behavior to the objectives of the organization.  79   To assess the util-
ity or value of training, we seek answers to questions such as the  following:

    1.   Have trainees achieved a specific level of skill, knowledge, or perfor-
mance?  

   2.   Did change occur?  
   3.   Is the change due to training?  
   4.   Is the change positively related to the achievement of organizational 

goals?  
   5.   Will similar changes occur with new participants in the same training 

program?  80      

    In evaluating training programs, it is important to distinguish targets of 
evaluation (training content and design, changes in learners, and organiza-
tional payoffs) from data-collection methods (e.g., with respect to organiza-
tional payoffs, cost-benefit analyses, ratings, and surveys).  Figure 8–3  presents 
a model that illustrates these distinctions. Targets and methods are linked 
through the options available for measurement, that is, its focus (e.g., with 
 respect to changes in learners, the focus might be cognitive, affective, or 
 behavioral changes). Finally, targets, focus, and methods are linked to the pur-
pose of the evaluation—feedback (to trainers or learners), decision making, 
and marketing. 
    Consider organizational payoffs, for example. The focus might be on trans-
fer of training (e.g., transfer climate, opportunity to perform, on-the-job behav-
ior change), on results (performance effectiveness or tangible outcomes to a 
work-group or organization), or on the financial impact of the training (e.g., 
through measures of return-on-investment or utility analysis).    
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 ADDITIONAL CONSIDERATIONS IN MEASURING 
THE OUTCOMES OF TRAINING  

 Regardless of the measures used, our goal is to be able to make meaningful in-
ferences and to rule out alternative explanations for results (e.g., lengthened 
job experience, outside economic events, changes in supervision or perfor-
mance incentives). To do so, it is important to administer the measures accord-
ing to some logical plan or procedure (experimental design) (e.g., before and 
after training as well as to a comparable control group). 
    To rule out these rival explanations for the changes that occurred, it is 
 essential to design a plan for evaluation that includes  before  and  after  measure-
ment of the trained group’s performance relative to that of one or more untrained 
control groups. (However, when it is relatively costly to bring participants to an 
evaluation and administration costs are particularly high, after-only measure-
ment of trained and untrained groups is best.  81  ) Match members of the  untrained 
control group as closely as possible to those in the trained group.  Table 8–1  
shows a standard design for such a study. If the outcomes of the training are 
positive, the untrained control group at time 1 may become the trained group 
at a later time. It is important to note that the posttraining appraisal of perfor-
mance should not be done sooner than three months (or more) following the 
training so that the trainees have an opportunity to put into practice what they 
have learned. 

  Figure 8–3   

    An integrative 
model of training 
evaluation.   
 ( Source:  Kraiger, K. 

(2002) Decision-based 

evaluation. In K.

Kraiger (Ed.),  Creating, 
implementing, and 
managing effective 
training and develop-
ment.  San Francisco: 

Jossey-Bass, p. 343.) 
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    Finally, the impact of training on organizational results is the most signifi-
cant, but most difficult, effect to demonstrate.  Measures of results are the bot-
tom line of training success.  Exciting developments in this area have come 
from recent research showing how the general utility equation (Equation 7–1 
on page 275) can be modified to reflect the dollar value of improved job perfor-
mance resulting from training.  82   Utility formulas are now available for evaluat-
ing the dollar value of a single training program compared to a control group, a 
training program re-administered periodically (e.g., annually), and a compari-
son between two or more different training programs.   

  Table 8–1 

 A TYPICAL BEFORE-AFTER DESIGN FOR ASSESSING TRAINING 
OUTCOMES 

              Trained group     Untrained group    

   Pretest   Yes   Yes  

  Training   Yes   No  

  Posttest   Yes   Yes     

  COMPANY EXAMPLE  EXECUTIVE COACHING   
 External coaches are often used to help talented executives who are in trouble 
because of behavioral or style deficiencies, or to help them lead critical transi-
tions, such as having to lead a major change effort.  84   The process usually pro-
ceeds through several stages: contracting and problem definition, assessment, 
feedback, action planning, implementation, and follow-up. At any stage in the 
process, however, new data may result in looping back to an earlier stage.  85   
   Manchester International, a global purveyor of executive-coaching ser-
vices, recently surveyed its customers on what they had gotten out of Manches-
ter’s programs. Bear in mind that the results came from  customers , not the firm 
itself. The respondents were executives from large (mostly  Fortune  1,000) com-
panies who had participated either in “change-oriented” coaching, aimed at 
improving certain behaviors or skills, or “growth-oriented” coaching, designed 
to sharpen overall job performance. The programs lasted from six months to a 
year. About 60 percent of the executives were ages 40 to 49—a prime age 
bracket for career retooling. Half held positions of vice president or higher, and 
a third earned $200,000 or more per year. 
  Asked for a conservative estimate of the monetary payoff from the coaching 
they got, almost 3 in 10 (28 percent) claimed that they had learned enough to 
boost quantifiable job performance—whether in sales, productivity, or profits—
by $500,000 to $1 million since they took the training. They also reported bet-
ter relationships with direct reports (77 percent), bosses (71 percent), peers 
(63 percent), and clients (37 percent) and cited a marked increase in job satis-
faction (61 percent) and organizational commitment (44 percent), meaning they 
were less likely to quit than they were before.  86   

 Does It Pay Off?  82   
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  NEW-EMPLOYEE ORIENTATION: AN OVERVIEW  

 An often neglected part of the training enterprise is the orientation of new 
employees to the company and its culture. Because most turnover occurs dur-
ing the first few months on the job (at Marriott, 40 percent of the new employ-
ees who leave do so during the first three months  90  ), failure to provide a 
thorough orientation can be a very expensive mistake.  91   Let’s consider what 
progressive companies are doing in this area. 
    One definition of    orientation    is “familiarization with and adaptation to a situ-
ation or an environment.” While 8 out of every 10 organizations in the United 
States that have more than 50 employees provide orientation, the time and effort 
devoted to its design, conduct, and evaluation are woefully inadequate. In prac-
tice, orientation is often just a superficial indoctrination into company philoso-
phy, policies, and rules; sometimes it includes the presentation of an employee 
handbook and a quick tour of the office or plant. This can be costly. Here is why. 
    In one way, a displaced worker from the factory who is hired into another 
environment is similar to a new college graduate. Upon starting a new job, both 
will face a kind of culture shock. As they are exposed for the first time to a new 
organizational culture, both find that the new job is not quite what they imag-
ined it to be. In fact, coming to work at a new company is not unlike visiting a 
foreign country. Either you are told about the local customs, or else you learn 
them on your own by a process of trial and error. An effective orientation pro-
gram can help lessen the impact of this shock. But there must be more, such as 

  While these payoffs sound wonderful, remember that they are self-reports, 
not the result of experimental research that used a control group or before-and-
after measurement of outcomes. When that kind of research has been done, 
evidence shows that coaching improves managers’ use of 360-degree feedback 
by helping them set specific goals for improvement and solicit ideas for 
 improvement. Those actions lead to improved performance.  87   
  Remember, not all coaches are equally proficient in what they do, and not 
every executive is equally likely to change from coaching.  88   The best coaches 
are empathetic, supportive, practical, and self-confident, but do not appear to 
know all the answers or tell others what to do. To be receptive to coaching, 
employees need to be open-minded and interested, not defensive and close-
minded. Both parties need to be coached to take risks in the relationship. To 
evaluate a prospective coach, consider asking questions such as the following. 
Experienced coaches should have good answers to each of them:

�  Whom have you worked with, and in what types of organizations, jobs, and 
levels?  

�  What processes do you build in to ensure that you get results?  
�  What kind of assessment will we go through to focus on the right things 

for me?  
�  What is your approach to help me learn new things?  
�  How can we know we have achieved what we set out to achieve?  
�  Who would you turn down, and why?  89        



 Chapter 8 Workplace Training 313

a period of    socialization,    or learning to function as a contributing member of 
the corporate “family.” A well-designed new-employee orientation will facili-
tate socialization. The payoff? Higher levels of commitment to the organization, 
along with a deeper understanding of its goals, values, history, and people.  92   
    The cost of hiring, training, and orienting a new person is far higher than 
most of us realize. For example, Merck & Co., the pharmaceutical giant, found 
that—depending on the job—turnover costs are 1.5 to 2.5 times the annual sal-
ary paid for the job.  93   Moreover, because the turnover rate among new college 
hires can be as great as 50 percent during the first 12 months, such costs can be 
considerable. 
    A new employee’s experiences during the initial period with an organiza-
tion can have a major impact on his or her career. A new hire stands on the 
boundary of the organization—certainly no longer an outsider but not yet em-
braced by those within. There is great stress. The new hire wants to reduce this 
stress by becoming incorporated into the “interior” as quickly as possible. Con-
sequently, during this period an employee is more receptive to cues from the 
organizational environment than she or he is ever likely to be again. Such cues 
to proper behavior may come from a variety of sources; for example, 

�  Official literature of the organization.  
�  Examples set by senior people.  
�  Formal instructions given by senior people.  
�  Examples given by peers.  
�  Rewards and punishments that flow from the employee’s efforts.  
�  Responses to the employee’s ideas.  
�  Degree of challenge in the assignments the employee receives.    

    Special problems may arise for a young new employee whose life until 
now has been spent mainly in an educational setting. As she approaches her 
first job, the recent graduate may feel motivated entirely by personal creativity. 
She is information rich but experience poor, eager to apply her knowledge to 
new processes and problems. Unfortunately, there are conditions that may sti-
fle this creative urge. During her undergraduate days, the new employee exer-
cised direct control over her work. Now she faces regular hours, greater 
restrictions, possibly a less pleasant environment, and a need to work through 
other people—often finding that most of the work is mundane and unchalleng-
ing. In short, three typical problems face the new employee:

    1.    Problems in entering a group.  The new employee asks herself whether she 
will (a) be acceptable to the other group members, (b) be liked, and (c) be 
safe—that is, free from physical and psychological harm. These issues 
must be resolved before she can feel comfortable and productive in the 
new situation.  

   2.    Naive expectations.  Organizations find it much easier to communicate factual 
information about pay and benefits, vacations, and company policies than 
information about employee norms (rules or guides to acceptable behavior), 
company attitudes, or “what it really takes to get ahead around here.” Sim-
ple fairness suggests that employees ought to be told about these intangi-
bles. The bonus is that being up front and honest with job candidates 
produces positive results. As we saw in Chapter 6, the research on realistic 
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job previews (RJPs) indicates that job acceptance rates will likely be lower 
for those who receive an RJP, but job survival rates will be higher.  94    

   3.    First-job environment.  Does the new environment help or hinder the new 
employee trying to climb aboard? Can peers be counted on to socialize the 
new employee to desired job standards? How and why was the first job 
assignment chosen? Is it clear to the new employee what she or he can 
expect to get out of it?    

    To appreciate the kinds of problems a new employee faces, consider how 
Dave Savchetz, plant manager of Ford Motor Company’s Kansas City, Missouri, 
factory, describes his first day on the job 20 years ago:  95   

     It was a shock. To be honest, it was pretty traumatic. You got hired in this group of 
30 people you’ve never met, and you sign a form, and the foreman comes in, and 
you walk out into this factory. And it’s just the first time, you know? Things are 
moving, and you just look around, and you go, “What’s going on here?” Quite 
frankly, the first day I got lost.   

   In fact, the first year with an organization is the critical period during which an 
employee will or will not learn to become a high performer. The careful match-
ing of company and employee expectations during this period can result in 
positive job attitudes and high standards, which then can be reinforced in new 
and more demanding jobs.    

 PLANNING, PACKAGING, AND EVALUATING AN 

ORIENTATION PROGRAM  

 Typically some time will elapse between the acceptance of a job and the actual 
start date. Some companies use this time to begin the orientation process. Lati-
tude Communications actually sends out business cards to potential employees 
prior to their arrival on the job.  96   One West Coast company mails correspondence 
to the new employee’s home, indicating how happy it is that the new employee 
will be joining the company’s team. It also sends the employee handbook, along 
with information about the geographical area, as well as major, ongoing projects 
in the department where the new employee will be working. The company then 
follows up with a personal phone call to answer any new or outstanding ques-
tions that the new employee may have. Lastly, it calls the new employee the day 
before he or she is scheduled to begin work. This all occurs  before  the employee 
actually reports!  97   By this time, the new employee probably feels extremely wel-
come and will be quite comfortable during the first day on the job. 
    At a broad level, new employees need specific information in the following 
areas:  98   

�  Company standards, expectations, goals, history, politics (information about 
formal and informal power structures), and language (knowledge of the 
organization’s acronyms, slang, and jargon).  

�  Social behavior, such as approved conduct, the work climate, and getting to 
know fellow workers and supervisors.  

�  Technical aspects of the job so that they can become proficient and per-
form well.    
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    Does it make a difference how this information is presented? Actually it 
does. A study that compared group-based, social orientation to a multimedia, 
computer-based orientation found that exposure to computer-based orientation 
produced lower levels of socialization in socially rich areas (people, politics, 
and organizationals goals and values) and no significant differences on the 
 dimensions of history, language, and performance proficiency.  99   These results 
are consistent with the findings of another study, namely, that newcomers’ self-
 efficacy (belief that they can succeed), proactive behavior, and organizational 
socialization tactics (formal, structured versus individualized) all contribute to 
newcomers’ positive adjustment to the organization. Those kinds of behaviors 
are more likely to happen in a structured, formalized social setting rather than 
an individual one. When orientation is more individualized, newcomers are 
less likely to seek feedback and information, to build relationships, and to 
 socialize.  100   
    Be sure to avoid these approaches to orientation:  101   

�   An emphasis on paperwork.  After completing forms required by the HR 
department, either manually or, preferably, online, the new employee is 
given a cursory welcome. Then the employee is directed to his or her im-
mediate supervisor. The likely result: The employee does not feel like part 
of the company. In contrast, Hewlett-Packard sends out company forms to 
be completed  prior  to the first day on the job. That way the new employee 
can spend the first day meeting people and adjusting to the company’s cul-
ture and work environment.  102     

�   A sketchy overview of the basics.  A quick, superficial orientation, and the 
new employee is immediately put to work—sink or swim.  

�   Mickey Mouse assignments.  The new employee’s first tasks are insignificant 
duties, supposedly intended to teach the job “from the ground up.”  

�   Suffocation.  Giving too much information too fast is a well-intentioned but 
disastrous approach, causing the new employee to feel overwhelmed and 
suffocated.    

    We know from other companies’ mistakes what works and what does not. For 
example, consider how The Container Store handles new employee orientation. 

  COMP ANY EXAMPLE  THE CONTAINER STORE  

 Listen as Barbara Anderson, of Dallas-based The Container Store, a perennial 
member of  Fortune  magazine’s “100 Best Companies to Work for in America,” 
describes Foundation Week: “Our orientation begins with the interview pro-
cess. Full-time employees will have a minimum of three interviews with three 
different people, which is very unusual for retail,” says Anderson. “But we 
want the right fit. We have a quirky culture, and spend a lot of time talking 
about how and why we do business the way we do.” 
  Anderson says that her company went from doing absolutely nothing for 
orientation when the company started in 1978, to the structured Foundation 
Week that has been in place since 1996. “We started years ago with two hours 
of orientation, and then four, after which employees were given an apron and 
told to go to work,” she says. “We lost a lot of good people that way—they 
couldn’t learn by osmosis.”  Foundation Week  103   
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  The Container Store today has a formatted approach to orientation that 
Anderson says layers information. “Each layer goes back to reinforce what the 
employee learned the day before. By the end of the week, the new employee has 
heard the most important things five different times from five different people.” 
  Day One of Foundation Week begins with philosophy and time with the 
store manager. “This day usually blows people away—the fact that the manager 
spends most of the day talking to them,” says Anderson. “Right away, they 
know they’re in a different culture.” 
  “Many companies spend the first day on where to park and benefits—
boring!” says Anderson, who intersperses this kind of information in a cross-
word puzzle format. “Employees have a handbook and an assignment before 
they start, and we tell them to come prepared for discussion.” 
  Day Two progresses to visual information. “This is very important,” says 
Anderson. “We show them how we get the product into the store, how we put 
it on the shelves, how we make signs.” Anderson says that during Foundation 
Week, new hires actually work as full-fledged store employees—without the 
apron. But because of the training they receive during this week, she says, 
“When they do put on their aprons and go out on the floor, right away they can 
be productive and have something to do.” 
  On Day Three, employees spend time with salespeople, learning the different 
sections of the store and the various selling techniques for each section. Day Four 
teaches the employee different roles like that of host (greeter) and cashier, and 
how to provide customer service in these roles. The employee learns about inven-
tory and back-room operations on Day Five, and gets a recap with the manager. 
  “Then we have a ceremony that cheers on the new employees,” says 
 Anderson. “And that is when they get their apron. The psychological effect of 
having to wait for that apron is incredible.” 
  Although it’s difficult to attribute retention to a single factor like a good 
orientation program, Anderson believes that starting employees out right cer-
tainly helps with her company’s low turnover. According to the Washington, 
D.C.–based National Retail Federation, average turnover rates for store manag-
ers, full-time employees, and part-time employees in most businesses are 
33.6, 73.6, and 124.3 percent, respectively. In comparison, Anderson says that 
The Container Store’s turnover rate, which includes part-time and seasonal 
 employees, is 25 to 30 percent. 
  Anderson believes the time in Foundation Week is well spent. “We have a 
productive employee much more quickly, rather than a warm body trying to 
sell.” In the past, when The Container Store didn’t do orientation this way, 
employees did not have the same self-confidence. She says: “Whenever we 
short this, we set the employee back about three months.”   

  Orientation Follow-Up 

 The worst mistake a company can make is to ignore the new employee after 
orientation. Almost as bad is an informal open-door policy: “Come see me 
sometime if you have any questions.” Many new employees are simply not asser-
tive enough to seek out the supervisor or HR representative—more than likely, 
they fear looking dumb. What is needed is formal and systematic orientation 
follow-up; for example, National Semiconductor uses focus groups of randomly 
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selected new employees to find out what they like and don’t like.  104   It found 
that many of the topics covered during orientation need to be explained briefly 
again—once the employee has had the opportunity to experience them first-
hand. This is natural and understandable in view of the blizzard of information 
that often is communicated during orientation. In completing the orientation 
follow-up, review a checklist of items covered with each new employee or 
small group of employees to ensure that all items were in fact covered. Then 
make sure that the completed checklist is signed by the supervisor, the HR 
representative, and the new employee.   

 Evaluation of the Orientation Program 

 At least once a year, review the orientation program to determine if it is meeting 
its objectives and to identify future improvements. To improve orientation, you 
need candid, comprehensive feedback from everyone involved in the program. 
There are several ways to provide this kind of feedback: through roundtable 
discussions with new employees after their first year on the job, through in-
depth interviews with randomly selected employees and supervisors, and 
through questionnaires for mass coverage of all recent hires. Now let’s consider 
some important lessons that any company can use.     

 LESSONS LEARNED  

 As a result of The Container Store’s experience and the recent experiences of 
many other companies, we offer the following considerations to guide the pro-
cess of orienting new employees. They apply to any type of organization, large 
or small, and to any function or level of job:  105   

   1.   The impressions formed by new employees within their first 60 to 90 
days on a job are lasting.  

   2.   Day 1 is crucial—new employees remember it for years. It must be managed 
well.  

   3.   New employees are interested in learning about the total organization—and 
how they and their unit fit into the big picture. This is just as important as is 
specific information about the new employee’s own job and department. For 
example, new employees at Corning go through an intranet scavenger hunt 
that requires them to use information learned during orientation and to dem-
onstrate that they are comfortable with using the company’s intranet system.  

   4.   Give new employees major responsibility for their own orientation, 
through guided self-learning, but with direction and support. For exam-
ple, AT&T has its orientation program on CD-ROM so that employees can 
self-pace their learning.  106    

   5.   Avoid information overload—provide it in reasonable amounts.  
   6.   Recognize that community, social, and family adjustment is a critical 

 aspect of orientation for new employees.  
   7.   Make the immediate supervisor ultimately responsible for the success of 

the orientation process.  
   8.   Thorough orientation is a “must” for productivity improvement. It is a 

vital part of the total management system—and therefore the foundation 
of any effort to improve employee productivity.     
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    These lessons are exciting and provocative. They suggest that we should be at 
least as concerned with preparing the new employee for the social context of 
his or her job and for coping with the insecurities and frustrations of a new 
learning situation as with the development of the technical skills necessary for 
job performance.  

  TECHNOLOGY-DELIVERED INSTRUCTION (TDI) CATCHES ON   

 Technical as well as personal concerns may limit the growth of TDI. Bandwidth 
is a key requirement. Although this is changing rapidly, at least some people 
still do not have access to high-speed, dedicated Internet connections. When 
employees are parked in front of a standard dial-up connection, downloading a 
course’s sound, video, and detailed color photographs seems to take forever. 
Under those circumstances, interest wanes, along with motivation. 
  A second concern is that TDI transfers more control to learners to make 
decisions about what and how to learn. In this case, high personal control can 
have a negative effect, especially among low-ability or inexperienced learners. 
One promising technique is to supplement learner control with adaptive guid-
ance, that is, additional information that trainees need take in order to make 
effective decisions about the best ways to allocate their efforts and to improve 
their performance. Even with such guidance, however, TDI seems less appro-
priate for teaching interpersonal skills. 
  Personal concerns are another potential obstacle. Following classroom 
training, it is not unusual for employees to state emphatically that the best part 

 Human Resource 
Management 
in Action: 
Conclusion 

 IMPACT OF TRAINING AND DEVELOPMENT ON PRODUCTIVITY,

QUALITY OF WORK LIFE, AND THE BOTTOM LINE 

 Does training work? One investigation reported 
the following returns on investment (ROI) for 
various types of training: 5:1 (behavior modifi-
cation), 4.8:1 (customer service), 13.7:1 (team 
training), 15:1 (role of the manager), and 
21:1 (sales training).  107   At a more gen-
eral level, the literature on training 
evaluation shows that while the po-
tential returns from well-conducted 
training programs can be substantial, 
there is often considerable variability 
in the effectiveness with which any 
given training method or content area is 
implemented.  108   As we have seen, considerable 
planning (through needs analysis) and follow-
up program-evaluation efforts are necessary 

in order to realize these returns. Given the pace 
of change in modern society and technology, 
retraining is imperative to enable individuals 
to compete for or retain their jobs and to enable 

organizations to compete in the marketplace. 
In recruiting and retaining a diverse 

workforce, for example, a  WetFeet.com  
study reported that “opportunities for 
training and career development” was 
the number 1 feature that candidates 

demand.  109   Continual investments in 
training and learning are therefore es-

sential, as they have such direct impacts 
on the productivity of organizations and on the 
quality of work life of those who work in 
them. 
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of the learning experience was the network of personal relationships they de-
veloped in the course of their training. That kind of camaraderie doesn’t form 
as easily with TDI, although meta-analyses of Web-based versus classroom 
training show that the methods are equally effective in imparting knowledge. 
Moreover, unless firms must reserve time for learning on company time, em-
ployees have to find time on their own. 
  Although some people may relish the opportunity to squeeze in a little 
training via a computer or CD at home, on a plane, or in a hotel room, others 
may regard after-hours training as an unwarranted intrusion on their personal 
time. This raises an interesting question. If a company does not provide time 
for training during regular working hours, is it arbitrarily extending the work-
day? Some firms, such as GlaxoSmithKline, urge managers to provide time for 
training during the work day. Other employers provide tools to help employees 
carve training time out of their work days. Cisco Systems gives employees po-
lice tape to stretch across their cubicle doors. Others hand out signs saying 
“Learning in Progress.” As learning becomes more a part of every job—and of 
day-to-day life—more companies will develop policies on these issues. 
  Suppose you are considering offering TDI to your employees. Experts say 
that it is critical to test drive each potential course from the vendor. Experience 
the course. See how easy it is to navigate the site, how fast it loads, and if it 
provides quality take-home information. Are all elements of the course inte-
grated? Is technical support available 24/7? An online course won’t be of much 
use if employees can’t access it or can’t get help with it anytime they want. In-
adequate support equals frustrated learners. 
  Start with a pilot group and test out the product. If your firm has limited 
funds, ask for a free tryout. Train several people for free before investing  further. 

 IMPLICATIONS FOR MANAGEMENT PRACTICE 

 One of the greatest fears of managers and lower-
level employees is obsolescence. Perhaps the 
Paul principle    expresses this phenomenon most 
aptly: Over time, people become uneducated, 
and therefore incompetent, to perform at a level 
they once performed at adequately.  110   Training is 
an important antidote to obsolescence, but 
it is important to be realistic about what 
training can and cannot accomplish. 

 1.   Training cannot solve all kinds of 
performance problems. In some 
cases, transfer, job redesign, 
changes in selection or reward 
 systems, or discipline may be more 
 appropriate. 

 2.   Because productivity (the value of out-
puts per unit of labor) is a characteristic 

of a system, such as a firm or an indus-
try, and not of an individual, changes 
in individual or team performance are 
only one possible cause of changes in 
productivity.  111   

 3.  As a manager, you need to ask yourself 
three key questions: 

�   Do we have an actual or a potential 
performance problem for which train-
ing is the answer?  
�   Have we defined what is to be 
learned and what the content of 

 training should be before we choose a 
particular training method or tech-

nique?  
�  What kind of evaluation procedure will we 

use to determine if the benefits of the train-
ing outweigh its costs?     
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Solicit feedback, and then entice other employees to try it out. How? By pro-
moting it in new-employee orientation programs or encouraging managers to 
list it as a goal in performance reviews.    
    A final issue is this. Who profits most from e-learning? A recent study 
found considerable variability in the amount of time participants spent on each 
module and the time they spent practicing what was taught. Not surprisingly, 
employees who learned most from this type of learning environment were 
those who completed more of the practice opportunities made available and 
took more time to complete the experience. 

 SUMMARY 

 The pace of change in our society is forcing employees at all levels continually 
to acquire new knowledge and skills. In most organizations, therefore, lifelong 
training is essential. To be maximally effective, training programs should fol-
low a three-phase sequence: needs assessment, implementation, and evalua-
tion. First define clearly what is to be learned before choosing a particular 
method or technique. To define what is to be learned, a continuous cycle of 
organization analysis, demographic analysis, operations analysis, and analysis 
of the training needs of employees is necessary. 
  Then, relate training needs to the achievement of broader organizational 
goals and ensure that they are consistent with management’s perceptions of 
strategy and tactics. Beyond these fundamental concerns, principles of learning—
goal setting, behavior modeling, meaningfulness of material, practice, feedback, 
and transfer of training—are essential considerations in the design of any train-
ing program. Choose a particular technique according to the degree to which it 
fits identified needs and incorporates the learning principles. 
  In evaluating training programs, it is important to distinguish targets of eval-
uation (training content and design, changes in learners, and organizational 
payoffs) from data-collection methods (e.g., with respect to organizational pay-
offs, cost-benefit analyses, ratings, and surveys). However, measures of the im-
pact of training on organizational results are the bottom line of training success. 
Fortunately, advances in utility analysis now make evaluations possible in terms 
of economic benefits and economic costs. 
  One of the most neglected areas of training is new-employee orientation. 
Clearly, a new employee’s initial experience with a firm can have a major effect 
on his or her later career. To maximize the impact of orientation, it is important 
to recognize that new employees need specific information in three major ar-
eas: (1) company standards, expectations, goals, history, politics, and language; 
(2) social behavior; and (3) technical aspects of the job. While some aspects of 
orientation can be handled via computer (e.g., forms completion, history of the 
organization), the more socially rich areas should not. Rather, use a formal, 
social-based program to do that, and be sure to involve HR as well as non-HR 
executives and employees in the process. An orientation follow-up is essential 
(e.g., after one week and one month by the supervisor, and after one month and 
every few months thereafter by an HR representative) to ensure proper quality 
control plus continual improvement.   
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  training    

  training paradox    

  assessment phase    

  training and development phase    

  evaluation phase    

  organization analysis    

  demographic analysis    

  operations analysis    

  individual analysis    

  pre-employment training programs    

  goal theory    

  Pygmalion effect    

  behavior modeling    

  meaningfulness (of material)    

  overlearning    

  distributed practice    

  massed practice    

  feedback    

  transfer of training    

  action learning    

  team    

  team-coordination training    

  cross-training    

  guided team self-correction    

  organization development    

  orientation    

  socialization    

  Paul principle       

 KEY TERMS  

 DISCUSSION QUESTIONS  

   8–1.   Would you be able to recognize a sound training program if you saw one? What 
features would you look for?  

   8–2.   How does goal-setting affect trainee learning and motivation?  
   8–3.   Outline an evaluation procedure for a training program designed to teach sales 

principles and strategies.  
   8–4.   Why do organizations so frequently overlook new-employee orientation?  
   8–5.   Think back to your first day on the most recent job you have held. What could 

the organization have done to hasten your socialization and your adjustment to 
the job?     

 APPLYING YOUR KNOWLEDGE   

 Case 8–1  Evaluating Training at Hutchinson Inc. 

  Hutchinson Inc. is a large insurance brokerage firm operating out of Seattle,  Washington. 
The company was founded in 1922 by John Hutchinson, Sr., great-grandfather of the 
current president. Hutchinson offers a complete line of insurance services for both indi-
viduals and business firms. As is true with other insurance companies, Hutchinson 
emphasizes sales. In fact, more than half of all corporate employees are involved in 
sales to some degree.  
 Because the sales activity is so important to Hutchinson, the company spends a 
considerable amount of time, effort, and money in sales training. Its training director, 
Tom Jordan, is constantly on the lookout for new training techniques that can improve 
sales and profits. He recently uncovered one that he had never heard of before, but 
which seemed to have some promise. He immediately scheduled a meeting with his 
boss, Cathy Archer, vice president for human resources at Hutchinson, to discuss the 
possibility of sending some salespeople to this new training course.        
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   Cathy:    Come in, Tom. What’s this I hear about a new sales-training course?  
   Tom:     Well, as you know, Cathy, I always try to keep up-to-date on the latest in  training 

techniques so that we can remain competitive. I got a flyer yesterday in the mail 
announcing a new approach to sales training. The course is offered by a guy 
named Bagwan Shri Lansig. Apparently, the course involves flying  trainees off 
to a secluded spot in the mountains of Oregon where they undergo a week of 
intensive training, personal-growth exercises, synchronized  chanting, and tran-
scendental meditation. The brochure is brimming with personal testimonials 
from “million-dollar” salespeople who claim to have been helped  immeasurably 
by the training. I already have 10 people in mind to send to the training session 
next month, but before I speak with them, I thought I’d run it by you.  

   Cathy:    How much does it cost?  
   Tom:     It’s not bad. Only $4,500 per person. And there’s a 10 percent discount if we 

send more than five people.  
   Cathy:     I don’t know, Tom. That sounds a little steep to me. Besides, John has been bug-

ging me again about the results of our last training effort. He wants to know 
whether all the money we’re spending on sales training is really paying off. As 
you know, sales and profits are down this quarter, and John is looking for places 
to cut corners. I’m afraid that if we can’t demonstrate a payoff somehow for our 
training courses, he is going to pull the rug out from under us.  

   Tom:     But we evaluate all our training programs! The last one got rave reviews from all 
the participants. Remember how they said that they hardly had time to  enjoy 
Hawaii because they were so busy learning about proper closing  techniques?  

   Cathy:     That’s true, Tom. But John wants more proof than just the reactions of the sales-
people. He wants something more tangible. Now before we buy into any more 
sales-training programs, I want you to develop a plan for evaluation of the 
training effort.      

 Questions  

   1.   What is meant by the statement that training is extremely “faddish”?  
   2.   How can Hutchinson Inc. avoid becoming a victim of the faddishness of the training 

business?  
   3.   Develop a detailed training-evaluation strategy that Tom can present to Cathy, which 

would provide evidence of the effectiveness of a particular training technique.     
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   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  What steps can I, as a manager, take to make the performance-management 

process more relevant and acceptable to those who will be affected by it? 

  2.  How can we best fit our approach to performance management with the 

strategic direction of our department and business? 

  3.  Should managers and nonmanagers be appraised from multiple 

perspectives, for example, by those above, by those below, by co-equals, 

and by customers? 

  4.  What strategy should we use to train raters at all levels in the mechanics of 

performance management and in the art of giving feedback? 

  5.  What would an effective performance-management process look like?  
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 PERFORMANCE REVIEWS: THE DILEMMA 
OF FORCED RANKING  *   

  In companies across the country, from General Electric to Hewlett-Packard, 
forced-ranking systems (also known as forced distributions or “rank and 
yank”)—in which all employees are ranked against one another and grades 
are distributed along some sort of bell-shaped curve—are creating a firestorm 
of controversy. In recent years employees have filed class-action lawsuits 
against Microsoft and Conoco as well as Ford, claiming that the companies 
discriminate in assigning grades. In each case a different group of disaffected 
employees brought the charges: older workers at Ford, African Americans 
and women at Microsoft, U.S. citizens at Conoco. When the American Asso-
ciation of Retired Persons (AARP) sued Goodyear for age discrimination, the 
company immediately abandoned its forced-ranking system. 
  Companies implement forced ranking in various ways. General Electric of-
fers its curve, comprised of top (20 percent), middle (70 percent), and  bottom 
(10 percent) categories, as a set of guidelines. Hewlett-Packard uses a 1:5 scale, 
with 15 percent of employees getting a 5 (the top grade) and 5 percent getting 
a 1. The percentage of employees getting 2, 3, and 4 varies. Finally, Microsoft 
ranks employees from 1 to 5. Most fall between 2.5 and 4.5. Yahoo! compares 
each employee to a standard rather than to peers, and has eliminated category 
labels altogether. The purpose is to improve the dialogue  between employees 
and managers by not focusing on which performance grade they were assigned. 
  Such systems have been around for decades, but thanks to a slowing economy 
and an increased focus on pay for performance, 20 percent of the  Fortune  1,000 (by 
one estimate) have instituted such forced rankings or gotten tougher with their 
existing systems. For example, at Hewlett-Packard a full 5 percent of its workforce 
now receive HP’s lowest grade, rather than the fuzzy 0 to 5 percent of years past. 
  Of course, one reason that employees are up in arms about forced rankings is 
that they suspect—often correctly—that managers game the system and that the 
rankings are a way for companies to rationalize firings more easily. Evidence 
indicates that doing so actually reduces the effectiveness of a performance-
management system. In fact, former General Electric CEO Jack Welch noted an 
important caution against implementing a forced distribution in  any   company: 

    I wouldn’t want to inject a vitality curve [i.e., a forced distribution] cold-
turkey into an organization without a performance culture already in 
place. Differentiation is hard stuff. Our curve works because we spent over 
a decade with candor and openness at every level.    

  In the conclusion to this case we will examine some of the arguments for 
and against the use of forced rankings, and explain the dilemma they pose, but 
in the meantime, what do you think? 

      Human Resource 
Management 

in Action 

*Sources: Murphy, K. R. (2008). Explaining the weak relationship between job performance and 
ratings of job performance. Industrial and Organizational Psychology, 1, 148–160; McGregor, 
J. (2006, Jan. 9). The struggle to measure performance. BusinessWeek, pp. 26–28; Welch, J., & 
Welch, S. (2006, Oct. 2). The case for 20-70-10. BusinessWeek, p. 108 ; Bates, S. (2003, June). 
Forced ranking. HRMagazine, pp. 63–68; Boyle, M. (2001, May 28). Performance reviews: Perilous 
curves ahead, Fortune, pp. 187–188. 
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   MANAGING FOR MAXIMUM PERFORMANCE  1   

  Consider the following situations:

�  The athlete searching for a coach who really understands her.  
�  The student scheduled to see his guidance counselor at school.  
�  The worker who has just begun working for a new boss.  
�  A self-managing work team and a supervisor about to meet to discuss objec-

tives for the next quarter.    

   What do these situations all have in common? The need to manage performance 
effectively—either at the level of the individual or of the work team. Think of 
   performance management    as a kind of compass, one that indicates a person’s 
actual direction as well as a person’s desired direction. Like a compass, the job of 
the manager (or athletic coach or school guidance counselor) is to indicate where 
that person is now, and to help focus attention and effort on the desired direction. 
    Unfortunately, the concept of performance management means something 
very specific, and much too narrow, to many managers. They tend to equate it 
with    performance appraisal    an exercise they typically do once a year to 
identify and discuss job-relevant strengths and weaknesses of individuals or 
work teams. This is a mistake! Would it surprise you to learn that in a recent 
international survey of 8,000 employees and managers, fully one-third of em-
ployees reported that their managers provided little or no assistance in improv-
ing their performance and that they had never had a formal discussion with 
their managers regarding their overall performance? Conversely, more than 
90 percent said that they would welcome the opportunity to have a real dialog 
about their performance and to discuss their potential for progress. Senior ex-
ecutives in the same survey said that having such an open and honest dialogue 
is one of the most difficult things they are required to do. Perhaps that is why 
as many as 70 percent of them fail to do it.  2   
    On the other hand, there are solid organizational payoffs for implementing 
strong performance-management systems, as a recent study found. Organizations 

  Challenges  

  1.   Do you support the use of forced rankings or not?  
  2.   If the criteria used to determine an employee’s rank are more qualitative 

than quantitative, does this undermine the forced-ranking system?  
  3.   Suppose all of the members of a team are superstars. Can forced ranking 

deal with that situation?    

 The chapter-opening vignette reveals just how complex performance manage-
ment can be, because it includes both developmental (feedback) and adminis-
trative (pay, promotions) issues, as well as both technical aspects (design of an 
appraisal system) and interpersonal aspects (appraisal interviews). This chap-
ter’s objective is to present a balanced view of the performance-management 
process, considering both its technical and its interpersonal aspects. Let’s begin 
by examining the nature of this process.      
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with such systems are 51 percent more likely to outperform their competitors 
on financial measures, and 41 percent more likely to outperform their com-
petitors on nonfinancial measures (e.g., customer satisfaction, employee reten-
tion, quality of products or services).  3   
    Obviously if performance management were easy to do, more firms would 
do it. One of the reasons it is difficult to execute well throughout an entire or-
ganization is that performance management demands daily, not annual, atten-
tion from every manager. It is part of a continuous process of improvement over 
time. 
    So what is the role of performance appraisal in the overall performance-
management process? Performance appraisal is a necessary, but far from suffi-
cient, part of performance management. Managers who are committed to 
moving from a performance-appraisal orientation to one of performance man-
agement tell us that the first step is probably the hardest, for it involves a break 
with tradition. Typically, appraisal is done annually, or in some firms, quar-
terly.  Performance management requires willingness and a commitment to fo-
cus on improving performance at the level of the individual or team every day . 
A compass provides instantaneous, real-time information that describes the 
difference between one’s current and desired course. To practice sound perfor-
mance management, managers must do the same thing—provide timely feed-
back about performance, while constantly focusing everyone’s attention on the 
ultimate objective (e.g., world-class customer service). 
    At a general level, the broad process of performance management requires 
that you do three things well:

    1.   Define performance.  
   2.   Facilitate performance.  
   3.   Encourage performance.    

   Let’s explore each of these ideas briefly.  

 Define Performance 

 A manager who defines performance ensures that individual employees or 
teams know what is expected of them, and that they stay focused on effective 
performance.  4   How does the manager do this? By paying careful attention to 
three key elements:  goals, measures , and  assessment . 
     Goal setting  has a proven track record of success in improving performance 
in a variety of settings and cultures.  5   How does it improve performance? Stud-
ies show that goals direct attention to the specific performance in question 
(e.g., percentage of satisfied customers), they mobilize effort to accomplish 
higher levels of performance, and they foster persistence for higher levels of 
performance.  6   The practical implications of this work are clear: Set specific, 
challenging goals, for this clarifies precisely what is expected and leads to high 
levels of performance.  7   On average, studies show, you can expect to improve 
productivity 10 percent by using goal setting.  8   
    The mere presence of goals is not sufficient. Managers must also be able to 
 measure  the extent to which goals have been accomplished. Goals such as 
“make the company successful” are too vague to be useful. Measures such as 
the number of defective parts produced per million or the average time to 
 respond to a customer’s inquiry are much more tangible. 
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    In defining performance, the third requirement is  assessment . Here is where 
performance appraisal comes in. Regular assessment of progress toward goals 
focuses the attention and efforts of an employee or a team. If a manager takes the 
time to identify measurable goals, but then fails to assess progress toward them, 
he’s asking for trouble. To define performance properly, therefore, you must do 
three things well: set goals, decide how to measure accomplishment, and provide 
regular assessments of progress. Doing so will leave no doubt in the minds of your 
people what is expected of them, how it will be measured, and where they stand 
at any given point in time. There should be no surprises in the performance-
management process—and regular appraisals help ensure that there won’t be.   

 Facilitate Performance 

 Managers who are committed to managing for maximum performance recog-
nize that one of their major responsibilities is to eliminate roadblocks to suc-
cessful performance.  9   Another is to provide adequate resources to get a job 
done right and on time, and a third is to pay careful attention to selecting em-
ployees, all of which are part of    performance facilitation.    
    What are some examples of  obstacles  that can inhibit maximum perfor-
mance? Consider just a few: outdated or poorly maintained equipment, delays 
in receiving supplies, inefficient design of work spaces, and ineffective work 
methods. Employees are well aware of these, and they are only too willing to 
identify them—if managers will only ask for their input. Then it’s the manager’s 
job to eliminate these obstacles. 
    Having eliminated roadblocks to successful performance, the next step is to 
 provide adequate resources —capital resources, material resources, or human 
resources. After all, if employees lack the tools to reach the challenging goals 
they have set, they will become frustrated and disenchanted. Indeed, one ob-
server has gone so far as to say “It’s immoral not to give people tools to meet 
tough goals.”  10   Conversely, employees really appreciate it when their employer 
provides everything they need to perform well. Not surprisingly, they usually 
do perform well under those circumstances. 
    A final aspect of performance facilitation is the  careful selection of em-
ployees.  After all, the last thing any manager wants is to have people who are 
ill-suited to their jobs (e.g., by temperament or training) because this often 
leads to overstaffing, excessive labor costs, and reduced productivity. In lead-
ing companies like Apple and Google, even top managers are expected to get 
actively involved in selecting new employees. Both companies typically 
 require even experienced software developers to go through five or six hours 
of intense interviews.  11   If you’re truly committed to managing for maximum 
performance, you pay attention to all of the details—all of the factors that 
might affect performance—and leave nothing to chance. That doesn’t mean 
that you are constantly looking over everyone’s shoulder. On the contrary, it 
implies greater self-management, more autonomy, and lots of opportunities to 
experiment, take risks, and be entrepreneurial.   

 Encourage Performance 

 The last area of management responsibility in a coordinated approach to 
performance management is    performance encouragement.    To encourage 
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 performance, especially repeated good performance, it’s important to do three 
more things well: (1)  provide a sufficient number of rewards that employees 
really value , (2)  in a timely  fashion, and (3)  in a fair manner.  
    Don’t bother offering rewards that nobody cares about, like a gift certificate 
to see a fortune teller. On the contrary,  begin by asking your people what’s most 
important to them —for example, pay, benefits, free time, merchandise, or 
special privileges. Then consider tailoring your awards program so that 
 employees or teams can choose from a menu of similarly valued options. 
    Next,  provide rewards in a timely manner , soon after major accomplishments. 
For example, North American Tool & Die Inc., a metal-stamping plant in San 
 Leandro, California, provides monthly cash awards for creativity. In one instance, 
an employee earned $1,000 (in 2008 dollars) for installing an oil-recycling 
 machine. The company uses large amounts of oil in 55-gallon drums to lubricate 
its giant metal-stamping machinery. The employee purchased an oil-recycling 
machine to filter the dirty oil so that it could be reused. The machine paid for 
itself in one month, and the company avoided potential toxic waste problems 
associated with disposal of the dirty oil. The employee received the reward 
within two weeks after the recycling machine began to operate. This is impor-
tant: If there is an excessive delay between effective performance and receipt of 
the reward, then the reward loses its potential to motivate subsequent high 
performance. 
    Finally, provide rewards in a manner that employees consider  fair . Fair-
ness is a subjective concept, but it can be enhanced by adhering to four impor-
tant practices:  12   

   1.   Voice—collect employee input through surveys or interviews.  
   2.   Consistency—ensure that all employees are treated consistently when seeking 

input and communicating about the process for administering rewards.  
   3.   Relevance—as noted earlier, include rewards that employees really care 

about.  
   4.   Communication—explain clearly the rules and logic of the rewards process.    

   In practice, there is much room for improvement. Thus, in a recent survey 
of 10,000 managers and employees, only 46% of the managers and 29% of 
the employees agreed with the statement, “My last raise was based on 
 performance.” 
    In summary, managing for maximum performance requires that you 
do three things well: define performance, facilitate performance, and en-
courage performance. Like a compass, the role of the manager is to provide 
orientation, direction, and feedback. These ideas are shown graphically in 
 Figure 9–1 .  

  Performance Management in Practice 

 A study by RainmakerThinking of more than 500 managers in 40 different 
 organizations found, unfortunately, that few managers consistently provide 
their direct reports with what Rainmaker calls the five management basics: 
clear statements of what’s expected of each employee, explicit and measurable 
goals and deadlines, detailed evaluation of each person’s work, clear feedback, 
and rewards distributed fairly. Can you see the similarity with the “Define, 



334 Part 3 Development

Facilitate, Encourage Performance” approach shown in Figure 9–1? Only 
10 percent of managers provide all five of the basics at least once a week. Only 
25 percent do so once a month. About a third fail to provide them even once a 
year!  13   Clearly there is much room for improvement.     

 PURPOSES OF PERFORMANCE-APPRAISAL SYSTEMS  

 As we have seen, performance appraisal plays an important part in the overall 
process of performance management. Hence, it is important that we examine 
it in some detail. Performance appraisal has many facets. It is an exercise in 
observation and judgment, it is a feedback process, and it is an organizational 
intervention. It is a measurement process as well as an intensely emotional 
process. Above all, it is an inexact, human process. Not surprisingly, therefore, 
it is judged effective in less than 10 percent of the organizations that use it.  14   
In view of such widespread dissatisfaction, why do appraisals continue to be 
used? What purposes do they serve? 
    In general, appraisal serves a twofold purpose: (1) to improve employees’ 
work performance by helping them realize and use their full potential in carry-
ing out their firms’ missions, and (2) to provide information to employees and 
managers for use in making work-related decisions. More specifically, apprais-
als serve the following purposes:

    1.    Appraisals provide legal and formal organizational justification for em-
ployment decisions  to promote outstanding performers; to weed out 
marginal or low performers; to train, transfer, or discipline others; to 
justify merit increases (or no increases); and as one basis for reducing 
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the size of the workforce. In short, appraisal serves as a key input for 
administering a formal organizational reward and punishment  system.  

   2.    Appraisals are used as criteria in test validation . That is, test results are 
correlated with appraisal results to evaluate the hypothesis that test 
scores predict job performance.  15   However, if appraisals are not done 
carefully, or if considerations other than performance influence  appraisal 
results, the appraisals cannot be used legitimately for any purpose.  

   3.    Appraisals provide feedback to employees  and thereby serve as vehicles 
for personal and career development.  

   4.    Appraisals can help to identify developmental needs of employees  and 
also to  establish objectives for training programs .  

   5.    Appraisals can help diagnose organizational problems  by identifying training 
needs and the personal characteristics to consider in hiring, and they also 
provide a basis for distinguishing between effective and ineffective 
 performers. Appraisal therefore represents the beginning of a process, rather 
than an end product.  16   These ideas are shown graphically in  Figure 9–2 .    

    Despite their shortcomings, appraisals continue to be used widely, espe-
cially as a basis for tying pay to performance.  17   To attempt to avoid these short-
comings by doing away with appraisals is no solution, for whenever people 
interact in organized settings, appraisals will be made—formally or informally. 
The real challenge, then, is to identify appraisal techniques and practices that 
(1) are most likely to achieve a particular objective, and (2) are least vulnerable 
to the obstacles listed above. Let us begin by considering some of the funda-
mental requirements that determine whether a performance-appraisal system 
will succeed or fail.   

  Requirements of Effective Appraisal Systems  

 Legally and scientifically, the key requirements of any appraisal system are rel-
evance, sensitivity, and reliability. In the context of ongoing operations, the key 
requirements are acceptability and practicality.  19   Let’s consider each of these. 
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   Relevance 
Relevance    implies that there are clear links between the performance standards 
for a particular job and organizational objectives and between the critical job 
elements identified through a job analysis and the dimensions to be rated on an 
appraisal form. In short, relevance is determined by answering the question 
“What really makes the difference between success and failure on a particular 
job, and according to whom?” The answer to the latter question is simple: the 
customer. Customers may be internal (e.g., your immediate boss, workers in 
another department) or external (those who buy your company’s products or 
services). In all cases, it is important to pay attention to the things that the cus-
tomer believes are important (e.g., on-time delivery, zero defects, information 
to solve business problems). 
     Performance standards    translate job requirements into levels of acceptable 
or unacceptable employee behavior. They play a critical role in the job analysis-
performance appraisal linkage, as  Figure 9–3  indicates. Job analysis identifies 
what  is to be done. Performance standards specify  how well  work is to be done. 
Such standards may be quantitative (e.g., time, errors) or qualitative (e.g., quality 
of work, ability to analyze market research data or a machine malfunction). 
  Relevance also implies the periodic maintenance and updating of job 
analyses, performance standards, and appraisal systems. Should the system 
be challenged in court, relevance will be a fundamental consideration in the 
arguments presented by both sides.   

ETHICAL DILEMMA
Performance-Appraisal Decisions

Performance appraisal actually encompasses 
two distinct processes: observation and 
judgment. Managers must observe per-
formance, certainly a representative 
sample of an employee’s performance, 
if they are to be competent to judge 
its effectiveness.18 Yet some managers 
assign performance ratings on the basis 

of small (and perhaps unrepresentative) 
samples of their subordinates’ work. 

 Others assign ratings based only on the 
subordinate’s most recent work. Is this 
ethical? And further, is it ethical to 
 assign performance ratings (either 
good or bad) that differ from what a 

manager knows a subordinate deserves?
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 Sensitivity 
    Sensitivity    implies that a performance-appraisal system is capable of distin-
guishing effective from ineffective performers. If it is not, and the best employ-
ees are rated no differently from the worst employees, then the appraisal system 
cannot be used for any administrative purpose. It certainly will not help em-
ployees to develop, and it will undermine the motivation of both supervisors 
(“pointless paperwork”) and subordinates. 
  A major concern here is the purpose of the rating. One study found that rat-
ers process identical sets of performance-appraisal information differently, de-
pending on whether a merit pay raise, a recommendation for further 
development, or the retention of a probationary employee is involved.  20   These 
results highlight the conflict between appraisals made for administrative pur-
poses and those made for employee development. Appraisal systems designed 
for administrative purposes demand performance information about differ-
ences  between  individuals, while systems designed to promote employee 
growth demand  information about differences  within  individuals. The two dif-
ferent types of information are not interchangeable in terms of purposes, and 
that is why  performance-management systems designed to meet both purposes 
are more complex and costly.   

 Reliability 
 A third requirement of sound appraisal systems is    reliability.    In this context it 
refers to consistency of judgment. For any given employee, appraisals made by 
raters working independently of one another should agree closely. In practice, 
ratings made by supervisors tend to be more reliable than those made by 
peers.  21   Certainly raters with different perspectives (e.g., supervisors, peers, 
subordinates) may see the same individual’s job performance very differently.  22   
To provide reliable data, each rater must have an adequate opportunity to ob-
serve what the employee has done and the conditions under which he or she 
has done it; otherwise, unreliability may be confused with unfamiliarity. 
  Note that throughout this discussion there has been no mention of the 
validity or accuracy of appraisal judgments. This is because we really do not 
know what “truth” is in performance appraisal. However, by making appraisal 
systems relevant, sensitive, and reliable—by satisfying the scientific and legal 
requirements for workable appraisal systems—we can assume that the result-
ing judgments are valid, as well.   

 Acceptability 
 In practice,    acceptability    is the most important requirement of all. HR pro-
grams must have the support of those who will use them, or human ingenuity 
will be used to thwart them. Unfortunately, many organizations have not put 
much effort into garnering the front-end support and participation of those who 
will use the appraisal system. We know this in theory, but practice is another 
matter. On the other hand, evidence indicates that appraisal systems that are 
acceptable to those who will be affected by them lead to more favorable reac-
tions to the process, increased motivation to improve performance, and 
 increased trust for top management.  23   
  Smart managers enlist the active support and cooperation of subordinates 
or teams by making explicit exactly what aspects of job performance they will 
be evaluated on. As we have seen, performance definition is the first step in 
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performance management. Only after managers and subordinates or team mem-
bers define performance clearly can we hope for the kind of acceptability and 
commitment that is so sorely needed in performance appraisal.   

 Practicality 
    Practicality    implies that appraisal instruments are easy for managers and employ-
ees to understand and use. Those that are not, or that impose inordinate time de-
mands on all parties, simply are not practical, and managers will resist using 
them. As we have seen, managers need as much encouragement and or ganiza-
tional support as possible if thoughtful performance management is to take place. 
  In a broader context, we are concerned with developing employment-
 decision systems. From this perspective, relevance, sensitivity, and reliability 
are simply technical components of a system designed to make decisions 
about employees. As we have seen, just as much attention needs to be paid to 
ensuring the acceptability and practicality of appraisal systems. These are the 
five basic requirements of performance-appraisal systems, and none of them 
can be ignored. However, because some degree of error is inevitable in all 
employment decisions, the crucial question to be answered in regard to each 
appraisal system is whether its use results in less human, social, and organi-
zational cost than is currently paid for these errors. Answers to that question 
will result in a wiser, fuller use of talent. 

 PERFORMANCE APPRAISAL 

 There is a rich body of case law on performance appraisal, and multiple re-
views of it reached similar conclusions.  24   To avoid legal difficulties, consider 
taking the following steps:

    1.   Conduct a job analysis to determine the characteristics necessary for suc-
cessful job performance.  

   2.   Incorporate these characteristics into a rating instrument. This may be 
done by tying rating instruments to specific job behaviors (e.g.,  Behavior-
ally Anchored Rating Scales , as described later in this chapter), but the 
courts routinely accept less sophisticated approaches, such as simple 
graphic rating scales. Regardless of the method used, provide written 
standards to all raters.  

   3.   Provide written instructions and train supervisors to use the rating instru-
ment properly, including how to apply performance standards when mak-
ing judgments. The uniform application of standards is very important. 
The vast majority of cases lost by organizations have involved evidence 
that subjective standards were applied unevenly to members of protected 
groups versus all other employees.  

   4.   Establish a system to detect potentially discriminatory effects or abuses of 
the appraisal process.  

   5.   Include formal appeal mechanisms, coupled with higher-level review of 
appraisals.  

   6.   Document the appraisals and the reason for any termination decisions. 
This information may prove decisive in court. Credibility is enhanced by 

  LEGALITIES 
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documented appraisal ratings that describe specific examples of poor per-
formance based on personal knowledge.  25    

   7.   Provide some form of performance counseling or corrective guidance to 
assist poor performers.    

  Here is a good example of step 6. In  Stone v. Xerox , the organization had a 
fairly elaborate procedure for assisting poor performers.  26   Stone was employed 
as a sales representative and in fewer than six months had been given several 
written reprimands concerning customer complaints about his selling methods 
and failure to develop adequate written selling proposals. As a result, he was 
placed on a one-month performance-improvement program designed to correct 
these deficiencies. This program was extended 30 days at Stone’s request. 
When his performance still did not improve, he was placed on probation and 
told that failure to improve substantially would result in termination. Stone’s 
performance continued to be substandard, and he was discharged at the end of 
the probationary period. When he sued Xerox, he lost. 
  Certainly, the type of evidence required to defend performance ratings is 
linked to the  purposes  for which the ratings are made. For example, if 
 appraisal of past performance is to be used as a predictor of future performance 
(i.e., promotions), evidence must show (1) that the ratings of past performance 
are, in fact, valid, and (2) that the ratings of past performance are statistically 
related to  future  performance in another job.  27   At the very least, this latter step 
should include job analysis results indicating the extent to which the require-
ments of the lower- and higher-level jobs overlap. Finally, to assess adverse 
impact, organizations should keep accurate records of who is eligible for and 
interested in promotion. These two factors,  eligibility  and  interest , define the 
   applicant group.    
  In summary, it is not difficult to offer prescriptions for scientifically sound, 
court-proof appraisal systems, but as we have seen, implementing them re-
quires diligent attention by organizations plus a commitment to make them 
work. In developing a performance-appraisal system, the most basic require-
ment is to determine what you want the system to accomplish. This requires a 
strategy for the management of performance.  

 The Strategic Dimension of Performance Appraisal 

 In the study of work motivation, a fairly well-established principle is that 
the things that get rewarded get done. At least one author has termed this 
“The greatest management principle in the world.”  28   A fundamental issue 
for managers, then, is “What kind of behavior do I want to encourage in my 
subordinates?” If employees are rewarded for generating short-term results, 
they will generate short-term results. If they are rewarded (e.g., through 
 progressively higher commissions or bonuses) for generating repeat business 
or for reaching quality standards over long periods of time, then they will do 
those things. 
  Managers, therefore, have choices. They can emphasize short- or long-term 
objectives in the performance-management process, or some combination of 
the two. Short-term objectives emphasize such things as bottom-line results 
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for the current quarter. Long-term objectives emphasize such things as increas-
ing market share and securing repeat business from customers. To be most 
useful, however, the strategic management of performance must be linked to 
the strategies an organization (or strategic business unit) uses to gain competi-
tive advantage—for example, innovation, speed, quality enhancement, or cost 
control.  29   
  Some appraisal systems that are popular in the United States, such as 
management by objectives (MBO), are less popular in other parts of the world, 
such as Japan and France. MBO focuses primarily on results, rather than on 
how the results were accomplished. Typically it has a short-term focus, 
 although this need not always be the case. 
  In Japan, greater emphasis is placed on the psychological and behavioral 
sides of performance appraisal than on objective outcomes. Thus, an employee 
will be rated in terms of the effort he or she puts into a job; on integrity,  loyalty, 
and cooperative spirit; and on how well he or she serves the customer. Short-
term results tend to be much less important than long-term personal develop-
ment, the establishment and maintenance of long-term relationships with 
customers (i.e., behaviors), and increasing market share.  30   
  Once managers decide what they want the appraisal system to accomplish, 
their next questions are “What’s the best method of performance appraisal? 
Which technique should I use?” As in so many other areas of HR management, 
there is no simple answer. The following section considers some alternative 
methods, along with their strengths and weaknesses. Because readers of this 
book are more likely to be users than developers of appraisal systems, the 
 following will focus most on describing and illustrating them. For more 
 detailed information, consult the references cited.        

 ALTERNATIVE METHODS OF APPRAISING 

EMPLOYEE PERFORMANCE  

 Many regard rating methods or formats as the central issue in performance 
 appraisal; this, however, is not the case.  31   Broader issues must also be considered —
such as  trust  in the appraisal system; the  attitudes  of managers and employees; 
the  purpose, frequency , and  source  of appraisal data; and rater  training . Viewed 
in this light, rating formats play only a supporting role in the overall 
 appraisal process. 
       Behavior-oriented rating methods    focus on employee behaviors, either by 
comparing the performance of employees to that of other employees (so-called 
   relative rating systems   ) or by evaluating each employee in terms of perfor-
mance standards without reference to others (so-called    absolute rating 
 systems   ).     Results-oriented rating methods    place primary emphasis on what 
an employee produces; dollar volume of sales, number of units produced, 
and number of wins during a baseball season are examples. Management by 
objectives (MBO) and work planning and review use this results-oriented 
 approach. 
    Evidence indicates that ratings (i.e., judgments about performance) are 
not strongly related to results.  32   Why? Ratings depend heavily on the mental 
processes of the rater. Because these processes are complex, there may be errors 
of judgment in the ratings. Conversely, results depend heavily on conditions that 
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may be outside the control of the individual worker, such as the availability of 
supplies or the contributions of others. Thus, most measures of results  provide 
only partial coverage of the overall domain of job performance. With these 
considerations in mind, let’s examine the behavior- and results-oriented 
 systems more fully.  

 Behavior-Oriented Rating Methods  

 Narrative Essay 
 The simplest type of absolute rating system is the    narrative essay,    in which a 
rater describes, in writing, an employee’s strengths, weaknesses, and potential, 
together with suggestions for improvement. This approach assumes that a candid 
statement from a rater who is knowledgeable about an employee’s performance is 
just as valid as more formal and more complicated rating methods. 
  If essays are done well, they can provide detailed feedback to subordinates 
regarding their performance. On the other hand, comparisons across individu-
als, groups, or departments are almost impossible since different essays touch 
on different aspects of each subordinate’s performance. This makes it difficult 
to use essay information for employment decisions because subordinates are 
not compared objectively and ranked relative to one another. Methods that 
compare employees to one another are more useful for this purpose.   

 Ranking 
    Simple ranking    requires only that a rater order all employees from highest to 
lowest, from “best” employee to “worst” employee.    Alternation ranking    
 requires that a rater initially list all employees on a sheet of paper. From this 
list he or she first chooses the best employee (No. 1), then the worst employee 
(No.  n  ), then the second best (No. 2), then the second worst (No.  n  – 1), and so 
forth, alternating from the top to the bottom of the list until all employees 
have been ranked.   

 Paired Comparisons 
 Use of    paired comparisons    is a more systematic method for comparing 
 employees to one another. Here each employee is compared with every other 
employee, usually in terms of an overall category such as “present value to the 
organization.” The number of pairs of ratees to be compared may be calculated 
from the formula [ n ( n  – 1)]/2. Hence if 10 individuals were being compared, 
[10(9)]/2 or 45 comparisons would be required. The rater’s task is simply to 
choose the “better” of each pair, and each employee’s rank is determined by 
counting the number of times she or he was rated superior. As you can see, the 
number of comparisons becomes quite large as the number of employees 
 increases. On the other hand, ranking methods that compare employees to one 
another are useful for generating initial rankings for purposes of employment 
decisions.   

 Forced Distribution 
    Forced distribution    is another method of comparing employees to one another. 
As the chapter-opening vignette noted, the overall distribution of ratings is 
forced into a normal, or bell-shaped, curve under the assumption that a rela-
tively small portion of employees is truly outstanding, a relatively small  portion 
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is unsatisfactory, and everybody else falls in between.  Figure 9–4  illustrates 
this method, assuming that five rating categories are used. 
  Forced distribution does eliminate clustering almost all employees at the 
top of the distribution (rater    leniency   ), at the bottom of the distribution (rater 
   severity   ), or in the middle (   central tendency   ). Who tends to be most lenient? 
One study found that individuals who score high in agreeableness (trustful, 
sympathetic, cooperative, and polite) tend to be most lenient, while those who 
score high in conscientiousness (strive for excellence, high performance stan-
dards, set difficult goals) tend to be least lenient.  33   
  Forced distribution can foster a great deal of employee resentment, how-
ever, if an entire group of employees  as a group  is either superior or substan-
dard. In general, such systems are seen as less fair than absolute rating systems.  34   
They are most useful when a large number of employees must be rated and 
there is more than one rater.   

 Behavioral Checklist 
 Here the rater is provided with a series of statements that describe job-related 
behavior. His or her task is simply to check which of the statements, or the ex-
tent to which each statement, describes the employee. In this approach  raters 
are not so much evaluators as reporters whose task is to describe job behavior. 
Moreover, descriptive ratings are likely to be more reliable than evaluative 
(good-bad) ratings,  35   and they reduce the cognitive demands placed on raters.  36   
One such method, the    Likert method of summed ratings,    presents a declarative 
statement (e.g., “She or he follows up on customer complaints”) followed by 
several response categories, such as “always,” “very often,” “fairly often,” “oc-
casionally,” and “never.” The rater checks the response category that he or she 
thinks describes the employee best. Each category is weighted, for example, 
from 5 (“always”) to 1 (“never”) if the statement  describes desirable behavior. 
To derive an overall numerical rating (or score) for each employee, the weights 
of the responses that were checked for each item are summed.  Figure 9–5  shows 
a portion of a summed rating scale for appraising teacher performance.  

  Critical Incidents 
    Critical incidents    are brief anecdotal reports by supervisors of things employ-
ees do that are particularly effective or ineffective in accomplishing parts of 
their jobs. They focus on behaviors, not traits. For example, a store manager in 
a retail computer store observed Mr. Wang, a salesperson, doing the following: 

   Mr. Wang encouraged the customer to try our latest word-processing package by 
having the customer sit down at the computer and write a letter. The finished 
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product was full of grammatical and spelling errors, each of which was highlighted 
for the customer when Mr. Wang applied a “spelling checker” and “grammar 
 examiner” to the written material. As a result, Mr. Wang sold the customer the 
word-processing program plus a typing tutor.   

  Such anecdotes force attention onto the ways in which situations deter-
mine job behavior and also on ways of doing the job successfully that may be 
unique to the person described. Hence they can provide the basis for training 
programs. Critical incidents also lend themselves nicely to appraisal interviews 
because  supervisors can focus on actual job behaviors rather than on vaguely 
defined traits. They are judging performance, not personality. On the other 
hand, supervisors may find that recording incidents for their subordinates on a 
daily, or even a weekly, basis is burdensome. Moreover, incidents alone do not 
permit  comparisons across individuals or departments. Graphic rating scales 
may overcome this problem.   

 Graphic Rating Scales 
 Many organizations use    graphic rating scales.     37    Figure 9–6  shows a portion of 
one such scale. Many different forms of graphic rating scales exist. In terms of 
the amount of structure provided, the scales differ in three ways:

    1.   The degree to which the meaning of the response categories is defined 
(in  Figure 9–6 , what does “conditional” mean?).  

   2.   The degree to which the individual who is interpreting the ratings (e.g., a 
higher-level reviewing official) can tell clearly what response was  intended.  

   3.   The degree to which the performance dimensions are defined for the rater 
(in  Figure 9–6 , what does “dependability” mean?).    

  Graphic rating scales may not yield the depth of essays or critical incidents, 
but they are less time-consuming to develop and administer. They also allow 
results to be expressed in quantitative terms; they consider more than one 

Figure 9–5

A portion of a summed rating scale. The rater simply checks the response category that best  describes 
the teacher’s behavior. Response categories vary in scale value from 5 points (Strongly Agree) to 1 point 
(Strongly Disagree). A total score is computed by summing the points associated with each item.
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The teacher was well prepared.

The teacher used understandable language.
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aided learning.

The teacher knew his or her field well.
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performance dimension; and, because the scales are standardized, they facili-
tate comparisons across employees. Graphic rating scales have come under fre-
quent attack, but when compared with more sophisticated forced-choice scales, 
the graphic scales have proven just as reliable and valid and are more accept-
able to raters.  38     

 Behaviorally Anchored Rating Scales 
 Graphic rating scales that use critical incidents to anchor various points along 
the scale are known as    behaviorally anchored rating scales (BARS)    .  Their 
major advantage is that they define the dimensions to be rated in behavioral 
terms and use critical incidents to describe various levels of performance. 
BARS therefore provide a common frame of reference for raters. An example 
of the job-knowledge portion of a BARS for police patrol officers is shown in 
 Figure 9–7 . BARS require considerable effort to develop,  39   yet there is little 
research evidence to support the superiority of BARS over other types of  rating 
systems.  40   Nevertheless, the participative process required to develop them 
provides information that is useful for other organizational purposes, such as 
communicating clearly to employees exactly what good performance means in 
the context of their jobs.   

  Results-Oriented Rating Methods  

 Management by Objectives 
    Management by objectives (MBO)    is well-known process of managing that 
 relies on goal-setting to establish objectives for the organization as a whole, for 
each department, for each manager within each department, and for each 
 employee. MBO is not a measure of employee behavior. Rather, it is a measure 
of each employee’s contribution to the success of the organization.  41   
  To establish objectives, the key people involved should do three things: 
(1) meet to  agree on the major objectives  for a given period of time (e.g., every 

Figure 9–6

A portion of a graphic rating scale.

Rating factors

Level of performance

Unsatisfactory Conditional Satisfactory
Above 

satisfactory Outstanding

Attendance

Appearance

Dependability

Quality of work

Quantity of work

Relationship with 
people

Job knowledge
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year, every six months, or quarterly), (2)  develop plans  for how and when the 
objectives will be accomplished, and (3)  agree on the measurement tools  for 
determining whether the objectives have been met. Progress reviews are held 
regularly until the end of the period for which the objectives were established. 
At that time, those who established objectives at each level in the  organization 
meet to evaluate the results and to agree on the objectives for the next period.  42   
  The Air Force Research Laboratory, which employs 3,200 scientists and 
engineers, applies a slightly different twist to traditional MBO. It assumes that 
all staff members are performing well, and it evaluates them on the  contribution 
their particular jobs make to the mission of the organization. The lab  encourages 
the scientists and engineers to take on as much responsibility as they can 
 handle. Naturally they gravitate to the toughest jobs they can perform compe-
tently, and their pay is based on the value of those jobs to the lab.  43   
  To some, MBO is a complete system of planning and control and a com-
plete philosophy of management.  44   In theory, MBO promotes success in each 
employee because, as each employee succeeds, so do that employee’s manager, 
the department, and the organization. But this is true only to the extent that the 
individual, departmental, and organizational goals are compatible.  45   That is 
typically not the case.  46   
  Beyond that, in light of the corporate scandals that characterized the early 
part of the 21st century, progressive firms such as Lockheed Martin and 3M do 
not focus only on results achieved. Rather, they also focus on  how  those results 
were achieved. That approach is known as “full-spectrum leadership.”  47     

Figure 9–7

A behaviorally 
 anchored rating 
scale to assess the 
job knowledge 
of police patrol 
officers.

Always follows correct procedures for evidence

preservation at the scene of a crime

Is fully aware of recent court rulings and

conducts himself or herself accordingly

Searches a citizen’s vehicle with probable

cause, thereby discovering smuggled narcotics

Arrests a suspect at 11:00 P.M. on a warrant

only after ensuring that the warrant had been

cleared for night service

Distinguishes between civil matters and police

matters

Seldom has to ask others about points of law

Is consistently unaware of general orders and/

or departmental policy

Arrests a suspect for a misdemeanor not

committed in his or her presence

Misinforms the public on legal matters

through lack of knowledge

Examples of the 
behavior of patrol
officers who are 
usually rated high,
average, and low
on job knowledge
by supervisors

JOB KNOWLEDGE (Awareness of procedures, laws, and
                                 court rulings and changes in them)

High
(7, 8, or 9)

Average
(4, 5, or 6)

Low
(1, 2, or 3)
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 Work Planning and Review 
Work planning and review    is similar to MBO; however, it places greater em-
phasis on the periodic review of work plans by both supervisor and subordi-
nate in order to identify goals attained, problems encountered, and the need for 
training.  48   This approach has long been used by Corning Inc.  Table 9–1   presents 
a summary of the appraisal methods we have just discussed.     

  When Should Each Technique Be Used?  

 You have just read about a number of alternative appraisal formats, each with 
its own advantages and disadvantages. At this point you are probably asking 
yourself “What’s the bottom line? I know that no method is perfect, but what 
should I do?” First, remember that the rating format is not as important as the 

Table 9–1

A SNAPSHOT OF THE ADVANTAGES AND DISADVANTAGES OF 
ALTERNATIVE APPRAISAL METHODS

Behavior-oriented methods

Narrative essay. Good for individual feedback and development, but difficult to 
make comparisons across employees.

Ranking and paired comparisons. Good for making comparisons across employees, 
but provides little basis for individual feedback and development.

Forced distribution. Forces raters to make distinctions among employees, but may 
be unfair and inaccurate if a group of employees, as a group, is either very 
effective or ineffective.

Behavioral checklist. Easy to use, provides a direct link between job analysis and 
performance appraisal, can be numerically scored, and facilitates comparisons 
across employees. However, the meaning of response categories may be 
interpreted differently by different raters.

Critical incidents. Focuses directly on job behaviors, emphasizes what employees 
did that was effective or ineffective, but can be very time consuming to develop.

Graphic rating scales (including BARS). Easy to use, very helpful for providing 
feedback for individual development and facilitating comparisons across 
employees. BARS are very time consuming to develop, but dimensions and scale 
points are defined clearly. Graphic rating scales often do not define dimensions or 
scale points clearly.

Results-oriented systems

Management by objectives. Focuses on results and on identifying each employee’s 
contribution to the success of the unit or organization. However, MBO is 
generally short-term-oriented, provides few insights into employee behavior, and 
does not facilitate comparison across employees.

Work planning and review. In contrast to MBO, emphasizes process over outcomes. 
Requires frequent supervisor/subordinate review of work plans. Is time consuming 
to implement properly, and does not facilitate comparisons across employees.



 Chapter 9 Performance Management 347

relevance and acceptability of the rating system. Second, here is some advice 
based on systematic comparisons among the various methods. 
    An extensive review of the research literature that relates the various rating 
methods to indicators of performance appraisal effectiveness found no clear 
“winner, and researchers generally agree that the type of rating scale per se 
does not lead to better ratings”  49   However, the researchers were able to provide 
several “if . . . then” propositions and general statements based on their study, 
including the  following:

�  If the objective is to compare employees across raters for important employ-
ment decisions (e.g., promotion, merit pay), don’t use MBO or work plan-
ning and review. They are not based on a standardized rating scheme for all 
employees.  

�  If you use a BARS, also make diary-keeping a part of the process. This will 
improve the accuracy of the ratings, and it also will help supervisors distin-
guish between effective and ineffective employees.  

�  If objective performance data are available, MBO is the best strategy to use. 
Work planning and review is not as effective as MBO under these circum-
stances. Remember though, that  how  an employee or manager achieves re-
sults is also important.  

�  In general, appraisal methods that are best in a broad, organizational sense—
BARS and MBO—are the most difficult to use and maintain. No rating 
method is foolproof.  

�  Methods that focus on describing, rather than evaluating, behavior (e.g., BARS, 
summed rating scales) produce results that are the most interpretable across 
raters. They help remove the effects of individual differences in raters.  50    

�  No rating method has been an unqualified success when used as a basis for 
merit pay or promotional decisions.  

�  When certain statistical corrections are made, the correlations between 
scores on alternative rating formats are very high. Hence all the formats 
measure essentially the same thing.    

    Which techniques are most popular? One survey of performance-management 
systems and practices in 278 organizations (two-thirds of which were multina-
tional enterprises) from 15 different countries revealed three important findings:

    1.   Managers rely on a balance of subjective (66 percent) and objective 
(71 percent) data in performance reviews.  

   2.   Over the past five years forced rankings have become more common (34 per-
cent of organizations use them), but few managers find them to be effective.  

   3.   Only 20 percent of organizations use online or software-based performance-
management systems, but another third plan to introduce them.  51         

 WHO SHOULD EVALUATE PERFORMANCE?  

 The most fundamental requirement for any rater is that he or she has an ade-
quate opportunity to observe the ratee’s job performance over a reasonable 
 period of time (e.g., six months). This suggests several possible raters. 
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     The Immediate Supervisor .  If appraisal is done at all, it will probably be done 
by this person.  52   She or he is probably most familiar with the individual’s per-
formance and, in most jobs, has had the best opportunity to observe actual job 
performance. Furthermore, the immediate supervisor is probably best able to 
relate the individual’s performance to what the department and organization 
are trying to accomplish, and to distinguish among various dimensions of per-
formance.  53   Because she or he also is responsible for reward (and punishment) 
decisions, and for managing the overall performance-management process,  54   it 
is not surprising that feedback from supervisors is more highly related to per-
formance than that from any other source.  55     

 Peers.   In some jobs, such as outside sales, the immediate supervisor may ob-
serve a subordinate’s actual job performance only rarely (and indirectly, through 
written reports). In other environments, such as self-managed work teams, 
there is no supervisor. Sometimes objective indicators, such as number of units 
sold, can provide useful performance-related information, but in other circum-
stances the judgment of peers is even better. Peers can provide a perspective on 
performance that is different from that of immediate supervisors. Thus, a mem-
ber of a cross-functional team may be in a better position to rate another team 
member than that team member’s immediate supervisor. However, to reduce 
potential friendship bias while simultaneously increasing the feedback value 
of the information provided, it is important to specify exactly what the peers 
are to evaluate  56  —for example, “the quality of her help on technical problems.” 
Even then, however, it is important to be aware of  context effects . That is, rat-
ings might differ, depending on the context in which the technical problems 
occurred—in a crisis versus a less stressful context.  57   
  Another approach is to require input from a number of colleagues. Thus, at 
Harley-Davidson, salaried workers have five colleagues critique their work. 
They are “accountability partners.”  58   Peer ratings can provide useful informa-
tion, but in light of the potential problems associated with them, friendship 
bias and context effects, it is wise not to rely on them as the sole source of in-
formation about performance.   

 Subordinates.   Appraisal by subordinates can be a useful input to the immedi-
ate supervisor’s development,  59   and the ratings are of significantly higher qual-
ity when used for that purpose.  60   Subordinates know firsthand the extent to 
which the supervisor  actually  delegates, how well he or she communicates, 
the type of leadership style he or she is most comfortable with, and the extent 
to which he or she plans and organizes. Longitudinal research shows that 
managers who met with their direct reports to discuss their upward feedback 
improved more than other managers. Further, managers improved more in 
years when they discussed the previous year’s feedback with their direct 
 reports than in years when they did not. This is important because it 
 demonstrates that what managers do with upward feedback is related to its 
benefits.  61   
  Should subordinate ratings be anonymous? Managers want to know who 
said what, but subordinates prefer to remain anonymous to avoid retribution. To 
address these concerns, collect and combine the ratings in such a manner that a 
manager’s overall rating is not distorted by an extremely divergent opinion.  62   
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Like peer assessments, they provide only one piece of the appraisal puzzle, 
 although evidence indicates that ratings provided by peers and subordinates are 
comparable, for they reflect the same underlying dimensions.  63     

 Self-Appraisal .  There are several arguments to recommend wider use of self-
 appraisals. The opportunity to participate in the performance-appraisal pro-
cess, particularly if appraisal is combined with goal setting, improves the 
ratee’s motivation and reduces her or his defensiveness during the appraisal 
interview.  64   On the other hand, self-appraisals tend to be more lenient, less 
variable, more biased, and to show less agreement with the judgments of 
 others.  65   Thus a recent study of 3,850 managers of Walgreens drugstores who 
were in the same store and had the same boss for two straight years found a 
correlation of of only 0.40 between self- and boss-ratings.  66   Moreover, because 
U.S. employees tend to give themselves higher marks than their supervisors do 
(conflicting findings have been found with mainland Chinese and Taiwanese 
employees),  67   self-appraisals are probably more appropriate for counseling and 
development than for employment decisions.   

 Customers Served .   I n some situations the consumers of an individual’s or 
 organization’s services can provide a unique perspective on job performance. 
Examples abound: subscribers to a cable-television service, bank customers, 
clients of a brokerage house, and citizens of a local police- or fire-protection 
district. Although the customers’ objectives cannot be expected to correspond 
completely with the organization’s objectives, the information that customers 
provide can serve as useful input for employment decisions, such as those 
 regarding promotion, transfer, and need for training. It can also be used to assess 

Customers are often able 
to rate important aspects 
of the performance of 
employees in front- line 
customer-contact 
 positions.
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the impact of training or as a basis for self-development. At General Electric, 
for example, the customers of senior managers are interviewed formally and 
regularly as part of the managers’ appraisal process. Their evaluations are 
important in appraisal, but at the same time they also build commitment, 
 because customers are giving time and information to help GE.  68    

  Computers.   As noted earlier, employees spend a lot of time unsupervised by 
their bosses. Now technology has made continuous supervision possible—and 
very real for millions of workers. What sort of technology? Computer software 
that monitors employee performance.   

COMPANY EXAMPLE THIRD NATIONAL BANK AND AMERICAN EXPRESS

To proponents, it is a great new application of technology to improve produc-
tivity. To critics, it represents the ultimate intrusion of Big Brother in the work 
place. For several million workers today, being monitored on the job by a com-
puter is a fact of life.69

 Computers measure quantifiable tasks performed by secretaries, factory 
and postal workers, and grocery and airline-reservation sales agents. For ex-
ample, major airlines regularly monitor the time reservation sales agents spend 
on each call. Until now, lower-level jobs have been affected most directly by 
computer monitoring. But as software becomes more sophisticated, even engi-
neers, accountants, and doctors are expected to face electronic scrutiny.
 Critics feel that overzealous employers will get carried away with informa-
tion gathering and overstep the boundary between work performance and pri-
vacy. Moreover, being watched every second can be stressful, thereby stifling 
worker creativity, initiative, and morale.
 Not everyone views monitoring as a modern-day version of Modern Times, 
the Charlie Chaplin movie in which the hapless hero was tyrannized by auto-
mation. At the Third National Bank of Nashville, for example, encoding clerks 
can earn up to 25 percent more than their base pay if their output is high—and 
they like that system.
 To be sure, monitoring itself is neither good nor bad; how managers use 
it determines its acceptance in the workplace. Practices such as giving em-
ployees access to data collected on them, establishing procedures for chal-
lenging erroneous records, and training supervisors to base actions and 
decisions on actual observation of employees, not just on computer-generated 
records, can alleviate the fears of employees.70 At American Express, for 
 example, monitored employees are given feedback about their performance 
every two weeks.
 Managers who impose monitoring standards without asking employees 
what is reasonable may be surprised at the responses of employees. Tactics can 
include workstation operators who pound the space bar or hold down the un-
derlining bar while chatting, and telephone operators who hang up on custom-
ers with complicated problems. The lesson, perhaps, is that even the most 
sophisticated technology can be thwarted by human beings who feel they are 
being pushed beyond acceptable limits.71

Using Computers 
to Monitor Job 
Performance
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  Are Supervisors’ Ratings Affected by Other Sources 
of Information about Performance? 

 Thus far we have assumed that each source of performance information, be it 
the supervisor, peer, subordinate, self, or client, makes his or her judgment 
 individually and independently from other individuals. In practice, however, 
appraising performance is not strictly an individual task. A survey of 135 raters 
from six different organizations indicated that 98.5 percent of raters reported 
using at least one secondhand (i.e., indirect) source of performance informa-
tion.  72   In other words, supervisors often use information from outside sources 
in making their own judgments about performance. Furthermore, supervisors 
may change their ratings, particularly when a ratee’s peers provide information 
perceived as useful.  73   Indirect information is perceived to be most useful when 
it agrees with the rater’s direct observation of the employee’s performance.  74   In 
sum, although direct observation is the main influence on ratings, the presence 
of indirect information also is likely to affect them.  75   Beyond that, supervisors 
are not simply passive measurement instruments, trying their best to provide 
accurate assessments of the performance of their subordinates. In fact, they 
may distort their ratings to accomplish goals that they value (e.g., motivating 
subordinates), or to avoid negative repercussions from assigning ratings that 
their subordinates or their superiors will find objectionable.  76   Now let’s 
 consider a more formal procedure for incorporating multiple sources of perfor-
mance information.   

 Multirater or 360-Degree Feedback 

 About one-third of U.S. organizations now use input from managers, subordi-
nates, peers, and customers to provide a perspective on performance from all 
angles (360 degrees), and many more intend to do so in the future.  77   Outside of 
the United States, however, this percentage falls to about 20 percent.  78   There 
are at least four reasons such an approach is valuable:  79   

   1.   It includes observations from different perspectives, and perhaps includes 
different aspects of performance that capture the complexities of an indi-
vidual’s performance in multiple roles.  

   2.   Feedback from multiple sources may reinforce feedback from the boss, 
thereby making it harder to discount the viewpoint of that single person.  

   3.   Discrepancies between self-ratings and those received from others may 
create an awareness of a person’s needs for development, and motivate 
individuals to improve their performance in order to reduce or eliminate 
such discrepancies.  

   4.   At least some senior managers believe that if they can improve leadership 
among their organization’s leaders, ultimately that will benefit the bottom 
line.    

    What does the research literature on    360-degree feedback    tell us? Evidence 
indicates that ratings from these different sources generally do not agree closely 
with each other. Thus, one study found that the correlations among ratings 
made by self, peer, supervisor, and subordinate raters ranged from a high of 
0.79 (supervisor-peer) to a low of 0.14 (subordinate-self).  80   However, evidence 
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also indicates that ratings from the different sources are comparable, for they 
reflect the same underlying dimensions of performance.  81   
    Suppose that in designing a 360-degree feedback program for the purpose 
of providing feedback for development you were asked which of the following 
five factors would have the greatest influence on performance ratings. The five 
factors are the ratee’s general level of performance, the ratee’s performance on 
specific dimensions of performance, the rater’s personal biases, the rater’s per-
spective (self, subordinate, peer, or boss), and random error. Results from two 
large data sets of managers who received developmental ratings on three per-
formance dimensions from seven raters (two bosses, two peers, two subordi-
nates, and self) found the following:  82   

   1.   The rater’s overall biases had the strongest influence on performance rat-
ings for all combinations of rater perspective and performance dimen-
sions. For peer and subordinate ratings and for self-ratings, the effect of 
overall bias was stronger than all other factors combined.  

   2.   Ratings from bosses captured more of the ratee’s actual job performance, 
and contained less personal bias, than did ratings from any other perspec-
tive. Although true or actual performance levels were unknown, this find-
ing does suggest that the validity of ratings from bosses was higher than 
that from other perspectives.  

   3.   The ratee’s actual performance accounted for only about 20 to 25 percent 
of the variability in performance ratings when averaged across dimen-
sions, perspectives, and instruments.  

   4.   Both bosses and subordinates assessed different aspects of ratee perfor-
mance from their unique perspectives. While peer ratings did contain 
considerable amounts of performance variability, they did not capture 
anything unique to that perspective.    

    To overcome these potential problems, decision-makers need to be aware of 
the personal biases of raters and attempt to control their effects. To do this, 
consider taking the following steps:  83   

�  Make sure appraisal has a single, clear purpose—development.  
�  Train all raters to understand the overall process as well as in how to com-

plete forms and avoid common rating errors. UPS, for example, explains 
the 360-degree feedback process and discusses how data will be used. Rec-
ognize, however, that no amount of training is going to be of any help if 
the organizational climate is politically charged and trust is low.  84    

�  Seek a variety of types of information about performance, and make raters 
accountable to upper-level review. Allowing employees to nominate raters 
who will provide information about their performance (typically 6 to 12 
raters) increases acceptance of the results.  85    

�  Help employees interpret and react to the ratings, perhaps with the help 
of a personal coach.  86   Longitudinal research demonstrates convincingly 
that a key ingredient in producing positive changes in the ratee’s behav-
ior is  organizational support that facilitates both the feedback and devel-
opment  process.  87    

�  Link 360-degree feedback to other HR systems (e.g., training, rewards), and 
take the time to evaluate their effectiveness.  88   Today, many organizations 
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administer 360-degree feedback via the Internet in order to minimize pa-
perwork and to reduce the time involved in collecting, organizing, and 
summarizing the data. In fact, many of the software companies that offer 
such Internet-based administration also offer a bundle of systems that 
 include 360-degree feedback with learning management, compensation, and 
even recruiting and succession planning. Termed “talent-management” 
systems, they allow organizations to manage data about employees in a 
systematic and coordinated way.  89      

    Finally, the written report should contain the following elements: a sum-
mary that integrates the main themes from the scores (assuming quantitative 
results are part of the process) and a detailed summary of ratings from each 
source.  90   Careful attention to these action steps is an integral component of 
performance management. Another important consideration is the timing and 
frequency of performance appraisal.     

 WHEN AND HOW OFTEN SHOULD APPRAISAL 

BE DONE?  

 Traditionally, formal appraisal is done once, or at best twice, a year. Research, 
however, has indicated that once or twice a year is far too infrequent.  91   Unless 
he or she keeps a diary, considerable difficulties face a rater who is asked to 
remember what several employees did over the previous 6 or 12 months. This 
is why firms such as Hamilton Standard, Southern California Gas, and Synygy 
add frequent, informal “progress” reviews between the annual ones.  92   
    Research indicates that if a rater is asked to assess an employee’s perfor-
mance over a 6- to 12-month period, biased ratings may result, especially if 
information has been stored in the rater’s memory according to irrelevant, over 
simplistic, or otherwise faulty categories.  93   Unfortunately, faulty categorization 
seems to be the rule more often than the exception. 
    For example, consider the impact of prior expectations on ratings.  94   
 Supervisors of tellers at a large West Coast bank provided predictions about 
the future job performance of their new tellers. Six months later they rated the 
job performance of each teller. The result? Inconsistencies between prior 
 expectations and later performance clearly affected the judgments of the rat-
ers. Thus, when a teller’s actual performance disappointed or exceeded a su-
pervisor’s prior expectations about that performance, ratings were lower than 
warranted by actual performance. The lesson to be learned is that it is unwise 
to assume that raters are faulty, but motivationally neutral, observers of on-
 the-job behavior. 
    More and more companies are realizing that once-a-year reviews don’t 
work very well. There should be no surprises in appraisals, and one way to 
ensure this is to do them frequently. A study of 437 companies by Hewitt 
 Associates may provide some incentive to do so. Companies with year-round 
performance-management systems (as opposed to once a-year performance-
 appraisal systems or no systems) outperformed competitors without such 
 systems on every financial and productivity measure used in the study, including 
profits, cash flow, and stock-market performance.  95      
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 EVALUATING THE PERFORMANCE OF TEAMS  

 Our discussion so far has focused on the assessment and improvement of 
  individual  performance. However, numerous organizations (80 percent of U. S. 
corporations) are structured around teams.  96   Team-based organizations do not 
necessarily outperform organizations that are not structured around teams,  97   
but there seems to be an increased interest in organizing how work is done 
around teams.  98   Therefore, given the popularity of teams, it makes sense for 
performance-management systems to target not only individual performance, 
but also an individual’s contribution to the performance of his or her team(s)—
as well as the performance of teams as a whole. 
    The assessment of team performance does not imply that individual contri-
butions should be ignored. On the contrary, if individual performance is not 
assessed and recognized, social loafing may occur.  99   Even worse, when other 
team members see there is a “free rider,” they are likely to withdraw their effort 
in support of team performance.  100   Assessing team performance, therefore, 
should be seen as complementary to the assessment and recognition of (1) indi-
vidual performance (as we have discussed so far), and (2) individuals’ behav-
iors and skills that contribute to team performance (e.g., self-management, 
communication, decision making, collaboration).  101   
    Not all teams are created equal, however. Different types of teams require 
different emphasis on performance measurement at the individual and team 
levels. Depending on the complexity of the task (from routine to nonroutine) 
and membership configuration (from static to dynamic), we can identify three 
different types of teams:  102   

�   Work or service teams . Intact teams engaged on routine tasks (e.g., manufac-
turing or service tasks).  

�   Project teams . Teams assembled for a specific purpose and expected to dis-
band once their task is completed. Their tasks are outside the core produc-
tion or service of the organization and therefore less routine than those of 
work or service teams.  

�   Network teams . Teams that include membership not constrained by time or 
space and membership is not limited by organizational boundaries (i.e., 
they are typically geographically dispersed and stay in touch via telecom-
munications technology). Their work is extremely nonroutine.    

    Table 9–2  shows a summary of recommended measurement methods for each 
of the three types of teams. 
    For example, regarding project teams, end-of-project outcome measures 
may not benefit the team’s development because the team is likely to disband 
once the project is over. Instead, measurements taken during the project can be 
implemented so that corrective action can be taken if necessary before the proj-
ect is over. This is what Hewlett-Packard uses with its product-development 
teams.  103   
    Regardless of whether performance is measured at the individual level or 
at the individual and team levels, raters are likely to make intentional or unin-
tentional mistakes in assigning performance scores.  104   The good news, how-
ever, is that raters can be trained to minimize such biases. We address this 
topic next.    
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Table 9–2

APPRAISAL METHODS FOR DIFFERENT TYPES OF TEAMS

What is rated? How is the rating used?

Team 
type

Who is 
being 
rated?

Who 
provides 
rating? Outcome Behavior Competency Development Evaluation

Self 
regulation

Work or 
service 
team

Team 
member

Manager � � � � �

Other team 
members

� � �

Customers � �

Self � � � � �

Entire 
team

Manager � � � � �

Other teams �

Customers �

Self � � � � �

Project 
team

Team 
member

Manager � � � �

Project 
leaders

� � �

Other team 
members

� � �

Customers �

Self � � � � �

Entire 
team

Customers � � �

Self � � � � �

Network 
team 

Team 
member

Manager � � � �

Team 
leaders

� � �

Coworkers � � �

Other team 
members

� � �

Customers � � �

Self � � � � �

Entire 
team

Customers � �

Source: Scott, S. G., & Einstein, W. O. (2001). Strategic performance appraisal in team-based organizations: One size does not 

fit all. Academy of Management Executive, 15, p. 111. Reprinted by permission of the Academy of Management Executive.

 APPRAISAL ERRORS AND RATER-TRAINING 
STRATEGIES  

 The use of ratings assumes that the human observer is reasonably objective and 
accurate. As we have seen, raters’ memories are quite fallible, and raters 
 subscribe to their own sets of likes, dislikes, and expectations about people, 



356 Part 3 Development

expectations that may or may not be valid.  107   These biases produce rating er-
rors, or deviations between the true rating an employee deserves and the actual 
rating assigned.  108   We discussed some of the most common types of rating er-
rors previously: leniency, severity, and central tendency. Three other types are 
halo, contrast, and recency errors.

    1.  Halo error    is not as common as is commonly believed.  109   Raters who 
commit this error assign their ratings on the basis of global (good or bad) 
impressions of ratees. An employee is rated either high or low on many 
aspects of job performance because the rater knows (or thinks she or he 
knows) that the employee is high or low on some specific aspect. In 
practice, halo is probably due to situational factors or to the interaction 
of a rater and a situation (e.g., a supervisor who has limited opportunity 
to observe her subordinates because they are in the field dealing with 
customers).  110   Thus, halo is probably a better indicator of how raters 
process cognitive information than it is as a measure of rating validity or 
accuracy.  111    

   2.  Contrast error    results when a rater compares several employees to one 
another rather than to an objective standard of performance.  112   If, say, the 
first two workers are unsatisfactory while the third is average, the third 

INTERNATIONAL APPLICATION
The Impact of National Culture on Performance Appraisals

It is one thing to institute a performance man-
agement system with a home-country manager 
on an international assignment. It is quite 
 another to do so with a local manager or local 
employees whose customs and culture 
differ from one’s own. Western expatri-
ate managers are often surprised to 
learn that their management practices 
have unintended consequences when 
applied in non-Western cultures. To 
illustrate such differences, consider 
the results of a study of Taiwanese and 
U.S. business students that examined pref-
erences for various performance-appraisal 
practices.105

 Compared with Americans, Taiwanese stu-
dents indicated the following:

� Less support for performance appraisal as 
practiced in Western cultures.

� More focus on group rather than individual 
performance.

� Greater willingness to consider nonperfor-
mance factors (e.g., off-the-job behaviors, 
age) as criteria in appraisal.

� Less willingness to attribute performance 
levels to the skills and efforts of particular 

individuals.
�  Less open and direct relations be-

tween supervisor and subordinate.
�  An expectation of closer supervi-

sory styles.

These results suggest that U.S. managers 
will need to modify the performance ap-

praisal process that is familiar to them when 
working with Taiwanese subordinates in order 
to make it more consistent with Taiwanese 
values and culture. Such a process recognizes 
the importance of groups as well as individu-
als in the  organization and honors the criteria 
of cooperation, loyalty, and attitudes toward 
superiors, as well as individual goal accom-
plishment.106
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worker may well be rated outstanding because in contrast to the first two, 
her or his average level of job performance is magnified. Likewise, aver-
age performance could be downgraded unfairly if the first few workers are 
outstanding. In both cases, the average worker receives a biased rating.  

   3.      Recency error    results when a rater assigns his or her ratings on the basis of the 
employee’s most recent performance. It is most likely to occur when ap-
praisals are done only after long periods. Here is how one manager  described 
the dilemma of the recency error: “Many of us have trouble  rating for the 
entire year. If one of my people has a stellar three months prior to the review 
. . . [I] don’t want to do anything that impedes that person’s momentum and 
progress.”  113   Of course, if the subordinate’s performance peaks three months 
prior to appraisal  every year , that suggests a different problem!    

    Recent survey data indicate that training for managers (55 percent) and 
nonmanagers (28 percent) has doubled in the past 10 years but that fewer than 
40 percent of firms hold managers accountable for the effectiveness of the per-
formance-management system.  114   Implementing a performance-management 
system without training all parties in how to use it as designed is a waste of 
time and money. Training managers, but then not holding them accountable for 
implementing what they have been trained on, is just as bad. What can 
be done? Begin by identifying some key topics to address with respect to 
performance-management training. These include the following:  115   

�  Philosophy and uses of the system.  
�  Description of the rating process.  
�  Roles and responsibilities of employees and managers.  
�  How to define performance, and to set expectations and goals.  
�  How to provide accurate assessments of performance, minimizing rating er-

rors and rating inflation.  
�  The importance of ongoing, constructive feedback in behavioral terms.  
�  How to give feedback in a manner that minimizes defensiveness and main-

tains the self-esteem of the receiver.  
�  How to react to and act on feedback in a constructive manner.  
�  How to seek feedback from others effectively.  
�  How to identify and address needs for training and development.    

    Of the many types of rater training programs available today, meta-analytic 
evidence has demonstrated reliably that    frame-of-reference (FOR) training     116   is 
most effective at improving the accuracy of performance appraisals.  117   More-
over, the addition of other types of training in combination with FOR training 
does not seem to improve rating accuracy beyond the effects of FOR training 
alone.  118   Such FOR training proceeds as follows:  119   

   1.   Participants are told that they will evaluate the performance of three 
 ratees on three separate performance dimensions.  

   2.   They are given rating scales and instructed to read them as the trainer 
reads the dimension definitions and scale anchors aloud.  

   3.   The trainer then discusses ratee behaviors that illustrate different perfor-
mance levels for each scale. The goal is to create a common performance 
theory (frame of reference) among raters such that they will agree on the 
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appropriate performance dimension and effectiveness level for different 
behaviors.  

   4.   Participants are shown a videotape of a practice vignette and are asked to 
evaluate the manager using the scales provided.  

   5.   Ratings are then written on a blackboard and discussed by the group of 
participants. The trainer seeks to identify which behaviors participants 
used to decide on their assigned ratings, and to clarify any discrepancies 
among the ratings.  

   6.   The trainer provides feedback to participants, explaining why the ratee 
should receive a certain rating (target score) on a given dimension.    

    FOR training provides trainees with a  theory of performance  that allows them 
to understand the various performance dimensions, how to match these perfor-
mance dimensions to rate behaviors, how to judge the effectiveness of various 
ratee behaviors, and how to integrate their judgments into an overall rating of 
performance.  120   Rater training is clearly worth the effort, and research indicates 
that the kind of approach advocated here is especially effective in improving the 
meaningfulness and usefulness of the performance-management process.  121     

  SECRETS OF EFFECTIVE PERFORMANCE-FEEDBACK 

INTERVIEWS  

 The use of performance feedback, at least in terms of company policies on the 
subject, is widespread. Most companies require that appraisal results be dis-
cussed with employees.  124   As is well known, however, the existence of a policy 
is no guarantee that it will be implemented, or implemented effectively. 
Consider just two examples. First, we know that feedback is most effective when 

IMPACT OF PERFORMANCE MANAGEMENT ON PRODUCTIVITY, 

QUALITY OF WORK LIFE, AND THE BOTTOM LINE

Performance management is fundamentally a 
feedback process, and research indicates that 
feedback may result in increases in perfor-
mance varying from 10 to 30 percent.122 
 Feedback is a fairly inexpensive way to 
improve productivity, but, to work ef-
fectively, feedback programs require 
sustained commitment. The chal-
lenge for managers, then, is to pro-
vide feedback regularly to all their 
employees.
 From an employee’s perspective, 
lack of regular feedback about perfor-
mance detracts from his or her quality of work 

life. Most people want to improve their perfor-
mance on the job, to receive constructive sug-
gestions regarding areas they need to work on, 
and to be commended for things that they do 

well. The cost of failure to provide such 
feedback may result in the loss of key 

professional employees, the continued 
poor performance of employees who 
are not meeting performance stan-
dards, and a loss of commitment by 

all employees. In sum, the myth that 
employees know how they are doing with-

out adequate feedback from management 
can be an expensive fantasy.123
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it is given immediately following the behavior in question.  125   How effective can 
feedback be if it is given only once a year during an appraisal interview? 
    Second, we have known for decades that when managers use a problem-
solving approach, subordinates express a stronger motivation to improve per-
formance than when other approaches are used.  126   Yet evidence indicates that 
most organizations still use a “tell-and-sell” approach in which a manager com-
pletes an appraisal independently, shows it to the subordinate, justifies the 
rating, discusses what must be done to improve performance, and then asks for 
the subordinate’s reaction and sign-off on the appraisal.  127   Are the negative re-
actions of subordinates really that surprising? 
    If organizations really are serious about fostering improved job performance 
as a result of performance-feedback interviews, the kinds of activities shown in 
 Table 9–3  are essential before, during, and after the interview. Let’s briefly ex-
amine each of these important activities. 

    Communicate Frequently.  Research on the appraisal interview at General Elec-
tric indicated clearly that once-a-year performance appraisals are of question-
able value and that coaching should be a day-to-day activity—particularly with 
poor performers or new employees.  128   Feedback has maximum impact when it 
is given as close as possible to the action. If a subordinate behaves effectively 
(ineffectively), tell him or her immediately. Don’t file incidents away so that 
they can be discussed in six to nine months. 

 

Table 9–3

SUPERVISORY ACTIVITIES BEFORE, DURING, AND AFTER 
PERFORMANCE-FEEDBACK INTERVIEWS

Before:

Communicate frequently with subordinates about their performance.

Get training in performance appraisal interviewing.

Plan to use a problem-solving approach rather than “tell-and-sell.”

Encourage subordinates to prepare for performance-feedback interviews.

During:

Encourage subordinates to participate.

Judge performance, not personality and mannerisms.

Be specific.

Be an active listener.

Set mutually agreeable goals for future improvements.

Avoid destructive criticism.

After:

Communicate frequently with subordinates about their performance.

Periodically assess progress toward goals.

Make organizational rewards contingent on performance.



360 Part 3 Development

    Research strongly supports this view. Thus, one study found that commu-
nication of performance feedback in an interview is most effective when the 
subordinate already has relatively accurate perceptions of her or his perfor-
mance before the session.  129   

    Get Training in Performance Feedback and Appraisal Interviewing.  As we noted 
earlier, raters should be trained to observe behavior accurately and fairly. Focus 
on managerial characteristics that are difficult to rate and on characteristics that 
people think are easy to rate but which generally result in disagreements. Such 
factors include risk-taking and development of subordinates.  130   Use a problem-
solving, rather than a “tell-and-sell,” approach, as noted earlier. 

    Encourage Subordinates to Prepare.  Research conducted across a variety of or-
ganizations has yielded consistent results. Subordinates who spend more time 
prior to performance-feedback interviews analyzing their job responsibilities 
and duties, problems they encounter on the job, and the quality of their perfor-
mance are more likely to be satisfied with the performance-management pro-
cess, more likely to be motivated to improve their performance, and more likely 
actually to improve.  131   

    Encourage Participation.  A perception of ownership—a feeling by the subordi-
nate that his or her ideas are genuinely welcomed by the manager—is related 
strongly to subordinates’ satisfaction with the appraisal interview, the appraisal 
system, motivation to improve performance, and the perceived fairness of the 
system.  132   Participation provides an opportunity for employee voice in perfor-
mance appraisal. It encourages the belief that the interview was a fair process, 
that it was a constructive activity, that some current job problems were cleared 
up, and that future goals were set.  133   

    Judge Performance, Not Personality.  In addition to the potential legal liability 
of dwelling on personality rather than on job performance, supervisors are far 
less likely to change a subordinate’s personality than they are his or her job 
performance. Maintain the problem-solving, job-related focus established ear-
lier because evidence indicates that supervisory support enhances employees’ 
motivation to improve.  134   Conversely, an emphasis on the employee as a person 
or his or her self-concept, as opposed to the task and task performance only, is 
likely to lead to lower levels of future performance.  135   

    Be Specific, and Be an Active Listener.  Maximize information relating to per-
formance improvements and minimize information concerning the relative 
performance of other employees.  136   By being candid and specific, the supervi-
sor offers clear feedback to the subordinate concerning past actions. She or he 
also demonstrates knowledge of the subordinate’s level of performance and 
job duties. By being an active listener, the supervisor demonstrates genuine 
interest in the subordinate’s ideas.    Active listening    requires that you do five 
things well:

    1.   Take the time to listen—hold all phone calls and do not allow interruptions.  
   2.   Communicate verbally and nonverbally (e.g., by maintaining eye contact) 

that you genuinely want to help.  
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   3.   As the subordinate begins to tell his or her side of the story, do not inter-
rupt and do not argue.  

   4.   Watch for verbal as well as nonverbal cues regarding the subordinate’s 
agreement or disagreement with your message.  

   5.   Summarize what was said and what was agreed to.    

   Specific feedback and active listening are essential to subordinates’ percep-
tions of the fairness and accuracy of the process.  137   

    Avoid Destructive Criticism. Destructive criticism  is general in nature, is fre-
quently delivered in a biting, sarcastic tone, and often attributes poor perfor-
mance to internal causes (e.g., lack of motivation or ability). It leads to three 
predictable consequences:

    1.   It produces negative feelings among recipients and can initiate or inten-
sify conflict.  

   2.   It reduces the preference of individuals for handling future disagreements 
with the giver of the feedback in a conciliatory manner (e.g., compromise, 
collaboration).  

   3.   It has negative effects on self-set goals and on feelings of self-confidence.  138      

   Needless to say, this is one type of communication to avoid. 

    Set Mutually Agreeable Goals.  How does goal setting work to improve perfor-
mance? Studies demonstrate that goals direct attention to the specific perfor-
mance in question, that they mobilize effort to accomplish higher levels of 
performance, and that they foster persistence for higher levels of perfor-
mance.  139   The practical implications of this work are clear: Set specific, chal-
lenging goals, because this clarifies for the subordinate precisely what is 
expected and leads to high levels of performance. We cannot change the past, 
but interviews that include goal setting and specific feedback can affect future 
job performance. 

    Continue to Communicate, and Assess Progress toward Goals Regularly.  Periodic 
tracking of progress toward goals has three advantages:

    1.   It helps keep behavior on target.  
   2.   It provides a better understanding of the reasons behind a given level of 

performance.  
   3.   It enhances the subordinate’s commitment to perform effectively.    

   All of this helps to improve supervisor/subordinate work relationships. 
 Improving supervisor/subordinate work relationships, in turn, has positive 
effects on performance.  140   

    Make Organizational Rewards Contingent on Performance.  Research results are 
clear cut on this point. If subordinates see a link between appraisal results and 
employment decisions regarding issues such as merit pay and promotion, they 
are more likely to prepare for performance-feedback interviews, to participate 
actively in them, and to be satisfied with the overall performance-management 
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system.  141   At Campbell Soup Co., for example, CEO Doug Conant rewards man-
agers who unleash talent and generate high performance from their staffs.  142     

IMPLICATIONS FOR MANAGEMENT PRACTICE

Throughout this chapter we have emphasized 
the difficulty of implementing and sustaining 
performance-management systems. A basic 
issue for every manager is “What’s in it 
for me?” If organizations are serious 
about improving the performance-
management process, top management 
must consider the following policy 
changes:

� Make quality of performance feedback 
to subordinates and development of 

subordinates integral parts of every manager’s 
job description.
�  Tie rewards to effective performance in 

these areas.
� Recognize that performance man-
agement and appraisal is a dialogue 
involving people and data; both politi-
cal and interpersonal issues are 

 involved. No appraisal method is per-
fect, but with management commitment 

and employee buy-in, performance manage-
ment can be a very useful and powerful tool.

 PERFORMANCE REVIEWS: THE DILEMMA 
OF FORCED RANKING 

  Here’s the dilemma: Forced distributions do differentiate employees from one 
another and they eliminate rater leniency, but evidence indicates that they 
tend to be associated with lower effectiveness of performance-management sys-
tems, particularly when appraisal results are tied to termination. Proponents of 
forced rankings argue that they facilitate budgeting and guard against spineless 
managers who are too afraid to jettison poor performers. Forced rankings, the 
thinking goes, force managers to be honest with workers about how they are 
doing. Like any such system, forced rankings can also be undermined, as by 
managers who avoid having to assign the lowest grades to any of their people 
by trading employees beforehand with supervisors of other teams. 
  Critics say forced rankings compel managers to penalize a good, but not great, 
employee who is part of a superstar team. Conversely, a mediocre employee on a 
struggling unit can come out looking great. Most companies guard against this 
problem by refraining from rigidly applying the distribution to smaller teams—but 
this means the spread has to be made up somewhere else. The result: Different 
managers spend hours haggling with one another to meet the overall distribution 
requirements. According to one middle manager at Microsoft, this horse-trading 
process can be frustrating and time consuming. While the company says it does 
not require managers to assign a certain percentage of employees to each level, the 
middle manager says there is unspoken pressure to do so. 
  Another area of contention is the ranking criteria. In contrast to objective crite-
ria, such as sales revenue generated or error-free products produced, many organi-
zations use fuzzy, qualitative criteria to evaluate employees. While there is no 
doubt that teamwork and communication skills are vital, they are tough to mea-
sure. After all, one manager’s team player is another’s yes-person. Indeed a senior 
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manager at one large firm admits that the company’s ranking criteria are “very sub-
jective,” adding, “There aren’t easy labels for what type of person someone is.” 
  After a string of age-discrimination suits fewer companies seem to be 
adopting forced-distribution systems. A major problem seems to be that they 
simply don’t work well in company cultures that value teamwork, collabora-
tion, and risk taking. Moreover, they mask differences in performance across 
divisions and workgroups. That is, it is likely that some workgroups are 
more effective than others, but with forced-distribution ratings it is impos-
sible to distinguish groups that are performing well from those that are per-
forming poorly.    

   SUMMARY 

 Performance management requires willingness and a commitment to focus on 
improving performance at the level of the individual or team  every day . Like a 
compass, an ongoing performance-management system provides instantaneous, 
real-time information that describes the difference between the current and the 
desired course. To practice sound performance management, managers must do 
the same thing—provide timely feedback about performance, while constantly 
focusing everyone’s attention on the ultimate objective (e.g., world-class cus-
tomer service). 
  At a general level, the broad process of performance management requires 
that you do three things well: define performance (through goals, measures, 
and assessments), facilitate performance (by identifying obstacles to good per-
formance and providing resources to accomplish objectives), and encourage 
performance (by providing timely rewards that people care about in a sufficient 
amount, and fairly). 
  Performance appraisal (the systematic description of the job-relevant 
strengths and weaknesses of an individual or a team) is a necessary, but not 
sufficient, part of the performance-management process. It serves two major 
purposes in organizations: (1) to improve the job performance of employees, 
and (2) to provide information to employees and managers for use in making 
decisions. In practice, many performance-appraisal systems fail because they 
do not satisfy one or more of the following requirements: relevance, sensitivity, 
reliability, acceptability, and practicality. The failure is frequently accompa-
nied by legal challenge to the system based on its adverse impact against one or 
more protected groups. 
  Performance appraisal is done once or twice a year in most organizations, 
but research indicates that this is far too infrequent. It should happen upon 
the completion of projects or upon the achievement of important milestones. 
The specific rating method used depends on the purpose for which the 
 appraisal is intended. Thus, comparisons among employees are most appropriate 
for generating rankings for salary-administration purposes, while MBO, work 
planning and review, and narrative essays are least appropriate for this purpose. 
For purposes of employee development, critical incidents or behaviorally 
 anchored rating scales are most appropriate. Finally, rating methods that  focus 
on describing rather than evaluating behavior (e.g., BARS, behavioral check-
lists) are the most interpretable across raters. 
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  Performance management and appraisal may be done at the level of the 
individual or the team. Because different types of teams exist, such as work or 
service teams, project teams, and network teams, different appraisal methods 
are most appropriate for each team type (see  Table 9–2 ). Recognize, however, 
that rater judgments are subject to various types of biases: leniency; severity; 
central tendency; and halo, contrast, and recency effects. To improve the reli-
ability and validity of ratings, use frame-of-reference training to help raters ob-
serve behavior more accurately. To improve the value of performance-feedback 
interviews, communicate frequently with subordinates; encourage them to pre-
pare and to participate in the process; judge performance, not personality; be 
specific; avoid destructive criticism; set goals; assess progress toward goals 
regularly; and make rewards contingent on performance.  

  performance management    

  performance appraisal    

  performance facilitation    

  performance encouragement    

  relevance    

  performance standards    

  sensitivity    

  reliability    

  acceptability    

  practicality    

  applicant group    

  behavior-oriented rating methods    

  relative rating systems    

  absolute rating systems    

  results-oriented rating methods    

  narrative essay    

  simple ranking    

  alternation ranking    

  paired comparisons    

  forced distribution    

  leniency    

  severity    

  central tendency    

  Likert method of summed ratings    

  critical incidents    

  graphic rating scales    

  behaviorally anchored rating scales (BARS)    

  management by objectives (MBO)    

  work planning and review    

  360-degree feedback    

  halo error    

  contrast error    

  recency error    

  frame-of-reference training    

  active listening    

  destructive criticism      

  KEY TERMS  

  DISCUSSION QUESTIONS  

   9–1.   What would an effective performance-management system look like?  
   9–2.   What is the difference between performance management and performance 

appraisal?  
   9–3.   You have been asked to design a rater-training program. What types of elements 

would you build into the process?  
   9–4.   Working in small groups, develop a performance-management system for a 

 cashier in a neighborhood grocery with little technology but lots of personal 
touch.  

   9–5.   The chief counsel for a large corporation comes to you for advice. She wants to 
know what makes a firm’s appraisal system legally vulnerable. What would 
you tell her?  

   9–6.   How is performance appraisal for teams different from performance appraisal 
for individuals?  
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   9–7.   How can we overcome employee defensiveness in performance-feedback 
 interviews?  

   9–8.   Should discussions of employee job performance be separated from salary 
considerations?    

 “Excellent” is worth 5 points, “Above average” is worth 4 points, “Average” is worth 
3 points, “Below average” is worth 2 points, and “Poor” is worth 1 point. Determine the 
employee’s overall evaluation by summing the appropriate number of points from each 
of the six dimension scores above, and place the total here   . 
 Supervisor’s signature    
 Employee’s signature    
 Reviewed by    

  APPLYING YOUR KNOWLEDGE 

   Case 9–1  Problems in Appraisal at Peak Power 

  Peak Power, a medium-size hydroelectric power plant near Seattle, Washington, has 
been having difficulty with its performance-appraisal system. The plant’s present ap-
praisal system has been in existence for about 10 years and was designed by the head of 
administrative operations, a clerk who had been promoted into the position without any 
professional training in human resource management. Presently, all operating employ-
ees are evaluated once a year by their supervisors, using the following form: 

  PEAK POWER PERFORMANCE-APPRAISAL FORM 

General Instructions:  Complete the following form either by typing your responses or 
printing them in ink, and then make three copies. After the employee’s performance has 
been evaluated by the supervisor and reviewed by higher-level supervision, the em-
ployee will be informed of his or her performance rating and will sign all copies of the 
form indicating that he or she has been so informed. The employee’s signature does not 
necessarily indicate that he or she agrees with the ratings given. Send one completed 
form to the human resources office, and allow the employee to keep a copy for his or her 
files. The other copy is the supervisor’s. 
  Complete the form by marking an “X” in the appropriate locations below. 

Performance dimension Excellent Above average Average Below average Poor

Quantity of work     

Quality of work     

Dependability     

Initiative     

Cooperativeness     

Leadership potential     
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  Ratings from each year are maintained in employee files in the HR department. If 
promotions come up, the cumulative ratings are considered at that time. Further, ratings 
are supposed to be used as a check when raises are given. In practice, little use is made 
of the ratings, either for determination of promotions or for salary decisions. Employee 
feelings about the appraisal system range from indifference to outright hostility. A small, 
informal survey two years ago determined that supervisors spent on average about 
3 minutes filling out the form and less than 10 minutes discussing it with employees. 
  Recent problems in other areas of HR management at the plant and the fear of po-
tential lawsuits led Peak’s president to consider hiring an experienced HR professional 
to upgrade all HR systems. You are being interviewed for the job, and have just been 
presented with the preceding information.    

 Questions  

   1.   The president asks you for your general evaluation of this appraisal system. What 
is your response?  

   2.   The president asks you for some suggestions for ways in which the present system 
can be improved. What would you say?  

   3.   If you should be selected for this position, outline some steps you would take to 
ensure that a new performance-management system will be accepted by its users.        
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   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  What strategies might employees use to self-manage their careers? 

  2.  What can supervisors do to improve their management of dual-career 

couples? 

  3.  Why are the characteristics and environment of an employee’s first job so 

important? 

  4.  What strategies are available for dealing with “plateaued” workers? 

  5.  What steps can managers take to do a better job of responding to the 

special needs of workers in their early, middle, and late career stages?  

10  MANAGING 

CAREERS 



 SELF-RELIANCE: KEY TO CAREER MANAGEMENT  *   

  Consider this stark fact: In today’s corporate environment, you are ever more 
likely to crash into the ranks of the unemployed with no safety net, and it 
could happen over and over again. Moreover, candor about career issues is in 
short supply at many companies these days. Bottom line: Career survival is up 
to you—not the company. Consider yourself to be self-employed, responsible 
for your own career development, CEO of You Inc. This new approach is based 
on an underlying assumption that would have been considered heresy 10 or 
20 years ago in the paternalistic “We’ll take care of you” environments of many 
companies—self-reliance is now  the key  to career management. 
  This does not mean that everyone will be working as self-employed con-
tractors, enhancing their marketability by changing jobs frequently, learning 
cutting-edge skills, and working as a roving gun-for-hire. According to 
 recruiters, such a pattern of employment over a long time can actually be a det-
riment because it does not show any pattern of loyalty or any kind of stabil-
ity—precisely the characteristics employers are looking for in today’s workers. 
  In the past, many companies assumed responsibility for the career paths 
and growth of their employees. The company determined to what position, and 
at what speed, people would advance. That approach worked reasonably well 
in the corporate climate of the latter 20th century. However, the corporate dis-
ruptions of the last decade have rendered this approach to employee career 
development largely unworkable. 
  Acquisitions, divestitures, rapid growth, and downsizing have left many com-
panies unable to deliver on the implicit career promises made to their employees. 
Organizations find themselves in the painful position of having to renege on 
career mobility opportunities their employees had come to expect. In extreme 
cases, employees who expected career growth no longer even have jobs! At the 
same time, there has been a massive realization brought on by the tragic events 
of September 11, 2001—work isn’t everything. As a result, people in every in-
dustry are passing up opportunities for promotions so that they can have a life. 
  Increasingly, corporations have come to realize that they cannot win if they 
take total responsibility for the career development of their employees. No mat-
ter what happens, employees often blame top management or “the company” 
for their lack of career growth, and those who want to be top contributors at 
their current level often feel pressured to move up. That’s a potentially lose-
lose proposition for organizations and their employees. 

  Characteristics of the New Approach  

 Although the primary and final responsibility for career development rests 
with each employee, the company has complementary responsibilities. The 

      Human Resource 
Management 

in Action 

*Source: For more information on the new approach to career self-management, see Guest, D., & 
Sturges, J. (2007). Living to work—working to live. In H. Gunz & M. Peiperl (Eds.), Handbook of 
Career Studies Thousand Oaks, CA: Sage. pp. 310–326. Sin, G. (2008, Jan.). Top jobs 2008: A guide 
to layoff survival. Retrieved from www.fastcompany.com, February 5, 2008. Cascio, W. F. (2007). 
Trends, paradoxes, and some directions for research in career studies. In H. Gunz & M. Peiperl 
(Eds.), Handbook of Career Studies. Thousand Oaks, CA: Sage. pp. 549–557. Weber, J. (2007, May 
14). Please don’t promote me. BusinessWeek, p. 13. Hall, D. T. (1996). Protean careers of the 21st cen-
tury. Academy of Management Executive, 10 (4), pp. 8–16.
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   TOWARD A DEFINITION OF  CAREER   

 In everyday parlance, the word  career  is used in a number of different ways. 
People speak of “pursuing a career”; career planning workshops are common; 
colleges and universities hold “career days” during which they publicize jobs in 

company is responsible for communicating to employees where it wants to go 
and how it plans to get there (the corporate strategy), providing employees 
with as much information about the business as possible, and responding to 
the career initiatives of employees with candid, complete information. One of 
the most important contributions a company can make to each employee’s de-
velopment is to provide him or her with honest performance feedback about 
current job performance. Employees, in turn, are responsible for knowing what 
their skills and capabilities are and what assistance they need from their em-
ployers, asking for that assistance, and preparing themselves to assume new 
responsibilities—if that is what they want. If not, then employees are respon-
sible for communicating their intentions to their bosses. Career self-reliance, or 
career resilience, as we noted earlier, does not mean free agency. Rather, each 
individual needs to become an  informed opportunist , combining accurate in-
formation with a flexible, opportunistic approach to his or her career. 
  This approach to career management can be summed up as follows: assign 
employees the responsibility for managing their own careers, then provide the 
support they need to do it. This support takes different forms in different com-
panies but usually contains several core components—as we will see in the 
conclusion to this vignette.    

 Challenges  

  1.   Should employees be responsible for their own career development?  
  2.   Is the new approach to corporate career management likely to be a passing 

fad, or is it here to stay?  
  3.   What kinds of support mechanisms are necessary to make career self-

management work?    

 As this chapter-opening vignette demonstrates, corporate career management 
has come a long way in the last several decades. This chapter presents a num-
ber of topics that have sparked this re-evaluation. We will consider the impact 
of mergers, acquisitions, and downsizing on corporate loyalty; the impact of 
dual-career couples on the career-management process; and the major issues 
that workers and managers must deal with during the early-, middle-, and late- 
career stages of the adult life cycle. Finally we will examine alternative pat-
terns of career change: promotions, demotions, lateral transfers, relocations, 
layoffs, and retirements. Career management has many facets, both for the indi-
vidual and for the organization. The chapter-opening vignette emphasized that 
in the new concept of career management the company and the employee are 
partners in career development. This chapter carries that theme. Let’s begin by 
attempting to define the word  career.       
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different fields and assist individuals through “career counseling.” A person may 
be characterized as a “career” woman or man who shops in a store that specializes 
in “career clothing.” Likewise, a person may be characterized as a “career 
military officer.” We may overhear a person say, “That movie ‘made’ his career” 
(i.e., it enhanced his reputation) or in a derogatory tone, after a subordinate has 
insulted the CEO, “She can kiss her career good-bye” (i.e., she has tarnished her 
reputation). Finally, an angry supervisor may remark to her dawdling subordi-
nate, “Watney, are you going to make a career out of changing that light bulb?” 
    As these examples illustrate, the word  career  can be viewed from a num-
berof different perspectives. From one perspective  a career is a sequence of 
positions occupied by a person during the course of a lifetime.  This is the 
 objective  career. From another perspective, though,  a career consists of a 
sense of where a person is going in his or her work life.  This is the  subjective  
career, and it is held together by a self concept that consists of (1) perceived 
talents and abilities, (2) basic values, and (3) career motives and needs.  1   Both 
of these perspectives, objective and subjective, focus on the individual. Both 
assume that people have some degree of control over their destinies and that 
they can manipulate opportunities in order to maximize the success and sat-
isfaction derived from their careers.  2   They assume further that HR activities 
should recognize career stages and assist employees with the development 
tasks they face at each stage. Career planning is important because the conse-
quences of career success or failure are linked closely to each individual’s 
self-concept, identity, and satisfaction with career and life. 
    Given the downsizing mentality that has characterized most large organiza-
tions over the past decade, some firms have de-emphasized career develop-
ment and planning as employees wondered if they would even have jobs, much 
less careers. Companies that ignore career issues are mistaken if they think 
those issues will somehow go away. They won’t. Here are some reasons why:  3   

   1.   Rising concerns for quality of work life and for personal life planning.  
   2.   Pressures to expand workforce diversity throughout all levels of an orga-

nization.  
   3.   Growing needs of firms to retain workers at all levels.  
   4.   Slow economic growth and reduced opportunities for advancement.       

 PROACTIVE CAREER MANAGEMENT  

 A career is not something that should be left to chance; instead, in the evolving 
world of work, it should be shaped and managed more by the individual than 
by the organization.  4   Traditionally, careers tended to evolve in the context of 
one or two firms and to progress in linear stages, as workers moved upward 
through the hierarchy of positions in an organization. Today, given the disrup-
tions caused by downsizing, restructuring, technological advancements, and 
global competition, careers span multiple organizations and they are distinctly 
nonlinear. They are  boundaryless  and tend to be characterized by features such 
as the following:  5   

�  Portable knowledge, skills, and abilities across multiple firms.  
�  Personal identification with meaningful work.  
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�  Distinct differences in the work patterns of men and women. Career goals 
tend to be the primary concerns of men. Women, on the other hand, tend to 
evaluate each career action in light of the impact such a decision may have 
on their relationships with others—children, spouses, aging parents, co-
workers, and friends. Theirs are kaleidoscope careers in which they rotate 
different aspects of their lives to arrange their roles and relationships in 
new ways.  

�  Development of multiple networks of associates and peer-learning relation-
ships.  

�  Responsibility for managing your own career.    

   The concept of a boundaryless career raises an interesting question, namely, 
what is the meaning of “career success”?  

 Toward a Definition of Career Success 

 The tradition-oriented “organization man” of the 1950s had a clear definition of 
success and a stable model for achieving it. However, massive changes in the 
business environment have forced employees at all levels to explore alternative 
models of    career success   , and they are confronted with a variety of possibili-
ties.  6   Is it occupational success? Job satisfaction? Growth and development of 
skills? Successful movement through various life stages? Traditionally, career 
development and success have been defined in terms of occupational advance-
ment, which is clear and easy to measure. Today, however, it seems appropriate 
to consider a new model as more careers tend to be cyclical in nature. That is, 
they involve periodic cycles of skill apprenticeship, mastery, and reskilling. Lat-
eral, rather than upward, movement often constitutes career development, and 
cross-functional experience is essential to multiskilling and continued employ-
ability. Late careers increasingly are defined in terms of phased retirement.  7   In 
this new world, the ultimate goal is  psychological success , the feeling of pride 
and personal accomplishment that comes from achieving your most important 
goals in life, be they career achievement, family happiness, inner peace, or 
something else.  8   The following section examines career management in more 
detail; by way of background to this, let’s consider the adult life-cycle stages.   

 Adult Life-Cycle Stages 

 For years, researchers have attempted to identify the major developmental tasks 
that employees face during their working lives and to organize these tasks into 
broader career stages (such as early, middle, and late career).  9   Although a num-
ber of models have been proposed, very little research has tested their accu-
racy. Moreover, there is little, if any, agreement about whether career stages are 
linked to age or not. Most theorists give age ranges for each stage, but these vary 
widely. Rather than a linear life path of “I went to school, got a job, and then 
retired,” experts find that today people tend to go back and forth. They go to 
school, they work, they go back to school, retire, and decide to go back to school 
and go back into the workforce again.  10   
    Such a  blended life course  allows for differences in the number of distinct 
stages through which individuals may pass, the overlapping tasks and issues 
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they may face at each stage, and the role of transition periods between stages. 
The lesson for managers is that all models of adult life-cycle stages should be 
viewed as broad guidelines rather than as exact representations of reality.    

  CAREER MANAGEMENT: INDIVIDUALS 
FOCUSING ON THEMSELVES  

 In thinking about career management, it is important to emphasize the 
 increasingly  temporary  relationships between individuals and organizations. 
Said a victim of three corporate downsizings in four years: “A job is just an 
opportunity to learn new skills that you can then peddle elsewhere in the market-
place.”  19   While such a view might appear cynical to some, the fact is that 
 responsibility for career development ultimately belongs to each individual. 
Unfortunately, few individuals are technically prepared—and willing—to 

MERGERS, ACQUISITIONS, RESTRUCTURINGS, AND 
THE DEMISE OF CORPORATE LOYALTY

Every year there are thousands of mergers and 
acquisitions, totaling trillions of dollars world-
wide.11 While deals are typically done for finan-
cial reasons (assets, portfolios, business 
synergies), they often fail because of a lack of 
“human due diligence”—understanding the 
culture of an organization, the roles that 
individuals play, and the capabilities 
and attitudes of its people.12 The 
 restructuring that frequently follows, 
including downsizing, regularly leads 
to diminished loyalty from employ-
ees. In the wave of takeovers, mergers, 
downsizings, and layoffs, thousands of 
workers have discovered that years of service 
mean little to a struggling management or a 
new corporate parent. This leads to a rise in 
stress and a decrease in satisfaction, commit-
ment, intentions to stay, and perceptions of an 
organization’s trustworthiness, honesty, and 
caring about its employees.13

 Companies counter that today’s competi-
tive business environment makes it difficult to 
protect workers. Understandably, organizations 
are streamlining in order to become more com-
petitive by cutting labor costs and to become 

more flexible in their response to the demands 
of the marketplace. But the rising disaffection 
of workers at all levels has profound implica-
tions for employers.
 Every year U.S. companies create and 

 destroy more than 20 percent of their jobs.14 
 Median years of tenure on the job is only 

2.9 for workers ages 25 to 34, but 9.3 for 
those ages 55 to 64.15 Furthermore, 
employee turnover is expensive. 
Merck found that it costs as much as 
1.5 to 2.5 times a worker’s  annual sal-

ary, when separation,  replacement, and 
training costs are considered.16 The aver-

age worker goes through about nine jobs by age 
32, and 10 percent of the American workforce 
actually switches  occupations every year!17 Yet 
there is hope, as companies such as Southwest 
Airlines, United Technologies, and Xerox rec-
ognize an opportunity to create value in the 
midst of such turmoil. How? By understanding 
that they can only retain loyal customers with a 
base of loyal employees.18 Decreasing defection 
rates of customers, employees, and investors 
can lead to substantial growth, profits, and last-
ing value. That’s a win-win for all concerned.
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handle this assignment. This is not surprising, for very few college programs 
specifically address the problems of managing one’s own career. However, as 
long as it remains difficult for organizations to match the career expectations 
of their employees (a following section shows actual corporate examples of 
this), one option for employees will be to switch organizations. Guidelines for 
doing this fall into the following three major categories.  20    

 Selecting a Field of Employment and an Employer  

   1.   You cannot manage your career unless you have a macro, long-range ob-
jective. The first step, therefore, is to think in terms of where you ulti-
mately want to be, recognizing, of course, that your career goals will 
change over time.  

   2.   View every potential employer and position in terms of your long-range 
career goal. That is, how well does this job serve to position me in terms 
of my ultimate objective? For example, if you aspire to reach senior man-
agement by the year 2013, consider the extent to which your current job 
helps you develop a global orientation, develop public speaking skills, 
practice the “bring out the best in people” leadership style, and learn to 
manage cultural diversity. These are now, and will continue to be, key 
requirements for such senior positions.  21    

   3.   Accept short-term trade-offs for long-term benefits. Certain lateral moves 
or low-paying jobs can provide extremely valuable training opportunities 
or career contacts.  

   4.   Consider carefully whether to accept highly specialized jobs or isolated 
job assignments that might restrict or impede your visibility and career 
development.     

 Knowing Where You Are  

   1.   Always be aware of opportunities available to you in your current 
 position—for example, training programs that might further your career 
development.  

   2.   Carefully and honestly assess your current performance. How do you see 
yourself, and how do you think higher management sees your perfor-
mance? Ask yourself, “Am I in the right job? Are my skills of real value to 
my organization, and does this organization help me fulfill my life’s goals 
and values? What other positions might fit my needs and skills well?”  22    

   3.   Try to recognize when you and your organization have outlived your util-
ity for each other. This is not an admission of failure, but rather an honest 
reflection of the fact that there is little more the organization can do for 
you and, in turn, that your contribution to the organization has reached a 
point of diminishing returns.   

  Here are five important symptoms: Your job ranks low on a “joy and mean-
ing” scale; requests for advancement or new opportunities are ignored consis-
tently or only half met; the job doesn’t adequately meet your needs in areas you 
care about, such as work-life balance, work location, and compensation; your 
standing in the office has been diminished—for example, key clients or ven-
dors no longer deal with you; or you are not fulfilling your dreams.  23     



 Chapter 10 Managing Careers 381

 Planning Your Exit  

   1.   Try to leave at your convenience, not the organization’s. To do this, you 
must do two things well: (a) know when it is time to leave (as before), and 
(b) since downsizing can come at any time, establish networking relation-
ships while you still have a job.  24    

   2.   Leave your current organization on good terms and not under question-
able circumstances.  

   3.   Don’t leave your current job until you’ve landed another one; it’s easier to 
find a new job when you’re currently employed. Like bank loans, jobs of-
ten go to people who don’t seem to need them.     

 The Role of the Organization 

 Up to this point it may sound as though managing your career is all one-sided. 
This is not true; the organization should be a proactive force in this process. 
To do so, organizations must think and plan in terms of shorter employment 
relationships. This can be done, as it often is in professional sports, through 
fixed-term employment contracts with options for renegotiation and extension. 
    A second strategy for organizations is to invest adequate time and energy in 
job design and equipment. Given that mobility among workers is expected to 
increase, careful attention to these elements will make it easier to make replace-
ments fully productive as soon as possible. Perhaps the most persuasive reason 
for helping employees manage their own careers is the need to remain competi-
tive. Although it might seem like a contradiction, such efforts can enhance a 
company’s stability by developing more purposeful, self-assured employees. As 
noted earlier, today’s employees are more difficult to manage. Companies that 
recognize the need to provide employees with satisfying  opportunities will have 
the decided advantage of a loyal and industrious workforce.   

 Dual-Career Couples: Problems and Opportunities 

 One of the most challenging career management problems organizations face 
today is that of the dual-career couple. Let’s examine this issue in detail. 
    Today, families in which both parents are working have become the major-
ity among married couples with children.  25   In fact, dual-career couples now 
comprise 45 percent of the workforce.  26   Dual-career couples face the problems 
of managing work and family responsibilities. Furthermore, it appears that 
there may be an interaction effect that compounds the problems and stresses of 
each separate career.  27   This implies that, by itself, career planning and develop-
ment may be meaningless unless an employee’s role as a family member also is 
considered, particularly when this role conflicts with work activities. What can 
be done? 
    Research indicates that if dual-career couples are to manage their family 
responsibilities successfully, they (and their managers) must be flexible; they 
must be mutually committed to both careers; and they must develop the com-
petencies to manage their careers through planning, goal setting, and problem 
solving.  28   
    From an organizational perspective, successful management of the dual-
career couple includes flexible work schedules and company-supported child 
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care. It also includes customized career paths that include elements such as the 
ability to turn down advancement and be offered it again in the future, the abil-
ity to move laterally for development, the ability to turn down relocation and 
be asked again in the future, and the ability to specialize in one area of the or-
ganization.  29   Evidence across a wide array of industries indicates that some 
firms are more responsive to work-family issues than others. Firms are more 
likely to offer such benefits when work and family issues are prominent and 
important to senior HR executives and the executives believe that failure to of-
fer the benefits will detract from the ability of the organization to perform well 
in the marketplace.  30   

COMPANY EXAMPLE BOTTOM-LINE BENEFITS FOR FAMILY-FRIENDLY COMPANIES31

Companies that truly “get it” actually go farther and integrate family-support 
mechanisms into the business itself. Thus, Hewlett-Packard requires that every 
business unit identify work-family issues and propose an action plan as part of 
its annual business review. Lost Arrow Corporation, the Ventura, California, 
maker of Patagonia apparel and sporting goods, opened its onsite facility for 
employees’ children in 1984. Today it spends about $530,000 a year on family-
friendly benefits. In return, it captures more than $190,000 in federal and state 
tax breaks, and it saves an estimated $350,000 in costs associated with recruit-
ing, training, and productivity because its family-friendly approach helps hold 
turnover below the average for apparel manufacturers. First Tennessee National 
Corporation found that supervisors rated by their subordinates as supportive of 
work-family balance retained employees twice as long as the bank average, and 
kept 7 percent more retail customers. Higher retention rates, according to the 
company, contributed to a 55 percent profit gain over two years, to $106 mil-
lion. Finally, Canadian financial services giant CIBC offers onsite, back-up 
child care in 14 Canadian cities. Employees can take advantage of the pro-
gram for up to 20 days per year at no cost to them. The company’s net savings 
over 4 years totaled $1.4 million. Just as important, however, the program is a 
big winner with CIBC’s workers. Bottom line: Work-family strategies haven’t 
just hit the corporate mainstream—they’ve become a competitive advantage.

    For all the talk about family-friendly policies, however, only 11 percent of 
companies that operate during daytime hours provide child care, while another 
20 percent offer resources and referrals. However, less than 1 percent of compa-
nies offer child care for parents working outside regular hours.  32   Yet demand 
for the service has never been greater. Families nationwide pay an average of 
about 7.5 percent of their annual pretax income for child care.  33   Here are some 
reasons employer-supported child care will continue to grow:

�  Dual-career couples now comprise a preponderance of the workforce.  
�  There has been a significant rise in the number of single parents, more than 

half of whom use child care facilities.  34    
�  More and more, career-oriented women are arranging their lives to include 

motherhood  and  professional goals. After all, about 75 percent of the 68 mil-
lion working women in the U.S. will become pregnant, with three-quarters 
of those returning to work.  35      
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    Employer-sponsored dependent care is no longer limited just to onsite or 
near-site child-care centers, however. The concept has expanded to include 
elder care, intergenerational care, sick-child care, and programs for school-age 
children (before and after school, as well as holiday programs). Other variations 
include centers located in office and industrial parks for use by all tenants and 
centers sponsored by networks of businesses.  36   
    Data from a national random sample indicate that  providing family benefits 
promotes a dedicated, loyal workforce among people who benefit directly from 
the policies, as well as from those who do not.   37   However, the lesson from two 
other studies is clear: Don’t expect that a day care center or a flexible schedule 
will keep women managers from leaving corporations. They may be quite 
willing to throw corporate loyalty to the wind if they aren’t getting adequate 
opportunities for career growth and job satisfaction.  38   
    Managing dual-career couples, from an individual as well as from an orga-
nizational perspective, is difficult. But if current conditions are any indication 
of long-term trends, we can be quite sure of one thing: This “problem” is not 
going to go away.     

 CAREER MANAGEMENT: ORGANIZATIONS 
FOCUSING ON INDIVIDUALS  

 In this section we examine current organizational practices used to manage 
workers at various stages of their careers. Let’s begin by considering organiza-
tional entry.  

 Organizational Entry 

 Once a person has entered the workforce, the next stage is to enter a specific 
organization, to settle down, and to begin establishing a career there.    Organi-
zational entry    refers to the process of “moving inside,” or becoming more 
i nvolved in a particular organization.  39   To do this well, a longitudinal process 
known as socialization is essential.    Socialization    helps a newcomer to transi-
tion from an outsider to an effective and integrated insider. Learning organiza-
tional policies, norms, traditions, and values is an important part of the 
process. Getting to know your peers, supervisor, and subordinates is, also. All 
of this enhances the newcomer’s commitment, job satisfaction, job perfor-
mance, and desire for personal control.  40   Because most turnover occurs early 
in a person’s tenure with an organization, programs that accelerate socializa-
tion will tend also to reduce early turnover (i.e., at entry) and therefore reduce 
a company’s overall turnover rate. Two of the most effective methods for doing 
this are realistic job previews (see Chapter 6) and new-employee orientation 
(see Chapter 8). A third is mentoring.   

 Mentoring 

 A    mentor    is a teacher, an advisor, a sponsor, and a confidant.  41   He or she should 
be bright and well-seasoned enough to understand the dynamics of power and 
politics in the organization and also be willing to share this knowledge with 
one or more new hires. Indeed, to overcome the potential problems associated 
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with one-on-one, male-female mentoring relationships, some firms have estab-
lished “quad squads” that consist of a mentor plus three new hires: a male, a 
female, and one other member of a protected group. Bank of America is typical. 
It assigns mentors to three or four promising young executives for a year at a 
time. There are also benefits for the mentor. For example, just being chosen as 
a mentor, according to one 35-year-old female branch bank manager, boosted 
her self-esteem. Another was deeply touched when a fledgling coworker left 
the following note on her desk: “I will carry your lessons with me throughout 
my life.”  42   
    Organizations should actively promote such relationships, either formally 
or informally, and provide sufficient time for mentors and new hires (or prom-
ising young executives) to meet on a regularly scheduled basis, at least initially. 
Vinson & Elkins LLP, the big Houston law firm, developed a handbook that lists 
guidelines for the program and responsibilities for both mentors and protégés. 
The handbook is a tangible effort to avoid the problem of mismatched expecta-
tions that can arise when responsibilities aren’t spelled out. 
    Mentors matter. Evidence indicates that a new employee’s satisfaction with 
the mentoring relationship has a greater impact on job and career attitudes than 
whether the mentoring was formal or informal.  43   Conversely, bad mentoring 
may be destructive and worse than no mentoring at all.  44   
    The mentor’s role is to be a culture carrier, to teach new hires the ropes, to 
provide candid feedback on how they are being perceived by others, and to 
serve as a confidential sounding board for dealing with work-related problems. 
If successful, mentor relationships can help reduce the inflated expectations 
that newcomers often have about organizations, can relieve the stress experi-
enced by all new hires, and, best of all, can improve the newcomer’s chances 
for survival and growth in the organization.  45   
    Companies like General Electric and employment agency Randstad USA 
use    reverse mentoring   , in which older managers meet with younger subordi-
nates to learn about new technology and electronic commerce. It’s a win-win for 
both parties, and both are expected to teach each other. One 27-year-old mentor 
said the sessions made her more comfortable in dealing with her 54-year-old 
boss. “I can teach him things. . . . I know things he doesn’t know.” At the same 
time, she gets to observe first-hand the skills a manager needs to run a big 
 operation, such as the ability to communicate with lots of different people.  46   
    Thus far we have assumed that a mentor is a single individual. Yet forces 
such as rapidly changing technology, shifting organizational structures, and 
global marketplace dynamics have transformed mentoring into a process that 
often extends beyond the services of a single mentor. In fact, over the course of 
their careers, individuals are likely to draw support from a network of “devel-
opers,” including those from work, family, community organizations, and peer 
groups. In fact, online sites like GoBigNetwork.com that help entrepreneurs 
find funding also allow them to find mentors.  47   The lesson: Actively strive to 
build a diverse portfolio of mentors.  48     

 Early Career: The Impact of the First Job 

 Many studies of early careers focus on the first jobs to which new employees 
are assigned. The positive impact of initial job challenge upon later career suc-
cess and retention has been found many times in a wide variety of settings. 
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Among engineers, challenging early work assignments were related to strong 
initial performance as well as to the maintenance of competence and perfor-
mance throughout the engineer’s career.  49   In other words, challenging initial 
job assignments are an antidote to career obsolescence. 
    The characteristics of the first supervisor are also critical. He or she must 
be personally secure; unthreatened by the new subordinate’s training, ambi-
tion, and energy; and able to communicate company norms and values.  52   Be-
yond that, the supervisor ideally should be able to play the roles of coach, 
feedback provider, trainer, role model, and protector in an accepting, esteem-
building manner. 
    One other variable affects the likelihood of obtaining a high-level job later 
in one’s career:  initial aspirations.   53   Encourage employees to aim high because, 
in general, higher aspirations lead to higher performance.  54   Parents, teachers, 
employers, and friends should therefore avoid discouraging so-called impracti-
cal aspirations.  

ETHICAL DILEMMA
Bringing Mentors and Protégés Together

Research has revealed that informal mentor-
ships (spontaneous relationships that occur 
without involvement from the organiza-
tion) lead to more positive career out-
comes than do formal mentorships 
(programs that are managed and sanc-
tioned by the organization).50 Random 
assignment of protégés to mentors is 
like a blind date—there is only a small 
chance that the match will be successful. 

On the other hand, not all new hires are willing 
or able actively to seek out opportunities to 

work with a mentor. For those who do 
not, is it ethically acceptable to assign 
them randomly to mentors, or to let 
them sink or swim, perhaps by find-
ing their way to networks of like-
minded professionals?51 How would 

you advise an organization faced with 
this dilemma to proceed?

COMPANY EXAMPLEIMPACT OF THE FIRST JOB ON LATER CAREER SUCCESS
Traditionally researchers tended to accept the view that unless an individual 
has a challenging first job and receives quick, early promotions, the entire ca-
reer will suffer. This is a tournament model of upward mobility. It assumes that 
everyone has an equal chance in the early contests but that the losers are not 
eligible for later contests, at least not those of the major tournament. An alter-
native model is called signaling theory. It suggests three cues (signals) that 
those responsible for promotion may use: (1) prior history of promotions (a 
signal of ability), (2) functional-area background, and (3) number of different 
jobs held.
 A study of the patterns of early upward mobility for 180 employees of an 
oil company over an 11-year period are enlightening.55 The company’s very 
detailed job classification systems and actual salary grades served as measures 
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  Managing Men and Women in Midcareer 

 To a large extent, middle age is still a mystery. Myths about psychological land-
marks of midlife, such as the “empty-nest syndrome,” the “midlife crisis,” and 
the menopausal “change of life” have little scientific basis.  56   Nevertheless, the 
following issues may arise for women as well as for men at some point during 
the ages of 35 to 55:  57   

�  An awareness of advancing age and an awareness of death.  
�  An awareness of bodily changes related to aging.  
�  Knowing how many career goals have been or will be attained.  
�  A search for new life goals.  
�  A marked change in family relationships.  
�  A change in work relationships (now more of a coach than a novice or 

rookie).  
�  A growing sense of obsolescence at work (as the saying goes, “Never look 

back; someone may be gaining on you”).  
�  A feeling of decreased job mobility and increased concern for job security.  58      

    Everyone experiences career transitions, but such transitions need not 
morph into full-blown crises. The key is to recognize the warning signs, such as 
depression, a stagnant marriage, an unsatisfying career, or heavy emotional 
baggage from years past. Curbing impulsive behavior is crucial to limiting the 
human damage a midlife crisis can do. Evidence also indicates that there are 
distinct differences between men and women as they search for meaning across 
the courses of their lives, and that more women than men now report turbulent 
midlife transitions: 36.1 percent versus 34 percent, respectively. Whereas male 
midlife crises are more likely to be driven by work or career issues, women’s 
are more likely to begin with family events or problems, such as a divorce, a 
parent’s death, or an extramarital affair.  59    
    The midlife turmoil is manifesting itself in a number of ways. While the 
number of extramarital affairs among women (nearly one in six) is approaching 

of career attainment. The results generally did not support the tournament 
model of career mobility, because the losers—those passed over in the early 
periods—were later able to move up quickly. Rather, the results were more 
analogous to a horse race: Position out of the gate had relatively little effect in 
comparison to position entering the home stretch.
 Different mobility patterns for administration and technical personnel 
helped to explain why the pattern of the early years did not always persist. 
Those who started early in administrative positions began to move up early but 
also plateaued early. A technical background meant a longer wait before up-
ward movement, followed by relatively rapid promotion. The number of differ-
ent positions held also predicted higher attainment.
 In summary, past position, functional background, and number of different 
jobs all seem to act as signals to those making decisions about promotions. All 
were related strongly to career attainment. Together they accounted for more 
than 60 percent of the variability in promotions.
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that of men (about one in five), organized religion is also drawing significant 
support from midlife women’s quest for meaning. Many women are changing 
careers to pursue work that is more altruistic or fulfilling. Others are returning 
to higher education to pursue new interests, or engaging in adventurous sports 
(e.g., wall-climbing, kayaking, wilderness camping). Interviews with older 
women in their 60s and 70s who had experienced midlife crises more than a 
decade ago revealed, without exception, that if given the chance to do it all 
again, they would embrace new undertakings even more wholeheartedly.  60   
    From a career perspective, the fact is that for many, if not most, mid-career 
employees, promotions tend to slow down markedly as managers are put into 
holding patterns. While career success traditionally has been defined in terms 
of upward mobility, more and more leading corporations are trying to convince 
employees that  plateauing  is a fact of life, not a measure of personal failure, 
and that lateral mobility can also lead to rewards and fulfillment. Does such a 
move make sense? Yes, if it puts a    plateaued worker    into a core business, gives 
that person closer contact with customers, or teaches new skills that will in-
crease marketability (both inside and outside one’s present company) in case 
the person is fired.  61   
    What can a middle-aged man or woman do? The rapid growth of technology 
and the accelerating development of new knowledge require that a person in 
midlife make some sort of  change  for her or his own survival. A 30-year-old 
might make the statement “I can afford to change jobs or careers a couple of 
more times before I have to settle down.” But a 50-year-old faces the possibility 
that there is only one chance left for change, and now may be the time to take it.  62   
    Not everyone who goes through this period in life is destined to experience 
problems, but everyone does go through the transition, and some are better 
equipped to cope than are others. Evidence now indicates that the older people 
are, the more control they feel in their work, finances, and marriages, but the 
less control they feel over health, children, and sex.  63   Life planning and career-
planning exercises are available that encourage employees to face up to feel-
ings of restlessness and insecurity, to reexamine their values and life goals, and 
to set new ones or to recommit themselves to old ones. 
    One strategy is to  train midcareer employees to develop younger employees  
(i.e., to serve as coaches or mentors). Both parties can win under such an arrange-
ment. The midcareer employee keeps himself or herself fresh, energetic, and up 
to date, while the younger employee learns to see the big picture and to profit 
from the experience of the older employee. An important psychological need at 
midcareer is to build something lasting, something that will be a permanent con-
tribution to the organization or profession. The development of a future genera-
tion of leaders could be a significant, lasting, and highly satisfying contribution. 
    Another strategy for coping with midcareer problems is to  deal with or pre-
vent obsolescence.  To deal with the problem, some firms send their employees 
to seminars, workshops, university courses, and other forms of retooling. But a 
better solution is to prevent obsolescence from occurring in the first place. Re-
search with engineers indicates that this can be done through challenging ini-
tial jobs; periodic changes in assignments, projects, or jobs; work climates that 
contain frequent, relevant communications; rewards that are closely tied to 
performance; and participative styles of leadership.  64   Furthermore, three per-
sonal characteristics tend to be associated with low obsolescence: high intel-
lectual ability, high self-motivation, and personal flexibility (lack of rigidity). 
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    Of course, those who are unwilling to wait for promotions in large corpora-
tions may become entrepreneurs and start their own businesses. Others may 
simply accept the status quo; readjust their life and career goals; and attempt to 
satisfy their needs for achievement, recognition, and personal growth off the 
job. Research at AT&T supports this proposition. By the time managers were 
interviewed after 20 years on the job, most had long ago given up their early 
dreams, and many could not even remember how high they had aspired in the 
first place. At least on the surface, most had accepted their career plateaus and 
adjusted to them. Midlife was indeed a crisis to some of the managers, but not 
to the majority.  66   
    It is possible to move through the middle years of life without reevaluation 
of one’s goals and life. But it is probably healthier to develop a new or revised 
game plan during this period.   

 Managing the Older Worker 

 “Work is life” is a phrase philosophers throughout the ages have emphasized. 
Today, advances in health and medicine make it possible for people in de-
veloped countries to live 77–82 years, on average, although there is great 

COMPANY EXAMPLE STRATEGIES FOR COPING WITH PLATEAUED WORKERS65

Here are three signs that your career is stalled: others hired about the same time 
as you, at the same level, have been promoted or have moved on to better jobs; 
you’ve been in your job twice as long as anyone else in the same position; and 
you know exactly what you’re going to do every day. To change things up a bit, 
firms like ChevronTexaco, General Motors, and First Banks Inc. are encouraging 
employees to move across departmental lines on a horizontal basis since flatter 
organizations have made vertical promotions less frequent. In banking, for 
 example, someone from auditing might switch to commercial training; someone 
from systems research and development might move into international develop-
ment. The inflexible HRM policies of the past are rapidly fading to accommo-
date new realities. Another strategy is to create dual technical/management 
ladders. New “technical executive” positions are equal to management jobs in 
title and dollars. For example, First Banks has created senior lending positions 
and positions for accounting and systems specialists that are equivalent to 
 senior managerial posts in those departments.
 An alternative way to placate people who do not move up is to pay them 
more for jobs well done. For years, companies that rely heavily for growth on 
creative people—scientists, engineers, writers, artists—have provided incentives 
for them to stay on. Companies are now offering such incentives to a broader 
spectrum. For example, at Monsanto, favored scientists can now climb a univer-
sitylike track of associate fellow, fellow, senior fellow, distinguished fellow.
 Prudential Life Insurance Company rotates managers to improve their per-
formance. At General Electric, employees who are plateaued (either organiza-
tionally, through a lack of available promotions, or personally, through lack of 
ability or desire) are sometimes assigned to task forces or study teams. These 
employees have not been promoted in a technical sense, but at least they have 
gotten a new assignment, a fresh perspective, and a change in their daily work.
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variability, particularly among the poor and the wealthy.  67   The result: an army 
of healthy, older workers. Legally, the elimination of mandatory retirement at 
any age has made this issue even more significant. As managers, what can we 
expect in terms of demographic trends? 
    In a nutshell, we can expect fewer younger workers and more older work-
ers. The Census Bureau predicts that the number of workers ages 20 to 44 will 
increase by 0.4 percent between 2000 and 2010 and by 4 percent between 2010 
and 2020. Meanwhile, the number of workers ages 45 to 64 will increase 
29.7 percent and 3.3 percent over the same time periods.  68    Figure 10–1  illustrates 
this trend graphically. In short, the baby boom of the postwar period will be-
come the “rocking-chair boom” of the early 21st century.  

Many older workers have 
valuable skills that 
 contribute significantly to 
organizations and  society.
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  Myths versus Facts about Older Workers 

 Age stereotypes are an unfortunate impediment to the continued growth and 
development of workers over the age of 50. A U.S.-based survey by ExecuNet 
( www.ExecuNet.com ) found that 82 percent of senior executives consider age 
bias a serious problem in today’s workplace.  69   A broader survey of G7 nations 
(Canada, France, Germany, Italy, Japan, the United Kingdom, and the United 
States) reported that 60 percent of employees over 50 see age discrimination as 
the primary barrier to finding new jobs, while only 38 percent view their em-
ployers as welcoming toward older workers.  70   Here are some common myths 
about age, along with the facts: 

    Myth.  Older workers are less productive than younger workers. 

    Fact.  Cumulative research evidence across three large-scale meta-analyses in-
dicates that in both professional and nonprofessional jobs, age and performance 
on core job tasks are generally unrelated.  71   The relationship of aging to the abil-
ity to function, and the implication of aging for job performance, is complex. 
Overwhelming evidence contradicts simple notions that rate of decline is tied 
in some linear or direct fashion to chronological age. Rather, the effects of aging 
on performance can be characterized by stability and growth, as well as de-
cline, with large individual differences in the timing and amount of change in 
the ability to function.  72   

    Myth.  It costs more to prepare older workers for a job. 

    Fact.  Studies show that mental abilities, such as verbal, numerical, and rea-
soning skills, remain stable into a person’s seventies.  73   

    Myth.  Older workers are absent more often because of age-related infirmities 
and above-average rates of illness. 

    Fact.  Large-scale, cumulative research has found that, considering all causes 
for absence, older workers tend to be absent less frequently than younger 
workers (meta-correlation ⫽ ⫺0.26). With respect to absence due to sickness, 
however, there is a very weak (0.02) but positive relationship with age. Hence 
the duration of the sickness-related absences that do take place tends to be 
longer.  74   

    Myth.  Older workers have an unacceptably high rate of accidents on the job. 

    Fact.  The same large-scale, cumulative research found that age was related 
positively (0.10) to self-rated compliance with safety rules and procedures, and 
it was related negatively to the frequency of work injuries (⫺0.08).  75   It could be 
argued that this is because older workers have more experience on a job, and 
that those who have had many accidents are no longer there. Regardless 
of length of experience, however, the younger the employee, the higher the 
accident rate (see Chapter 15). 

    Myth.  Older workers do not get along well with other employees. 
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    Fact.  A pattern of empirical findings supports the conclusion that older adults 
display higher levels of emotional intelligence, and they show less workplace 
aggression, on-the-job substance abuse, and tardiness. Thus the stereotype of 
older workers as difficult colleagues is largely unfounded. In fact, the over-50 
worker’s sense of responsibility and consistent job performance provide a posi-
tive role model for younger workers.  76   

    Myth.  The cost of health care benefits outweighs any other possible benefits 
from hiring older workers. 

    Fact.  True, when older people get sick, the illness is often chronic and re-
quires repeated doctor’s visits and hospitalization, and the growth rate in costs 
per capita for acute care does increase by age.  77   However, the costs of health 
care for an older worker are lower than those for a younger, married worker 
with several children.  78    

    Myth.  Older people are less creative than younger ones. 

    Fact.  A 2008 meta-analysis reported that age was not related to employee cre-
ativity, either as rated by supervisors or by employees themselves. One might 
argue, however, that regardless of age, poor performers are weeded out over 
time, so that there are no major differences in task performance or creativity 
among those who remain.  79   

    Myth.  You can’t train older workers. 

    Fact.  Across many studies, age shows a weak (⫺0.04) negative relationship 
with performance in training programs. That is, older workers’ training perfor-
mance is slightly lower than that of younger workers.  80   Particularly with older 
workers, it is important to provide a nonthreatening training environment that 
does not emphasize speed and does not expose the older learner to unfavorable 
comparisons with younger learners. Encourage self-confidence by allowing the 
older worker to master a skill-development task, by observing similarly aged 
models who are performing well, and by offering verbal assurances, ample 
time, and privacy.  81   

    Myth.  Older people do not function well if constantly interrupted. 

    Fact.  Neither do younger people.   

 Implications of the Aging Workforce for HRM 

 Certainly not all older workers are model employees, just as not all older work-
ers fit traditional stereotypes. What are the implications of this growing group 
of able-bodied individuals for human resource management? 
    We know what the future labor market will look like in general terms: Both 
the demand for and the supply of older workers will continue to expand. To 
capitalize on these trends, one approach is to recruit workers from those indi-
viduals who would otherwise retire.  Make the job more attractive than retire-
ment, and keep the employee who would otherwise need replacing.   82   As the 
following example illustrates, some companies are doing exactly this. 



392 Part 3 Development

    A second approach is to  survey the needs of older workers and, where fea-
sible, adjust HRM practices and policies to accommodate these needs:    86   

   1.   Keep records on why employees retire and on why they continue to work.  
   2.   Implement flexible work patterns and options, whether time-based, location-

based, or using phased retirement.  
   3.   Where possible, redesign jobs to match the physical capabilities of the 

aging worker, including those that do not require overtime or being on call.  
   4.   Provide opportunities for retraining in technical and managerial skills. 

Fully two-thirds of older workers want more training and leadership-
development opportunities. Unfortunately, two-thirds of HR executives 
say their firms don’t offer such training for older workers as an incentive 
to upgrade their skills.  87    

   5.   Manage the organization’s culture to implement incentives to debunk 
stereotypes, empower innovative thinking, and create clear performance 
expectations. To avoid age-discrimination suits, be able to provide docu-
mented evidence of ineffective job performance.  

   6.   Despite the encouraging findings presented earlier, in the section “Myths 
versus Facts about Older Workers,” research has indicated no overall 
improvement in attitudes toward older workers.  88   Characteristics employers 
consider most desirable in employees—flexibility, adaptability to change, 
capacity and willingness to exercise independent judgment—are not com-
monly associated with older workers.  89      

    For their part, older workers say their biggest problem is discrimination 
by would-be employers who underestimate their skills. They say they must 
convince supervisors and coworkers, not to mention some customers, that 
they’re not stubborn, persnickety, or feeble.  90   To change this trend, workers 
and managers alike need to know the facts about older workers, so that they 
do not continue to espouse myths.     

COMPANY EXAMPLE UNRETIREES
Baptist Health South Florida is one of a growing number of organizations that 
are finding their own retirees to be a valuable source of experienced, depend-
able, and motivated help. In fact, workers who leave and return within five 
years are “bridged,” retaining seniority and salary level.83 At Travelers Corpora-
tion, retirees meet seasonal or sporadic employment needs for the company, 
and the company gets a tax break. The retirees fill a variety of jobs, including 
data-entry operators, systems analysts, underwriters, and accountants. Working 
a maximum of 40 hours per month, retirees are paid at the midpoint of the sal-
ary range for their job classifications. If they work more than half a standard 
workweek, they risk losing their pension benefits. Nevertheless, retirees gener-
ally like the program because it keeps them in better physical, mental, and 
financial shape than full-time retirement does.84

 With a smaller cohort of young workers entering the workforce, other com-
panies are also seeking workers who once would have been considered “over 
the hill.” Deloitte Consulting launched a Senior Leaders Program to allow high-
talent executives to redesign their jobs rather than lose them to early retirement. 
Both Monsanto and Prudential use retirees as temporary workers to do every-
thing from sophisticated technical jobs to answering phones. GE Information 
Services hires retired engineers to service older systems that are still in use.85
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 CAREER MANAGEMENT: ORGANIZATIONS 
FOCUSING ON THEIR OWN MAINTENANCE 
AND GROWTH  

 Ultimately, it is top management’s responsibility to develop and implement a 
cost-effective career-management program. The program must fit the nature 
of the business, its competitive employment practices, and the current (or 
desired) organizational structure. This process is complex because career 
management combines areas that previously have been regarded as individ-
ual issues: performance management, development, transfer, and promotion. 
Before coaching and counseling take place, however, it is important to iden-
tify characteristic career paths that employees tend to follow. 
       Career paths    represent logical and possible sequences of positions that 
could be held, based on an analysis of what people actually do in an organiza-
tion.  91   Career paths should

�  Represent real progression possibilities, whether lateral or upward, without 
implied “normal” rates of progress or forced specialization in a technical area.  

�  Be tentative and responsive to changes in job content, work priorities, orga-
nizational patterns, and management needs.  

�  Be flexible, taking into consideration the compensating qualities of a par-
ticular employee, managers, subordinates, or others who influence the way 
that work is performed.  

�  Specify the skills, knowledge, and other attributes required to perform effec-
tively at each position along the paths and specify how they can be acquired. 
(If specifications are limited to educational credentials, age, and experience, 
some capable performers may be excluded from career opportunities.)    

    Behaviorally based job analyses (see Chapter 5) that can be expressed in 
quantitative terms are well suited to this task because they focus directly on 
what people must do effectively in each job. Clusters or families of jobs requir-
ing similar patterns of behavior can then be identified. Once this is done, the 
next task is to identify career paths within and among the job families and to 
integrate the overall network of these paths into a single career system. The 
process is shown graphically in  Figure 10–2 . 
    EchoStar Communications, parent company of Dish Network satellite-TV 
service, uses a career-path program to help retain call-center agents. The design 
of its program followed the steps outlined in  Figure 10–2 . Then EchoStar asks 
agents to identify their career goals, and supervisors help create plans to 
achieve them. Agents can win rapid promotions within call centers, or to 
other jobs with the company, by meeting skills and training requirements, 
with company help. Company executives say the program is working: The 
average call-center agent now stays for 19 months, up from nine months two 
years ago.  92   
    In practice, career-management systems sometimes fail for the following 
reasons: (1) Employees believe that supervisors do not care about their career 
development, (2) neither the employee nor the organization is fully aware of 
the employee’s needs and organizational constraints, and (3) career plans are 
developed without regard for the support systems necessary to fulfill the 
plans.  93   The following section gives examples of several companies that 
avoided these pitfalls.  
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 Internal Staffing Decisions: Patterns of Career Change 

 From the organization’s point of view, there are four broad types of internal moves: 
up, down, over, and out ( Figure 10–3 ). These moves correspond to promotions 
(up); demotions (down); transfers and relocations (over); and layoffs, retirements, 
and resignations (out). Technically, dismissals also fall into the last category, but 
we will consider them in Chapter 14, in the context of disciplinary actions and 
procedural justice. Briefly, let’s consider each of these patterns of movement. 

  Promotions 
 Promoted employees usually assume greater responsibility and authority in 
return for higher pay, benefits, and privileges. Psychologically, promotions 
help satisfy employees’ needs for security, belonging, and personal growth. 

Figure 10–2

Development of 
a career system 
composed of 
 individual career 
paths.

Analyze jobs to determine similarities
and differences among them.

Group jobs with similar behavioral
requirements into job families.

Identify career paths within and
among job families.

Integrate the overall network of
career paths into a single

career system.

Step 1
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Step 3
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Figure 10–3

As in chess, people 
can make a variety 
of internal moves 
in an organization.
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   Promotions    are important organizational decisions that should receive the 
same careful attention as any other employment decision. They are more likely 
to be successful to the extent that firms

    1.   Conduct an extensive search for candidates.  
   2.   Make standardized, clearly understandable information available on all 

candidates.  94      

  Organizations must continue to live with those who are bypassed for pro-
motion. Research indicates that these individuals often feel they have not been 
treated fairly, their commitment decreases, and their absenteeism increases. 
Conversely, promoted individuals tend to increase their commitment.  95   To min-
imize defensive behavior, it is critical that the procedures used for promotion 
decisions (e.g., assessment centers plus performance appraisals) be acceptable, 
valid, and fair to the unsuccessful candidates. Further, emphasize the greater 
merits of the promoted candidates, relative to those who were not promoted. 
  For many people, promotions can be stressful events. In fact, in a recent 
survey of 785 business leaders, nearly one in five ranked getting a promotion as 
their most challenging life event. A big reason for that, the survey also showed, 
is that 40 percent of managers get little or no support as they enter their new 
jobs. In addition, along with the gain, promotions also involve losses, for ex-
ample, losing the comfort of a familiar role and the relationships that went 
with that. It’s also not unusual for the newly promoted to worry that they cannot 
handle the responsibilities of their new jobs. These issues are important to 
address, because as many baby boomers retire, they will leave an even bigger 
mentoring void for upwardly mobile executives.  96   
  A further issue concerns promotion from within versus outside the organiza-
tion. In organizations where the top executive team has served together for a long 
time, there is a much greater tendency to promote from within.  97   Other firms, such 
as Southwest Airlines, have strict promotion-from-within policies. However, there 
are situations in which high-level jobs or newly created jobs require talents that 
are just not available in-house. Under these circumstances, even the most rigid 
promotion-from-within policy must yield to a search for outside candidates.  

COMPANY EXAMPLEPROFESSIONAL SERVICE FIRMS
Professional service firms (PSFs) are involved in a variety of activities, from 
consulting, law, civil engineering, and architecture to software production. 
They trade mainly on the knowledge of their human capital—employees and 
producer-owners—to develop and deliver solutions to client problems. The 
usual ownership form of the PSF is the partnership, and a key decision for the 
existing owners is promotion to partner. This has implications for the reputa-
tion of the firm, as well as for its future direction.
 Conventionally, PSFs use up-or-out promotion policies, excluding from 
permanent tenure all except those offered partnership. If employees fail to 
obtain promotion within a certain time period, they are expected to quit or 
are dismissed. The attraction of up-or-out for the owners of the firm is that it 
creates a strong incentive for aspiring juniors to perform, reducing supervi-
sion or monitoring costs. It also leaves career paths inside the firm relatively 
clear by exiting those not elected to the top jobs, thereby helping to attract 

Up-or-Out 
Promotions98
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  Demotions 
 Employee    demotions    within a firm usually involve a cut in pay, status, privi-
lege, or opportunity. They occur infrequently because they tend to be accompa-
nied by problems of employee apathy, depression, and inefficiency that can 
undermine the morale of a work group. For these reasons, many managers pre-
fer to discharge or to move employees laterally rather than demote them. In 
either case, careful planning, documentation, and concern for the employee 
should precede such moves. 
  What causes demotion? It could be a disciplinary action, inability of an 
employee to handle the requirements of a higher-level job, health problems, or 
changing interests (e.g., a desire to move from production to sales). Demotions 
also may result from structural changes, as one-time managers are recast into 
project leaders, technical specialists, or internal consultants by companies in 
the throes of reorganization. In many cases, demotion is mutually satisfactory 
to the organization and to the affected employee.  99   
  Conversely, a demoted employee may regard the demotion as retaliation 
for some type of legally protected activity. In a 2008 case ( Lewis v. School 
Board #70 ), for example, the 7th U.S. Circuit Court of Appeals ruled that a 
school district’s bookkeeper who was demoted while taking intermittent leave 
to care for her elderly mother provided evidence that her leave was part of the 
motivation for her demotion. On that basis, the court upheld Lewis’s claim of 
retaliation under the Family and Medical Leave Act.  100     

 Transfers and Relocations 
 Who is most likely to be transferred? A survey by the Employee Relocation 
Council found that the prototypical transferee is a married 37-year-old male 
with children. Female workers are less likely to be transferred, although this 
situation is changing.  101   Reduced mobility, like leaves of absence, tends to 

ambitious entrants who do not want to be stuck in a promotion logjam. How-
ever, up-or-out also involves losing talented and knowledgeable staff in whom 
the firm will have invested not only formal training (and possibly signing 
bonuses) but also the time and effort associated with mentoring and develop-
ing them.
 In general, the more that firms value their knowledge base and see it as a 
source of competitive advantage, or where the knowledge loss represents a 
competitive threat, the greater the costs of losing the knowledge that exiting 
unsuccessful candidates take with them through up-or-out. In such cases, 
firms may adapt by creating permanent career positions. There are costs to 
this strategy as well, in the form of the need for higher-powered incentives 
linked to the performance of the firm for those in permanent career positions 
below the level of partner (to reduce the risk of shirking or loafing), and 
higher compensation to attract and retain good quality staff. What’s the 
 bottom line in all of this? Where firms perceive their knowledge base as 
 distinctive and a source of competitive advantage, a promotion system like 
up-or-out may be less appropriate. Where the knowledge is codified and 
publicly available (as in public accounting firms), firms are more likely to 
retain up-or-out.
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 retard women’s salary progression relative to that of similarly situated 
men.  102   
  With respect to relocations, senior management sometimes faces resis-
tance from employees for family reasons. Fully 81 percent of all relocation 
refusals are due to family and spousal issues.  103   The effect of a move on 
 a family can be profound.  104   For the employee, relocation often means 
 increased prestige and income. However, the costs of moving and the compli-
cations resulting from upsetting routines, loss of friends, and changing 
schools and jobs are borne by the family. Uprooted families often suffer from 
loss of credentials as well. They do not enjoy the built-in status that awaits 
the employee at the new job; they must start from scratch. Wives may become 
more dependent on their husbands for social contacts (or vice versa, depending 
on who is transferred). 
   Currently, about a third of transferees are female, and one in four trailing 
spouses is male. Do such moves work out? Mobil Corporation finds that a man 
generally will follow his wife only if she earns at least 25 percent to 40 percent 
a year more than he does.  105   Today, about one in four wives makes more than 
her husband. That’s up from 16 percent 25 years ago.  106   There is one bright side 
to all of this, however. Research has shown that transfers produce little short-
term impact on the mental or physical health of children.  107   
  Transferred employees who are promoted estimate that it will take them a 
full nine months to get up to speed in their new posts. Lateral transfers take an 
average of 7.8 months. However, the actual time taken to reach competency 
varies with (1) the degree of similarity between the old and new jobs, and 
(2) the amount of support from peers and superiors at the new job.  108   
  As an overall strategy on relocation, some companies have developed 
 frequency standards whereby no manager can be relocated more than once in 
2 years or three times in 10 years. Another firm has set up one-stop rotational 
programs at its larger facilities to replace what used to be four stints of six 
months each at different plants over a two-year training period. 
  The financial implications of relocation are another major consideration. 
As we noted in Chapter 6, a top-tier, complete relocation package for execu-
tives includes ongoing cost-of-living differentials; mortgage interest differen-
tials; home-disposal and home-finding expenses; expenses to help defray 
losses on home sales; real estate commissions; home-purchase expenses; 
home-maintenance, -repair, and -refurbishing costs; equity loans; and, for rent-
ers, leasebreaking  expenses. Employees on temporary assignments often re-
ceive home property management expenses. All of this adds up. The average 
cost of relocating a home-owning current employee now exceeds $60,000, but 
the costs for renters and home-owning new hires were much lower.  109   
  Organizations are well aware of these social and financial problems, and, 
in many cases, they are responding by providing improved support systems to 
make the process easier. These include special online relocation programs, 
 intranets, “house-hunting” on the Internet, and electronic data interchange 
(EDI) that lets relocation professionals keep track of every detail of every 
move.  110   MasterCard International is typical. It provides a lump-sum payment 
for home-finding and temporary housing. Transferees appreciate having 
 immediate access to funds, which eases cash-flow concerns, eliminates the 
need to do expense reports, and gives the transferee discretion in allocating 
funds.  111     
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 Layoffs, Retirements, and Resignations 
 These all involve employees moving  out  of the organization. 

Layoffs.  How safe is my job? For many people, that is the issue of the early 
21st century. It’s becoming clear that corporate cutbacks were not an oddity of 
the 1990s but rather are likely to persist through this decade as well.  112   
  Involuntary layoffs are never pleasant, and management policies must con-
sider the impacts on those who leave, on those who stay, on the local commu-
nity, and on the company. For laid-off workers, efforts should be directed toward 
a rapid, successful, and orderly career transition.  113   Emphasize outplacement 
programs that help laid-off employees deal with the psychological stages of 
career transition (anger, grief, depression, family stress), assess individual 
strengths and weaknesses, and develop support networks.  114   
  How long does it take on average to find a new job? While it depends a 
great deal on the state of the economy and on the amount of effort put into the 
job search, a recent survey of 35- to 60-year-old job seekers showed that the 
older they were, the fewer interviews they got, and the longer it took them to 
find a job. How much longer? Compared to a 35- to 40-year-old job seeker, it 
took almost 25 percent longer for a 46- to 50-year-old, and 65 percent longer for 
a 50- to 60-year-old.  115   Some members of that older group may never find com-
parable work, even if they are willing to take a big cut in pay.  116   
  Termination is a traumatic experience. Egos are shattered, and employees 
may become bitter and angry. Family problems may also occur because of the 
added emotional and financial strain.  117   For those who remain, it is important 
that they retain the highest level of loyalty, trust, teamwork, motivation, and 
productivity possible. This doesn’t just happen—and unless there is a good 
deal of face-to-face, candid, open communication between senior management 
and “survivors,” it probably won’t.  118   Within the community, layoff policies 
should consider the company’s reputation and image in addition to the impact 
of the layoff on the local economy and social services agencies. Although layoffs 
are intended to reduce costs, some costs may in fact increase, including those 
in the following table.       

Direct costs     Indirect costs    

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

  Accrued vacation and sick pay   Training and retraining  

  Supplemental unemployment benefits   Increase in unemployment tax rate  

  Outplacement   Potential charges of unfair discrimination  

  Pension and benefit payoffs   Low morale among remaining employees  

  Administrative processing costs   Heightened insecurity and reduced 
  productivity     

  What are the options? One approach is to initiate a program of    job-sharing
to perform the reduced workload. While no one is laid off, everyone’s work-
week and pay are reduced. This helps the company to reduce labor costs. In an 
area experiencing high unemployment, it may be better to have all employees 
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share the “misery” rather than to lay off selected ones. Some of the benefits of 
job-sharing are  119   

�  Retention of experienced workers who would otherwise leave their jobs.  
�  Benefits continue.  
�  Overtime is reduced.  
�  Workers retain a career orientation and the potential for upward mobility.  
�  It eliminates the need for training a temporary employee, for example, when 

one employee is sick or is on vacation, because the other can take over.    

  To make job-sharing work, consider these tips from two partners who 
shared 7 jobs over 15 years and multiple employers:  120   

�  Pick your partner. After all, you and your workmate have to trust each other 
completely.  

�  Make it work for the company. Present a proposal that provides the business 
rationale, not the personal motivation. Be willing to move to a part of the 
company where those in charge are more accommodating.  

�  Divide time, not tasks. You can’t just split the job in half.  
�  Stay in the loop. Communicate constantly with your partner. Even if you are 

not in the office, make it your business to know what is going on there.  
�  Share credit—and blame. You’re supposed to be one employee and, when 

the time comes, you will get just one raise.    

  Job-sharing appears to be more common among small employers. Of compa-
nies with 100 or more employees, 37.5 percent allowed job-sharing, compared 
with 28 percent of larger employers surveyed by Hewitt Associates.  121   

  Retirements.  For some employees, early retirement is a possible alternative to 
being laid off. Early retirement programs are intended to provide incentives to 
terminate; they are not intended to replace regular retirement benefits. Any 
losses in pension resulting from early retirement are usually offset by attractive 
incentive payments.  122   At General Motors, for example, 19,000 workers (out of 
74,000 offered) left the company with voluntary buyout packages in 2008.  123   
  What about the effects on those who remain? With respect to layoffs, gener-
ous benefits provided to victims tend to be associated with  lower  intentions to 
quit on the part of survivors. With an early retirement program, however, 
 perceptions of overly generous benefits to early retirees tends to be associated 
with  higher  intentions to quit on the part of ineligible employees who  remain.  124   
That is not the only downside risk associated with voluntary severance and 
early retirement programs. Both Kodak and IBM lost skilled, senior-level 
 employees in past cutbacks. To overcome that problem, the firms targeted sub-
sequent programs to specific groups of employees, such as those in manufac-
turing and in some administrative jobs.  125   The keys to success are to  identify, 
before the incentives are offered, exactly which jobs are targeted for attrition 
and to understand the needs of the employees targeted to leave.   126   
  Because mandatory retirement at a specified age can no longer be required 
legally (in the United States), most employees will choose their own times to 
retire. A typical man now retires at 63, and a typical woman at 62, although 
those ages are likely to increase, given the drop in the percentage of companies 
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providing coverage for retiree healthcare (33 percent in 2007 versus 66 percent in 
1988) and traditional pensions (33 percent in 2007 versus 63 percent in 1988).  127   
  Research indicates that both personal and situational factors affect retire-
ment decisions. Personally, individuals with Type A behavior patterns (hard-
driving, aggressive, impatient) are less likely to prefer to retire, while those 
with obsolete job skills, chronic health problems, and sufficient financial re-
sources are more likely to retire. Situationally, employees are more likely to 
retire to the extent that they have reached their occupational goals, that their 
jobs have undesirable characteristics, that home life is seen as preferable to 
work life, and that there are attractive alternative (leisure) activities.  128   
  While retirement is certainly attractive to some, many retirees are returning 
to the workforce. In fact, retirees are the fastest growing part of the temporary 
workforce. Among baby boomers, 80 percent say they plan to do at least some 
work after they “retire”; specifically, they plan to work part-time for interest or 
enjoyment (30 percent), work part-time for income 25 percent), start their own 
business (15 percent), work full-time in a new job or career (7 percent), and 
other (3 percent).  131   Others need the money, and they need health benefits to 
compensate for those they have lost. Many want in retirement what they don’t 
currently have:  balance . They want what aging experts now call a    blended life 
course   —an ongoing mix of work, leisure, and education.  132   

Resignations.  The National Quit Rate—the percentage of people who left their 
jobs voluntarily—averaged 1.7 percent (about 2,200 people) per month, in 
2008.  133   Different motives underlie voluntary resignation.  134      Impulsive quitters
resign “on the spot” (as a result of sharp negative emotions) without any advance 
planning.    Comparison quitters   , in contrast, rationally evaluate alternative jobs 
and are relatively free of strong negative emotions toward their former employers. 
Preplanned quitters    plan in advance to quit at a specific time in the future 

IMPACT OF CAREER MANAGEMENT ON PRODUCTIVITY, QUALITY 
OF WORK LIFE, AND THE BOTTOM LINE

From first-job effects through midcareer transi-
tion to preretirement counseling, career man-
agement has a direct bearing on productivity, 
quality of work life, and the bottom line. It is 
precisely because organizations are sensi-
tive to these concerns that career man-
agement activities have become as 
popular as they are. The saying “Orga-
nizations have many jobs, but indi-
viduals have only one career” is as 
true today as it ever was. While orga-
nizations find themselves in global 
competition, most individuals are striving 
for achievement, recognition, personal growth, 

variety, and inspiring colleagues.129 In a world 
that is becoming flatter, more interconnected, 
and boundaryless, attempting to seek balance, 
equilibrium, and stability may be counterpro-

ductive. Leave behind the notion that the 
amount of time and energy devoted to 

“work” needs to balance the time and 
energy devoted to “life.” Instead, focus 
on enriching your overall quality of 
life. Reframing the issues in this way 

changes the focus from work to life 
and from balance to quality.130 The 

payoff is obvious for individuals and their 
organizations.
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(e.g., upon reaching age 60). This type is least avoidable and therefore least 
preventable by management. Finally,    conditional quitters    hold the view “I will 
quit as soon as I get another job offer that meets certain conditions.” 
  While the motives for voluntary resignation may vary, the rules for how to 
do it have not. Experts generally agree that the fastest way to derail a promising 
career is to tell your boss “to take this job and shove it.” Instead, leave grace-
fully and responsibly, stressing the value of your experience in the company. In 
addition, give plenty of notice (at least two weeks), work hard to complete all 
of your outstanding obligations, and even consider sending your former boss a 
thank-you note, focusing on the positive aspects of your work there. After all, 
the working world is smaller than you think.  135       

IMPLICATIONS FOR MANAGEMENT PRACTICE

To profit from current workforce trends, 
 consider taking the following steps:

� Develop explicit policies to attract 
and retain dual-career couples.

� Consider mentoring and reverse-
mentoring programs to promote 
two-way learning and growth.

� Plan to use “plateaued” workers 
more effectively, as well as those who are 
in midcareer transitions.

� Educate other managers and workers in 
the facts about older workers; where 

possible, hire older workers, including 
 retirees, for full-time or part-time 
work.
� Encourage employees to articulate 
their career goals; train supervisors to 

help them get there.

 SELF-RELIANCE: KEY TO CAREER MANAGEMENT 

  Corporate career management programs often include one or more of the fol-
lowing support mechanisms:

 1. Self-assessment    .  The goal of  self-assessment  is to help employees focus 
on appropriate career goals. For example, Career Architect is a deck of 
67 skills cards that each employee sorts into three piles: greatest strengths, 
strengths, and weaknesses. The system, also available in software form, 
helps employees walk themselves through the difficult and sometimes 
emotional process of assessing their own skills—for example, dealing 
with new technology or working in teams. It is a process of identifying 
and calibrating your professional aptitudes and capabilities and of identi-
fying improvements that will enhance your career growth. Alternatively, 
employees may complete an interest inventory, such as the Strong Interest 
Inventory, to help identify the kinds of activities that they are most in-
terested in. As a rule, people are happiest doing things that fit their inter-
ests and skills, and they tend to avoid jobs or activities in which they are 
uninterested or for which they lack necessary skills.  136    

  Human Resource 
Management 

in Action: 
Conclusion 
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 2.      Career planning.    Verizon uses the results of Career Architect to chart the 
skills the company most needs for future business and to forge career de-
velopment plans for its high-potential managers. Royal Insurance created 
a series of success profiles for important jobs using the cards.  137   The com-
panies then teach employees how to plan their career growth once they 
have determined where they want to go. Employees learn what they need 
as well as how to “read” the corporate environment and to become “savvy” 
about how to get ahead in their own companies.  

 3.    Supervisory training.  Employees frequently turn first to their immediate 
supervisors for help with career management. At Sikorsky Aircraft, for 
example, supervisors are taught how to provide relevant information and 
to question the logic of each employee’s career plans, but not to give spe-
cific career advice. Giving advice relieves the employee of responsibility 
for managing his or her own career.  

 4.    Succession planning.  Simply designating replacements for key managers 
and executives is no guarantee that those replacements will be ready 
when needed. Enlightened companies such as K. Hovnanian Enterprises, 
a $2.6 billion homebuilder in Red Bank, New Jersey, are adopting an ap-
proach to succession planning that is consistent with the concept of ca-
reer self-management. They develop their employees broadly to prepare 
them for any of several positions that may become available. As business 
needs change, broadly developed people can be moved into positions that 
are critical to the success of the business.  138      

  While the concept of career self-management is appealing, research has 
revealed some significant cautions. First, don’t make the programs mandatory. 
Second, don’t offer the programs as a one-time opportunity that will not be re-
peated in the future. Integrate it into the performance management process. 
And finally, provide opportunities for employees to practice their career self-
management behaviors in the workplace. This may require new HR policies 
and new roles for supervisors.  139   
  The practice of making career self-management part of the corporate culture 
has spread rapidly over the past several years. Companies are using this ap-
proach to build a significant competitive advantage. Given today’s turbulent—
sometimes convulsive—corporate environments, plus workers who seek greater 
control over their own destinies, it may be the only approach that can succeed 
over the long term.     

  SUMMARY 

 A career is a sequence of positions occupied by a person during the course of a 
lifetime. Career planning is important because the consequences of career suc-
cess or failure are closely linked to an individual’s self-concept and identity, as 
well as with career and life satisfaction. This chapter has addressed career 
management from three perspectives. The first was that of individuals focusing 
on themselves: self-management of a person’s own career, establishment of ca-
reer objectives, and dual-career couples. The second perspective was that of 
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organizations focusing on individuals: that is, managing individuals during 
early career (organizational entry, impact of the first job); midcareer, including 
strategies for coping with midlife transitions and “plateaued” workers; and late 
career (age 50 and over) stages. We considered the implications of each of these 
stages for human resource management in both large- and small-business set-
tings. Finally, a third perspective was that of organizations focusing on their 
own maintenance and growth. This requires the development of career man-
agement systems based on career paths defined in terms of employee behav-
iors. It involves the management of patterns of career movement up, down, 
over, and out.  

  career    

  career success    

  organizational entry    

  socialization    

  mentor    

  reverse mentoring    

  plateaued worker    

  career paths    

  promotions    

  demotions    

  job-sharing    

  blended life course    

  impulsive quitters    

  comparison quitters    

  preplanned quitters    

  conditional quitters    

  self-assessment      

 

  KEY TERMS  

 DISCUSSION QUESTIONS  

   10–1.   Why is the design of one’s first permanent job so important?  
   10–2.   What practical steps can you suggest to minimize midcareer crises?  
   10–3.   How can an organization make the best possible use of older workers?  
   10–4.   Discuss the special problems faced by dual-career couples.  
   10–5.   A friend of yours is considering accepting a new job offer but can’t figure out 

how to tell his current boss he’s leaving, or what steps to take. What advice 
would you give him?  

   10–6.   What does the concept of loyalty mean in today’s world of work?  
   10–7.   Identify some tell-tale signs that it’s time to quit your current job.  
   10–8.   Working in small groups, develop a corporate policy that specifies how career 

management relates to training, performance management, and reward 
 systems.     

 Self-Assessment and Career Planning 

  Awareness of both the job market and your own strengths, weaknesses, needs, and 
desires is required to make an effective career choice. This exercise focuses on the 
second part of the equation: personal traits, interests, needs, and aspirations as they 

   Exercise 10–1 

 APPLYING YOUR KNOWLEDGE 
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relate to the choice of a career. Professionally developed interest inventories and 
 personality tests can help in this diagnosis. They are usually available through college 
placement offices. 
  Following are three exercises designed to help you discover how your personal 
characteristics relate to your career choices. A sample self-assessment exercise is fol-
lowed by an exercise providing guidelines for discussing and evaluating answers to the 
self-assessment questions. The final exercise provides additional ways to examine self-
perceptions and interests. 

  A. Self-Assessment 
  An approach that has proved useful is that of answering a series of probing questions. 
A list of typical questions is provided below. Answer them as honestly as you can.

 1.    List five words that describe my personality best (not roles such as student, hus-
band, daughter).   

 2.  Who am I? List five statements that answer this question.   
 3.  My best childhood memory is:   
 4.  The single achievement in my life of which I am most proud is:   
 5.  The type of people I like best are:   
 6.  When I have 15 minutes to do anything I want, I most enjoy:   
 7.  When I think about making changes, I feel:   
 8.  My overriding goal in life is to:   
 9.  My greatest strengths in the following work-related areas are (list specific 

strengths):
  a.    Intellectual abilities   
  b.  Social skills   
  c.  Leadership skills   
  d.  Communication skills      
 10.  My greatest weaknesses in the following work-related areas are (list specific weak-

nesses):
  a.    Intellectual abilities   
  b.  Social skills   
  c.  Leadership skills   
  d.  Communication skills      
 11.  Ranking values. Rank the following 16 values in terms of their importance to you 

(1 is most important, 2 is second most important, etc.).
  a.    Family security   
  b.  A world at peace   
  c.  Social recognition 
  d.    Self-respect 
  e.    Salvation 
  f.    True friendship 
  g.    An exciting life 
  h.    Happiness   
  i.  A world of beauty    
  j. Equality   
  k.  Inner harmony   
  l.  Wisdom   
  m.  Mature love 
  n.    Freedom   
  o.  Accomplishment   
  p.  Pleasure      
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 12.  Ranking job outcomes. Rank the following 14 job outcomes in terms of their impor-
tance to you (1 is most important, 2 is second most important, etc.).

  a.    Status   
  b.  Travel 
  c.    Money 
  d.    Respect   
  e.  Security   
  f.  Flexible hours 
  g.    Variety 
  h.    Working conditions 
  i.    Independence 
  j.    Socially important work 
  k.    Power 
  l.    Self-actualization 
  m.    Challenge 
  n.    Achievement 
 13.       Life line. Draw a line representing your life. Use peaks and valleys to represent 

positive and negative periods or events in your life. Mark an “X” where you are 
now; then project your life line out to the end. At the end of your life line, write the 
epitaph that you think will best summarize your life’s work. 

       B. Discussion and Career Planning  
 The class should now divide into groups of two (dyads). Each individual in turn should 
explain to the other what insights were gained about himself or herself from answering 
the questions in part A. Then the dyads should discuss appropriate career options based 
on the answers. Finally, using the insights and information gained from the responses to 
the questions and from the discussions, each student should answer the following ques-
tions individually.   

 1.  What are my three major career strengths? 
 2.    What characteristics of jobs are most important to me? 
 3.    What occupations, jobs, and types of organizations seem most suitable for me?   
 4.  What career goals should I set for myself, both long term and short term?   
 5.  What steps should I take, and by when should I take them, to accomplish these goals? 

      C. Further Exploration of Self-Perceptions and Interests

 1.      It is frequently helpful in career planning to get others’ perspectives on you to com-
pare with your self-perceptions. One way to do this involves interviewing one or 
two people who know you very well, such as a parent, spouse, or best friend. Ask 
them the same questions you asked yourself in part A of this exercise. Then com-
pare their responses with your own. What are the similarities and differences? What 
explains the differences? 

 2.    Another way to get a different perspective beyond your own is to take an interest 
inventory. Such questionnaires typically assess your career interests according to 
some underlying model of careers and compare your responses with those of indi-
viduals in a variety of career fields. Your career development office on campus 
should be able to administer an instrument such as the Strong Interest Inventory or 
the Kuder Preference Scale.   

 3.  It is also sometimes useful to keep a 24-hour diary. For one full school day, keep 
track of how you spend your time. Then repeat the process for a weekend day or 
some other day when you do no schoolwork. What did you learn about how you 
like to spend your time? What does this indicate about your interests?         
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   P A R T

 COMPENSATION 4 
  Compensation is a critical component of the employment relationship. 
 Compensation includes direct cash payments, indirect payments in the form of 
employee benefits, and incentives to motivate employees to strive for higher lev-
els of productivity. Compensation is affected by forces as diverse as labor-market 
factors, collective bargaining, government legislation, and top management’s 
philosophy regarding pay and benefits. This is a dynamic area, and Chapters 11 
and 12 present the latest developments in compensation theory and examples of 
company practices. Chapter 11 is a nontechnical introduction to the subject of 
pay and incentive systems, while Chapter 12 focuses on employee benefits. You 
will find that the material in each chapter has direct implications for sound 
management practice. 

   11     PAY AND INCENTIVE SYSTEMS  

  12     INDIRECT COMPENSATION: EMPLOYEE BENEFIT PLANS        



   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  How can we tie compensation strategy to general business strategy? 

  2.  What economic and legal factors should we consider in establishing pay 

levels for different jobs? 

  3.  What is the best way to develop pay systems that are understandable, 

workable, and acceptable to employees at all levels? 

  4.  How can we tie incentives to individual, team, or organizationwide 

performance? 

  5.  In implementing a pay-for-performance system, what key traps must 

we avoid to make the system work as planned?  

11 
 PAY AND 

INCENTIVE 

SYSTEMS 
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 THE TRUST GAP  *   

  Over the years, few topics have generated as much controversy as executive 
compensation. CEOs say, “We’re a team; we’re all in this together.” But em-
ployees look at the difference between their pay and the CEO’s. They see top 
management’s perks—oak dining rooms and heated garages—versus  cafeterias 
for lower-level workers and parking spaces a half mile from the plant. And they 
wonder, “Is this togetherness?” As the disparity in pay widens, the wonder 
grows. Thus the median value of total direct compensation for CEOs of large 
U.S. companies—defined as those with annual revenues of $7.4 billion or 
more—was $9.4 million in 2007. Hourly workers and supervisors indeed agree 
that “we’re all in this together,” but what we’re in turns out to be a frame of 
mind that mistrusts senior management’s intentions, doubts its competence, 
and resents its self-congratulatory pay. What’s at stake, in short, is nothing less 
than the public trust essential to a thriving free-market economy. 
  Study after study, involving hundreds of companies and thousands of work-
ers, has found evidence of a    trust gap   —and it is growing. Indeed, the attitudes 
of middle managers and professionals toward the workplace are becoming more 
like those of hourly workers, historically the most disaffected group. 
  An analysis of proxy statements from 350 large U.S. corporations by Mercer 
Human Resource Consulting revealed that CEOs in office at least two years 
 enjoyed a 7.1 percent rise in salary and bonus in 2006, 7.1 percent in 2005, and 
an eye-popping 14.5 percent in 2004. In contrast, the paychecks of white-collar, 
salaried workers grew 3.7 percent in 2006, 3.6 percent in 2005, and 3.4 percent 
in 2004. The gap persists because bonuses, typically tied to profits, are routinely 
awarded to top managers but not to other employees. 
  On the other hand, shareholder pressure has led to a firmer link between 
CEO compensation and investor returns. A recent study found that firms with 
CEOs in the top 20 percent of actual pay generate stock returns 60 percent 
greater than those of other firms in their industries over the previous three 
years. Firms with CEOs in the bottom 20 percent of actual pay underperform 
their industries by almost 20 percent over same time period. 
  To be sure, much of the trust gap can be traced to inconsistencies between 
what management says and what it does—between saying “People are our most 
important asset” and in the next breath ordering layoffs, or between sloganeer-
ing about quality while continuing to evaluate workers by how many pieces 
they push out the door. 
  The result is a world in which top management thinks it’s sending crucial 
messages but employees never hear a word. Thus, a recent survey found that 
82 percent of  Fortune  500 executives believe their corporate strategy is  understood 
by everyone who needs to know. Unfortunately, less than a third of employees 
in the same companies say management provides clear goals and direction. 

      Human Resource 
Management 

in Action 

*Sources: Hymowitz, C. (2008, Apr. 28). Pay gap fuels worker woes. The Wall Street Journal, 
p. B8. Colvin, G. (2008, Jan. 21). AmEx gets CEO pay right. Fortune, pp. 22, 24. Mercer issues 
study of U. S. CEO compensation trends. (2008, 15 May). Retrieved from www.Mercer.com, July 7, 
2008. Kaplan, S. N. (2008). Are U. S. CEOs overpaid? Academy of Management Perspectives, 22, 
 pp. 5–20; Lublin, J. S. (2007 Apr. 9). Ten ways to restore investor confidence in compensation. The 
Wall Street Journal, pp. R1, R3; Kirkland, R. (2006, July 10). The real CEO pay problem. Fortune, 
pp. 78–86; Farnham, A. (1989, Dec. 4). The trust gap, Fortune, pp. 56–78.
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 The chapter-opening vignette illustrates important changes in the current think-
ing about pay: Levels of pay will always be evaluated by employees in terms of 
fairness, and unless pay systems are acceptable to those affected by them, they 
will breed mistrust and lack of commitment. Pay policies and practices are criti-
cally important because they affect every single employee, from the janitor to the 
CEO. This chapter begins by exploring four major questions: (1) What economic 
and legal factors determine pay levels within a firm? (2) How do firms tie com-
pensation strategy to general business strategy? (3) How do firms develop 
 systematic pay structures that reflect different levels of pay for different jobs? 
(4) What key policy issues in pay planning and  administration must managers 
address? These challenges are shown graphically in  Figure 11–1 . 

  Confidence in top management’s competence is collapsing. The days when 
top management could say “Trust us; this is for your own good” are over. 
 Employees have seen that if the company embarks on a new strategic tack and it 
doesn’t work, employees are the ones who lose their jobs—not management. 
  While competence may be hard to judge, pay is known, and to the penny. 
The rate of increase in CEOs’ pay split from workers’ in 1979 and has rocketed 
upward ever since. CEOs who make 350 times the average hourly worker’s pay 
are no longer rare. What is rare are policies like those of Whole Foods Market 
that prevent any executive from earning more than 14 times what the average 
worker makes. Said one observer, “The gap is widening beyond what the guy at 
the bottom can even understand. There’s very little common ground left in 
terms of the experience of the average worker and the CEO.” 
  While most U.S. workers are willing to accept substantial differentials in 
pay between corporate highs and lows and acknowledge that the highs should 
receive their just rewards, more and more of the lows—and the middles—are 
asking “Just how just is just?”  

 Challenges  

  1.   To many people, a deep-seated sense of unfairness lies at the heart of the 
trust gap. How might perceptions of unfairness develop?  

  2.   What are some of the predictable consequences of a trust gap?  
  3.   Can you suggest alternative strategies for reducing the trust gap?      

Figure 11–1
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Understand economic
and legal factors that
determine pay levels

PAY PLANNING AND ADMINISTRATION
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  We will then consider what is known about incentives at the individual, 
team, and organizationwide levels. As an educated worker or manager, it is 
important that you become knowledgeable about these important issues. This 
chapter will help you develop that knowledge base.      

 CHANGING PHILOSOPHIES REGARDING 

PAY SYSTEMS  

 Today there is a continuing move away from policies of salary entitlement, in 
which inflation or seniority, not performance, were the driving forces behind 
pay increases. Pay-for-performance is the new mantra.  1   Managers are asking 
“What have you done for me lately?” Current performance is what counts, and 
every year performance standards are raised. In this atmosphere, we are seeing 
three major changes in company philosophies concerning pay and benefits:

    1.   Increased willingness to reduce the size of the workforce; to outsource 
jobs overseas; and to restrict pay to control the costs of wages, salaries, 
and benefits.  

   2.   Less concern with pay position relative to that of competitors and more 
concern with what the company can afford.  

   3.   Implementation of programs to encourage and reward performance—thereby 
making pay more variable. In fact, a recent study revealed that this is one of 
the most critical compensation issues facing large companies today.  2      

   We will consider each of these changes, as well as other material in this and the 
following chapter, from the perspective of the line manager, not from that of the 
technical compensation specialist.  

 Cost-Containment Actions 

 Given that wage and salary payments may account for more than 50 percent of 
total costs, employers have an obvious interest in controlling them.  3   To do so, 
they are attempting to contain staff sizes, payrolls, and benefits costs. Some of 
the cutbacks are only temporary, such as pay freezes and postponements of 
raises.  4   Other changes are meant to be permanent: firing executives or offering 
them early retirement; asking employees to work longer hours, to take fewer 

Larry Ellison, co-founder 
and CEO of Oracle, has 
been richly rewarded for 
guiding the world’s 
 largest enterprise-software 
company to $22.4 billion 
in 2008 revenue and 
300,000 customers 
 worldwide.
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days off, and to shorten their vacations; reducing the coverage of medical 
plans or asking employees to pay part of the cost; and trimming expense 
 accounts, with bans on first-class travel and restrictions on phone calls and 
entertainment. If such a strategy is to work, however, CEOs will first need to 
demonstrate to employees at all levels, by means of tangible  actions, that they 
are serious about closing the trust gap (see chapter-opening vignette).  

  Paying What the Company Can Afford 

 To cover its labor costs and other expenses, a company must earn sufficient 
revenues through the sales of its products or services. It follows, then, that an 
employer’s ability to pay is constrained by its ability to compete. The nature of 
the product or service markets affects a firm’s external competitiveness and the 
pay level it sets.  5   
    Key factors in the product and service markets are the degree of competi-
tion among producers (e.g., fast-food outlets) and the level of demand for the 
products or services (e.g., the number of customers in a given area). Both of 
these affect the ability of a firm to change the prices of its products or services. 
If an employer cannot change prices without suffering a loss of revenues due to 
decreased sales, that employer’s ability to raise the level of pay is constrained. 
If the employer does pay more, it has two options: try to pass the increased 
costs on to consumers or hold prices fixed and allocate a greater portion of 
 revenues to cover labor costs.  6     

 Programs That Encourage and Reward Performance 

 Firms are continuing to relocate to areas where organized labor is weak and 
pay rates are low. They are developing pay plans that channel more dollars into 
 incentive awards and fewer into fixed salaries. Entrepreneurs in startup, high-
risk organizations, salespeople, piecework factory workers, and rock stars have 
long lived with erratic incomes.  7   People in other jobs are used to fairly fixed 

Figure 11–2
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INTERNATIONAL APPLICATION
Tying Pay to Performance in the United States, Europe, and Japan10

In an effort to hold down labor costs, thousands 
of U.S. companies are changing the way they in-
crease workers’ pay. Instead of the traditional 
annual increase, millions of workers in indus-
tries as diverse as supermarkets and aircraft 
manufacturing are receiving cash bonu-
ses. For most workers, the plans mean 
less money. The bonuses take many 
names: “profit sharing” at Abbott 
Laboratories and Hewlett-Packard, 
“gain sharing” at Mack Trucks and 
Panhandle Eastern Corporation, and 
“lump-sum payments” at Boeing. All 
have two elements in common: (1) They can 
vary with the company’s fortunes, and (2) they 
are not permanent. Because the bonuses are not 
folded into base pay (as merit increases are), 
there is no compounding effect over time. They 
are simply provided on top of a constant base 
level of pay. This means that both wages and 
benefits rise more slowly than they would have 
if the base level of pay was rising each year. 
The result: a flattening of wages nationally.
 Flexible pay—tied mostly to profitability 
and promising better job security, but not guar-
anteeing it—is at the heart of the evolving bo-
nus system. Employees are being asked to share 
the risks of the new global marketplace.

 How large must the rewards be? While hard 
data on this question are scarce, most experts 
agree that employees don’t begin to notice 
 incentive payouts unless they are at least 

10  percent, with 15 to 20 percent more likely 
to evoke the desired response.11 In the 

United States and most European 
Union countries, bonus payments 
have been averaging about 10 percent 
of a worker’s base pay annually.12 
Conversely, the Japanese currently pay 

many workers a bonus that represents 
about 25 percent of base pay. For workers 

in all nations, a significant amount of their pay 
is at risk.
 Have such plans generated greater produc-
tivity in the U.S. manufacturing sector in recent 
years? Maybe, but an equally plausible expla-
nation is that the gains were due to automation; 
to company efforts to give workers more of a 
say in how they do their jobs; and to workers’ 
fear that if they did not improve their produc-
tivity, their plants would become uncompeti-
tive and be closed. In short, the jury is still out 
on the productivity impact of bonus systems, 
but evidence does indicate that bonus satisfac-
tion is a separate and distinct component of 
overall pay satisfaction.13

paychecks that grow a bit every year. It is a bedrock of the U.S. compensation sys-
tem, but it is gradually being nudged aside by programs that put more pay at risk. 
In 2007, for example, base pay comprised only 19 percent of CEO compensation.  8   
These programs are being linked to profit and productivity gains—usually a 
moving, ever-rising target. 
    At lower levels, such variable-pay systems almost guarantee cost control. 
In many new plans, any productivity gains are shared 25 percent by the em-
ployees and 75 percent by the company. If business takes off, more pay goes to 
workers. If it doesn’t, the company is not locked into high fixed costs of labor. 
In the United States, 90 percent of large and medium-sized companies now offer 
some kind of variable pay—such as profit-sharing and bonus awards—up from 
47 percent in 1990 (see  Figure 11–2 ).  9   Later in this chapter we will discuss pay-
for-performance more fully and how it can be put into effect. 
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    This international example focused on the  outcomes  of bonus decisions. 
However, the  process  is also important. To a large extent, the relative emphasis 
managers place on performance versus relationships varies with cultural fac-
tors. Thus, when making bonus decisions, Chinese managers tend to place less 
emphasis on employees’ work performance than do American managers. How-
ever, when making decisions about nonmonetary recognition of employees, 
Chinese managers tend to place more emphasis on employees’ relationships 
with coworkers and managers than do their American counterparts. Finally, 
Chinese managers tend to give larger bonuses to employees with greater per-
sonal needs, while American managers tend not to take personal needs into 
consideration when making bonus decisions.  14       

 COMPONENTS AND OBJECTIVES OF 
ORGANIZATIONAL REWARD SYSTEMS  

 At a broad level, an    organizational reward system    includes anything an 
 employee values and desires that an employer is able and willing to offer in 
exchange for employee contributions. More specifically, such    compensation    
includes both financial and nonfinancial rewards.    Financial rewards    
 include direct payments (e.g., salary) plus indirect payments in the form of 
employee benefits (see Chapter 12).    Nonfinancial rewards    include every-
thing in a work environment that enhances a worker’s sense of self-respect 
and esteem by others (e.g., work environments that are physically, socially, 
and mentally healthy; opportunities for training and personal development; 
effective supervision; recognition). These ideas are shown graphically in 
 Figure 11–3 . 
    While money is obviously a powerful tool used to capture the minds and 
hearts of workers and to maximize their productivity, don’t underestimate the 
impact of nonfinancial rewards. As an example, consider Wilton Connor 

Figure 11–3
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Packaging Inc. in Charlotte, North Carolina. In addition to offering onsite 
laundry service, it has a handyman on staff who does free, minor household 
repairs for employees while they’re at work—thus cutting down on excuses 
for missing work. If there’s a major problem, say, a toilet that needs to be 
 replaced, the handyman orders it from Home Depot and charges it to the com-
pany’s account there. The employee repays the company a modest amount 
each month. 
    “We have virtually no turnover, we have no quality problems, we have very 
few supervisors,” asserts Wilton Connor, the company’s chief executive. “Those 
are the hard-nosed business reasons for doing these things.”  15   Companies are 
doing these things because they don’t have much choice. Giving their workers 
more ease and freedom is simply enlightened self-interest. As one executive 
noted, “The demand for brains is higher than it’s ever been.” Satisfying this 
demand will require radical rethinking of employment practices that have 
served organizations reasonably well in the past.  16   
    Rewards bridge the gap between organizational objectives and individual 
expectations and aspirations. To be effective, organizational reward systems 
should provide four things: (1) a sufficient level of rewards to fulfill basic 
needs, (2) equity with the external labor market, (3) equity within the organiza-
tion, and (4) treatment of each member of the organization in terms of his or her 
individual needs.  17   More broadly, pay systems are designed to attract, retain, 
and motivate employees. This is the ARM concept. Indeed, much of the design 
of compensation systems involves working out tradeoffs among more or less 
seriously conflicting objectives.  18   
    Perhaps the most important objective of any pay system is fairness, or 
equity. Equity can be assessed on at least three dimensions:

    1.      Internal equity.    Are pay rates fair in terms of the relative worth of indi-
vidual jobs to an organization?  

   2.      External equity.    Are the wages paid by an organization fair in terms of 
competitive market rates outside the organization?  

   3.      Individual equity.    Is each individual’s pay fair relative to that of other 
individuals doing the same or similar jobs?    

   Researchers have proposed several bases for determining equitable payment for 
work.  19   They have three points in common:

    1.   Each assumes that employees perceive a fair return for what they contrib-
ute to their jobs.  

   2.   All include the concept of social comparison, whereby employees 
 determine what their equitable return should be after comparing their 
inputs (e.g., skills, education, effort) and outcomes (e.g., pay, promo-
tion, job status) with those of their peers or coworkers (comparison 
 persons).  

   3.   The theories assume that employees who perceive themselves to be in an 
inequitable situation will seek to reduce that inequity. They may do so by 
mentally distorting their inputs or outcomes, by directly altering their 
inputs or outcomes, or by leaving the organization.    
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    Reviews of both laboratory and field tests of equity theory are quite consis-
tent: Individuals tend to follow the equity norm and to use it as a basis for 
distributing rewards. They report inequitable conditions as distressing, 
 although there may be individual differences in sensitivity to equity.  20   
    A final objective is    balance   —the relative size of pay differentials among 
different segments of the workforce. If pay systems are to accomplish the 
 objectives set for them, ultimately they must be perceived as adequate and 
equitable. For example, there should be a balance in pay relationships  between 
supervisors and the highest paid subordinates reporting to them. This differ-
ential typically varies from 5 to 30 percent.  21   As the chapter-opening vignette 
illustrated, ratios of 350 to 1 (or greater) between the highest- and lowest-paid 
employees are generally regarded as out of balance.    

 STRATEGIC INTEGRATION OF COMPENSATION 
PLANS AND BUSINESS PLANS  

 Unfortunately, the rationale behind many compensation programs is “Two-
thirds of our competitors do it” or “That’s corporate policy.” Compensation 
plans need to be tied to an organization’s strategic mission and should take their 

ETHICAL DILEMMA
Does Being Ethical Pay?24

Social responsibility has become big business 
for many corporations. Companies spend  billions 
of dollars doing good works—everything from 
boosting diversity in their ranks to developing 
eco-friendly technology—and then trumpet-
ing those efforts to the public. Do those 
efforts pay off?
 In a series of experiments, consum-
ers were shown the same products—
coffee and T-shirts. One group was 
told that the items were made using 
high ethical standards, another was told 
that the items were made using low  ethical 
standards, and a third group (the control group) 
received no information. In the case of coffee, 
consumers were willing to pay $9.71 for a 
pound produced using high ethical standards, 
$5.89 for a pound produced using unethical 
standards, and $8.31 when given no informa-
tion about the ethical standards used in coffee 

 production. Results for T-shirts were similar. 
The researchers concluded that consumers are 
willing to pay a small premium for goods 
 produced ethically, but they will punish a 

product made unethically even more harshly, 
by buying it only at a steep discount.

The implication of this research is 
that companies should segment their 
overall markets, and make special 
 efforts to reach out to buyers with high 

ethical standards. Those are the custom-
ers who can deliver the biggest potential 

profits on ethically produced goods.
 In an effort to attract, retain, and motivate 
top talent, do you believe that companies 
should also trumpet their ethical standards? Is 
there a payoff? What specific actions would 
you recommend with respect to developing a 
strategy to recruit new employees and to retain 
and motivate existing ones?
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direction from that mission. They must support the general business strategy, 
for example, differentiation (setting yourself apart from the competition) or cost 
leadership.  22   Further, evidence now shows that inferior performance by a firm 
is associated with a lack of fit between its pay policy and its business strategy.  23   
From a managerial perspective, therefore, the most fundamental question is 
“What do you want your pay system to accomplish?” 
    As an example, consider Dial Corporation, the big consumer-products 
maker. Over a three-year period, the company eliminated merit raises for its 
1,400 nonunion staffers. Instead they became eligible for annual cash bonuses, 
which primarily reflect three measures of corporate financial performance—net 
revenue growth, operating margin, and asset turnover. These measures reflect 
business strategies of cost leadership and differentiation. Potential bonuses (up 
to 14 percent of base pay) rose as merit raises were phased out.  25   
    This approach to managing compensation and business strategies dic-
tates that actual levels of compensation should not be strictly a matter of 
what is being paid in the marketplace. Instead, compensation levels derive 
from an assessment of what must be paid to attract and retain the right people, 
what the organization can afford, and what will be required to meet the orga-
nization’s strategic goals. The idea is to align the interests of managers and 
employees. 
    When compensation is viewed from a strategic perspective, therefore, firms 
do the following:

    1.   They recognize compensation as a pivotal control and incentive mechanism 
that can be used flexibly by management to attain business objectives.  

   2.   They make the pay system an integral part of strategy formulation.  
   3.   They integrate pay considerations into strategic decision-making 

 processes, such as those that involve planning and control.  
   4.   They view the firm’s performance as the ultimate criterion of the success 

of strategic pay decisions and operational compensation programs.  26         

 DETERMINANTS OF PAY STRUCTURE AND LEVEL  

 Marginal productivity theory in labor economics holds that unless an employee 
can produce a value equal to the value received in wages, it will not be worth-
while to hire that worker.  27   In practice, a number of factors interact to deter-
mine wage levels. Some of the most influential of these are labor-market 
conditions, legislation, collective bargaining, management attitudes, and an 
organization’s ability to pay. Let us examine each of these.  

 Labor Market Conditions 

 As noted in Chapter 6, whether a labor market is “tight” or “loose” has a major 
impact on wage structures and levels. Thus, if the demand for certain skills is 
high while the supply is low (a tight market), there tends to be an increase in 
the price paid for these skills. Conversely, if the supply of labor is plentiful, 
relative to the demand for it, wages tend to decrease. As an example, consider 
Jordan Machine Company. 
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COMPANY EXAMPLE JORDAN MACHINE COMPANY
Jordan Machine Company of Birmingham, Alabama, has never worked so hard 
to find so few employees. “We’ve turned over barrels and drums and searched 
just about everywhere we can think,” says Jerry Edwards, chief executive of-
ficer. The company needs skilled machinists to help manufacture molds for 
everything from fishing lures to submarine hatch covers.28

 Despite his efforts—including offers of high pay, full health benefits, and a 
company-sponsored savings program—Edwards estimated that his company 
lost more than half a million dollars last year, simply because it couldn’t find 
enough workers to meet the demand for new orders.
 Jordan Machine Company is not alone. Companies, high-tech and low-tech 
alike, simply cannot find workers when labor markets are tight. In tight labor 
markets, labor shortages are the No. 1 headache for many employers. In some 
cases it has curbed growth and expansion possibilities, and in others it has 
forced operators to shut down early for lack of staff.29 Such tight labor markets 
have predictable effects on wages. Consider auto-repair technicians, long 
 stereotyped as low-paid grease monkeys. With increasing computerization and 
complex diagnostics in autos, many older mechanics are choosing to change 
careers rather than go back for more training. The scarcity is forcing some dealers 
to poach other shops, and it has driven up auto-repair costs as well as the 
wages of repair technicians. Their average wages exceeded $44,000 in 2008, 
and demand for them is projected to grow 14 percent from 2006–2016.30

Small Business 
Contends with 
Tight Labor 
Markets

    Another labor market phenomenon that causes substantial differences in 
pay rates, even among people who work in the same field and are of similar age 
and education, is the payment of wage premiums by some employers to attract 
the best talent available and to enhance productivity in order to offset any 
 increase in labor costs. This is known as the  efficiency wage hypothesis  in labor 
economics, and it has received some support among economic researchers.  31   
The forces discussed thus far affect pay levels to a considerable extent. So also 
does government legislation.   

 Legislation 

 As in other areas, legislation related to pay plays a vital role in determining 
internal organization practices. Although we cannot analyze all the relevant 
laws here,  Table 11–1  presents a summary of the coverage, major provisions, 
and federal agencies charged with administering four major federal wage-hour 
laws. Wage-hour laws set limits on minimum wages to be paid and maximum 
hours to be worked. 
    Of the four laws shown in  Table 11–1 , the Fair Labor Standards Act (FLSA) 
affects almost every organization in the United States. It is the source of the terms 
 exempt employees  (exempt from the overtime provisions of the law) and  non-
exempt employees.  It established the first national minimum wage (25 cents an 
hour) in 1938; subsequent changes in the minimum wage and in national policy 
on equal pay for equal work for both sexes (the Equal Pay Act of 1963) were 
passed as amendments to this law. About 115 million  employees—86 percent of 
the U.S. workforce—are covered by federal overtime rules, and those rules apply 
to salaried and hourly workers alike.  32   At the same time, many of today’s 
 employees no longer fit into the law’s outdated categories (see  Figure 11–4 ). 
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    There are many loopholes in FLSA minimum-wage coverage.  33   Certain 
workers, including casual babysitters and most farm workers, are excluded, as 
are employees of small businesses and firms not engaged in interstate com-
merce. State minimum-wage laws are intended to cover these workers. At the 
same time, if a state’s minimum is higher than the federal minimum, the state 
minimum applies. For example, while the federal minimum wage was $5.85 per 
hour in 2007, Connecticut’s was $7.65.  34   More than 70 cities and counties pay 

Table 11–1

FOUR MAJOR FEDERAL WAGE-HOUR LAWS

Scope of coverage Major provisions Administrative agency

Fair Labor Standards 
Act (FLSA) of 
1938 (as amended)

Davis-Bacon Act 
(1931)

Walsh-Healy Public 
Contracts Act 
(1936)

McNamara-O’Hara 
Service Contract 
Act (1965)

Employers involved in 
interstate commerce or 
in the production of 
goods for interstate 
commerce. Exemption 
from overtime 
provisions for 
managers, supervisors, 
executives, outside 
salespersons, and 
professional workers.

Federal contractors 
involved in the 
construction or repair 
of federal buildings 
and public works with 
a contract value over 
$2,000.

Federal contractors 
manufacturing or 
supplying materials, 
articles, or equipment 
to the federal 
government with a 
value exceeding 
$10,000 annually.

Federal contractors who 
provide services to the 
federal government 
with a value in excess 
of $2,500.

Minimum wage of $6.55 per 
hour for covered employees, 
rising to $7.25 as of July, 
2009; time-and-a-half pay 
for more than 40 hours per 
week; restrictions by 
occupation or industry on 
the employment of persons 
under 18; prohibits wage 
differentials based 
exclusively on sex—equal 
pay for equal work. No extra 
pay required for weekends, 
vacations, holidays, or 
severance.

Employees on the project 
must be paid prevailing 
community wage rates for 
the type of employment 
used. Overtime of time and 
a half for more than 40 
hours per week. Three-year 
blacklisting of contractors 
who violate this act.

Same as Davis-Bacon. Under 
the Defense Authorization 
Act of 1986, overtime is 
required only for hours 
worked in excess of 40 per 
week, not 8 per day, as 
previously.

Same as Davis-Bacon.

Wage and Hour 
Division of the 
Employment 
Standards 
Administration, 
U.S. Department 
of Labor

Comptroller General 
and Wage and 
Hour Division

Same as FLSA

Same as Davis-Bacon
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their workers or contractors a  living wage , which is tailored to living costs in an 
area and may be more than double the federal or state minimums. While oppo-
nents argue that such laws will force some businesses to close, at least some 
academic research suggests that living wage laws do more good than harm. They 
have imposed little—if any—cost to the cities that have passed them, they have 
led to few job losses, and they have lifted many families out of poverty.  35   
    An important feature of the FLSA is its provision regarding the employment 
of young workers. On school days, 14- and 15-year-olds are allowed to work 
no more than 3 hours (no more than 8 hours on nonschool days), or a total of 
18 hours a week when school is in session. They may work 40-hour weeks during 
the summer and during school vacations, but they may not work outside the hours 
of 7 a.m. to 7 p.m. (or 9 p.m. June 1 to Labor Day). Both federal and state laws 
allow 16- and 17-year-olds to work any hours but forbid them to work in hazard-
ous occupations, such as driving or working with power-driven meat slicers. 
    The remaining three laws shown in  Table 11–1  apply only to organizations 
that do business with the federal government in the form of construction or by 
supplying goods and services.   

 Collective Bargaining 

 Another major influence on wages in unionized as well as nonunionized firms is 
collective bargaining. Nonunionized firms are affected by collective bargaining 

Figure 11–4
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When Congress passed a law in 1938 mandating overtime pay, it also created a 

series of exemptions listing various types of workers who weren’t entitled to it

EXECUTIVE:

The boss, of course, is not en-

titled to overtime. An executive 
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supervises at least two em-
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PROFESSIONALS 

AND CREATIVES:

Overtime is also denied to 

those whose job requires ad-

vanced training, a professional 

degree, or artistic imagination.

ADMINISTRATIVE:
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worker bees able to collect 

overtime. This exemption cov-
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offi ce work and exercise “inde-

pendent judgment.”

OUTSIDE 

SALESPEOPLE:

Think Willy Loman. No over-

time for salespeople who are 
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ployer’s place of business.

. . . THAT DON’T ALWAYS APPLY IN TODAY’S WORKPLACE

A big reason that wage and hour litigation is exploding is because so many 

employees no longer fi t into the law’s outdated categories

STARBUCKS STORE 

MANAGER:

The company claims they are executives, 

but store managers may spend more time 

serving than supervising. The company 

settled a case in California, where state 

law says you have to spend more than 

50% of your time actually managing, but 

is fi ghting a case in Florida under more 

fl exible federal rules.

MERCK SALES 

REPRESENTATIVE:

Drug company reps don’t actually sell 

anything. They merely attempt to infl u-

ence doctors’ prescribing, so the sales 

exemption may be invalid. And the ad-

ministrative exemption requires exercise 

of discretion, but the pitches to physi-

cians are tightly scripted. Cases have 

been fi led against every major drug 

manufacturer, and the legal status of 

these workers is unclear.

ERNST & YOUNG 

ACCOUNTANT:

If someone with an accounting degree is 

actually exercising his judgment as a CPA, 

the professional exemption applies. But a 

worker who simply gathers audit data and 

enters it in a spreadsheet can’t—licensed 

or not—be classifi ed as a professional. 

Litigation pending against Ernst & Young 

makes overtime claims on behalf of E&Y 

staff, including some with professional 

degrees.

Source: Orey, M. (2007, Oct. 1). Wage wars.  BusinessWeek, p. 58.
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agreements made elsewhere since they must compete with unionized firms for 
the services and loyalties of workers. Collective bargaining affects two key factors: 
(1) the level of wages and (2) the behavior of workers in relevant labor markets. In 
an open, competitive market, workers tend to gravitate toward higher-paying jobs. 
To the extent that nonunionized firms fail to match the wages of unionized firms, 
they may have difficulty attracting and keeping workers. Furthermore, benefits 
negotiated under union agreements have had the effect of increasing the package 
of benefits in firms that have attempted to avoid unionization. In addition to 
wages and benefits, collective bargaining is also used to negotiate procedures for 
administering pay, procedures for resolving grievances regarding compensation 
decisions, and methods used to determine the relative worth of jobs.  36     

 Managerial Attitudes and an Organization’s Ability to Pay 

 These factors have a major impact on wage structures and levels. Earlier we 
noted that an organization’s ability to pay depends, to a large extent, on the 
competitive dynamics it faces in its product or service markets. Therefore, 
 regardless of its espoused competitive position on wages, an organization’s 
ability to pay ultimately will be a key factor that limits actual wages. 
    This is not to downplay the role of management philosophy and attitudes on 
pay. On the contrary, management’s desire to maintain or improve morale, attract 
high-caliber employees, reduce turnover, and improve employees’ standards of 
living also affect wages, as does the relative importance of a given position to a 
firm.  37   A safety engineer is more important to a chemical company than to a 
bank. Wage structures tend to vary across firms to the  extent that managers view 
any given position as more or less critical to their firms. Thus, compensation 
administration reflects management judgment to a considerable degree. Ulti-
mately, top management renders judgments  regarding the overall competitive 
pay position of the firm (above-market, at-market, or below-market rates), factors 
to be considered in determining job worth, and the relative weight to be given 
seniority and performance in pay decisions. Such judgments are key determi-
nants of the structure and level of wages.  38       

 AN OVERVIEW OF PAY-SYSTEM MECHANICS  

 The procedures described in this section for developing pay systems help 
those involved in the development process to apply their judgments in a sys-
tematic manner. The hallmarks of success in compensation management, as in 
other areas, are understandability, workability, and acceptability. The broad 
objective in developing pay systems is to assign a monetary value to each job 
in the organization (a base rate) and an orderly procedure for increasing the 
base rate (e.g., based on merit, inflation, or some combination of the two). To 
develop such a system, we need four basic tools:

    1.   Updated job descriptions.  
   2.   A job-evaluation method (i.e., one that will rank jobs in terms of their 

overall worth to the organization).  
   3.   Pay surveys.  
   4.   A pay structure.    

    Figure 11–5  presents an overview of this process. 
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       Job descriptions    are key tools in the design of pay systems, and they serve 
two purposes:

    1.   They identify important characteristics of each job so that the relative 
worth of jobs can be determined.  

   2.   From them we can identify, define, and weight    compensable factors    (com-
mon job characteristics that an organization is willing to pay for, such as 
skill, effort, responsibility, and working conditions).    

   Once this has been done, the next step is to rate the worth of all jobs using a 
predetermined system. 
    A number of    job-evaluation    methods are available. They all have the same 
final objective: ranking jobs in terms of their relative worth to the organization 
so that an equitable rate of pay can be determined for each job. However, differ-
ent job-evaluation methods yield different rank-orders of jobs, and therefore 
different pay structures.  39   In short, method matters. 
    As an illustration, consider the point method of job evaluation, the approach 
most commonly used in the United States and Europe.  40   Each job is analyzed 
and defined in terms of the compensable factors an organization has agreed to 
adopt. Points are assigned to each level (or degree) of a compensable factor, such 
as responsibility. The total points assigned to each job across each compensable 
factor are then summed. A hierarchy of job worth is therefore defined when jobs 
are rank-ordered from highest point total to lowest point total. 
    While job evaluation provides a business-related order and logic that 
 supports pay differences among jobs, its use is not universal among firms. One 
reason is that several policy issues must be resolved first, including  41   

Figure 11–5
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�  Does management perceive meaningful differences among jobs?  
�  Is it possible to identify and operationalize meaningful criteria for distin-

guishing among jobs?  
�  Will job evaluation result in meaningful distinctions in the eyes of emplo yees?  
�  Are jobs stable, and will they remain stable in the future?  
�  Is job evaluation consistent with the organization’s goals and strategies? 

For example, if the goal is to ensure maximum flexibility among job assign-
ments, a knowledge- or skill-based pay system may be most appropriate. 
We will address that topic more fully in a later section.     

 Linking Internal Pay Relationships to Market Data 

 In the point-factor method of job evaluation, the next task is to translate the 
point totals into a pay structure. Two key components of this process are 
identifying and surveying pay rates in relevant labor markets. This can often 
be a complex task because employers must pay attention not only to labor 
markets but also to product markets.  42   Pay practices must be designed not 
only to attract and retain employees but also to ensure that labor costs (as part 
of the overall costs of production) do not become excessive in relation to 
those of competing employers. 
    The definition of relevant labor markets requires two key decisions: which 
jobs to survey and which markets are relevant for each job. Jobs selected for a sur-
vey are generally characterized by stable tasks and stable job specifications (e.g., 
computer programmers, purchasing managers). Jobs with these characteristics are 
known as  key  or    benchmark jobs.    Jobs that do not meet these criteria but that are 
characterized by high turnover or are difficult to fill should also be  included. 
    As we noted earlier, the definition of    relevant labor markets    should consider 
geographical boundaries (local, regional, national, or international) as well as 
product-market competitors. Such an approach might begin with product-market 
competitors as the initial market, followed by adjustments downward (e.g., from 
national to regional markets) on the basis of geographical considerations. 
    Once target populations and relevant markets have been identified, the next 
task is to obtain survey data. Surveys are available from a variety of sources, in-
cluding the federal government (Bureau of Labor Statistics), employers’ associa-
tions, trade and professional associations, users of a given job-evaluation system 
(e.g., the Hay Group’s point-factor system), and compensation consulting firms.  43   

COMPANY EXAMPLESALARY-COMPARISON SOURCES
In a world where information is power, salary negotiations have long been 
greatly imbalanced. The Internet, however, is leveling the playing field, as a 
growing number of Web sites offer salary surveys, job listings with specified pay 
levels, and even customized compensation analyses.44 For example, America’s 
Career InfoNet (www.acinet.org) provides access to wage data compiled by the 
Bureau of Labor Statistics. However, Salary.com is arguably the most popular 
provider of salary comparisons, for it provides detailed geographic information 
and matching job descriptions for more than 3,000 benchmark jobs. The primary 
tool used by Salary.com is the Salary Wizard, which allows users to enter a job 
title and zip code and receive a median salary number as well as a range from 
25 percent through 75 percent of the median.

What Are 

You Worth?
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 The Salary Wizard is based on Salary.com’s analysis of data supplied pre-
dominately by compensation-consulting firms, which the company’s team of 
compensation specialists aggregates into a database and then uses to power the 
Wizard. If you prefer to see data presented by industry, try cafepharma.com, 
Vault.com/Salary, ITbusinessEdge.com, or business.com. Go to these sites and 
compare the kinds of information presented in each one. Do they provide infor-
mation on which employers are included and which are not? Where do their 
data come from? Answering questions like these can help to judge the credibil-
ity of the data. Credible data, in turn, can help you do a better job of negotiating 
compensation in a new job—or trying to improve your pay at your current one. 
How much more should you expect when switching jobs? While the average is 
about 12 to 14 percent more than you are currently making, if a company really 
wants you, and the hiring manager knows you are in demand elsewhere, you 
can reasonably expect an offer of 20 percent more than your current salary. For 
someone with other offers who is the absolute right fit for a given job, however, 
the jump could be as high as 50 percent. What’s the moral of this story? The 
better the fit, the more wiggle room you have.45

    Managers should be aware of two potential problems with pay-survey 
data.  46   The most serious is the assurance of an accurate job match. If only a 
“thumbnail sketch” (i.e., a very brief description) is used to characterize a job, 
there is always the possibility of legitimate misunderstanding among survey 
respondents. To deal with this, some surveys ask respondents if their salary 
data for a job are direct matches or somewhat higher or lower than those de-
scribed (and therefore worthy of more or less pay). 
    A second problem has resulted from the explosion of  at-risk  forms of pay, 
some of which are based on individual performance and some on the profit-
ability of an organization. As we noted earlier, base pay is becoming a smaller 
part of the total compensation package for a broad range of employees. This 
makes it difficult to determine the actual pay of job incumbents and can make 
survey results difficult to interpret. For example, how do we compare salary 
figures that include only base pay or direct cash payouts with at-risk pay that 
may take the form of a lump-sum bonus, additional time off with pay, or an 
employee stock-ownership plan? Despite these potential problems, all indica-
tions are that pay surveys will continue to be used widely. 
    The end result is often a chart, as in  Figure 11–6 , that relates current wage 
rates to the total points assigned to each job. For each point total, a trend line is 
fitted to indicate the average relationship between points assigned to the bench-
mark jobs and the hourly wages paid for those jobs. Once a midpoint trend line 
is fitted, two others are also drawn: (1) a trend line that represents the mini-
mum rate of pay for each point total and (2) a trend line that represents the 
maximum rate of pay for each point total.  47    

  Developing a Pay Structure 

 The final step in attaching dollar values to jobs using the point method is to es-
tablish pay grades, or ranges, characterized by a point spread from minimum to 
maximum for each grade. Starting wages are given by the trend line that repre-
sents the minimum rate of pay for each pay grade, while the highest wages that 
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Figure 11–6
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can be earned within a grade are given by the trend line that represents the max-
imum rate of pay. The pay structure is described numerically in  Table 11–2 . 
    For example, consider the job of administrative clerk. Let’s assume that the 
job evaluation committee arrived at a total allocation of 142 points across all 
compensable factors. The job therefore falls into pay grade 6. Starting pay is 
$13.12 per hour, with a maximum pay rate of $17.06 per hour. 
    The actual development of a pay structure is a complex process, but there 
are certain rules of thumb to follow:

�  Jobs of the same general value should be clustered into the same pay grade.  
�  Jobs that clearly differ in value should be in different pay grades.  
�  There should be a smooth progression of point groupings.  
�  The new system should fit realistically into the existing allocation of pay 

within a company.  
�  The pay grades should conform reasonably well to pay patterns in the rele-

vant labor markets.  48      

    Once such a pay structure is in place, the determination of each individual’s 
pay (based on experience, seniority, and performance) becomes a more system-
atic, orderly procedure. A compensation-planning worksheet, such as that 
shown in  Figure 11–7 , can be very useful to managers confronted with these 
weighty decisions.  
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Figure 11–7

Sample annual compensation-planning worksheet.
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ANNUAL COMPENSATION-PLANNING WORKSHEET

Table 11–2

ILLUSTRATIVE PAY STRUCTURE SHOWING PAY GRADES, THE SPREAD 
OF POINTS WITHIN GRADES, THE MIDPOINT OF EACH PAY GRADE, 
AND THE MINIMUM AND MAXIMUM RATES OF PAY PER GRADE

Point  Minimum rate Maximum rate
Grade spread Midpoint of pay of pay

 2 62–75  68 $ 7.50 $ 9.75

 3 76–91  83 8.63 11.21

 4 92–110 101 9.92 12.90

 5 111–132 121 11.41 14.83

 6 133–157 145 13.12 17.06

 7 158–186 172 15.09 19.62

 8 187–219 203 17.35 22.56

 9 220–257 238 19.95 25.94

 10 258–300 279 22.95 29.83

 11 301–350 325 26.39 34.31

 12 351–407 379 30.35 34.45
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  Alternatives to Pay Systems Based on Job Evaluation 

 There are at least two alternatives to pay systems based on job evaluation: market-
based pay and skill- or knowledge-based pay, also referred to as competency-
based pay.  

 Market-Based Pay 
 The    market-based pay system    uses a direct market-pricing approach for all of a 
firm’s jobs. This type of pay structure is feasible if all jobs are benchmark jobs 
and direct matches can be found in the market (e.g., senior-executive posi-
tions). Pay surveys can then be used to determine the market prices of the jobs 
in question. If competitors’ pay decisions determine a company’s pay structure 
though, then the level of pay or the mix of pay forms is no longer a source of 
potential competitive advantage. It is neither unique nor difficult to imitate. As 
a result, many firms are questioning the use of peer-group surveys to set com-
pensation. Instead they are looking at the relationship of pay to company per-
formance and to aligning pay structures more closely with the business 
strategy.  49     

 Competency-Based Pay 
 Under a    competency-based pay system    ,  workers are paid not on the basis of 
the job they currently are doing, but rather on the basis of their skills or on their 
depth of knowledge, both of which are termed “competencies.” Skill-based 
plans are usually applied to so-called blue-collar work and competencies to 
so-called white-collar work. The distinctions are not hard and fast. They can 
focus on depth (specialists in corporate law, finance, or welding and hydrau-
lic maintenance) or breadth (generalists with knowledge in all phases of op-
erations including marketing, manufacturing, finance, and HR).  50   In a world 
of slimmed-down big companies and agile small ones, the last thing any 
manager wants to hear from an employee is “It’s not my job.” To see how 
such systems might work in practice, let’s consider General Mills and 3M 
Company. 

COMPANY EXAMPLEGENERAL MILLS AND 3M
Skill-based plans rely on very specific information on every aspect of the pro-
duction process. For example, food-products manufacturer General Mills uses 
four skill categories corresponding to the steps in the production process: mate-
rials handling, mixing, filling, and packaging. Each skill category has three 
blocks: entry level, accomplished, and advanced. A new employee could there-
fore start at entry level in materials handling and, after being certified in all 
skills included at that level, can begin training for skills either at the accom-
plished level within materials handling or else at the entry level in mixing.
 3M has developed a set of six leadership competencies for all executives. 
They are: thinks from outside in; drives innovation and growth; develops, 
teaches, and engages others; makes courageous decisions; leads with energy, 
passion, and urgency; and lives 3M values. Behavioral anchors are used to rate 
an executive on each of these competencies. The ratings are then used to assess 
and develop executives worldwide. Because 3M relies so heavily on promotion 
from within, competency ratings help to develop executive talent for succession 
planning. While the link to development is clear, the link to pay is less clear.

Skill- and 
Competency-Based 

Pay51
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  In such learning environments, the more workers learn, the more they earn. 
Companies view skill- and competency-based pay plans as a way to develop 
the critical behaviors and abilities employees need to achieve specific business 
results. By linking compensation directly to individual contributions that make 
a difference to the organization, a company can maintain the highest caliber of 
workers, regardless of their particular specialties or roles. Such plans also pro-
vide a mechanism for cross-training employees to ensure that people in differ-
ent functional areas have the behavioral or technical skills to take on additional 
responsibilities as needed.  52   
  On the other hand, both skill- and competency-based plans become increas-
ingly expensive as the majority of employees become certified at the highest pay 
levels. As a result, the employer may have an average wage higher than competi-
tors who use conventional job evaluation. Unless the increased flexibility per-
mits leaner staffing, the employer may also experience higher labor costs. This is 
what caused Motorola and TRW to abandon their plans after just a few years.  53   
  Is there any impact on productivity, quality, or labor costs? A 37-month study 
in a component-assembly plant found a 58 percent improvement in productivity, 
a 16 percent reduction in the cost of labor per part, and an 82 percent reduction 
in scrap, compared to a similar facility that did not use skill-based pay.  54   Another 
study linked the ease of communication and understanding of skill-based plans 
to employees’ general perceptions of being treated fairly by the employer.  55   A 
 final study analyzed the relationship between competencies and performance 
among managers. Managers’ competencies were related to their performance 
ratings, but there was no relationship to unit-level performance.  56   The lesson 
from these studies is that each organization must weigh the advantages and 
disadvantages of such plans, relative to its own context and strategy. Currently, 
only 7 percent of U.S. organizations use skill- or competency-based pay plans.  57   
  In summary, if compensation systems are to be used strategically, it is impor-
tant that management (1) understand clearly what types of behavior it wants the 
compensation system to reinforce, (2) recognize that compensation systems are 
integral components of planning and control, and (3) view the firm’s performance 
as the ultimate criterion of the success of strategic pay decisions and operational 
compensation programs. 
  Now let us consider some key policy issues.      

 POLICY ISSUES IN PAY PLANNING 
AND ADMINISTRATION   

 Pay Secrecy 

 This matter has taken on new urgency after a controversial 2007 Supreme 
Court decision in  Ledbetter v. Goodyear Tire & Rubber Co.  The court held that 
pay-discrimination lawsuits must be brought within 180 days after the original 
payment was set—not when the worker finds out.  58   This raises an important 
question: Do workers actually know what the person in the next office makes? 
The answer: Not really. Pay secrecy is a difficult policy to maintain, particu-
larly as so much pay-related information is now available on the Web. Anyone 
with access to the Internet can find out fairly easily what a position is worth 
in the job market. What about discussing salaries within a particular firm, say, 
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your own employer? As a general matter, salary discussions among employees 
are protected under the National Labor Relations Act, which protects the right 
of employees to discuss their wages, hours, and other terms and conditions of 
their employment.  59   
    In the United States, the pay of senior executives is disclosed in annual 
reports. However, this is not the case in Europe. Continental Europe still has a 
ways to go before it matches the United States and the United Kingdom in dis-
closing executive pay. Spain and Italy, for example, have no reporting require-
ments. Under current German law, companies lump together the pay of all 
management board members. However, France, Switzerland, and especially 
Ireland are beginning the lift the veil of secrecy that shrouds the compensation 
of executives in those countries.  60   
    Openness versus secrecy is not an either/or phenomenon. Rather, it is a 
matter of degree. For example, organizations may choose to disclose one or 
more of the following: (1) the work- and business-related rationale on which 
the system is based, (2) pay ranges, (3) pay-increase schedules, and (4) the 
availability of pay-related data from the compensation department.  61   Posting 
salary ranges, experts contend, is a public show of trust in employees. It 
demonstrates that the employer values them and will help them to advance.  62   
However, there are also disadvantages to    pay openness:    

   1.   It forces managers to defend their pay decisions and practices publicly. 
Because the process is inherently subjective, there is no guarantee that 
satisfactory answers will ever be found that can please all concerned 
parties.  

   2.   The cost of a mistaken pay decision escalates because all the system’s in-
consistencies and weaknesses become visible once the cloak of secrecy is 
lifted.  

   3.   Open pay might induce some managers to reduce differences in pay 
among subordinates in order to avoid conflict and the need to explain 
such differences to disappointed employees.  63      

    In general, open-pay systems tend to work best under the following circum-
stances: Individual or team performance can be measured objectively, perfor-
mance measures can be developed for all the important aspects of a job, and 
effort and performance are related closely over a relatively short timespan.   

 The Effect of Inflation 

 All organizations must make some allowance for inflation in their salary pro-
grams. Given an inflation rate of 5 percent, for example, the firm that fails to 
increase its salary ranges at all over a two-year period will be 10 percent be-
hind its competitors. Needless to say, it becomes difficult to recruit new em-
ployees under these circumstances, and it becomes difficult to motivate present 
employees to remain and, if they do remain, to produce. 
    How do firms cope? Automatic pay raises for nonunion employees have 
almost disappeared at most major concerns. Average increases for salaried em-
ployees were 3.6 percent in 2006, for example, while consumer prices rose an 
average of 4.2 percent. The result: a slight decline in real wages for the average 
employee. To offset that loss, many companies are granting more time off to 
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employees, and implementing flexible schedules (51 percent of companies in 
a large 2008 survey).  64   As we have seen, companies such as Dial, Corning, 
 DuPont, and Merck are tying pay more to performance in an attempt to make 
the costs of labor more variable and less fixed. At Dial, for example, “Employees 
have gotten merit increases irrespective of company performance. . . . We can’t 
afford to go on doing business through [that] kind of pay program.”  65   More and 
more companies, large and small, feel the same way.   

 Pay Compression 

    Pay compression    is related to the general problem of inflation. It is a narrowing 
of the ratios of pay between jobs or pay grades in a firm’s pay structure.  66   Pay 
compression exists in many forms, including (1) higher starting salaries for new 
hires, which lead long-term employees to see only a slight difference between 
their current pay and that of new hires; (2) hourly pay increases for unionized 
employees that exceed those of salaried and nonunion employees; (3) recruit-
ment of new college graduates for management or professional jobs at salaries 
above those of current jobholders; and (4) excessive overtime payments to some 
employees or payment of different overtime rates (e.g., time and a half for some, 
double time for others). Failure of organizations to address compression issues 
may cause long-serving employees to rethink their commitment to a company 
they think does not value or reward loyalty. Their frustration also can show up 
in the form of lower productivity, reluctance to work overtime, and unwilling-
ness to cooperate with higher-paid new recruits.  67   However, first-line supervi-
sors, unlike middle managers, may actually benefit from pay inflation among 
nonmanagement employees since companies generally maintain a differential 
between the supervisors’ pay and that of their highest paid subordinates.  68   
    One solution to the problem of pay compression is to institute equity adjust-
ments; that is, give increases in pay to employees to maintain differences in job 
worth between their jobs and those of others. Of course this increases an organi-
zation’s overall wage bill, especially relative to competitors. Another approach 
is to grant sign-on bonuses to new hires in order to offer a competitive total 
compensation package, especially to those with scarce skills. Because bonuses 
do not increase base salaries, the structure of differences in pay between new 
hires and experienced employees does not change. A third approach is to 
provide benefits that increase gradually to more senior employees. Thus, 
 although the difference between the direct pay of this group and that of their 
shorter-service coworkers may be slim, senior employees have a distinct advan-
tage when the entire compensation package is considered. 
    Overtime as a cause of compression can be dealt with in two ways. First, it 
can be rotated among employees so that all share overtime equally. However, in 
situations where this kind of arrangement is not feasible, firms might consider 
establishing an overtime pay policy for management employees; for example, a 
supervisor may be paid an overtime rate after he or she works a minimum 
number of overtime hours. Such a practice does not violate the Fair Labor 
Standards Act; under the law, overtime pay is not required for exempt jobs, 
although organizations may adopt it voluntarily.  69   
    Pay compression is certainly a difficult problem—but not so difficult that it 
cannot be managed. Indeed, it must be managed if companies are to achieve 
their goal of providing pay that is perceived as fair.   
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 Pay Raises 

 Coping with inflation is the biggest hurdle to overcome in a pay-for-performance 
plan. On the other hand, the only measure of a raise is how much it exceeds 
the increase in the cost of living. In 2008 the best places to get a raise were 
India (average of 14 percent) and Argentina (average of 12.7 percent). Unfortu-
nately, those raises trailed the rate of inflation in both countries, and therefore 
the raises did not allow employees to maintain the purchasing power of their 
salaries.  70   
    The simplest, most effective method for dealing with inflation in a merit-
pay system is to increase salary ranges. By raising salary ranges (e.g., based on 
a survey of average increases in starting salaries for the coming year) without 
giving general increases, a firm can maintain competitive hiring rates and at 
the same time maintain the merit concept surrounding salary increases.  Because 
a raise in minimum pay for each salary range creates an employee group that 
falls below the new minimum, it is necessary to raise these employees to the 
new minimum. Such adjustments technically violate the merit philosophy, but 
the advantages gained by keeping employees in the salary range and at a rate 
that is sufficient to retain them clearly outweigh the disadvantages.  71   
    The size of the merit increase for a given level of performance should 
 decrease as the employee moves farther up the salary range. Merit guide charts 
provide a means for doing this. Guide charts identify (1) an employee’s current 
performance rating, and (2) his or her location in a pay grade. The intersection 
of these two dimensions identifies a percentage of pay increase based on the 
performance level and location of the employee in the pay grade.  Figure 11–8  
shows an example of such a chart. The rationale for the merit-guide-chart 
 approach is that a person at the top of the range is already making more than 
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the going rate for that job. Hence she or he should have to demonstrate more 
than satisfactory performance in order to continue moving farther above the 
going rate. Performance incentives, one-time awards that must be re-earned 
each year, allow employees to supplement their income. Let’s turn now to this 
topic.    

  PERFORMANCE INCENTIVES  

 In today’s conservative fiscal climate, incentive programs are becoming 
 increasingly popular as tools not just to improve economic performance but 
also to  retain valuable employees, promote on-the-job safety, and encourage 
long-term client relationships. Indeed, incentives now comprise more than 
12 percent of payroll, up from only 4 percent in 1990.  72   The incentives need 
not only be in cash. Thus, MasterCard International replaced cash bonuses 
for its employees with hotel, show-ticket, and other gift certificates.  73   Evi-
dence indicates that  incentives work.  74   A quantitative review of 39 studies 
containing 47 relationships revealed that financial incentives were not related 
to performance quality, but were related fairly strongly (correlation of 0.34) to 
performance quantity.  75   
    When it comes to performance incentives, the possibilities are endless.  76   
Because each has different consequences, each needs special treatment. One way 
to classify them is according to the level of performance targeted—individual, 
team, or total organization. Within these broad categories, literally hundreds 
of different approaches for relating pay to performance exist. This chapter 
considers the three categories described earlier, beginning with merit pay for 
individuals—both executives and lower-level workers. First, however, let’s 
consider some fundamental requirements of all incentive programs.    

 REQUIREMENTS OF EFFECTIVE INCENTIVE SYSTEMS  

 At the outset it is important to distinguish merit systems from incentive sys-
tems. Both are designed to motivate employees to improve their job perfor-
mance. Most commonly, merit systems are applied to exempt employees in the 
form of permanent increases to their base pay. The goal is to tie pay increases 
to each employee’s level of job performance.    Incentives    (e.g., sales commis-
sions, bonuses, profit sharing) are one-time supplements to base pay. They are 
also awarded on the basis of performance (individual, team, organization, or 
some combination of those), and are applied to broader segments of the labor 
force, including nonexempt and unionized employees. 
    Properly designed incentive programs work because they are based on two 
well-accepted psychological principles: (1) increased motivation improves per-
formance and (2) recognition is a major factor in motivation.  77   Unfortunately, 
however, many incentive programs are improperly designed, and they do not 
work. They violate one or more of the following rules (shown graphically in 
 Figure 11–9 ): 

    1.    Be simple.  The rules of the system should be brief, clear, and under-
standable.  
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   2.    Be specific.  It is not sufficient to say “Produce more” or “Stop accidents.” 
Employees need to know precisely what they are expected to do.  

   3.    Be attainable.  Every employee should have a reasonable chance to gain 
something.  

   4.    Be measurable.  Measurable objectives are the foundation on which 
 incentive plans are built. Program dollars will be wasted (and program 
evaluation hampered) if specific accomplishments cannot be related to 
dollars spent.      

 MERIT-PAY SYSTEMS  

 Surveys show that about 90 percent of U.S. employers use    merit-pay systems.     78   
Unfortunately, many of the plans don’t work. Here are some reasons:  79   

   1.    The incentive value of the reward offered is too low.  Give someone a 
$5,000 raise and she keeps $250 a month after taxes. The stakes, after 
taxes, are nominal.  

   2.    The link between performance and rewards is weak.  In one survey of 
10,000 U.S. workers, only 35 percent believed that performance, not 
 seniority, determines pay at their workplaces.  80   Another by Watson 
 Wyatt reported that fewer than 40 percent of top-performing employees 
believe that they receive “moderately or significantly better pay raises, 
annual bonuses, or total pay than do employees with average perfor-
mance.”  81    

   3.    Supervisors often resist performance appraisal.  Few supervisors are 
trained in the art of giving feedback accurately, comfortably, and with a 
minimum likelihood of creating other problems (see Chapter 8). As a 
result, many are afraid to make distinctions among workers—and they do 
not. When the best performers receive rewards that are no higher than the 
worst performers, motivation plummets.  

Figure 11–9
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Figure 11–10

Why merit-pay 
systems fail.

   4.    Union contracts influence pay-for-performance decisions within and 
 between organizations.  Failure to match union wages over a three- or 
four-year period (especially during periods of high inflation) invites dis-
sension and turnover among nonunion employees.  

   5.    The “annuity” problem.  As past merit payments are incorporated into an 
individual’s base salary, the payments form an annuity (a sum of money 
received at regular intervals) and allow formerly productive individuals 
to slack off for several years and still earn high pay—an effect called the 
   annuity problem.    The annuity feature also leads to another problem: top-
ping out. After a long period in a job, individuals often reach the top of 
the pay range for their jobs. As a result, pay no longer serves as a motiva-
tor because it cannot increase as a result of performance.    

   These reasons are shown graphically in  Figure 11–10 . 

  Barriers Can Be Overcome 

 Lincoln Electric, a Cleveland-based manufacturer of welding machines and 
motors, boasts a productivity rate more than double that of other manufacturers 
in its industry. It follows two cardinal rules:

    1.   Pay employees for productivity, and only for productivity.  
   2.   Promote employees for productivity, and only for productivity.  82      

    Furthermore, research on the effect of merit-pay practices on performance 
in white-collar jobs indicates that not all such reward systems are equal. Com-
panies providing variable pay to their best workers are 68 percent more likely 
than other firms to report outstanding financial performance.  83   In 2006, for 
example, the salaries of high performers grew by 8 to 10 percent, while those 
of average performers only grew 2.5 to 3 percent, and poor performers received 
2.5 percent or less, or nothing at all.  84       

 GUIDELINES FOR EFFECTIVE MERIT-PAY SYSTEMS  

 Those affected by the merit-pay system must support it if it is to work as 
 designed. This is in addition to the requirements for incentive programs shown 
in  Figure 11–9 . From the very inception of a merit-pay system, it is important 
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that employees feel a sense of ownership of the system. Involve them in the 
design process, if possible. Here are five other steps to follow:

    1.    Establish high standards of performance.  Low expectations tend to be 
self-fulfilling prophecies. In the world of sports, successful coaches such 
as Lombardi, Wooden, and Shula have demanded excellence. Excellence 
rarely results from expectations of mediocrity.  

   2.    Develop and implement sound performance management systems.  As we 
noted in Chapter 9, such systems include clear definitions of what good 
performance looks like, elimination of roadblocks that might impede 
performance, regular coaching and feedback, and timely rewards that 
encourage good performance.  

   3.    Train supervisors in the mechanics of performance appraisal and in the 
art of giving feedback to subordinates.  Train them to manage ineffective 
performance constructively.  

   4.    Tie rewards closely to performance.  For example, use quarterly or semi-
annual performance reviews as bases for merit increases (or no in-
creases). One review found that 40 of 42 studies looking at merit pay 
reported increases in performance when pay was tied closely to perfor-
mance.  85    

   5.    Use a wide range of increases.  Make pay increases meaningful.    

   Merit-pay systems can work, but they need to follow these guidelines if they 
are to work effectively.  Figure 11–11  depicts these guidelines graphically.   

  INCENTIVES FOR EXECUTIVES  

 “It took me a long while to learn that people do what you pay them to do, not 
what you ask them to do,” says Hicks Waldron, former chairman and CEO of 
Avon Products Inc.  86   
    Companies with a history of outperforming their rivals, regardless of in-
dustry or economic climate, have two common characteristics: (1) a long-term, 
strategic view of their executives and (2) stability in their executive groups.  87   

Establish high
standards

of performance

Develop accurate
performance

appraisal systems

Teach supervisors 
how to do appraisals
and how to give

feedback

Link rewards
closely to

performance

Use a wide 
range of

increases

 MERIT-PAY SYSTEMS THAT WORK

Figure 11–11

Guidelines for effective merit-pay systems.



442 Part 4 Compensation

It makes sense, therefore, to develop integrated plans for total executive 
 compensation so that rewards are based on achieving the company’s long-term 
strategic goals. This may require a rebalancing of the elements of executive 
reward systems: base salary, annual (short-term) incentives, long-term incen-
tives, employee benefits, and perquisites.  88   
    Regardless of the exact form of rebalancing, base salaries (considerably 
more than $1 million a year for CEOs of the largest American corporations  89  ) 
will continue to be a focal point of executive compensation. This is because 
they generally serve as an index for benefit values. For example, objectives for 
short-term incentives frequently are defined as a percentage of base salary. 
Long-term incentives now account for more than two-thirds of total executive 
compensation, up from 28 percent a decade ago.  90   Here’s why:

    1.   Annual, or short-term, incentive plans encourage the efficient use of 
 existing assets. They are usually based on indicators of corporate perfor-
mance, such as net income, expenses, or customer-loyalty measures. Most 
such bonuses are paid immediately in cash, with CEOs receiving an aver-
age of 55 percent of their base pay, senior management 40 percent, and 
middle management 25 percent.  91    

   2.   Long-term plans encourage the development of new processes, plants, 
and products that open new markets and restore old ones. Hence long-
term performance encompasses qualitative progress as well as quantita-
tive accomplishments. Long-term incentive plans are designed to 
reward strategic gains rather than short-term contributions to profits. A 
small but growing number of companies, such as Pepsico and Lincoln 
National Corp., let top executives choose how their long-term compen-
sation is paid.  92   The choices include, in addition to stock options, 
  restricted stock  (common stock that vests after a specified period); 
      restricted stock units      (shares awarded over time to defer taxes);    perfor-
mance shares    (essentially stock grants awarded for meeting goals); and 
   performance-accelerated shares    (stock that vests sooner if the execu-
tive meets goals ahead of schedule). This is the kind of view we should 
be encouraging among executives, for it relates consistently to company 
success.    

    In the face of widespread criticism of executive pay practices, some firms 
are rethinking the way they reward top executives.  93   Take stock options, for 
example. Executives are granted the right to buy the company’s stock some-
time in the  future at a fixed price, usually the price on the day the options are 
granted. Options are popular because they allow issuing companies to con-
tend that the executives won’t benefit unless the shareholders do. However, 
even enthusiasts can’t prove that options motivate executives to perform  better. 
Critics contend that stock options reward executives not just for their own 
performance but for a booming stock market. To a large extent, they are right; 
as much as 70 percent of the change in a company’s stock price depends only 
on changes in the overall market.  94   In response, companies such as Transam-
erica, Colgate-Palmolive, and Electronic Data Systems now grant stock options 
not at the market price but at some higher price. These are known as     premium-
price options.     95   Thus, executives will profit only after the stock has risen sub-
stantially. Take Monsanto, for example.   



 Chapter 11 Pay and Incentive Systems 443

  INCENTIVES FOR LOWER-LEVEL EMPLOYEES  

 As noted earlier in this chapter, a common practice is to supplement employees’ 
pay with increments related to improvements in job performance. One example 
is a    lump-sum bonus    ,  in which employees receive an end-of-year bonus (based 
on employee or company performance) that does not build into base pay. Their 
purpose is to create shock waves in an entitlement culture. By giving lump-sum 
bonuses for several years, a company is essentially freezing base pay and reposi-
tioning itself relative to competitors.  97   Another is the    spot bonus.    Thus, if an em-
ployee’s performance has been exceptional—such as filling in for a sick colleague 
or working nights and weekends to complete a project—the employer may reward 
the worker with a one-time bonus of $50, $100, or $500 shortly after the note-
worthy actions. Fully 55 percent of companies now offer such programs.  98   
    Individual incentive plans have a  baseline , or normal, work standard; per-
formance above this standard is rewarded. The baseline should be high enough 
so that employees are not given extra rewards for what is really just a normal 
day’s work. On the other hand, the baseline should not be so high that it is im-
possible to earn additional pay. 
    It is more difficult to specify work standards in some jobs than in others. At 
the top-management level, for instance, what constitutes a normal day’s out-
put? As one moves down the organizational hierarchy, however, jobs can be 
defined more clearly, and shorter-run goals and targets can be established.  

 Setting Workload Standards 

 All incentive systems depend on    workload standards.    The standards provide a 
relatively objective definition of the job, they give employees targets to shoot 
for, and they make it easier for supervisors to assign work equitably. Make no 
mistake about it, though, effective performance is often hard to define. For 
 example, when a Corning group set up a trial program to reward workers for 
improving their efficiency, a team in one business unit struggled to figure out 
“What’s a meaningful thing to measure? What’s reasonable?” The measures 

COMPANY EXAMPLEMONSANTO
At Monsanto, the CEO and 31 other executives receive options to purchase 
stock at prices that ascend over time. Before their options are “in the money” 
they must increase the stock price by 50 percent over a five-year period. 
 Because all of these executives have to pay for their options, they must raise 
the share price even higher (an average of 10.5 percent per year) before they 
can start cashing in. The company allowed them to plow as much as half 
their salaries into  options over the first two years of the plan. All elected 
to participate. Monsanto is now being run as though its managers have a 
stake in it, because they really do. If the CEO and his top executives are 
right about the company’s future prospects, they will be richly rewarded. If 
not, and the market drops and stays depressed, their options will be under-
water and the company will have to find some other way to motivate them to 
stay on.96 Premium-Price 

Options
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finally settled on included safety, quality, shipping efficiency, and forecast 
 accuracy.  99   Once workload standards are set, employees have an opportunity to 
earn more than their base salaries, sometimes as much as 20 to 25 percent 
more. In short, they have an incentive to work both harder and smarter. 
    In setting workload standards for production work, the ideal job (ideal only 
in terms of the ability to measure performance, not in terms of improving work 
motivation or job satisfaction) should (1) be highly repetitive, (2) have a short 
job cycle, and (3) produce a clear, measurable output. The standards themselves 
will vary, of course, according to the  type  of product or service (e.g., a hospital, 
a factory, a cable television company); the  method of service delivery;  the degree 
to which service can be  quantified;  and  organizational needs , including legal 
and social pressures. In fact, the many different forms of incentive plans for 
lower-level employees really differ only along two  dimensions:

    1.   How premium rates are determined.  
   2.   How the extra payments are made.    

    To be sure, incentives oriented toward individuals are becoming less popu-
lar as work increasingly becomes interdependent in nature. Nevertheless, indi-
vidual incentives remain popular in some industries, particularly 
manufacturing. Lincoln Electric is a prime example.  

COMPANY EXAMPLE LINCOLN ELECTRIC100

Founded in 1895, Lincoln Electric Company of Cleveland, Ohio, has charted a 
unique path in worker-management relations, featuring high wages, guaranteed 
employment, few supervisors, a lucrative bonus-incentive system, and piece-
work compensation. The company is the world’s largest maker of arc-welding 
equipment. With 40 percent of its revenues from outside the U.S., Lincoln has 
9,000 employees in 20 countries and a network of distributors and sales offices 
in 160 countries. Among the innovative management practices that set Lincoln 
apart are these:

� Guaranteed employment for all full-time workers with more than two years’ 
service, and no mandatory retirement. No worker has been laid off since 
1948, and turnover is less than 4 percent for those with more than 180 days 
on the job.

� High wages, including a substantial annual bonus (up to 100 percent of base 
pay) based on the company’s profits. Wages at Lincoln are roughly equivalent 
to wages for similar work elsewhere in the Cleveland area, but the bonuses 
the company pays make its compensation substantially higher. Lincoln has 
never had a strike and has not missed a bonus payment since the system was 
instituted in 1934. Individual bonuses are set by a formula that judges work-
ers on five dimensions: quality, output, dependability, ideas, and cooperation. 
The ratings determine how much of the total corporate bonus pool each 
worker will get, on top of his or her hourly wage.

� Piecework—more than half of Lincoln’s workers are paid according to what 
they produce, rather than an hourly or weekly wage. If a worker is sick, he 
or she does not get paid.

Individual Incentives
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  Union Attitudes 

 A unionized employer may establish an incentive system, but it will be subject 
to negotiation through collective bargaining. Unions may also wish to partici-
pate in the day-to-day management of the incentive system, and management 
ought to consider that demand seriously. Employees often fear that manage-
ment will manipulate the system to the disadvantage of employees. Joint par-
ticipation helps reassure employees that the plan is fair. 
    Union attitudes toward incentives vary with the type of incentive offered. 
Unions tend to oppose individual piece-rate systems because they pit worker 
against worker and can create unfavorable intergroup conflict. However, unions 
tend to support organizationwide systems, such as profit sharing, because of 
the extra earnings they provide to their members.  101   In one experiment, for 
example, an electric utility instituted a division-level incentive plan in one 
division but not in others. The incentive payout was based on equal percentage 
shares based on salary. Relative to a control division, the one operating under 
the incentive plan performed significantly better in reducing unit cost, budget 
performance, and on 9 of 10 other objective indicators. Nevertheless, union 
employees helped kill the plan for two reasons: (1) negative reactions from 
union members in other divisions who did not operate under the incentive 
plan and (2) a preference for equal dollar shares, rather than equal percentage 
shares, because the earnings of bargaining-unit employees were lower, on average, 
than those of managers and staff employees.  102       

 TEAM INCENTIVES  

 To provide broader motivation than is furnished by incentive plans geared to 
individual employees, several other approaches have been tried. Their aim is 
twofold: increase productivity and improve morale by giving employees a 

� Promotion is almost exclusively from within, according to merit, not  seniority.
� Few supervisors, with a supervisor-to-worker ratio of 1 to 100, far lower than 

in much of the industry. Each employee is supposed to be a self-managing 
entrepreneur, and each is accountable for the quality of his or her own work.

� No break periods, and mandatory overtime. Workers must work overtime, if 
ordered to, during peak production periods and must agree to change jobs to 
meet production schedules or to maintain the company’s guaranteed em-
ployment program.

 While the company insists on individual initiative—and pays according to 
individual effort—it works diligently to foster the notion of teamwork. And it 
did so long before the Japanese became known for emphasizing such concepts. 
If a worker is overly competitive with fellow employees, he or she is rated 
poorly in terms of cooperation and team play on his or her semiannual rating 
reports. Thus, that worker’s bonus will be smaller. Says one company official: 
“This is not an easy style to manage; it takes a lot of time and a willingness to 
work with people.”
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feeling of participation in and identification with the company. Team or work-
group incentives are one such plan. 
    Team incentives provide an opportunity for each team member to receive a 
bonus based on the output of the team as a whole. Teams may be as small as 
4 to 7 employees or as large as 35 to 40 employees. Team incentives are most 
appropriate when jobs are highly interrelated. In fact, highly interrelated jobs are 
the wave of the future and, in many cases, the wave of the present. In the past, 
relatively few firms used team incentives. In the future, they will need to be 
more creative in using team performance management and team incentives.  103   
Here’s an example of one firm’s efforts to do so. 

COMPANY EXAMPLE Nucor Corporation
Nucor, the largest steel producer in the United States, lives and dies by the 
spirit of teamwork. That is evident in its organizational design, management 
philosophy, and incentive plans. Every one of its 11,700 employees partici-
pates in one of four incentive plans. The purest team-based compensation plan, 
however, is the one aimed at groups of 12 to 20 production employees, including 
maintenance workers and supervisors.
 Perhaps the most striking feature of the plan is its simplicity: quality tons 
out the door and pay weekly. Nucor’s plan is a true incentive because workers 
can gain from good performance (bonuses average 170 to 180 percent of weekly 
base salaries), or lose money for poor performance. That happens when the 
tonnage of sub-par products is subtracted from total output—in increasing mul-
tiples the farther bad products travel from the source. If a team catches inferior 
goods in its work area, the tonnage is simply subtracted. If it reaches the next 
internal customer or the shipping department, the amount of bad product sub-
tracted is doubled. If it reaches a customer, the bad tonnage is tripled, and then 
subtracted from total output.
 With bonuses included, the typical Nucor steel mill worker makes $72,000 
a year, and participates in a profit-sharing plan that paid out an additional 
$18,000 per employee in 2005. On any given day, nearly every production 
worker can tell you within a tenth of a percent what his or her weekly bonus 
will be. Says the company’s manager of HR and organizational development: 
“It’s truly remarkable how much information the employees know. It’s a beauti-
ful thing to see.” Since Nucor adopted its incentive plan in 1966, the company 
has been profitable every quarter and not a single employee has been laid off. 
Case 11–1 describes Nucor in more detail.

Team Incentives 
that Fit the 
Organization’s 
Culture104

   Team incentives have the following advantages:

    1.   They make it possible to reward workers who provide essential services 
to line workers (so-called indirect labor), yet who are paid only their regu-
lar base pay. These employees do things like transport supplies and mate-
rials, maintain equipment, or inspect work output.  

   2.   They encourage cooperation, not competition, among workers.    
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   On the other hand, team incentives also have disadvantages:

    1.   Competition between teams.  
   2.   Inability of workers to see their individual contributions to the output of 

the team. If they do not see the link between their individual effort and 
increased rewards, they will not be motivated to produce more.  

   3.   Top performers grow disenchanted with having to carry “free riders” 
(those who don’t carry their share of the load).    

    Recent large-scale research with work groups has revealed the critical rela-
tionship between employees’ understanding of the work-group incentive plan 
and their perceptions of the fairness of that plan. Managers should ensure that 
all members of work groups understand how pay plan goals are established, 
the goals and performance standards themselves, how the plan goals are evalu-
ated, and how the payouts are determined.  105   To overcome some of the first two 
disadvantages of team incentives, many firms have introduced organization-
wide incentives.    

 ORGANIZATIONWIDE INCENTIVES  

 In this final section, we consider three broad classes of organizationwide 
 incentives: profit sharing, gain sharing, and employee stock-ownership plans. 
As we shall see, each is different in its objectives and implementation.  

 Profit Sharing 

 Firms use    profit sharing    for one or more of the following reasons: (1) provide a 
group incentive for increased productivity, (2) provide retirement income for 
their employees, (3) institute a flexible reward structure that reflects a compa-
ny’s actual economic position, (4) enhance employees’ security and identifica-
tion with the company, (5) attract and retain workers more easily, and/or 
(6) educate individuals about the factors that underlie business success and the 
capitalistic system.  106   
    On the downside, most employees don’t feel that their jobs have a direct 
impact on profits, or at least they can’t see that link. For example, Ford Motor 
Company distributed 2004 profit-sharing checks to factory workers that aver-
aged $600. At General Motors, the same types of workers received profit-sharing 
checks that averaged $195. (By comparison, the same types of workers at Toyota 
averaged $8,860.  107  ) While GM employees no doubt believe that they deserve 
more than one-third the payout of their Ford counterparts, even if they are able 
to improve operating efficiency, there is no guarantee that profits will increase 
automatically. Why? Because profits depend on numerous factors in addition 
to operating efficiency—such as the strength of consumer demand, global com-
petition, and accounting practices. 
    In most plans, employees receive a bonus that is normally based on some 
percentage (e.g., 10 to 30 percent) of the company’s profits beyond some 
minimum level. Does profit sharing improve productivity? One review of 
27 econometric studies found that profit-sharing was positively related to 
productivity in better than 9 of every 10 instances. Productivity was generally 
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3 to 5 percent higher in firms with profit-sharing plans than in those without 
plans.  108   
    Profit sharing is a double-edged sword. On the one hand, compensation 
costs become more variable—a company pays only if it makes a profit. On the 
other hand, from the employee’s perspective, benefits and pensions are inse-
cure. While profit sharing can stimulate innovation and creativity, the actual 
success of such plans depends on the stability and security of the overall work 
environment, the company’s overall HR management policy, and the state of 
labor-management relations.  109   This is even more true of gain-sharing plans.   

 Gain Sharing 

 In contrast to profit sharing, where many employees cannot see the link be-
tween what they do and company profits,    gain sharing    focuses on achieving 
savings in areas over which employees do have control—for example, reduced 
scrap or lower labor or utility costs. As the name suggests, employees share in 
the gains achieved. Gain sharing is a reward system that has existed in a variety 
of forms for decades. At present, about 12 percent of firms, mostly in manufac-
turing, have gain-sharing plans. Sometimes known as the Scanlon plan, the 
Rucker plan, or Improshare (improved productivity through sharing), gain shar-
ing comprises three elements:  110   

   1.   A philosophy of cooperation.  
   2.   An involvement system.  
   3.   A financial bonus.    

   The philosophy of cooperation refers to an organizational climate character-
ized by high levels of trust, two-way communication, participation, and har-
monious industrial relations. The involvement system refers to the structure 
and process for improving organizational productivity. Typically, it is a broadly 
based suggestion system implemented by an employee-staffed committee struc-
ture that usually reaches all areas of the organization. Sometimes this structure 
involves work teams, but usually it is simply an employee-based suggestion 
system. The employees involved develop and implement ideas related to pro-
ductivity. The third component, the financial bonus, is determined by a calcu-
lation that measures the difference between expected and actual costs during a 
bonus period. 
    The three components mutually reinforce one another. High levels of coop-
eration lead to information sharing, which in turn leads to employee involve-
ment, which leads to new behaviors, such as offering suggestions to improve 
organizational productivity. This increase in productivity then results in a fi-
nancial bonus (based on the amount of the productivity increase), which re-
wards and reinforces the philosophy of cooperation. 
    Gain sharing differs from profit sharing in three important ways:  111   

   1.   Gain sharing is based on a measure of productivity. Profit sharing is based 
on a global profitability measure.  

   2.   Gain sharing, productivity measurement, and bonus payments are fre-
quent events, distributed monthly or quarterly, in contrast to the annual 
measures and rewards of profit-sharing plans.  
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   3.   Gain-sharing plans are current-distribution plans, in contrast to most 
profit-sharing plans, which have deferred payments. Hence gain-sharing 
plans are true incentive plans rather than employee benefits. As such, 
they are more directly related to individual behavior and therefore can 
motivate worker productivity.    

    When gain-sharing plans work, they work well, as at the U. S. Post Office, 
which realized annual cost savings of $497 million through its gain-sharing 
program.  112   Nevertheless, in the 50 years since the inception of gain sharing, it 
has been abandoned by firms about as often as it has been retained. Here are 
some reasons:

    1.   Generally, it does not work well in piecework operations.  
   2.   Some firms are uncomfortable about bringing unions into business plan-

ning.  
   3.   Some managers may feel they are giving up their prerogatives.  113      

    Neither the size of a company nor the type of technology it employs seems 
to be related to gain-sharing-plan success. However, employee (and union) par-
ticipation in the design of the plan, positive managerial attitudes, the number 
of years a company has had such a plan, favorable and realistic employee atti-
tudes, and involvement by a high-level executive are strongly related to the 
success of gain-sharing plans.  114   To develop an organizationwide incentive 
plan that has a chance to survive, let alone succeed, careful, in-depth planning 
must precede implementation. It is true of all incentive plans, though, that 
 none will work well except in a climate of trustworthy labor-management rela-
tions and sound human resource management practices.    

 Employee Stock-Ownership Plans 

    Employee stock-ownership plans    (ESOPs) have become popular in both large 
and small companies in the United States (e.g., Pepsico, Lincoln Electric, 
 DuPont, Procter & Gamble) as well as in Western Europe, some countries in 
Central Europe, and China.  115   The typical ESOP company is a closely held, 
small-to-midsize firm, with a few hundred employees. In the U. S. there were 
9,225 ESOPs in 2006, with 10.1 million participants and holding more than 
$600 billion in assets. As of 2008, 19 percent of U. S. firms share ownership 
with their employees.  116   The goal is to increase employee involvement in deci-
sion making, and hopefully this will influence performance.  117   
    Generally, ESOPs are established for any of the following reasons:

�  As a means of tax-favored, company-financed transfer of ownership from a 
departing owner to a firm’s employees. This is often done in small firms 
with closely held stock.  118    

�  As a way of borrowing money relatively inexpensively. A firm borrows 
money from a bank using its stock as collateral, places the stock in an 
employee stock-ownership trust, and, as the loan is repaid, distributes the 
stock at no cost to employees. Companies can deduct the principal as well 
as interest on the amount borrowed, and lenders pay taxes on only 50 percent 
of their income from ESOP loans.  
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�  To fulfill a philosophical belief in employee ownership. For example, at 
44,000-employee Science Applications International Corp., a San Diego-
based engineering and technology company, founder J. Robert Beyster began 
giving employees stock in the company every time they landed a new con-
tract. That was in 1969, and the tradition continues today. Beyster says, 
“Employee ownership really did it. Who has a better right to own the com-
pany than the people who make it worth something?” So far that has proven 
to be a winning formula.  119    

�  As an additional employee benefit.    

    Do ESOPs improve employee motivation and satisfaction? Longitudinal 
 research spanning 45 case studies found that stock ownership alone does not make 
employees work harder or enjoy their day-to-day work more.  123   However, data 
from the 2006 General Social Survey show that ESOPs are correlated significantly 
with increased employee involvement in company decisions, although cause and 
effect remain uncertain. Companies that take advantage of that willingness can 
harness employees’ energy and creativity. Here are some ways to do that.

    1.   ESOP satisfaction tends to be highest in companies where (a) the com-
pany makes relatively large annual contributions to the plan; (b) manage-
ment is committed to employee ownership and is willing to share power 
and decision-making authority with employees; and (c) there are exten-
sive company communications about the ESOP, the company’s current 
performance, and its future plans.  124    

   2.   Employees tend to be most satisfied with stock ownership when the com-
pany established its ESOP for employee-centered reasons (management 

IMPACT OF PAY AND INCENTIVES ON PRODUCTIVITY, 

QUALITY OF WORK LIFE, AND THE BOTTOM LINE

High salary levels alone do not ensure a pro-
ductive, motivated workforce. This is evident 
in the auto industry, where wages are among 
the highest in the country, yet quality problems 
and high absenteeism persist. A critical 
factor, then, is not how much a company 
pays its workers but, more important, 
how the pay system is designed, com-
municated, and managed.120 Exces-
sively high labor costs can bankrupt a 
company.121 This is especially likely if, 
to cover its labor costs, the company 
cannot price its products competitively. If 
that happens, productivity and profits both suf-
fer directly, and the quality of work life suffers 

indirectly. Conversely, when the interests of 
employees and their organizations are aligned, 
then employees are likely to engage in behavior 
that goes above and beyond the call of duty 

(such as helping others accomplish their 
goals), is not recognized by the formal 

reward system, and contributes to orga-
nizational effectiveness.122 This im-
proves both quality of work life and 
productivity. What’s the bottom line? 

When sensible policies on pay and in-
centives are established using the prin-

ciples discussed in this chapter, everybody 
wins: the company, the employees, and employ-
ees’ families.
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was committed to employee ownership) rather than for strategic or finan-
cial reasons (e.g., as an anti-takeover device or to gain tax savings).  

   3.   Satisfaction breeds satisfaction. That is, the same individual-level and 
ESOP characteristics that lead to ESOP satisfaction also lead (somewhat 
less strongly) to organizational commitment.    

    How does employee stock ownership affect economic performance? In the 
largest study of its kind to date, researchers matched 234 pairs of ESOP and 
non-ESOP companies on size, industry, and region and then examined sales 
and employment data from three years prior to the adoption of the ESOP and 
three years after its adoption. ESOPs appear to increase sales, employment, and 
sales per employee by about 2.3 to 2.4 percent per year over what would have 
been expected absent an ESOP. ESOP companies are also somewhat more likely 
to still be in business several years later. Surprisingly, ESOP companies are 
considerably more likely to offer other kinds of retirement plans [e.g., 33 per-
cent of ESOP companies offered 401(k) savings plans, while only 6 percent of 
non-ESOP companies did]. A general assumption had been that ESOPs must be 
a trade-off for other wages or benefits. While this may be true in some ESOP 
companies, this study shows that in the benefits area, they are an overall net 
addition to, not a substitute for, retirement plans.  125   
    While such data do not prove that employee stock ownership causes suc-
cess (it may be that successful firms are more likely to make employees part 
owners), they do suggest that if implemented properly, such plans can improve 
employee attitudes and economic productivity. Nevertheless, ESOPs are not 
risk-free to employees. ESOPs are not insured, and if a company goes bankrupt, 
its stock may be worthless.    

IMPLICATIONS FOR MANAGEMENT PRACTICE

In thinking about pay and incentives, expect to 
see three trends continue:

 1. The movement to performance-based 
pay plans, in which workers put 
more of their pay at risk in return 
for potentially higher rewards. 
Recognize, however, that organi-
zations facing higher risks place 
less emphasis on short-term 
 incentives than do other organiza-
tions. To compensate for such uncer-
tainty, they tend to rely more on higher 
base pay.126

 2. The movement toward the use of teamwide 

  or organizationwide incentive plans at all 
levels.

 3. Use of a wide range of pay increases, in an 
effort to make distinctions in performance 

as meaningful as possible.

In the wave of restructurings and re-
engineerings that continue to unfold, 
research has found that the jobs of 

employees who remain may well im-
pose greater demands on them in the 

form of know-how, problem solving, and 
accountability.127 Be prepared to reevaluate 
those jobs, and, if justified, to adjust compensa-
tion accordingly.
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 THE TRUST GAP 

  What steps can companies take to sew corporate top and bottom back together? 
Here are seven suggestions:

 1.     Start with the obvious.  Forge a closer link between CEO compensation 
and company performance. At American Express, CEO Ken Chenault re-
ceived a huge grant of stock options in 2007, but to get any of them, he 
has to beat several stretch goals over the next six years. AmEx’s earnings 
per share must grow by 15 percent a year, on average, revenues must 
grow by at least 10 percent a year, return on equity must average at least 
36 percent per year, and total return to shareholders must beat the S&P 
500 average by at least 2.5 percent per year. Chenault can receive a frac-
tion of the grant for lesser performance, but below certain limits, which 
are still high, he gets nothing.    

 2.  Consider instituting profit sharing, gain sharing, or some other program  
that lets employees profit from their efforts. At Aflac, the insurer based in 
Columbus, Georgia, all of the company’s 4,500 employees, from those in 
the call center to top executives, received an average of 6.7 percent of 
their annual salaries in the form of profit-sharing bonuses in 2007.  

 3.    Rethink perquisites.  Now that proxy-disclosure rules require that all 
perks of the top five officers that exceed $10,000 be revealed, they just 
don’t have the same appeal to executives as they used to. Yet they still 
have at least the same downside with the rank and file.  

 4.    Make sure the Board’s pay consultants don’t work for management.  
Adopt a written policy that outlaws such an obvious conflict of interest.  

 5.    Make sure your door is really open.  If that means meeting with  employees 
at unorthodox times, such as when their shifts end, then do it. Not a single 
one of the CEOs interviewed by  Fortune  could recall employees ever abus-
ing an open-door policy. The lesson is clear for managers at all levels: 
Employees don’t walk through your door unless they have to.  

 6.    If you don’t survey employee attitudes now, start.  What you find can help 
identify problems before they become crises. Share findings, and be sure 
employees know how subsequent decisions may be related to them. Don’t 
worry about raising expectations too high. As one executive commented, 
“Employees by and large are reasonable people. They understand you 
can’t do everything they want. As long as they know their views are being 
considered and they get some feedback from you to that effect, you will be 
meeting their expectations.”  

 7.    Explain things—personally.  While one study found that 97 percent of 
CEOs believe that communicating with employees has a positive impact 
on job satisfaction and 79 percent think it benefits the bottom line, only 
22 percent do it weekly or more often.    

  There is no doubt that these seven steps can help close the trust gap that 
exists in so many U.S. organizations today. On the other hand, virtually all 
experts cite one important qualification: It is suicidal to start down this road 
unless you are absolutely sincere.    

  Human Resource 
Management 
in Action: 
Conclusion 
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   SUMMARY 

 Contemporary pay systems (outside the entertainment and professional sports 
fields) are characterized by cost containment, pay and benefit levels commen-
surate with what a company can afford, and programs that encourage and re-
ward performance. 
  Generally speaking, pay systems are designed to attract, retain, and moti-
vate employees; achieve internal, external, and individual equity; and maintain 
a balance in relationships between direct and indirect forms of compensation 
and between the pay rates of supervisory and nonsupervisory employees. Pay 
systems need to be tied to the strategic mission of an organization, and they 
should take their direction from that strategic mission. However, actual wage 
levels depend on labor market conditions, legislation, collective bargaining, 
management attitudes, and an organization’s ability to pay. Our broad objective 
in developing pay systems is to assign a monetary value to each job or skill set 
in the organization (a base rate) and to establish an orderly procedure for in-
creasing the base rate. To develop a job-based system, we need four basic tools: 
job analyses and job descriptions, a job-evaluation plan, pay surveys, and a pay 
structure. In addition, the following pay policy issues are important: pay se-
crecy versus openness, the effect of inflation on pay systems, pay compression, 
and pay raises. 
  In terms of incentive plans, the most effective ones are simple, specific, at-
tainable, and measurable. Consider merit pay, for example. Merit pay works 
best when these guidelines are followed: (1) Establish high standards of perfor-
mance; (2) develop sound performance management systems; (3) train supervi-
sors in the mechanics of performance appraisal and in the art of giving 
constructive feedback; (4) tie rewards closely to performance; and (5) provide a 
wide range of possible pay increases. 
  Long-term incentives, in the form of stock options, restricted stock, or per-
formance shares, are becoming a larger proportion of executive pay packages. 
Finally, there is a wide variety of individual, group, and organizationwide in-
centive plans (e.g., profit sharing, gain sharing, employee stock-ownership 
plans) with different impacts on employee motivation and economic outcomes. 
Blending fixed versus variable pay in a manner that is understandable and ac-
ceptable to employees will present a management challenge for years to come.  

  trust gap    

  organizational reward system    

  compensation    

  financial rewards    

  nonfinancial rewards    

  internal equity    

  external equity    

  individual equity    

  balance    

  job descriptions    

  compensable factors    

  job evaluation    

  benchmark jobs    

  relevant labor markets    

  market-based pay system    

  competency-based pay system    

  pay openness    

  pay compression    

  incentives    

  merit-pay systems    

  KEY TERMS  
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  DISCUSSION QUESTIONS  

   11–1.   What steps can a company take to align its compensation system with its gen-
eral business strategy?  

   11–2.   What can companies do to ensure internal, external, and individual equity for 
all employees?  

   11–3.   Discuss the advantages and disadvantages of competency- or skill-based pay 
systems.  

   11–4.   What cautions would you advise in interpreting data from pay surveys?  
   11–5.   How has strategic thinking affected executive incentives?  
   11–6.   Distinguish profit sharing from gain sharing.  
   11–7.   If you were implementing an employee stock-ownership plan, what key factors 

would you consider?    

  annuity problem    

  restricted stock    

  restricted stock units    

  performance shares    

  performance-accelerated shares    

  premium-price options    

  lump-sum bonus    

  spot bonus    

  workload standards    

  profit sharing    

  gain sharing    

  employee stock-ownership plans      

Forging a Winning Workforce

Nucor’s egalitarian culture places a premium on teamwork and idea-sharing between 
frontline workers and management. Result: A highly profitable partnership.

Pay for Performance
On average, two-thirds of a Nucor steelworker’s pay is based on a production bonus, 
with profit-sharing layered on top of that. It can be a lucrative formula, but the risks 
are real. In 2005 the typical worker received $91,293; three years earlier a steel 
slump left workers with $58,931. CEO and executive pay is similarly tied to 
performance targets.

Listen to the Front Line
Execs say almost all of the best ideas come from the factory floor—and the newest 
workers often come up with them. In the wake of its recent acquisitions, Nucor is 
sending new workers to existing plants to hunt for improvement opportunities and 
having older workers see what they can learn from newly acquired plants.

Push-Down Authority
To minimize layers of management, Nucor has pushed work that used to be done by 
supervisors, such as ordering parts, down to line workers, and pushed the duties of 
plant managers down to supervisors. CEO DiMicco says his executive vice-
presidents are like “mini CEOs, and I’m their board.”

Protect Your Culture
As Nucor grows, protecting its egalitarian philosophy and team spirit is more of a 
challenge. A decentralized structure helps, but management makes cultural 

   Case 11–1 
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   Questions  

   1.   What does Nucor’s approach to managing its people require of managers?  
   2.   Suggest several ways that a company might encourage its more experienced work-

ers to listen to ideas from newer employees.  
   3.   What might an organization do to preserve its culture among newly hired employ-

ees and those who arrive through acquisition?  
   4.   Guaranteed pay at Nucor is considerably lower than that of the industry. Yet Nucor 

workers earn much more in total compensation than comparable workers in their 
industry. Why?        
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   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  What strategic considerations should guide the design of benefits 

programs? 

  2.  What options are available to help a business control the rapid escalation 

of health-care costs? 

  3.  What are some of the key trends in benefits offered and strategies to pay 

for them? 

  4.  What cost-effective benefits options are available to a small business? 

  5.  In view of the considerable sums of money that are spent each year on 

employee benefits, what is the best way to communicate this information 

to employees?  
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 THE NEW WORLD OF EMPLOYEE BENEFITS  *   

  We are witnessing the globalization of business and benefits. Thus a senior 
executive of a large American multinational firm recently commented, “Less 
than half our workforce is now in the United States—but 95 percent of our 
health-care costs are.” Workforce growth in firms like these is coming largely 
from outside the United States, not from within it. As a result, total compensa-
tion costs and tax/social benefit structures outside the United States play an 
increasingly dominant role in the benefits that American workers receive. 
  It wasn’t always this way. In the past, major corporations offered their 
employees a wide array of company-paid insurance and retirement benefits. 
Corporations decided what was best for their employees. Now, in no small 
measure due to global competition, most employers are not only changing the 
range of benefit choices they offer, but also changing the basic structure of their 
benefits. General Motors is typical. In 2007 it spent $4.75 billion on all its U.S. 
retirees’ health benefits, including hourly workers and those under age 65. As 
of 2009 GM ceased providing medical coverage for all of its salaried retirees age 
65 and above, even among former employees who were already in retirement. 
To help offset those cuts, GM boosted pension payouts by $300 a month. 
  Other firms, such as IBM, Delta Air Lines, and Coca-Cola Enterprises have 
not eliminated retiree health benefits entirely, but each company has capped 
the amount it will pay in premiums—leaving retirees to shoulder the impact of 
rising health-care costs. The lesson? A new era of shrinking benefits has arrived. 
  Economics and demographics are driving these changes. Economically, 
most employers realize that the traditional blanket approach to benefits—total 
coverage for everyone—would subject them to unbearable expense. Benefits 
are no longer the “fringe” of compensation. The growth in the cost of providing 
health benefits to U.S. workers continues to run 50 percent higher than growth 
in workers’ earnings, and is double the rate of overall inflation. Employers 
warn that this rate is not sustainable. Increasing life expectancy has made 
pensions more costly as well. And the combination of increased longevity, rising 
health-care costs, and an accounting standard that requires firms to report the 
cost of future retiree health-care benefits on their balance sheets—thereby 
 reducing profits—has led employers to rethink their entire approach to em-
ployee benefits dramatically. 
  Demographically, the United States now has a much more diverse work-
force than it has had in the past. As a result, the “one-size-fits-all” approach to 
employee benefits doesn’t work. Employees who have working spouses cov-
ered by health insurance have different insurance needs from those who are 
sole breadwinners. Single parents and childless couples place very different 
priorities on child care benefits. So rather than attempt to fashion a single 
 approach that suits all of these interests, many employers determine a sum 
they’ll spend on each employee, establish a menu of benefits, and then let 

      Human Resource 
Management 

in Action 

*Sources: Fuhrmans, V., & Francis, T. (2008, July 16). Retiree benefits take another hit. The Wall Street 
Journal, pp. D1, D3. Salisbury, D. L. (2008, Apr. 22). Benefit trends: Change is now constant. The Wall 
Street Journal, pp. A11, A12. Myers, R. (2008, Apr. 22). New thinking in employee health care. The 
Wall Street Journal, pp. A14, A15. Fronstin, P., & Blakely, S. (2008, Apr. 22). Is the tipping point in 
health benefits near? The Wall Street Journal, p. A16. MetLife. (2008, Apr.). Sixth annual study of 
employee benefits trends. Retrieved from www.whymetlife.com, June 25, 2008. McQueen, M. P. (2007, 
Jan. 16). The shifting calculus of employee benefits. The Wall Street Journal, pp. D1, D2.
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  In 2008 U.S. organizations spent an average of 39 percent of payroll on em-
ployee benefits: 21 percent on mandatory benefits and 18 percent on voluntary 
benefits.  1   Here are some reasons benefits have grown:

�  The imposition of wage ceilings during World War II forced organizations to 
offer more benefits in place of wage increases to attract, retain, and motivate 
employees.  

�  The interest by unions in bargaining over benefits has grown, particularly 
because employers are pushing for more cost-sharing by employees.  2    

�  The tax treatment of benefits makes them preferable to wages. Many benefits 
remain nontaxable to the employee and are deductible by the employer. 
With other benefits, taxes are deferred. Hence employees’ disposable in-
come increases because they are receiving benefits and services that they 
would otherwise have to purchase with after-tax dollars.  

�  Granting benefits (in a nonunionized firm) or bargaining over them (in a 
unionized firm) confers an aura of social responsibility on employers; they 
are “taking care” of their employees. This is important evidence that em-
ployees retain a strong sense of entitlement to benefits.  3      

      STRATEGIC CONSIDERATIONS IN THE DESIGN 

OF BENEFITS PROGRAMS  

 As is the case with compensation systems in general, managers need to think 
carefully about what they wish to accomplish by means of their benefits pro-
grams. After all, for every dollar that an employee earns in direct compensation, 
he or she earns almost 40 cents more in benefits. In 2006, U.S. employers spent 

each employee choose the benefits he or she wants or needs. At the same time 
such plans allow employers to trim benefits merely by raising the prices of the 
various options on the benefits menu. 
  These changes reflect more than demographic diversity, however. A funda-
mental change in philosophy is taking place as employees are forced to take more 
responsibility. Part of this is a movement toward employee self-management. 
Indeed, the new approach might well be described as one of “sharing costs, 
sharing risks.” The conclusion to this case will showcase four major areas that 
change has affected most profoundly.  

 Challenges  

  1.   Do you think companies should provide a broader menu of benefits (e.g., 
child care, veterinary care, dietary counseling) or improve the menu of core 
benefits (e.g., health care, insurance, pensions)? Why?  

  2.   How might your preference for various benefits change as you grow older 
or as your family situation changes?  

  3.   What role do benefits play, in your opinion, in attracting and retaining 
workers? Might that role be different for different generations or for em-
ployees at different stages of their careers?      
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$1.42 trillion on major voluntary and mandatory employee benefit  programs, 
including $657.4 billion for retirement programs (46.3 percent), $623.5 billion 
for health-benefit programs (43.9 percent), and $139.9 billion for other benefits 
(9.8 percent).  4   It is no exaggeration to say that for most firms, benefits represent 
substantial annual expenditures. To leverage their impact, managers should be 
prepared to answer questions such as the following:

�  Are the type and level of our benefits coverage consistent with our long-
term strategic business plans?  

�  Given the characteristics of our workforce, are we meeting the needs of our 
employees?  

�  What legal requirements must we satisfy in the benefits we offer?  
�  Are our benefits competitive in cost, structure, and value to employees and 

their dependents?  
�  Is our benefits package consistent with the key objectives of our total com-

pensation strategy, namely, adequacy, equity, cost control, and balance?    

   In the following sections, we discuss each of these points.  

 Long-Term Strategic Business Plans 

 Such plans outline the basic directions in which an organization wishes to move 
in the next three to five years. One strategic issue that should influence the design 
of benefits is an organization’s stage of development. For example, a startup ven-
ture probably will offer low base pay and benefits but high incentives; a mature 
firm with well-established products and substantial market share will probably 
offer much more generous pay and benefits combined with moderate incentives. 
    Other strategic considerations include the projected rate of employment 
growth or downsizing, geographic redeployment, acquisitions, and expected 
changes in profitability.  5   Each of these conditions suggests a change in the 
optimum mix of benefits in order to be most consistent with an organization’s 
business plans.  

COMPANY EXAMPLE

An Executive 
Perspective on 

Employee Benefits6

McKinsey & Company
Despite their high cost, CEOs, senior executives, and board members strongly 
believe that investing in employee beenfits is worthwhile, even crucial. In a 
recent McKinsey survey, an overwhelming majority—89 percent—said that 
providing benefits is either “somewhat important” or “extremely important” to 
their company’s ability to win the competition for talented workers. On the 
other hand, most of these same individuals have not taken steps to learn what 
employees want from benefit offerings or to assess explicitly the performance 
of their benefit strategy.
 Just 13 percent said their companies understand employee benefit prefer-
ences “extremely well”; 43 percent said their companies understand the 
benefit -related preferences of employees only “somewhat” or “not at all.” Fur-
ther, the vast majority don’t measure performance against benefit objectives.
 This situation is unfortunate. McKinsey’s data suggest that when execu-
tives understand their employees’ benefit preferences better, they are more 
likely to say that their company receives an adequate return on its investments 
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  Diversity in the Workforce Means Diversity in Benefits Preferences 

 Young employees who are just starting out are likely to be more concerned 
with direct pay (e.g., for a house purchase) than with a generous pension pro-
gram. Older workers may desire the reverse. Unionized workers may prefer a 
uniform benefits package, while single parents, older workers, or workers with 
disabilities may place heavy emphasis on flexible work schedules. Employers 
that hire large numbers of temporary or part-time workers may offer entirely 
different benefits to these groups. Evidence indicates that the perceived value 
of benefits rises when employers introduce choice through a flexible benefits 
package. In addition, employees value benefits more than any other factor in 
determining their overall job satisfaction.  7     

 Legal Requirements 

 The government plays a central role in the design of any benefits package. While 
controlling the cost of benefits is a major concern of employers, the social and 
economic welfare of citizens is the major concern of government.  8   As examples of 
such concern, consider the four income-maintenance laws shown in  Table 12–1 . 

in benefits. Among respondents who claimed to understand their employees’ 
benefit preferences “well” or “extremely well,” 68 percent said they received 
an adequate return on investment. In contrast, only 38 percent of those who ad-
mitted to understanding their employees’ preferences less well considered the 
return on investment to be adequate.

Table 12–1

FOUR MAJOR INCOME-MAINTENANCE LAWS

    Administrative
Law Scope of coverage Funding Benefits  agency

Social Security 
Act (1935)

Full coverage for 
retirees, 
dependent 
survivors, and 
disabled 
persons 
insured by 
40 quarters of 
payroll taxes 
on their past 
earnings or 
earnings of 
heads of 
households. 
Federal 

For 2008, payroll 
tax of 7.65% for 
employees and 
7.65% for 
employers on the 
first $106,800 in 
earnings. Self-
employed persons 
pay 15.3% of this 
wage base. Of the 
7.65%, 6.2% is 
allocated for 
retirement, 
survivors, and 
disability 

Full retirement payments 
after age 67 (for those 
born in 1960 or later), or 
at reduced rates after 62, 
to worker and spouse. 
Size of payment 
depends on past 
earnings. Survivor 
benefits for the family of 
a deceased worker 
or retiree. At full 
retirement age a widow 
or widower receives the 
full pension granted to 
the deceased. A widow 

Social Security 
Administration
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Table 12–1 (cont.)

FOUR MAJOR INCOME-MAINTENANCE LAWS

    Administrative
Law Scope of coverage Funding Benefits  agency

Federal 
Unemployment 
Tax Act (1935)

government 
employees 
hired prior to 
January 1, 
1984, and 
railroad 
workers are 
excluded.

All employees 
except some 
state and local 
government 
workers, 
domestic and 
farm workers, 
railroad 
workers, and 
some nonprofit 
employees.

insurance, and 
1.45% for 
Medicare. The 
Omnibus Budget 
Reconciliation Act 
of 1993 extended 
the 1.45% 
Medicare payroll 
tax to all wages 
and self-
employment 
income.

Payroll tax of 6.2% 
of first $7,000 of 
earnings paid 
by employer. 
(Employees also 
taxed in Alaska, 
Alabama, and New 
Jersey.) States may 
raise both the 
percentage and 
base earnings 
taxed through 
legislation. 
Employer 
contributions may 
be reduced if state 
experience ratings 
for them are low.

or widower of any age 
with dependent children 
under 16, and each 
unmarried child under 
18, receives a 75% 
benefit check. Disability 
benefits to totally 
disabled workers, after a 
5-month waiting period, 
as well as to their 
spouses and children. 
Health insurance for 
persons over 65 
(Medicare). All benefits 
are adjusted upward 
whenever the consumer 
price index (CPI) 
increases more than 3% 
in a calendar year and 
trust funds are at a 
specified level. 
Otherwise the 
adjustment is based on 
the lower of the CPI 
increase or the increase in 
average national wages 
(1983 amendments).

Benefits are based on a 
percentage of average 
weekly earnings and 
are available for up to 
26 weeks. Those 
eligible for benefits 
have been employed 
for some specified 
minimum period and 
have lost their jobs 
through no fault of 
their own. Most states 
exclude strikers. 
During periods of high 
unemploy ment, 
benefits may be 
extended for an 
additional 13–26 
weeks; varies by state.

 U.S. Department 
of Labor, 
Employment 
and Training 
Administration 
and the several 
state 
employment 
security 
commissions

(continued)
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Table 12–1 (cont.)

FOUR MAJOR INCOME-MAINTENANCE LAWS

    Administrative
Law Scope of coverage Funding Benefits  agency

Workers’ 
compensation 
(state laws)

Employee 
Retirement 
Income 
Security Act 
(ERISA) (1974)

Generally, 
employees of 
nonagricultural, 
private-sector 
firms are 
entitled to 
benefits for 
work-related 
accidents and 
illnesses 
leading to 
temporary or 
permanent 
disabilities.

Private-sector 
employees over 
age 21 enrolled 
in noncontrib-
utory (100% 
employer-paid) 
retirement 
plans who have 
1 year’s service.

One of the following 
options, depending 
on state law: self-
insurance, 
insurance through 
a private carrier, or 
payroll-based 
payments to a state 
insurance system. 
Premiums depend 
on the riskiness of 
the occupation and 
the experience 
rating of the 
insured.

Employer 
contributions.

Benefits average about 
two-thirds of an 
employee’s weekly 
wage and continue for 
the term of the 
disability. 
Supplemental 
payments are made for 
medical care and 
rehabilitative services. 
In case of a fatal 
accident, survivor 
benefits are payable.

The 1986 Tax Reform Act 
authorizes several 
formulas to provide 
vesting of retirement 
benefits after a certain 
length of service 
(5–7 years). Once an 
employee is “vested,” 
receipt of the pension 
is not contingent 
on future service. 
Authorizes tax–free 
transfer of vested 
benefits to another 
employer or to an 
individual retire ment 
account (“portability”) 
if a vested employee 
changes jobs and if the 
present employer 
agrees. Employers must 
fund plans on an 
actuarially sound basis. 
Pension trustees 
(“fiduciaries”) must 
make prudent 
investments. Employers 
may insure vested 
benefits through the 
federal Pension Benefit 
Guaranty Corporation. 

Various state 
commissions

Department of 
Labor, Internal 
Revenue 
Service, 
Pension 
Benefit 
Guaranty 
Corporation
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    Income-maintenance laws were enacted to provide employees and their 
families with income security in case of death, disability, unemployment, or 
retirement. At a broad level, government tax policy has had, and will continue 
to have, a major impact on the design of benefits programs. Two principles 
have had the greatest impact on benefits.  9   One is the    doctrine of constructive 
receipt   , which holds that an individual must pay taxes on benefits that have 
monetary value when the individual receives them. The other principle is the 
   anti-discrimination rule   , which holds that employers can obtain tax advan-
tages only for those benefits that do not discriminate in favor of highly com-
pensated employees. 
    These two tax-policy principles define the conditions for the preferential tax 
treatment of benefits. Together they hold that if benefits discriminate in favor of 
highly paid or key employees, both the employer and the employee receiving 
those benefits may have to pay taxes on the benefits when they are transferred. 
    Social Security, which accounts for $1 of every $5 spent by the federal gov-
ernment, has had, and will continue to have, an effect on the growth, develop-
ment, and design of employee benefits. National health policy increasingly is 
shifting costs to the private sector and emphasizing cost containment; such pres-
sures will intensify. Finally, national policy on unfair discrimination, particularly 
through the civil rights laws, has caused firms to reexamine their benefit policies.   

 Competitiveness of the Benefits Offered 

 The issue of benefits-program competitiveness is much more complicated than 
that of salary competitiveness.  10   In the case of salary, both employees and man-
agement focus on the same item: direct pay (fixed plus variable). However, in 
determining the competitiveness of benefits, senior management tends to focus 
mainly on cost, while employees are more interested in value. The two may 
conflict. Thus, employees’ perceptions of the value of their benefits as com-
petitive may lead to excessive costs, in the view of top management. On the 
other hand, achieving cost competitiveness provides no assurance that employ-
ees will perceive the benefits program as valuable to them.  

COMPANY EXAMPLENIKE
To attract and retain skilled workers, Nike enlists current employees to help 
enrich its benefits offerings. It starts by probing workers’ fears, needs, and desires 
in focus groups and surveys, in which employees often express worries about 
not being able to buy a house, send their children to college, or care for elderly 
parents. Then Nike asks employee teams to design new benefits packages that 
offer more choices without raising costs. Some of the choices the teams come up 
with include company-matching funds for college tuition, subsidies for child 
care or elder care, paid time off for family leave, group discounts on auto or home 
insurance, discounted mortgages, legal services, and financial planning advice.
 Many of the new offerings are relatively cheap for the company. To contain 
costs further, Nike gives employees incentives to make health benefits trade-
offs, such as pledging to stop smoking or using company-chosen physician net-
works. By tailoring its benefits to those that employees really need and care 
deeply about, Nike is maximizing the return on its “benefits bucks.”

Matching People 
with Benefits11
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  Total Compensation Strategy 

 The broad objective of the design of compensation programs (i.e., direct as well 
as indirect compensation) is to integrate salary and benefits into a package that 
will encourage the achievement of an organization’s goals. For example, while 
a generous pension plan may help retain employees, it probably does little to 
motivate them to perform on a day-to-day basis. This is because the length of 
time between performance and reward is too great. On the other hand, a gener-
ous severance package offered to targeted segments of the employee population 
may facilitate an organization’s objective of downsizing to a specified staffing 
level. In all cases, considerations of adequacy, equity, cost control, and balance 
should guide decision-making in the context of a total compensation strategy. 
    With these considerations in mind, let us now examine some key compo-
nents of the benefits package.     

 COMPONENTS OF THE BENEFITS PACKAGE  

 There are many ways to classify benefits, but we will follow the classification 
scheme used by the U.S. Chamber of Commerce. According to this system, 
benefits fall into three categories: security and health, payments for time not 
worked, and employee services. Within each of these categories there is a bewil-
dering array of options. The following discussions consider only the most popular 
options and cover only those that have not been mentioned previously.  

 Cost 

 How much do benefits cost? In its 2008 benefits survey, the Society for Human 
Resource Management found that across organizations of all sizes in a variety of 
industries, the average percentage of salary reflecting the cost of mandatory ben-
efits (e.g., social Security, unemployment insurance) was 21 percent, and volun-
tary benefits (e.g., health care, retirement) was 18 percent. Small companies with 
fewer than 99 employees offered the lowest percentage of mandatory and volun-
tary benefits (20 and 15 percent, respectively), while companies with more than 
500 employees offered the largest percentage of mandatory and voluntary bene-
fits (22 and 18 percent, respectively).  12   Thus, for a company that pays an average 
salary of $45,000 per year, its average cost of benefits  per employee  is $17,550.   

 Security and Health Benefits 

 These include the following:

�  Life insurance.  
�  Workers’ compensation.  
�  Disability insurance.  
�  Hospitalization, surgical, and maternity coverage.  
�  Health maintenance organizations (HMOs).  
�  Other medical coverage.  
�  Sick leave.  
�  Pension plans.  
�  Social Security.  
�  Unemployment insurance.  
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�  Supplemental unemployment insurance.  
�  Severance pay.    

   Insurance is the basic building block of almost all benefits packages, because it 
protects employees against income loss caused by death, accident, or ill health. 
Most organizations provide group coverage for their employees. The plans may 
be    contributory    (in which employees share in the cost of the premiums) or    non-
contributory    (in which the employer pays the full cost of the premiums). 
    It used to be that when a worker switched jobs, he or she lost health-
insurance coverage. The worker had to “go naked” for months until coverage 
began at a new employer. No longer. Under the Consolidated Omnibus Budget 
Reconciliation Act (COBRA) of 1986, companies with at least 20 employees 
must make medical coverage available at group insurance rates for as long as 
18 months after the employee leaves—whether the worker left voluntarily, retired, 
or was dismissed. The law also provides that, following a worker’s death or 
divorce, the employee’s family has the right to buy group-rate health insurance 
for as long as three years. The rising costs of health-insurance premiums (about 
two times the rate of general inflation) cause serious financing problems for the 
unemployed, with only one of every four workers who get laid off being able to 
afford continued health insurance through COBRA.  13   
    However, because some corporate medical plans do not cover preexisting 
conditions, some employees have found that when they changed jobs (and 
health plans), their benefits were reduced sharply. To alleviate that problem, 
Congress passed the Health Insurance Portability and Accountability Act 
(HIPAA) in 1996. HIPAA was enacted to make health insurance more “porta-
ble” from one employer to another. The law mandates procedures for both new 
hires and for existing employees who are leaving the company. 
    Employees who are new to a company can use evidence of previous health- 
care coverage that is provided by their former employer to reduce or eliminate 
the new employer’s preexisting-condition requirements. Employees who are 
leaving a company must be provided a certificate of prior creditable health-care 
coverage to use for this purpose. 
    Perhaps the most significant element of HIPAA is its strict privacy provi-
sions.  14   An individual or group health plan that provides or pays the cost of 
medical care may not use or disclose    protected health information    (medical 
information that contains any of a number of patient identifiers, such as name 
or social security number), except with the consent or authorization of the in-
dividual in question.  15   With this in mind, let us consider the major forms of 
security and health benefits commonly provided to employees.   

 Group Life Insurance 

 This type of insurance is usually    yearly renewable term insurance—   that is, 
each employee is insured one year at a time. The actual amounts of coverage 
vary, but typical group-term-life-insurance coverage is one to two times the 
employee’s annual salary. This amount provides a reasonable financial cushion 
to the surviving spouse during the difficult transition to a different way of life. 
Thus, a manager making $60,000 per year may have a group term-life policy 
with a face value of $120,000 or $150,000. Keep in mind, however, that the 
more expenses and dependents you have, the more life insurance you will 
need.  16   About 92 percent of companies offer this benefit.  17   To discourage turn-
over, almost all of them cancel it if an employee terminates. 
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    Life insurance has been heavily affected by    flexible-benefits    programs. Typ-
ically such programs provide a core of basic life coverage (e.g., $25,000) and 
then permit employees to choose greater coverage (e.g., in increments of 
$10,000 to $25,000) as part of their optional package. Employees purchase the 
additional insurance through payroll deductions.   

 Workers’ Compensation 

    Workers’ compensation programs    cover 127 million workers in the United 
States. They provide payments to workers who are injured on the job or who 
contract a work-related illness. The payments cover three areas: payments to 
replace lost wages, medical treatment and rehabilitation costs, and retraining 
to perform a different type of work (if necessary). As shown in  Table 12–1 , 
these payments vary by state, and the differences in costs may be substantial. For 
example, phone company Verizon pays four to five times more in workers’ com-
pensation per employee in California than in Texas.  18   Disability benefits, which 
have been extended to cover stress (in four states) and occupational disease, tend 
to be highest in states where organized labor is strong.  19   With regard to stress, 
most states require some bodily injury manifestation of stress—that is, mental, 
physical, or where some specific and defined event occurred.  20   In providing 
health care and cash payments to disabled workers and their families, workers’ 
compensation is second in size only to the sum of Social Security disability 
insurance and Medicare. Employers paid a total of $88.8 billion in 2005, up 
from $56.4 billion in 1994.  21   
    A state’s industrial structure also plays a big part in setting disability insur-
ance rates. Thus, serious injuries are more common and costly among Oregon 
loggers and Michigan machinists than among assembly-line workers in a Texas 
semiconductor plant. Sometimes the costs can get out of hand, especially for 
small businesses. Consider Los Angeles fish wholesaler City Sea Foods. In one 
year its premiums jumped 68 percent—to nearly $7,000 per worker. As a result, 
the company had to lay off 7 of 57 employees.  22   Trends such as these have 
prompted high-cost states, such as California, Florida, Michigan, and Maine, to 
lower workers’ compensation premiums so that they can continue to attract 
and retain businesses in their states. 

Controlling the Costs

COMPANY EXAMPLE WORKERS’ COMPENSATION
As we have seen, workers’ compensation is a major cost of doing business. 
Some of the driving forces behind these costs are higher medical costs, the in-
creasing involvement of attorneys, and widespread fraud. According to The 

New York Times, as much as 20 percent or more of claims may involve cheat-
ing.23 What are states and companies doing to control costs?
 California set up a fund, financed by employers, that pays for special teams 
to go after fraud. Job injury claims declined to 8.4 per 100 workers, from nearly 
10 two years earlier. Connecticut no longer awards disability benefits for men-
tal or psychological disorders unless they are the result of an injury. It has 
eliminated cost-of-living adjustments on disability benefits, and has cut some 
benefits by a third. Insurance premiums in the state have fallen 24 percent in 
the last two years.

Controlling the Costs
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    At present, all 50 states have workers’ compensation laws. While specific 
terms and levels of coverage vary by state, all state laws share the following 
features:  25   

�  All job-related injuries and illnesses are covered.  
�  Coverage is provided regardless of who caused the injury or illness (i.e., 

regardless of who was “at fault”).  
�  Payments are usually made through an insurance program financed by 

 employer-paid premiums.  
�  A worker’s loss is usually not covered fully by the insurance program. Most 

cash payments are at least two-thirds of the worker’s weekly wage, but, 
together with disability benefits from Social Security, the payments may not 
exceed 80 percent of the worker’s weekly wage.  

�  Workers’ compensation programs protect employees, dependents, and sur-
vivors against income loss resulting from total disability, partial disability, 
or death; medical expenses; and rehabilitation expenses.      

 Disability Insurance 

 Disability coverage provides a supplemental, one-time payment when death 
is accidental, and it provides a range of benefits when employees become 
disabled—that is, when they can’t perform the main functions of their occupa-
tions.  26      Long-term disability    (LTD) plans (offered by 78 percent of employers in 
2008) and    short-term disability    plans (offered by 69 percent of employers in 
2008) provide income replacement for employees whose illness or injury 
causes a longer absence from work. Short-term disability usually starts after a 
one-to two-week absence, and LTD usually goes into effect after six weeks to 
three months.  27   
    While paid sick leave usually covers an employee’s entire salary, short- 
and long-term disability benefits may cover only a portion of that salary. For 
example, LTD recipients typically receive no more than 60 percent of their 
base pay, until they begin receiving pension benefits. In the aggregate, disabil-
ity leaves cost companies between 8 and 20 percent of payroll annually.  28   The 
following company example shows what progressive firms are doing to control 
these costs. 

 Finally, workers’ compensation insurers are forming alliances with 
 managed care providers in order to take advantage of case-management 
methods and volume discounting. At Coca-Cola Bottling Co. of New York, 
the company paid an average of $3,164 in workers’ compensation claims 
when it turned to managed care and addressed long-standing safety issues in 
its plants. Six years later its average claim was $1,257—a 60 percent 
 reduction.24

 Is there an underlying theme in these approaches? Yes, and it’s simple: Ag-
gressive management of workplace safety issues pays dividends for workers 
and for their employers as well.
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    Although disability benefits traditionally were divided into salary continu-
ation, short-term disability, and long-term disability, combined disability-
 management programs now merge all three. Doing so allows for a single 
claim-application process and uniform case management. An employee whose 
short-term illness turns into a lengthy disability doesn’t have to reapply for 
benefits or start over with a new case manager; the process is uniform and 
seamless, regardless of the length of the disability. 
    Another developing trend is toward outsourcing disability management as 
part of a broader effort to manage employee absences. Doing so may create 
common reporting systems for all absences, including those related to workers’ 
compensation.  30     

 Hospitalization, Surgical, and Maternity Coverage 

 Hospitalization, surgical, and maternity coverage are essential benefits for 
most working Americans. Self-insurance is out of the question because the 
costs incurred by one serious, prolonged illness could easily wipe out a lifetime 
of savings and assets and place a family in debt for years to come. The U.S. 
health-insurance system is based primarily on group coverage provided by em-
ployers. More than 7 out of every 10 workers has health insurance through an 
employer, a number than has been unchanged for more than a decade.  31   At a 
general level, the system is characterized by statistics such as the following:  32   

�  Most Americans have health insurance and receive excellent care. At the 
same time, a third of Americans believe the U. S. health-care system needs 
to be rebuilt completely. That’s double the percentage who want dramatic 
overhaul in six other nations recently polled.  

�  Australia, Britain, Canada, Germany, the Netherlands, and New Zealand 
(all of whom provide universal health-care coverage for their citizens) 
spend half as much of their Gross Domestic Product on health care as the 
U.S. does.  

COMPANY EXAMPLE CANADIAN IMPERIAL BANK OF COMMERCE
To control disability-leave costs, Canadian Imperial Bank of Commerce (CIBC) 
turned to disability-management programs that emphasize a partnership among 
the physician, the employee, the manager, and the HR representative, known as 
a facilitator. The physician’s role is to specify what the employee can and can-
not do. Ongoing discussions between the employee and manager, assisted by 
the facilitator, determine what tasks an employee is actually capable of doing—
the opposite of traditional disability management, which focuses on what the 
employee cannot do. This approach balances flexibility in meeting individual 
needs with consistency and fairness.
 Does disability management work? At CIBC, the average duration for short-
term disability dropped by 32 percent in the first nine months of the program. 
In addition, the firm’s long-term disability (LTD) insurance carrier reported that 
employees on LTD were back to work 38 percent faster than the average for LTD 
claimants in general.

Controlling 
Disability Costs29
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�  Fully 30 percent of U.S. workers spent $1,000 or more out of pocket over the 
past year, compared to only 4 percent in Britain and 19 percent in Australia.  

�  Those over age 65 are covered by Medicare, but less than half of those living 
below the poverty line are covered by Medicaid. About 47 million Americans 
have no health insurance.  

�  Contrary to popular belief, nearly 75 percent of the uninsured are jobholders—
part-timers and per-day workers—the working poor.  33   Nearly one-third of 
workers in companies with 25 or fewer employees are uninsured.  

�  Insurance rates have climbed faster for small businesses than for large 
ones.  

�  Whether employed or not, younger people, as well as African Americans 
and Hispanics, are most likely to lack health insurance. Americans with 
chronic diseases or a history of serious illness have trouble obtaining afford-
able insurance.  

�  U.S. residents are about as confident as those in the other nations polled 
that they will receive high-quality medical care, along with the best drugs 
and technology. Yet there is widespread anxiety about the reliability of the 
system. Between 2000 and 2007, the cost to employers of providing health 
benefits to workers doubled, while workers’ wages and overall inflation in-
creased only 25 and 21 percent, respectively. Workers also are paying much 
more for health benefits today than they were in 2000. Their average premi-
ums for employee-only coverage increased 86 percent from 2000–2006, 
while those for family coverage increased 80 percent.  Figure 12–1  shows the 
annual increase in health-insurance premiums relative to workers’ earnings 
and inflation from 1999 to 2007. Recent increases have hit small businesses 
hardest, as  Figure 12–2  illustrates.    

    Because employers pay most of the nation’s health-care premiums (about 
79 percent),  34   over time such increases may make them less competitive in 
global markets. Indeed, rising medical costs automatically translate into lower 
wages, and they are a big reason offshoring has become so attractive for many 
companies. 
    Rising premiums cut into profits by increasing operating costs. To put this 
into perspective, consider that up until 2007 General Motors was spending 
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about $1,784 per vehicle just for retiree pension and health-care costs, com-
pared with less than $200 per vehicle for Toyota. However, as a result of a 
new agreement with its union in late 2007, GM was able to replace many 
highly paid employees with cheaper workers, and as of 2009, the company 
will end its contributions to retiree health-care benefits. Those steps will 
shrink Toyota’s labor-cost advantage per car from $1,394 in 2008 to an estimated 
zero or lower by 2011.  35   Of course Toyota is reacting to these steps, and is taking 
its own measures to reduce health-care costs. Bottom line: the cost of health 
care in America is a competitiveness issue for companies that compete in 
global markets. 
    Why is this happening? What’s driving these increases in the cost of health 
care? In addition to population changes, general inflation, and excess medical 
inflation (including administrative costs that add millions to the country’s 
health-care spending), other factors are mergers among local hospitals, costly 
new drugs and rising prescription volumes, plus the cost of new technology. 
    In terms of the health-care premiums that Americans pay, 86 percent goes 
for health-care services (24 percent for services billed by physicians; 22 percent 
for outpatient services and free-standing clinics; 18 percent for in-patient 
hospital bills; 16 percent for prescription drugs from pharmacies; and 6 percent 
for other medical services). Of the remaining 14 percent, 11 percent goes for 
administrative costs and 3 percent as profits to the insurer.  36   
    When it comes to health-care technology, the United States relies far more 
heavily on it than do other advanced nations. On a per-capita basis, for exam-
ple, the United States has four times as many diagnostic imaging machines 
(magnetic resonance imaging) as Germany and eight times as many as Canada. 
As one expert noted: “There’s no way to shut it off. The doctors crave it, it’s 
reassuring, and patients crave it.”  37   On top of that, hospitals often push to buy 
the latest machines in order to retain their competitive status as full-service, 
modern health-care centers.   

 Cost-Containment Strategies 

 Strategies to contain the high costs of health care are taking center stage in 
the boardroom as well as in the health-care industry itself. Here are some 
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measures that firms have taken to gain tighter management control over the 
cost of health care:

    1.    Band together with other companies to form a “purchasing coalition” to 
negotiate better rates with insurers.  Coalitions have become key cost-control 
devices for small businesses, and about 75 such coalitions exist today, 
according to the National Business Coalition on Health.  38    

   2.    Deal with hospitals and insurers as with any other suppliers.  Begin by 
providing benefits information online. Companies are using the Internet 
and their intranet sites to give employees access to medical-treatment in-
formation, as well as sophisticated comparisons of benefit-plan options. 
For example, Pitney Bowes, of Stamford, Connecticut, provides informa-
tion to employees on many details of their health plans, such as the type 
of information available in their plan’s doctor directories, services the 
plans provide over the Web, and how the coverage works for a host of 
services, such as physical therapy, lab tests, and prenatal office visits.  39   
While such steps are helpful in enabling employees to gain some control 
and in reducing administrative costs, there are limits. Most experts agree 
that the idea that people will be able to shop the medical marketplace, 
fully informed, the way they shop for computers or airlines, is just not 
realistic.  40    

   3.    Encourage the use of generic drugs.  Fully 98 percent of large companies, 
and 93 percent of small ones, offer prescription-drug program coverage. 
Retailers, including Wal-Mart and Target, recently began offering many 
generic drugs for as little as $4. To shop for the lowest prices by drug and 
dosage, employees can go to their plans’ Websites or to others such as 
destinationrx.com or drx.com. Those sites list retail prices from brick-
and-mortar stores as well as from online sellers like Costco.com.  41    

   4.    Audit the eligibility of dependents under company health plans.  The goal 
is to remove ineligible people from the benefits rolls, and companies such 
as Boeing, General Motors, and American Airlines have been asking work-
ers to send in marriage licenses, birth certificates, and tax returns to prove 
that their dependents should be covered. To be sure, changing family 
dynamics—high divorce rates and blended families—have helped to lead to 
more ineligible dependents. Audits are finding that up to 15 percent of 
those claimed as dependents are not eligible for coverage, although ap-
peal windows of up to 60 days allow reinstatement if employees show 
proof. Goodyear Tire & Rubber, for instance, trimmed 13 percent of its 
70,000 dependents, due to ineligibility. While the audit may cost $20 to 
$30 per worker, the average annual health-care cost is about $3,000 per 
dependent.  42    

   5.    Use a managed-care approach.     Managed care    relies on a  gatekeeper  sys-
tem of cost controls. The    gatekeeper    is a primary-care physician who mon-
itors the medical history and care of each employee and his or her family. 
The doctor orders testing, makes referrals to specialists, and recommends 
hospitalization, surgery, or outpatient care, as appropriate. Managed care 
may take a variety of forms.  Table 12–2  presents a summary of alternative 
types of managed-care plans: health maintenance organizations (HMOs), 
preferred provider organizations (PPOs), and point-of-service (POS) plans. 
Evidence indicates that when given a choice, employees are moving away 
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from the more stringent HMO and POS plans toward preferred-provider 
organizations (PPOs), even though PPOs are more expensive. Apparently 
employees are willing to pay more for freedom of choice.  43    

   6.  Adopt a     consumer-driven health plan (CDHP).    Such plans involve a 
high-deductible insurance plan combined with a health-care spending 
account from which unreimbursed health-care costs are paid. One type 
of CDHP is the health savings account (HSA). HSAs allow qualified 
workers to put aside a limited amount of pre-tax dollars every year. Con-
tributions and the account’s earnings must be used to pay for qualified 
health-care costs. The money grows tax-free, and workers can keep their 
accounts if they switch jobs. To open an HSA, the employer must pro-
vide a high-deductible health-insurance plan, which typically has a 
lower premium, and the employee cannot be enrolled in Medicare or 
another traditional plan, such as an HMO. In 2008, HSA rules defined a 
high-deductible plan for individuals as one with a deductible of at least 
$1,100 and an out-of-pocket cap of $5,600. For families, the numbers are 
$2,200 and $11,200, respectively. High-deductible plans are attractive 
for many people, especially young, healthy workers who are less likely 

Health maintenance 
organization 
(HMO)

Preferred provider 
organization (PPO)

Point-of-service 
(POS) plan

A specified group of 
doctors and hospitals 
provide the care. A 
gatekeeper must 
approve all services 
before they are 
performed.

In-network care comes 
from a specified group 
of physicians and 
hospitals. Patients can 
pay extra to get care 
from outside the 
network. There 
generally is no 
gatekeeper.

POSs combine the 
features of HMOs and 
PPOs. Patients can get 
care in or out of the 
network, but there is 
an in-network 
gatekeeper who must 
approve all services.

There is no deductible. The 
nominal fees generally 
range from $5 to $30 per 
visit depending on the 
service performed.

The typical yearly family 
deductible is $500. The 
plan pays 80 to 100% for 
what is done within the 
network, but only 50 to 
70% for services rendered 
outside it.

In addition to a deductible, 
there is a flat $5 to $30 fee 
for in-network care, and 
patients pay 20 to 60% of 
the bills for care they get 
outside the network.

Virtually all services 
are covered, 
including 
preventive care. 
Out-of-pocket costs 
tend to be lower 
than for any other 
managed-care plan.

Preventive services 
may be covered. 
There are lower 
deductibles and 
copayments for 
in-network care 
than for out-of-
network care.

Preventive services 
are generally 
covered. And there 
are low out-of-
pocket costs for 
the care patients 
get in the network.

Table 12–2

THE ABCs OF MANAGED CARE

Plan How it works What you pay Benefits
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to generate big health-care bills, making the higher deductible less of a 
concern, and lowering their monthly premiums.  44   In 2008, about 40 percent 
of firms offered policies with deductibles of $1,100 or more. For the em-
ployee, the annual premium for an HMO was $3,311; for a high-deductible 
plan with an HSA it was $2,564. For employers, the average HSA plan 
cost $5,679; for a PPO it was $7,352.  45       

  Toward the Future 

 A variety of trends are helping to shape the future in health-care coverage. Here 
are a few of them:  46   

�  Expect to see more experimentation with health-care designs as electronic 
medical records are introduced, more research is conducted on medical ef-
fectiveness, and results are built into treatment and payment structures.  

�  Fewer companies will provide health-care coverage for retirees; that means 
the government and individuals will pay in the decades ahead, although 
large employers may facilitate value purchasing.  

�  Expect to see ongoing refinements with respect to payments for wellness 
and preventive care, chronic disease, and prescription drugs. For example, 
at Scots Miracle-Gro, the $2.7 billion lawn-care company, if employees 
refuse to take health-care assessments, they pay $40 a month more in 
 premiums.  47    

�  As for employers, they want the government to be a partner when it comes 
to health care and benefits. They want it to establish quality standards 
through some type of national forum, and they want the uninsured to be 
covered, though not by mandates. Finally, they want the government to 
continue its role as safety-net provider.  

�  As for consumer-driven health care, it will continue to grow—unless the 
plans fail to show proven savings, or if workers find themselves stuck only 
with the higher bills and none of the new information and control that are 
supposed to be part of the package.  

�  Finally, as individuals, we are entering a new era of health care, in which 
each of us will increasingly be expected to check up on prices and to shop 
around before undergoing surgery or popping a pill. Many will not like this, 
but they must learn to manage the new system, for it could either earn them 
or cost them thousands of dollars. Beyond that, it could mean a lot to their 
health!      

 Other Medical Coverage 

 Medical coverage in areas such as employee assistance programs and mental 
illness is offered by about 75 percent of large companies.  48   As for dental care, 
dental HMOs, PPOs, and indemnity (traditional fee-for-service plans) are 
growing fast. As with medical HMOs, a dental plan is usually paid a set  annual 
fee per employee (usually about 10 to 15 percent of the amounts paid for med-
ical benefits). Dental coverage is a standard inclusion for 95 percent of U.S. 
employers. Fully 78 percent offer their employees some form of vision-care 
insurance as well.  49     
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 Sick-Leave Programs 

 Sick-leave programs provide short-term insurance to workers against loss of 
wages due to short-term illness. In 2008, 74 percent of U.S. firms offered paid 
sick leave benefits.  50   However, in many firms such well-intentioned programs 
have often  added  to labor costs because of abuse by employees and because 
of the widespread perception that sick leave is a right and that if it is not 
used, it will be lost (“use it or lose it”). From the employer’s perspective, such 
unscheduled absences cost between 8 and 20 percent of payroll annually. To 
control these costs, 60 percent of firms are turning to paid time-off plans that 
combine sick leave, vacation, and personal days into one plan.  51   Others, such 
as Garden Valley Telephone Co. of Minnesota, have taken a different tack. It 
reduced discretionary sick-leave time from 12 days to 5. Unused benefits at 
year-end are paid to employees at their current wage rates. Extended sick-
leave benefits (8 to 12 weeks, based on years of service) are available after a 
five-day waiting period. Over a 10-year period, paid absences decreased by 
22,000 hours.  52     

 Pensions 

 A    pension    is a sum of money paid at regular intervals to an employee (or to his 
or her dependents) who has retired from a company and is eligible to receive 
such benefits. For much of the 20th century, there were no standards and little 
regulation, which led to abuses in funding many pension plans and to the de-
nial of pension benefits to employees who had worked many years. Perhaps 
the most notorious example of this occurred in 1963, when Studebaker closed 
its South Bend, Indiana, car factory and stopped payments to the seriously un-
derfunded plan that covered the workers. Only those already retired or on the 
verge of retirement received the pension benefits they expected. Others got 
only a fraction—or nothing.  53   
    Incidents like these led to the passage of the Employee Retirement Income 
Security Act (ERISA; see  Table 12–1 ) in 1974. ERISA does not require employ-
ers to establish pension plans or to provide a minimum level of benefits. In-
stead, it regulates the operation of a pension plan once it has been established. 
ERISA sets minimum standards for pension plans in private industry. It was 
enacted to protect the interests of employee-benefit-plan participants and their 
beneficiaries by requiring the disclosure to them of financial and other infor-
mation concerning the plan; by establishing standards of conduct for plan fidu-
ciaries (someone who acts on behalf of another in circumstances that assume a 
relationship of trust and confidence); and by providing for appropriate reme-
dies and access to the federal courts.  54   
    Money set aside by employers to cover pension obligations has become the 
nation’s largest source of capital, with total assets (private employers plus lo-
cal, state, and federal government pensions) of $13.9 trillion.  55   This is an enor-
mous force in the nation’s (and the world’s) capital markets. Pension-fund 
managers tend to invest for the long term, and the big corporate pension funds 
had about 64 percent of their assets in stocks in 2007.  56   
    The “perfect storm” of falling stock prices and low interest rates that char-
acterized the first few years of the 21st century, together with practices such as 
using pension assets to pay for the costs of laying off workers and retiree health 
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benefits, caused many pension plans to become underfunded (i.e., their assets 
fell to less than 85 percent of their projected benefits obligations).  57   However, 
to ensure that covered workers will receive their accrued benefits even if their 
companies fail, ERISA created the Pension Benefit Guaranty Corporation 
(PBGC). This agency acts as an insurance company, collecting annual premi-
ums from companies with defined-benefit plans ($19 per participant in most 
plans) that spell out specific payments upon retirement.  58   A company can still 
walk away from its obligation to pay pension benefits to employees entitled to 
receive them, but it must then hand over up to 30 percent of its net worth to the 
PBGC for distribution to the affected employees. 
    The PBGC insures 30,330 pension plans that cover 44 million workers and 
retirees. Currently the PBGC provides benefits to 631,000 individuals and is 
running a deficit in excess of $14 billion.  59   If a company terminates its pension 
plan, the PBGC guarantees the payment of vested benefits to employees up to a 
maximum amount set by law. In 2008, that maximum amount for a worker at 
full retirement age was $51,750.  60   
    Despite these protections, the consequences of pension plan termination 
can still be devastating to some pensioners. Executives whose accrued benefits 
are bigger than the PBGC’s guaranteed limits can see their monthly checks 
shrivel. Employees who haven’t worked at a company long enough (typically 
five years  61  ) to be vested—that is, when their receipt of pension benefits does 
not depend on future service—aren’t entitled to any benefits. So they wind up 
having to get by with less to support them than they had planned. Neverthe-
less, as a matter of social policy, it is important that, as retirees, most workers 
end up getting nearly all that is promised to them—and they do.  

 How Pension Plans Work 

 Contributions to pension funds are typically managed by trustees or outside 
financial institutions, frequently insurance companies. As an incentive for em-
ployers to begin and maintain such plans, the government defers taxes on the 
pension contributions and their earnings. Retirees pay taxes on the money as 
they receive it. 
  Traditionally, most big corporate plans have been    defined-benefit plans   , 
under which an employer promises to pay a retiree a stated pension, often ex-
pressed as a percentage of preretirement pay. In 2008, 33 percent of companies 
offered them.  62   The most common formula is 1.5 percent of average salary over 
the last five years prior to retirement (“final average pay”) times the number of 
years employed. In determining final average pay, the company may use base 
pay alone or base pay plus bonuses and other compensation. An example of a 
monthly pension for a worker earning final average pay of $50,000 a year, as a 
function of years of service, is shown in  Figure 12–3 . When combined with 
Social Security benefits, that percentage is often about 50 percent of final aver-
age pay.  63   The company then pays into the fund each year whatever is needed 
to cover expected benefit payments. 
  A second type of pension plan, popular either as a support to an existing 
defined-benefit plan or as a stand-alone retirement-savings vehicle, is called a 
   defined-contribution plan.    Fully 84 percent of U.S. employers offered some 
form of such a plan in 2008.  64   Examples include stock bonuses, savings plans, 
profit sharing, and various kinds of employee stock-ownership plans. Brief 
 descriptions of five types of such plans are shown in  Table 12–3 . 
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  Defined-contribution plans fix a rate for employer contributions to the fund. 
Future benefits depend on how fast the fund grows. Such plans therefore favor 
young employees who are just beginning their careers (because they contribute 
for many years). Defined-benefit plans favor older, long-service workers—and 
they are on their way out as more employers freeze or terminate them. Among 
workers under age 35, only 16 percent in a recent survey said that a traditional 
(defined benefit) plan was of high importance to them in choosing an employer; 
64 percent said it was of little or no importance.  65   

Figure 12–3

Monthly pension 
for a worker whose 
final average pay is 
$50,000 per year.
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Table 12–3

FIVE TYPES OF DEFINED-CONTRIBUTION PENSION PLANS

� Profit-sharing plan. The company puts a designated amount of its profits into 
each employee’s account and then invests the money. ESOPs are a form of profit-
sharing.

 � ESOP. An employee stock-ownership plan pays off in company stock. Each 
 employee gets shares of company stock that are deposited into a retirement 
 account. Dividends from the stock are then added to the account.

 � 401(k) plan. A program in which an employee can deduct up to $15,500 of his 
or her income (in 2008, $20,500 for workers over 50) from taxes and place the 
money into a personal retirement account. Many employers add matching 
funds, and the combined sums grow tax-free until they are withdrawn, usually 
at retirement.

 � Money-purchase plan. The employer contributes a set percentage of each 
 employee’s salary, up to 25% of net income, or $46,000 (whichever is less), to 
each employee’s account. Employees must be vested to be eligible to receive 
funds. Withdrawals after age 59 1/2 are taxed at ordinary income tax rates.

� Simplified employee pension (SEP). Under SEP, a small-business employer can 
contribute up the lesser of 100% of an employee’s salary or $46,000. The 
 employee is vested immediately for the amount paid into the account. The 
 employee cannot withdraw any funds before age 59 1/2 without penalty.

Sources: www.irs.gov/publications/p560/ch04.html#d0e2737. Downloaded July 22, 2008. 

What the tax cut means to you. Money, Aug. 2001, pp. 90–96.
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  Defined-contribution plans have great appeal for employers because a com-
pany will never owe more than what was contributed. However, because the 
amount of benefits received depends on the investment performance of the 
monies contributed, employees cannot be sure of the size of their retirement 
checks. In fact, regardless of whether a plan is a defined-benefit or defined con-
tribution plan, employees will not know what the purchasing power of their 
pension checks will be, because the inflation rate is variable. 
  A third type of pension plan is known as a    cash-balance plan   , offered by 
9 percent of large employers.  66   Under it, everyone gets the same, steady annual 
credit toward an eventual pension, adding to his or her pension account “cash 
balance.” Employers contribute a percentage of an employee’s pay, typically 
4 percent. The balance earns an interest credit, usually around 5 percent. It is 
portable when the employee leaves, but cash-balance plans do not vest any 
sooner than traditional pension plans (five years). So if a four-year employee 
leaves, he or she gets nothing.  67   
  For the young, 4 percent of pay each year is more than what they were ac-
cruing under a defined-benefit plan. But for those nearing retirement the amount 
is far less. So an older employee who is switched into a cash-balance system can 
find his or her eventual pension reduced by 20 to 50 percent, and in rare cases, 
even more.  68   A 2006 ruling by the 7th Circuit Court of Appeals upheld as non 
discriminatory against older workers IBM’s decision to end its defined-benefit 
pension plan in favor of a cash-balance plan. That provided welcome guidance 
to other organizations that had been considering such conversions.  69   
  At a broader level, empirical research shows that employees differ in their 
preferences for various features of defined-benefit, defined-contribution, and 
cash-balance plans. Allowing employees to choose plans that are consistent with 
their personal characteristics and needs should lead to great satisfaction with the 
plans and also serve as an effective tool in attracting and retaining employees.  70    

COMPANY EXAMPLEThe Super 401(k)
Devon Energy of Oklahoma City, Oklahoma, like 34 percent of other employers, 
is automatically enrolling workers in its 401(k) plan at a 3 percent contribution 
level. What is different, though, is that rather than rely on employees to take 
the initiative to save, Devon plans to save for them—by making annual contri-
butions to these accounts in line with what it would have spent to provide a 
traditional pension benefit.
 Depending on an employee’s tenure, the company will put 8 to 16 percent 
of annual compensation into the 401(k)—regardless of whether the employee 
kicks in a dime. For those who put money into the plan, the company will also 
match it dollar for dollar up to 6 percent of salary. Add it all up, and Devon 
workers who divert 6 percent of their pay into the super 401(k) could receive as 
much as 22 percent per year from the company.
 Why is the company being so generous? Sure, it wants to decrease the pen-
sion liabilities on its books, but beyond that, amid boom times for the oil and 
gas industry, the company is facing a labor shortage that is expected to become 
more acute over the next decade, as 57 percent of its U.S. workforce becomes 
eligible to retire. HR executives are betting that the super 401(k) will be attrac-
tive to younger workers, who prefer such plans, in part because they can take 
the money with them if they change jobs.

Retirement Benefits 

and Small Business71
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  The Pension Protection Act (PPA) of 2006 
 This law made extensive changes to the Employee Retirement Income Security 
Act (ERISA) of 1974 that governs employer-sponsored, qualified (for tax defer-
ral) retirement-benefit plans.  72   For example, it extended provisions of an earlier 
act that specified conditions such as the following:

�  Higher limits on the annual amount of compensation that can be taken into 
account for retirement-plan benefits.  

�  Higher limits on the annual amount of permissible benefit and employer 
contributions.  

�  Ability of individuals age 50 and older to make “catch-up” salary-deferral 
contributions.    

 In addition, the PPA specifies that ERISA preempts any state wage-withholding 
law that would prevent an employee’s participation in a 401(k) plan under an 
automatic-enrollment provision. It also permits employers to adopt new cash-
balance plans and to convert existing defined-benefit plans into cash-balance 
plans, if the latter satisfy specific requirements. 
  Finally, the PPA also provides “safe harbor” protection for employers from 
complex and costly compliance regulations and from liability for breach of fi-
duciary duty with respect to the performance of default investments if employ-
ers do the following:

�  Automatically enroll workers in the company plan at a default savings-
 contribution rate.  

�  Establish default investments, for example, those that automatically invest 
a worker’s 401(k) contributions in an age-appropriate “life-cycle” diversi-
fied fund (larger equity exposure for younger participants; greater fixed in-
come for older ones).  

�  Automatically escalate workers’ contributions to their 401(k) accounts on a 
periodic basis.    

 Under the PPA, 401(k) participants can still exercise individual control over 
their investments if they want to, but the new law encourages sponsors to set 
up such plans in a manner that helps workers to help themselves simply by 
doing nothing.    

 Social Security 

  Table 12–1  outlined provisions for this program. Social Security is an income-
maintenance program, not a pension program. It is the nation’s best defense 
against poverty for the elderly, and it has worked well. Without it, according to 
one study, the poverty rate among the elderly would have jumped from about 15 
to 50 percent.  73    Table 12–4  shows average Social Security benefits for 2008.  74   
    Current Social Security beneficiaries are benefiting from the massive sur-
plus accumulated in the first decade of the 21st century, as baby boomers hit 
their peak earning potential. In 2008, that surplus was $2.4 trillion. It is ex-
pected to peak in 2026 at $5.9 trillion, but as the estimated 84 million benefi-
ciaries draw down that surplus, if no changes are made to the current system, 
the Social Security Trust Fund is projected to run out in 2040. At that point, 
when the oldest boomers will be 94, and the youngest 76, retirees would  receive 
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only about 75 percent of their full benefits.  75   Remember, Social Security is a 
pay-as-you-go system. Payroll taxes earned by current workers are distributed 
to pay benefits for those who are already retired. Right now there are more than 
3 workers for every retiree in our society, but by 2015 there will only be 2.7, 
and by 2030 there will only be about 2 workers per retiree.  76   In addition, peo-
ple are living substantially longer—by 2020 the life expectancy for 65-year-old 
men and women will be 81.5 and 85 years, respectively. 
     To meet such long-term funding needs, the system will have to be reformed 
soon—by raising payroll taxes or retirement ages, cutting benefits, or by invest-
ing a portion of the current surplus in the stock market.  77   This last alternative 
raises several vexing policy questions:  78   

�  Should workers’ retirement be built on government guarantees or the econ-
omy’s health?  

�  Should the government own one-sixth of the stock market?  
�  Should Washington expose workers’ retirement funds to market fluctuations?    

    Keep in mind, however, that Social Security was never intended to cover 
100 percent of retirement expenses. For a worker earning $60,000 a year, for 
example, experts estimate that he or she will need about 75 percent of that in 
retirement. Social Security will replace about 40 percent of preretirement in-
come pensions and personal savings will have to make up the rest. How does 
this compare to the actual distribution of retirees’ income? 
     Figure 12–4  shows the distribution of retirees’ income, on average. Note 
that 71 percent comes from Social Security plus pensions; the rest comes 

Table 12–4

AVERAGE 2008 SOCIAL SECURITY BENEFITS—MONTHLY

Retired worker $1,079

Retired couple 1,761

Disabled worker 1,004

Disabled worker with a spouse and child 1,690

Widow or widower 1,041

Young widow or widower with two children 2,243

Other*, 19%

Social Security, 44%

Retirement plans, 27%

Savings/asset

income, 10%

* Includes employment, VA benefits, and sale of a home or business.

Figure 12–4

Where retirees get 
their income.
Source: Where do 

you get your income? 

(2005, Apr.). Money, 

p. 178.
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 primarily from personal savings and current earnings in retirement. By con-
trast, the percentage of final salary that Social Security replaces depends on 
the actual final salary of the retiree. For a worker whose final salary is $50,000, 
Social Security replaces 45 percent in the United States, 75 percent in Italy, 
74 percent in Portugal, 63 percent in Spain, 51 percent in France, 43 percent 
in Germany, 31 percent in the Netherlands, 21 percent in Ireland, and just 
14 percent in the United Kingdom.  79    

  Unemployment Insurance 

 Although 97 percent of the workforce is covered by federal and state unem-
ployment insurance laws, each worker must meet eligibility requirements in 
order to receive benefits. That is, an unemployed worker must (1) be able and 

INTERNATIONAL APPLICATION
Social Security in Other Countries

An ever-increasing number of countries are 
publicizing their social security programs on 
the World Wide Web. For a listing of them, 
see www.ssa.gov/international/links.html. 
Here is a brief sample of countries that have 
adopted pension programs that combine 
social security with private retirement 
 accounts.
 In Britain, workers can opt out of 
part of the state pension system by ap-
plying up to 44 percent of their social 
security tax to their own private individ-
ual investment accounts. Japan, Finland, 
Sweden, France, and Switzerland have similar 
programs. In these countries, the social-security 
component of the pension system remains on a 
pay-as-you-go basis in which current tax receipts 
are used to pay for both current benefits and 
other government programs.
 In contrast, Chile’s retirement system is 100 
percent privatized, with a mandatory 10 percent 
of employees’ pay going into individual ac-
counts. Australia is moving to a privatization 
plan that calls for 9 percent of workers’ pay to 
go into private retirement accounts, up from 
6 percent previously. The employer chooses a 
menu of investment options that employees can 
use to allocate their retirement savings.

 Singapore uses a payroll tax to fund retire-
ment through a mandatory savings scheme that 
works like a private pension system. Employ-
ees must contribute about 20 percent of their 

salaries to their individually owned ac-
counts, with employers contributing an-

other 13 percent. At full retirement age 
(62), a worker gets a lump-sum pay-
ment equal to the total worker and 
employer contributions, plus at least 
2.5 percent in compound interest. At 

age 55,  however, workers must put 
about $42,000 in a retirement account to 

ensure income after age 62.
 Employees can withdraw money from their 
retirement funds to purchase housing (or to pay 
for a child’s education or for medical expenses), 
and, as a result, 80 percent of Singapore’s 
 citizens own their own residences. If an 
 employee is dissatisfied with the return earned 
by the public fund, he or she can transfer the 
account to investments in the Singapore stock 
market or other approved vehicles. The asset 
balance in a Singaporean’s retirement fund 
passes to his or her beneficiaries upon death. 
Among the countries that have systems similar 
to Singapore’s are India, Kenya, Malaysia, 
Zambia, and Indonesia.80
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available to work and be actively seeking work, (2) not have refused suitable 
employment, (3) not be unemployed because of a labor dispute (except in 
Rhode Island and New York), (4) not have left a job voluntarily, (5) not have 
been terminated for gross misconduct, and (6) have been employed previously 
in a covered industry or occupation, earning a designated minimum amount 
for a minimum amount of time. Many claims are disallowed for failure to sat-
isfy one or more of these requirements. 
    States have the option to use state unemployment compensation resources 
to make partial wage replacement available to parents who leave employment 
after the birth or adoption of a child. This rule, published by the Department of 
Labor, creates a new exemption to the requirement that recipients of unem-
ployment funds be able and available to work.  81   
    Every unemployed worker’s benefits are charged against one or more 
companies. The more money paid out on behalf of a firm, the higher is the 
unemployment insurance rate for that firm. The tax in most states amounts to 
6.2 percent of the first $7,000 earned by each worker. The state receives 
5.4 percent of this 6.2 percent, and the remainder goes to the federal govern-
ment. However, the tax rate may fall to 0 percent in some states for employers 
who have had no recent claims by former employees, and it may rise to 
10 percent for organizations with large numbers of layoffs. 
    Benefits can be paid for a maximum of 26 weeks in most states. An addi-
tional 13 weeks of benefits may be available during times of high unemployment. 
Benefits are subject to federal income taxes and must be reported on workers’ 
federal income tax returns. In general, benefits are based on a percentage of a 
worker’s earnings over a recent 52-week period, up to a state maximum amount. 
Those amounts have generally not kept up with inflation. The most recent calcu-
lation of the average weekly unemployment insurance benefit was $267.48.  82    

Unemployment insurance 
benefits provide a “safety 
net” for individuals who 
qualify. Other agencies, 
like this one, help them 
prepare for new jobs.
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  Severance Pay 

 Such pay is not legally required, and, because of unemployment compensa-
tion, many firms do not offer it. However, severance pay has been used exten-
sively by some firms that are downsizing in order to provide a smooth outflow 
of employees.  83   This is a good example of the strategic use of compensation. 
For example, General Motors offered workers at bankrupt parts-maker Delphi 
severance payments up to $140,000.  84   In Germany, as part of a restructuring ef-
fort, Volkswagen offered severance packages of as much as €249,480, or about 
$385,000 each to 85,000 workers at factories in western Germany.  85   
    While length of service, organization level, size of the organization, and the 
cause of the termination are key factors that affect the amount of severance pay, 
those amounts have been declining. For example, the typical manager now gets 
just 10 weeks of severance pay, down from 22 weeks at the height of the tech 
boom in 1999.  86   In addition, only 35 percent of employers now offer guaran-
teed severance to new executives, down from 38.5 percent in 2001.  87   Chief ex-
ecutive officers with management contracts may receive two to three years’ 
salary in the event of a takeover.  88     

 Payments for Time Not Worked 

 Included in this category are such benefits as the following: 

   Vacations     Personal excused absences 

   Holidays     Grievances and negotiations 

   Reporting time     Sabbatical leaves 

    Suppose you could take as much vacation time as you like. Sound crazy? 
Think about your own experience. On your last vacation did you do no work at 
all? Or did you listen to your voice mail, check your e-mail, and spend  further 
time responding to messages and maybe participating in one or two phone 
meetings? The reality in the Infotech Age is that for huge numbers of workers, 
the concept of a vacation—as an entitlement or an imposed restriction—is 
not realistic.  89   In fact, more than a third of Americans take fewer than seven 
days of vacation a year.  90   Suppose instead that you had no allotted  vacation 
time. When you go on vacation is up to you, something to be worked out with 
your goals and your coworkers in mind. Microsoft recently decided that high-
level executives would get to take vacation as needed, with no time limit 
imposed. Would people abuse this freedom? Or would they recognize that 
they are responsible for most decisions that affect their job performance and 
that decisions about vacation time fall into that general category? What do 
you think?   

COMPANY EXAMPLE INTEL, McDONALD’S, and MORNINGSTAR
Company policies vary from quite liberal to restricted. Chip-maker Intel grants 
all full-time employees a paid, eight-week sabbatical on every anniversary 
 divisible by seven, along with their usual 3–4 weeks of vacation. Some 4,350 
workers, or nearly one in 20 at Intel, take sabbaticals in a given year. Fast-food 
giant McDonald’s gives every salaried employee an 8-week paid leave for every 
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 Employee Services 

 A broad group of benefits falls into the employee-services category. Employees 
qualify for them purely by virtue of their membership in the organization, and 
not because of merit. Some examples include the following:

     Tuition aid  93         Thrift and short-term savings plans  

    Credit unions       Stock-purchase plans  

    Auto insurance       Fitness and wellness programs  

    Food service       Moving and transfer allowances  

  Company car       Transportation and parking  95    

    Career clothing       Merchandise purchasing  

    Financial planning  94         Professional-association memberships  

    Legal services       Christmas bonuses  

    Counseling       Service and seniority awards  

    Child adoption       Umbrella liability coverage  

    Child care       Social activities  

    Elder care       Referral awards  

    Gift matching       Purchase of used equipment  

    Charter flights    Family leaves 

    Domestic-partner benefits       Flexible work arrangements        

   National survey data now indicate that people are more attached and commit-
ted to organizations that offer work-life benefits, regardless of the extent to 
which they benefit personally from them.  96   Such benefits include onsite child 
care, subsidized child care onsite and offsite, child adoption, elder care, flexi-
ble work schedules (flex-time and flex-place), and the ability to convert sick 
days into personal days that employees can use to care for a sick child or fam-
ily member. For example,  Figure 12–5  shows the distribution of requests for 
flexible work arrangements. 
    Once viewed as an expense with little return, such policies are now 
 endorsed by a growing number of executives as an investment that pays 

ten years of employment—executives through managers of its company-owned 
restaurants in the U.S. That’s thousands of leaves every year. In 2007, to attract 
and retain new employees, McDonald’s added an in-between breather: an extra 
week off for every anniversary that ends in a five. Mutual-fund researcher 
Morningstar allows all employees a six-week, paid sabbatical every four years 
to do whatever they choose. Evidence indicates that most employees return 
more committed and more energized. In fact sabbaticals are so alluring that 
companies report that it is almost impossible for competitors to poach anyone 
within a few years of his or her bonus vacation.
 About 13 percent of large employers in the United States currently offer 
unpaid sabbaticals, and another 5 percent offer paid sabbaticals.92 They are 
most popular at law firms, computer firms, and consulting companies, where 
burnout is often a problem. Beyond that, HR managers argue, since sabbaticals 
encourage people to stick around, they don’t have to spend as much on recruit-
ment and training.

Sabbatical Leaves91
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 dividends in morale, productivity, and ability to attract and retain top-notch 
talent. Pharmaceutical giant Merck & Co. found that it cost approximately 
$50,000 to replace the “average” employee, but only $38,000 to give the em-
ployee a six-month parental leave of absence with partial pay and benefits. 
Merck  provides employees with benefits and full pay for up to eight weeks 
following the birth or adoption of a child. After eight weeks and up to six 
months, employees on parental leave do not get paid but keep their benefits 
and are guaranteed reinstatement. From 6 to 18 months, they retain their ben-
efits but are not guaranteed job reinstatement, although they have access to 
in-house job postings.  97   
    Domestic-partner benefits are voluntarily offered by employers to an employ-
ee’s unmarried partner, whether of the same or opposite sex. Firms such as Gen-
eral Motors, Ford, DaimlerChrysler, Boeing, Citigroup, General Mills, Goldman 
Sachs, and Texas Instruments offer such benefits, as do about 22 percent of U.S. 
firms.  98   They do so to be fair to all employees, regardless of their sexual orienta-
tion and marital status, and because of the competition and diversity that charac-
terize today’s labor markets.    

Figure 12–5

The distribution 
of flexible work 
arrangements.
[Source: Data 

from Demby, E. R. 

(2004). Do your 

family-friendly 

 programs make cents? 

HRMagazine, 49 (1), 

p. 75.]
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ETHICAL DILEMMA
What to Do with Bad News?99

Consider this situation. You are the Chief HR 
Officer (CHRO) of a company whose stock is 
publicly traded. A supervisor tells you about 
an impending penalty from a federal regulatory 
agency, a penalty large enough to make 
headlines and to slam the company’s 
stock price. The supervisor wants the 
CHRO to convince the CEO to begin 
making 401(k) matches with cash in-
stead of company stock and to advise 
employees to move their company 
stock in the 401(k) plan into one of the 
other fund selections.

 The CHRO is a member of the company’s 
executive committee, but is not a member of 
the committee that oversees the 401(k) plan. 
Administration of the plan is outsourced to a 

company that provides general financial ed-
ucation to all employees on saving for 

retirement in the 401(k) plan, but that 
offers no third-party advice on how 
the funds should be invested. What 
should the CHRO do? Would doing 

something about it constitute insider 
trading?
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  BENEFITS ADMINISTRATION   

 Benefits and Equal Employment Opportunity 

 Equal-employment-opportunity requirements also affect the administration of 
benefits. Consider as examples health-care coverage and pensions. The Age 
Discrimination in Employment Act has eliminated mandatory retirement at 
any age. It also requires employers to continue the same group health-insurance 
coverage offered to younger employees to employees over the age of 70. Medi-
care payments are limited to what Medicare would have paid for in the absence 
of a group health plan and to the actual charge for the services. This is another 
example of government    cost shifting    to the private sector. 
    As we noted in Chapter 3, the Older Workers Benefit Protection Act of 1990 
restored age-discrimination protection to employee benefits. Early retirement of-
fers are now legal if they are offered at least 45 days prior to the decision, and, if 
they are accepted, employees are given seven days to revoke them. Employers 
were also granted some flexibility in plant closings to offset retiree health  benefits 
or pension sweeteners against severance pay. That is, an employer is entitled to 
deny severance pay if an employee is eligible for retiree health  benefits. 
    With regard to pensions, the IRS considers a plan  discriminatory  unless the 
employer’s contribution for the benefit of lower-paid employees covered by the 
plan is comparable to contributions for the benefit of higher-paid employees. 
An example of this is the 401(k) salary-reduction plan described briefly in  Ta-
ble 12–3 . The plan permits significant savings out of pretax compensation, pro-
duces higher take-home pay, and results in lower Social Security taxes. The 
catch:  The plan has to be available to everyone in any company that imple-
ments it.  Maximum employee contributions each year ($15,500 in 2008 for 
workers under 50; $20,500 for those over 50) are based on average company 
participation. Thus, poor participation by lower-paid employees curbs the abil-
ity of the higher-paid to make full use of the 401(k).  100     

 Costing Benefits 

 Despite the high cost of benefits, many employees take them for granted. A major 
reason for this is that employers have failed to do in-depth cost analyses of their 
benefit programs and thus have not communicated the value of such programs to 
employees. Four approaches are used widely to express the costs of employee 
benefits and services. Although each has value individually, a combination of all 
four often enhances their impact on employees. The four methods are:  101   

�   Annual cost of benefits for all employees.  Valuable for developing budgets 
and for describing the total cost of the benefits program.  

�   Cost per employee per year.  The total annual cost of each benefits program 
divided by the number of employees participating in it.  

�   Percentage of payroll.  The total annual cost divided by total annual payroll 
(this figure is valuable in comparing benefits costs across organizations).  

�   Cents per hour.  The total annual cost of benefits divided by the total number 
of hours worked by all employees during the year.    

     Table 12–5  presents a company example of actual benefits costs for a 
fictitious firm named Sun Inc. The table includes all four methods of costing 
benefits. Can you find an example of each?  
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  Cafeteria, or Flexible, Benefits 

 The theory underlying the    cafeteria-benefits    approach is simple: Instead of all 
workers at a company getting the same benefits, each worker can pick and 
choose among alternative options cafeteria style. Thus, the elderly bachelor 
might pass up maternity coverage for additional pension contributions. The 
mother whose children are covered under her husband’s health insurance may 
choose legal and auto insurance instead. 
    The typical plan works like this: Workers are offered a package of benefits 
that includes basic and optional items. Basics might include modest medical 
coverage, life insurance equal to a year’s salary, vacation time based on length 
of service, and some retirement pay. Then employees can use flexible credits to 
choose among such additional benefits as full medical coverage, dental and eye 
care, more vacation time, additional disability income, and higher company 
payments to the retirement fund. Nationwide, 24 percent of firms offered full 
flexible-benefit plans in 2008, down from 37 percent in 2007.  102   Two studies 
examined employees’ satisfaction with their benefits and  understanding of 

Table 12–5

EMPLOYEE BENEFITS: THE FORGOTTEN EXTRAS

Listed below are the benefits for the average full-time employee of Sun Inc. (annual salary $60,000*).

   Percentage
  Sun’s of base
Benefit Who pays annual cost earnings What the employee receives

Health, dental, and Sun and $ 4,860 8.01 Comprehensive health and dental plus 
 life insurance  employee    life insurance equivalent to the 
      employee’s salary

Holidays Sun 3,000 5.00 13 paid holidays

Annual leave Sun 2,310 3.85 10 days of vacation per year (additional 
 (vacation)     days starting with sixth year of service)

Sick days Sun 2,766 4.61 12 days annually

Company retirement Sun 5,328 8.88 Vested after 5 years of service

Social Security Sun and 4,590 7.65 Retirement and disability benefits as 
   employee    provided by law

Workers’ compensation Sun 600 1.00 Compensation if injured on duty and if 
 and unemployment     eligible; income while seeking
 insurance     employment

Total  $23,454 39.00 
    or $11.28
    per hour

*The dollar amount and percentages will differ slightly depending upon the employee’s salary. If an employee’s annual 

salary is less than $60,000, the percentage of base pay will be greater. If the employee’s salary is greater than $60,000, the 

percentage will be less but the dollar amount will be greater. Benefit costs to Sun Inc. on behalf of 5,480 employees are 

more than $128 million per year.
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them both before and after the introduction of a flexible-benefits plan. Both 
found substantial improvements in satisfaction and understanding after the 
plan was implemented.  103   
    There are advantages for employers as well. Under conventional plans, 
 employers risked alienating employees if they cut benefits, regardless of increases 
in the costs of coverage. Flexible plans allow them to pass some of the increases 
on to workers more easily. Instead of providing employees a set package of bene-
fits, the employer says, “Based on your $60,000 annual salary, I promise you 
$23,400 to spend any way you want.” If health-care costs soar, the employee—not 
the employer—decides whether to pay more or to take less coverage. 
    There’s help for employees even under these circumstances if they work 
for firms that sponsor    flexible-spending accounts    (about 70 percent of all large 
firms). Employees can save for expenses such as additional health insurance or 
day care with pretax dollars, up to a specified amount (e.g., in a dependent-
care spending account, up to $5,000 for child or elder care). As a result, it’s a 
win-win situation for both employer and employee.  104   
    To realize these potential advantages, major communications efforts are 
needed to help employees understand their benefits fully. Because employees 
have more choices, they often experience anxiety about making the right 
choices. In addition, they need benefits information on a continuing basis to 
ensure that their choices continue to support their changing needs. Careful 
 attention to communication can enhance recruitment efforts, help cut turn-
over, and make employees more aware of their total package of benefits.  

  Communicating the Benefits 

 Try to make a list of good reasons a company should  not  make a deliberate 
 effort to market its benefits package effectively. It will be a short list. Generally 
speaking, there are four broad objectives in communicating benefits:

    1.   To make employees  aware  of them. This can be done by reminding them of 
their coverages periodically and of how to apply for benefits when needed.  

IMPACT OF BENEFITS ON PRODUCTIVITY, 
QUALITY OF WORK LIFE, AND THE BOTTOM LINE

Generally speaking, employee benefits do not en-
hance productivity. Rather, they are powerful 
tools for attracting and retaining talent, 
and for improving the quality of life of 
employees and their dependents.105 
Today there is widespread recogni-
tion among  employers and employees 
that benefits are an important compo-
nent of total compensation. As long as 

 employees  perceive that their total compensa-
tion is equitable and that their benefit options 

are priced fairly, benefits programs can 
achieve the strategic objectives set for 
them. The challenge for executives will 
be to maintain control over the costs of 
benefits while providing genuine value 
to employees in the benefits offered. If 

they can do this,  everybody wins.
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   2.   To help employees  understand  the benefits information they receive in 
order to take full advantage of the plans.  

   3.   To make employees confident that they can  trust  the information they 
receive.  

   4.   To convince present and future employees of the  worth  or value of the 
benefits package. After all, it’s their “hidden paycheck.”  106      

    A growing number of companies are giving employees direct access to infor-
mation about their total rewards—direct as well as indirect compensation. Air-
craft manufacturer Boeing takes such an approach with its 137,000 employees 
through its “Pay & Benefits Profile,” accessed through the company’s intranet 
portal. The software, hosted by benefits provider Aon Corp., extracts data from 
about 30 different sources at Boeing and its service providers. The profile 
 includes salary and bonuses as well as special services that Boeing offers its 
employees, such as travel and child-care referral services, wellness programs 
from the Mayo Clinic, and elder-care services. 
    The key to the site is personalization. Employees can see every component 
of their overall rewards rolled into a total-compensation statement, and they 
can see what those benefits cost the company. In addition, employees also have 
access to interactive tools they can use for financial planning.  107   
    Companies are trying to engage employees more actively with seminars or 
online tools on how to choose the best health plan or how to spend health-care 
dollars more wisely. Instead of just sending employees enrollment forms, em-
ployers are taking a different tack—encouraging employees to learn what’s 
right for them.  108   IBM is a good example of this approach. Its employees use an 
interactive question-and-answer tool called “Plan Finder” on the company’s in-
tranet to weigh the merits of different benefits and criteria, such as cost, cover-
age, customer service, or performance. The tool sorts through dozens of different 
health plans offered by the company, uses data and choices supplied by the em-
ployee, and then returns views of preferred plans, ranked and graphed. “Plan 
Finder” allows employees to model the information that is most important 
to them in order to make better benefits selections. It’s no surprise that 80 per-
cent of employees now enroll via the intranet system, saving IBM $1 million per 
year in costs associated with the delivery of benefits information.  

 THE NEW WORLD OF EMPLOYEE BENEFITS 

  Evidence indicates a strong link between employee satisfaction with benefits 
programs and overall employee satisfaction and retention. Among those who 
are highly satisfied, 85 percent expect to be working for their employers 18 
months hence, versus only 50 percent of those who are not satisfied with their 
benefits. Here are four areas that affect employee satisfaction profoundly: health 
insurance, programs to promote healthy lifestyles, retirement programs, and 
employee savings programs.

�   Health insurance.  No more blank checks. Employers and insurers are both 
taking an aggressive role in managing chronic diseases. About 160 companies 

  Human Resource 
Management 
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Conclusion 
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now use disease-management programs to help patients with costly chronic 
diseases such as asthma, diabetes, and heart disease manage their illnesses 
better so they don’t progress and become costlier to treat.  109   These patients, 
some 90 million people, account for an  astounding 75 percent of the 
 nation’s health-care bill. Disease managers, usually nurses, operate from call 
centers. They check in regularly with patients by phone to encourage them 
to get all the necessary tests and treatments for their diseases. Does it work? 
Early results say yes. American Healthways saved Blue Cross and Blue 
Shield of Minnesota $40 million in a single year, shaving three percentage 
points off its overall cost  increase.  110    

�   Keeping employees healthier.  One of the most important themes in em-
ployee benefits is now prevention: limiting health-care claims by keeping 
employees and their families healthier. The Travelers Insurance Companies 
thoroughly studied its own programs in this area and found that the funds it 
spent on health promotion helped it save $7.8 million in employee benefits 
costs. That’s a savings of $3.40 for every dollar spent. The biggest payoffs 
came from education programs, including efforts to discourage smoking and 
drinking and to encourage healthier diets. 

    Some companies have added new benefits, even as they eliminated 
others. Johnson & Johnson and Hewlett-Packard began paying for routine 
checkups and tests for infants, while AT&T launched a prenatal care 
 program.  

�   Retirement programs—sharing the risk.  In 2008 IBM moved all of its 
 employees to enhanced 401(k) plans for all future service. IBM is not alone: 
9 out of 10 companies that offer 401(k)s provide a partial matching (up to 
$5,000 a year or more) of employees’ savings. Such plans provide a true 
incentive to save because they are easily funded through payroll deduc-
tions. The old final-average-pay, life-annuity, employer-paid pension is 
pretty much gone as a model for the private sector, forced out by factors 
such as global and domestic economic fundamentals, federal pension laws, 
new accounting standards from domestic and international accounting 
boards, and worker distrust of company commitments.  

�   Expanding the 401(k) concept.  To many observers, the kind of sharing and 
choice embodied in 401(k) plans is the wave of the future in employee 
benefits. The Pension Protection Act of 2006 addressed several important 
issues by exempting employers from costly and complex compliance regu-
lations if they implement “the automatics” in their 401(k) plans: automatic 
enrollment of workers in their plans; automatic enrollment in a qualified 
(for tax deferment) diversified fund; and automatic escalation of 401(k) 
contributions on a periodic basis. The automatic-escalation feature alone 
is likely to increase overall 401(k) contributions between 11 and 28 percent 
for participants in the lowest-income group, and between 5 and 12 percent 
for those in the highest-income group.  111      

  The upshot of all of these changes is that workers who are fortunate enough 
to be offered health and retirement coverage through their jobs can expect to be 
more involved in decision-making about their benefits and to share more of the 
costs of those benefits in the future.      
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   SUMMARY 

 Managers need to think carefully about what they wish to accomplish by means 
of their benefits programs. At an average cost of 39 percent of base pay for ev-
ery employee on the payroll, benefits represent substantial annual expendi-
tures. Factors such as the following are important strategic considerations in 
the design of benefits programs: the long-term plans of a business, its stage of 
development, its projected rate of growth or downsizing, characteristics of its 
workforce, legal requirements, the competitiveness of its overall benefits pack-
age, and its total compensation strategy. 
  There are three major components of the benefits package: security and 
health, payments for time not worked, and employee services. Despite the high 
cost of benefits, many employees take them for granted. A major reason for this 
is that employers have not done in-depth cost analyses or communicated the 
value of their benefits programs. This is a multimillion-dollar oversight. Cer-
tainly the counseling that must accompany the wide array of offerings on the 
benefits menu, coupled with the use of computer-based expert systems and 
decision-support systems, can do much to alleviate this problem.   

IMPLICATIONS FOR MANAGEMENT PRACTICE

As you think about the design and im-
plementation of employee benefit 
plans, consider three practical issues:

 1. What are you trying to accom-
plish with your benefits package? 
Conduct a comprehensive strategic 
review of your benefits plan and its 
ability to meet diverse employee needs 
and to achieve business goals.

 2.  Perform a detailed audit of your 
workforce to assess the value of en-
hancing demographically targeted 
programs, voluntary benefits, and 
wellness programs as a means of dif-

ferentiating your plan.112

 3.  Develop an effective strategy for 
communicating benefits regularly to all 
employees.

  vesting    

  doctrine of constructive receipt    

  anti-discrimination rule    

  contributory plans    

  noncontributory plans    

  protected health information    

  yearly renewable term insurance    

  flexible benefits    

  workers’ compensation programs    

  long-term disability    

  short-term disability    

  disability management    

  managed care    

  gatekeeper    

  health maintenance organization (HMO)    

  preferred provider plan (PPO)    

  point-of-service plan (POS)    

  consumer-driven health plan (CDHP)    

 KEY TERMS  
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  pension    

  defined-benefit plan    

  defined-contribution plan    

  cash-balance plan    

  cost shifting    

  cafeteria benefits    

  flexible spending accounts       

 DISCUSSION QUESTIONS  

   12–1.   What should a company do over the short and long term to maximize the use 
and value of its benefits choices to employees?  

   12–2.   The new world of employee benefits is best described as “sharing costs, sharing 
risks.” Discuss the impact of that philosophy on the broad areas of health care 
and pensions.  

   12–3.   In terms of the “attract-retain-motivate” philosophy, how do benefits affect 
 employee behavior?  

   12–4.   What can large firms do to control health-care costs? What about small firms?  
   12–5.   Your company has just developed a new, company-sponsored savings plan for 

employees. Develop a strategy to publicize the program and to encourage 
 employees to participate in it.    

   Case 12–1 

  APPLYING YOUR KNOWLEDGE 

 Reducing Health-Care Costs 

  In the spring of 2006, Ron McGee, vice president of group insurance and labor relations 
at Polson Corporation, delivered the bad news to top management. Medical-insurance 
premiums for the following fiscal year were expected to increase approximately 20 per-
cent, up dramatically from the 8 percent increase of the previous year—and future cost 
projections were equally grim. It was estimated that by 2010, the company’s $555 mil-
lion annual health-care bill would increase to a staggering $813 million. 
  Polson is a large, high-technology, automotive and electronics products company 
that employs about 70,000 people in the United States. The company decided not to 
tinker with traditional remedies to escalating health-care costs, such as increasing de-
ductibles and shifting larger copayments to employees. Instead, it turned to managed 
health care. It did so by contracting with Whitefish Corporation, a large employee-
 benefits company specializing in such managed health-care plans. 
  A task force was formed in 2006 under the direction of McGee. The task force in-
cluded HR executives from the corporate office of Polson in Morristown, New Jersey. 
This group was given the challenge of developing a custom-designed program that 
would hold down health-care premium costs to a reasonable level. The group decided 
that the new program would be built on the following foundation:

 1.    The insurance carrier, Whitefish Corporation, would be a partner in the program 
and would carry a financial risk, not merely be an administrator that paid the bills 
as they came in.  

 2.   The insurance carrier would use its buying power to establish a network of highly 
qualified primary-care physicians and specialists throughout the United States, 
coinciding with the company’s primary locations.  
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 3.   The insurance carrier would guarantee a high level of quality care to be provided 
to Polson’s employees.  

 4.   Unlike other health maintenance organization (HMO) plans, under the new Pol-
son Plan employees would be able to switch from managed care to a traditional 
indemnity plan at will, but they would pay extra for exercising this option.    

  “We sought to change the way health care was delivered to our employees,” says Al 
Gesler, corporate director of HR for Polson. “The net result was a hybrid program, taking 
into account the best features of HMOs and indemnity plans and combining that with a 
partnership arrangement between Whitefish, Polson, and its employees.” Whitefish was 
chosen because it was a large and experienced insurance carrier and had a health-care 
network in place across the United States that pretty well coincided with major loca-
tions where Polson had operations. 
  In March 2003, Polson signed a three-year agreement with Whitefish for a managed-
care program that was called “The Health Care Connection.” This plan covered medical, 
dental, vision, and hearing care, as well as prescription medications. It also included a 
well-care program covering such items as an annual physical exam and prenatal care. 
An important feature of the plan was that Whitefish guaranteed annual premium in-
creases of less than 10 percent during each of the three contract years on the managed-
care side of the program. No similar guarantee was provided on the indemnity side. The 
actual figure would depend on the number of employees using the indemnity portion of 
the program. 
  “We wanted a very strong gatekeeper system,” says McGee. “For our employees to take 
advantage of the extremely comprehensive benefits found on the in-network side of The 
Health Care Connection program, as well as the modest $20 copayment feature, they had to 
agree to choose a primary-care physician from within the closed panel and visit specialists 
in hospitals only when referred by their primary-care physicians. That was the trade-off.” 
Where employees stayed in the network, the costs were very modest: a $20 copayment per 
office visit and $20 per prescription (generic drug) and 35 percent of the cost of a brand-
name drug. If employees chose to go outside the network, they could switch to the indem-
nity side of the plan at any time for any particular illness or injury with no restrictions. 
Those who did, however, paid an annual deductible equal to 1 percent of their annual 
salaries and then were subject to an 80/20 copayment split (in other words, employees 
paid 20 percent of the medical care costs after the deductible was met). 
  “The basic concept behind managed care is just that, managing it,” says McGee. “By 
staying in the network, everyone saves money. We felt this was a major effort aimed at 
limiting unnecessary care.” 
  For its part, Whitefish is responsible for guaranteeing the quality of the managed-
care side of the network. It is responsible for using its buying power to ensure that hos-
pitals in the plan attract an adequate supply of high-quality physicians. It also means 
continual monitoring of employee usage of different types of medical care through utili-
zation studies. 

  Questions  

   1.   How should Polson communicate its new health-benefits plan to employees?  
   2.   What results in terms of cost reduction do you anticipate Polson will achieve 

through the implementation of its new health-care program?  
   3.   What additional follow-up should the benefits-administration people at Polson 

take now that the program has been in effect for several years?  
   4.   To what extent do you believe health-care plans such as those at Polson are the 

wave of the future for health-benefits plans in major American corporations?        
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   P A R T

 LABOR-MANAGEMENT 

ACCOMMODATION 5 
  Harmonious working relations between labor and management are critical to 
organizations. Traditionally, both parties have assumed a win-lose, adversarial 
posture toward each other. This must change if U.S. firms are to remain com-
petitive in the international marketplace. Part 5 is entitled “Labor-Management 
Accommodation” to emphasize a general theme: To achieve long-term success, 
labor and management must learn to accommodate each other’s needs, rather 
than repudiate them. By doing so, management and labor can achieve two goals 
at once: increase productivity and improve the quality of work life. In the cur-
rent climate of wants and needs, there is no other alternative. 
  The focus of Chapter 13 is on union representation and collective bargain-
ing. Chapter 14 focuses on procedural justice, ethics, and concerns for privacy 
in employee relations. These are currently some of the most dominant issues in 
this field. As managers, you must develop and implement sound practices with 
respect to them. Chapters 13 and 14 will help you do that. 

   13     UNION REPRESENTATION AND COLLECTIVE BARGAINING  

  14     PROCEDURAL JUSTICE AND ETHICS IN EMPLOYEE RELATIONS        



   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  How have changes in product and service markets affected the way labor 

and management relate to each other? 

  2.  How should management respond to a union organizing campaign? 

  3.  To what extent should labor-management cooperative efforts be 

encouraged? 

  4.  What kinds of dispute-resolution mechanisms should be established in 

order to guarantee due process for all employees?  

13 
 UNION REPRESENTATION 

AND COLLECTIVE 

BARGAINING 
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 RESTRUCTURING THROUGH UNION-MANAGEMENT 
COLLABORATION  *   

  The forces of globalization and technology that began pounding labor’s manu-
facturing strong-holds in the 1970s have intensified in recent years as offshore 
production has exploded. In everything from retailing and services to health 
care and steel, deregulation, heightened competition, and cheap immigrant 
labor have forced employers into an endless struggle to keep costs down, 
 including wages and benefits. 
  With more employees and retirees losing company-paid health coverage, 
and worker anxiety heightened by the shift of white-collar jobs overseas, it is 
clear that the old, adversarial “us-versus-them” approach to labor-management 
relations has long passed its “sell-by” date. When Service Employees Interna-
tional Union president Andy Stern was asked recently if he was too quick to 
collaborate with management, he replied: “I don’t hear our members say that. 
People don’t go to work to have a fight. They go to work to provide a service [or 
to build a product], to build a community, to take care of their family.” Clearly 
concerns about all of those issues have led to unprecedented levels of union-
management cooperation in recent years. 
  The current (2007–2011) agreements between auto makers Ford, General 
Motors, Chrysler and the United Auto Workers, for example, freeze union 
members’ base pay for four years, shift retiree health-care obligations to a 
union-run trust, and pay new workers lower wages for the same work as veter-
ans. Why did the union agree to those concessions? Because in return the auto 
makers agreed to invest billions of dollars in U.S. plants and to keep factories 
open. That means a lot to economically depressed communities in states like 
Ohio, Michigan, and Pennsylvania. For the workers and their families, it’s all 
about job security, steady wages, and health coverage. Consider two related 
industries, steel and rubber (tire makers). Both had been sliding toward extinc-
tion until union leaders stepped forward to work with management in the 
 development of innovative agreements that keep these industries profitable 
and competitive through higher worker productivity. 
  Thus, when the leaders of the United Steelworkers (USW) union sat down 
with Goodyear Tire & Rubber Company to negotiate a new labor agreement, 
they knew they were headed for trouble. The nation’s largest tire maker had 
lost $1 billion the previous year as rivals selling cheap tires made in low-wage 
countries sliced its market share by three full percentage points, to 19.5 percent. 
Just as bad, a revolving door of executives had racked up a crushing $5 million 
in debt as new acquisitions and tire products did not succeed. The union’s 
 options? Allow Goodyear to replace some of its 14 U.S. plants with ones in 
Asia, or fight the company with a strike that could force it into bankruptcy. 

      Human Resource 
Management 

in Action 

*Sources: Spector, M., McCracken, J., & Stoll, J. D. (2007, Oct. 10). How less pay, more risk, ‘sells 
itself’. The Wall Street Journal, pp. B1, B11; Kosdrosky, T. (2007, Nov. 15). Ford’s UAW members 
ratify labor agreement. The Wall Street Journal, p. A2; Maher, K. (2007, Jan. 22). Are unions 
 relevant? The Wall Street Journal, p. R5; Kirkland, R. (2006, Oct. 16). The new face of labor, 
pp. 122–132; Michelin, S. A. (2004, Aug. 30). BF Goodrich workers approve about 20% cut in 
labor costs. The Wall Street Journal, p. B6; Welch, D. (2003, Oct. 20). What Goodyear got from its 
union. BusinessWeek, pp. 148, 149.
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   WHY DO EMPLOYEES JOIN UNIONS? 

  Beliefs about the effects of a union at a person’s own workplace are critical de-
terminants of intentions to vote for or against union representation.  1   Visualize 
this scenario: It’s 7:30 on a cool December evening in Las Vegas, and 105 off-
duty hotel maids, cooks, and bellhops are waiting for their monthly union 
meeting to start. It has been a long day working in the big casino hotels, but 
still the room buzzes with energy. One by one, a dozen or so members recount 
their success in recruiting 2,700 new colleagues at the MGM Grand, the world’s 
largest hotel. After a three-year campaign of street demonstrations, mass ar-
rests, and attacks on the company’s HR practices that helped oust a stridently 
anti-labor CEO, MGM Grand recognized the union a year later without an elec-
tion. Another group reports on the victory at New York, New York, a new hotel 
that agreed to the unionization of 900 workers. 
    A similar story unfolds in a campaign to organize 10,000 nonunion janitors 
in 11 counties in northern New Jersey. The Service Employees International 
Union (SEIU) told contractors that they wouldn’t have to lift pay until the SEIU 
got 55 percent of those in their area to go along. The union then mounted strikes 
and rallies by would-be members to try to force contractors to go along. When 
the 55 percent trigger point was reached, the union contracts took effect. Three 
years later the SEIU represented about 70 percent of northern New Jersey jani-
tors, whose pay ranges up to $11.75 an hour, plus benefits. Says the SEIU’s 
largest New Jersey contractor: “Unionization has been beneficial to the indus-
try, because we’re not undercutting each other, turnover is down, and workers 
are more dedicated and loyal.”  2   
    On the other hand, it is pure folly to assume that pro-union attitudes are 
based simply on expected economic gains; much deeper values are at stake.  3   

  Instead the USW came up with a third choice. The union hired a boutique 
Wall Street firm to devise a long-term strategic plan for the company. The goal: to 
make Goodyear globally competitive in a way that would preserve as many of the 
union’s 19,000 jobs as possible. In the conclusion to this case we will see what 
happened, but one thing is clear: Both sides would have to agree to major changes 
in the way the business is run if there was to be any hope of keeping this old-line 
manufacturing industry competitive—and keeping it in the United States. 

  Challenges 

   1.   What are some key obstacles that stand in the way of true cooperation by 
labor and management?  

  2.   Is labor-management cooperation just a short-term solution to economic 
problems, or can it become institutionalized into the very culture of an 
organization?  

  3.   Will widespread labor-management cooperation lead to a loss of union 
power?         
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As one union leader recently noted: “Our union has never seen itself as just a 
collective-bargaining agent, but as an agent for social change.”  4   Indeed, 

     If one talks to any worker long enough, and candidly enough, one discovers that his 
loyalty to the union is not simply economic. One may even be able to show him 
that, on a strictly cost-benefit analysis, measuring income lost from strikes, and jobs 
lost as a result of contract terms, the cumulative economic benefits are delusions. It 
won’t matter. In the end, he will tell you, the union is the only institution that 
 ensures and protects his “dignity” as a worker, that prevents him from losing his 
personal identity, and from being transformed into an infinitesimal unit in one huge 
and abstract “factor of production.”  5     

    Managers who fail to treat workers with respect, or companies that view 
workers only as costs to be cut rather than as assets to be developed,  invite  col-
lective action by employees to remedy these conditions.  6   Among employees 
who see management as unwilling to share power, more than 70 percent say 
they would vote for a union.  7   However, unions are not without sin either, and 
workers will vote against them to the extent that the unions are seen as unsym-
pathetic to a company’s need to remain viable, or if they feel unions abuse their 
power by calling strikes or have fat-cat leaders who selfishly promote their 
own interests at the expense of the members’ interests.  8      

 UNION MEMBERSHIP IN THE UNITED STATES  

 Union membership has shrunk from a high of 35 percent of the workforce in 
1945 to 22 percent in 1980 to 12.1 percent in 2007. Unions still represent 15.7 mil-
lion workers, but that’s just one in every eight employees. Excluding public-
sector membership, unions represented just 7.5 percent of private-sector em-
ployees in 2007.  9    Figure 13–1  shows the percentage of nonfarm employees 
represented by unions between 1930 and 2007. 
    Several economic and demographic forces favor a resurgence of unions. 
The same trends toward globalization, technology, and corporate downsizing 

Figure 13–1
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that have sharply cut union membership have also created a new receptiveness 
for union organizers among surviving employees, who find themselves over-
worked and under excessive stress. And it is not just blue-collar workers who 
are organizing. In fact, many of the fastest-growing unions in the United States 
represent white-collar professionals (more than 51 percent of all union mem-
bers), including physicians, nuclear engineers, psychologists, and judges.  10   In 
fact, the share of 84 million nonunion workers who say they would vote for a 
union at their company has grown steadily from 30 percent in 1984 to 39 per-
cent in 1993 and 53 percent in 2007.  11   
    Finally, women, immigrants, and other minority-group members, who are 
expected to continue entering the workforce at a high rate, tend to favor unions. 
Evidence indicates that women’s participation is likely to be enhanced to the 
extent that there is greater representation of women in local union offices.  12   
However, organized labor’s biggest untapped strength is its 15.7 million 
 members. If 5 percent of them volunteer one day a month, according to one 
calculation,  labor’s effective spending on recruitment would jump to $4 billion 
a year  (assuming professional organizers cost a total of $75,000 a year). That 
would dwarf the estimated $1 billion employers spend annually to thwart 
unionization.  13   
    Despite these factors, a large-scale resurgence of unions seems unlikely. 
 Organized labor complains that U.S. labor laws favor employers,  14   but what 
complicates organizing efforts is that many in this new generation are white- collar 
workers—in fields as diverse as insurance, information, technology, and elec-
tronics. Their goals and desires are different from those of labor’s traditional 
blue-collar stalwarts, who seemed to want little more than high wages and 
steady work. As one expert noted, “. . . people want something that looks more 
like a voice in the workplace—and less like collective bargaining and conflict 
with management.” And because so many young workers are highly mobile 
(average job tenure for workers ages 25 to 34 was just 2.9 years in 2006  15  ), they 
may not be willing to support a six-month unionization drive that could culmi-
nate in a strike to win a first contract. Finally, many young workers are taking 
jobs in the rapidly growing service sector—banking,  computer programming, 
and financial services—92 percent of which remains unorganized.  16   
    The very nature of high-tech industry also hampers organizing efforts. 
Many software designers and biotechnical engineers work for small, start-up 
companies that unions find difficult and expensive to organize. Many are 
 focused on earning stock options and other rewards for performance instead of 
wage increases and health insurance that unions typically seek  17   
    Despite the drop-off in membership, unions are powerful social, political, 
and organizational forces. Strategies used by the United Steelworkers are typical. 
Rather than simply pounding the table for higher pay or threatening strikes, it is 
blocking takeovers, taking sides in bidding wars, and fighting for board seats.  18   In 
the unionized firm, managers must deal with the union rather than directly with 
employees on many issues. Indeed, the “rules of the game”  regarding wages, 
hours, and conditions of employment are described in a  collective bargaining 
agreement (or contract) between management and labor. Although it need not 
always be so, and is not productive over the long run, adversarial “us” and 
“them” feelings are frequently an unfortunate by-product of this process. 
    Economic and working conditions in unionized firms directly affect those 
in nonunionized firms, as managers strive to provide competitive working 
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conditions for their employees. Yet the nature of the internal and external 
 environments of most U.S. firms has changed dramatically relative to that 
of earlier periods. This difference has led to fundamental changes in labor-
management relations, as we will see in the next section.    

 THE CHANGING NATURE OF INDUSTRIAL 

RELATIONS IN THE UNITED STATES  

 Fundamentally, labor-management relations are about power—who has it and 
how they use it. As the chapter-opening vignette illustrated, both parties are 
finding that they achieve the best results when they share power rather than 
revert to a win-lose orientation.  19   In recent years, unions have lost power as a 
result of six interrelated factors: global competition, nonunion domestic com-
petition, deregulation, the growth of service industries, corporate downsizing 
(which has depleted the membership of many unions), and the willingness of 
firms to move operations overseas. In today’s world, firms face more competi-
tive pressures than ever before. That competition arises from abroad (e.g., Toyota, 
Nissan, Hyundai, Sanyo, Pohang, and Third-World steelmakers); from domestic, 
nonunion operators (e.g., Nucor in steel); and from nonregulated new entities 
(e.g., dozens of new telecommunications companies). 
    The deregulation of many product markets created two key challenges to 
existing union relationships. First, it made market entry much easier, for 
 example, in over-the-road trucking, airlines, and telecommunications. Second, 
under regulation, management had little incentive to cut labor costs because 
high labor costs could be passed on to consumers; conversely, labor-cost 
 savings could not be used to gain a competitive advantage in the product 
market. Under deregulation, however, even major airlines (which are almost 
entirely organized) found that low costs translated into low fares and a com-
petitive advantage. As a result, all carriers need to match the lowest costs of 
their competitors by matching their labor contracts.  20   
    These competitive pressures have forced business to develop the ability to 
shift rapidly, to cut costs, to innovate, to enter new markets, and to devise a 
flexible labor force strategy. As managers seek to make the most cost-effective 
use of their human resources, and as companies move forward into a more 
integrated, globalized world economy, they need to understand the legal and 
employment implications of different systems that underly the infrastructure 
and operations of unions in nations where they do business.  21   
    Traditionally, the power of unions to set industrywide wage levels and to 
relate these in “patterns” was based on the market power of strong domestic 
producers or industries sheltered by regulation. As employers lost their market 
power in the 1970s and 1980s, union wage dominance shrank and fragmented. 
One union segment had to compete with another and with nonunion labor 
both in the United States and abroad. Management’s objective was (and is) to 
get labor costs per unit of output to a point below that of the competition at the 
product-line level. Out of this approach have come wage-level differences and, 
with them, the breakdown of pattern bargaining. As a result, even under union 
bargaining pressures, wages are now far more responsive to economic condi-
tions at the industry and firm levels, and even at the product-line level, than 
they traditionally have been.  22   
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    The labor relations system that evolved during the 1940s and lasted until the 
early 1980s was institutionalized around the market power of the firm and 
around those unions that had come to represent large proportions, if not nearly 
all, of an industry’s domestic workforce. The driving force for change in the new 
millennium has been business conditions in the firm. Those conditions have 
changed for good—and so must the U.S. industrial relations system. To put that 
system into better perspective, let us consider some of its fundamental features.    

 FUNDAMENTAL FEATURES OF THE U.S. INDUSTRIAL 

RELATIONS SYSTEM  

 Six distinctive features of the U.S. system, compared with those in other coun-
tries, are as follows:  23   

   1.    Exclusive representation . One and only one union in a given job territory 
(   exclusive representation   ), selected by majority vote. However, multiple 
unions may represent different groups of employees who work for the 
same employer (e.g., pilots, flight attendants, and machinists at an air-
line). This situation is in contrast to that existing in continental Europe, 
where affiliations by religious and ideological attachment exist in the 
same job territory.  

   2.    Collective agreements that embody a sharp distinction between negotia-
tion of and interpretation of an agreement.  Most agreements are of fixed 
duration, often two or three years, and they result from legitimate, overt 
conflict that is confined to a negotiations period. They incorporate no-
strike (by employees) and no-lockout (by employer) provisions during the 
term of the agreement, as well as interpretation of the agreement by pri-
vate arbitrators or umpires. In contrast, the British system features open-
ended, nonenforceable agreements.  

   3.    Decentralized collective bargaining , largely due to the size of the United 
States, the diversity of its economic activity, and the historic role of prod-
uct markets in shaping the contours of collective bargaining. By contract, 
in Sweden the government establishes wage rates, and in Australia, some 
wages are set by arbitration councils and others by bargaining at the enter-
prise level.  24    

   4.    Relatively high union dues and large union staffs  to negotiate and admin-
ister private, decentralized agreements, including grievance arbitration to 
organize against massive employer opposition and to lobby before legisla-
tive and administrative tribunals.  

   5.    Opposition by both large and small employers to union organization , in 
contrast to countries such as France and Germany. Such opposition has 
been modified in terms of the constraints placed on management only 
slightly by more than 60 years of legislation.  

   6.    The role of government  in the U.S. industrial relations system, as com-
pared with other systems, such as those of Mexico and Australia. The U.S. 
government has been relatively passive in dispute resolution and highly 
legalistic, both in administrative procedures and in the courts.  25   In the U.S., 
the traditional view is that the role of government is not to establish labor 
standards, only to promote competition.  26      
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   Before we examine the U.S. system in greater detail, let’s briefly consider its 
historical origins.   

  A BRIEF HISTORY OF U.S. LABOR RELATIONS  

 The labor movement has had a long, colorful, and turbulent history in the 
United States. It began with the Industrial Revolution of the 19th century. 
Economically the Industrial Revolution was a great boon to productive output 
and to capital accumulation by business owners. Not so for the average worker. 
Wages were generally low and working conditions were often hazardous. 
 Labor was considered a commodity to be bought and sold, and the prevailing 
political philosophy of  laissez faire  (leave things alone) resulted in little action 
by governments to protect the lot of workers.  30   Against this backdrop, it was 
inevitable that workers would organize collectively to improve their wages and 
working conditions. 
    The first overt union activity in the United States took place in 1794 when 
the Philadelphia shoemakers attempted to raise their wages, in reaction to a 
wage cut by their employers. The employers sued the union, arguing that the 
combination of workers to raise their wages constituted an illegal conspiracy 
in restraint of trade. In 1806 a federal court ruled in favor of the employers and 
fined the employees involved. Until this    conspiracy doctrine    was overturned 
in 1842 in the case of  Commonwealth of Massachusetts v. Hunt , workers were 

INTERNATIONAL APPLICATION
Comparing Industrial Relations Systems Around the World

Direct comparisons among industrial relations 
(IR) systems are almost impossible. Here are 
three reasons:27

 1. The same concept may be interpreted 
differently in different industrial 
relations contexts. For example, 
consider the concept of collec-
tive bargaining. In the United 
States it is understood to mean 
negotiations between a labor 
union local and management. In 
Sweden and Germany, however, the 
term refers to negotiation between an em-
ployers’ organization and a trade union at 
the industry level.28

 2. The objectives of the bargaining process 
may differ in different countries. For 

 example, European unions view collec-
tive bargaining as a form of class struggle, 
but in the United States collective bar-
gaining is viewed mainly in economic 
terms.
3.   No IR system can be understood 

without an appreciation of its histori-
cal origins. Such historical differences 
may be due to managerial strategies 
for labor relations in large companies, 
ideological divisions within the 

trade-union movement, the influence 
of religious organizations on the devel-
opment of trade unions, methods of 
union regulation by governments, or the 
mode of technology and industrial orga-
nization at critical stages of union devel-
opment.29
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discouraged from forming unions. In that case, the court ruled that labor 
unions were not criminal per se, for they could have honorable as well as 
 destructive objectives. In short, a union’s conduct will determine whether it is 
legal or  illegal.  31    

 Emergence of the American Federation of Labor (AFL) 

 The AFL was organized in 1886 as a group of national craft unions. Some of 
these unions were the Metal Workers, Carpenters, Cigar Makers, Iron Molders, 
Miners, Granite Cutters, Bakers, Furniture Workers, Tailors, and Typographers. 
It espoused no particular political philosophy or set of broad social goals be-
cause its objectives were more pragmatic. It sought immediate benefits for its 
members in the companies where they were employed. In the words of Samuel 
Gompers, the AFL’s first president, the goals of the AFL were “More, more, 
more; now, now, now.”  32     

 Emergence of the Congress of Industrial Organizations (CIO) 

 A combination of factors in the 1930s made industrial unionism attractive:

    1.   The Great Depression, which engendered such general gloom and pessi-
mism in the entire economic system that it inevitably increased the pro-
pensity of workers to join unions.  

   2.   Passage of federal labor laws that made it easier to organize workers.  
   3.   The emergence of rebel leaders within the AFL who wanted to organize 

unskilled workers into industrial unions.    

    In 1935 the rebels formed their own Congress of Industrial Organizations 
(CIO) and intended to work within the AFL. However, the issue of craft versus 
industrial unionism, together with power rivalries within the AFL, led to an 
open break. The CIO’s strategy was to organize  all  the workers in a given plant 
or company rather than to focus on certain crafts. It was quite successful, prin-
cipally through the use of the    sit-down strike   , in which workers refused to 
leave the premises until employers met their demands for recognition. Even 
before the formal AFL-CIO break in 1937, membership in CIO unions had 
reached 3.7 million, exceeding AFL membership by 300,000 workers.  33     

 Merger of the AFL-CIO 

 By the early 1950s, both the AFL and CIO realized they were sacrificing power 
and efficiency by fighting on two fronts simultaneously: against employers and 
against each other. In 1955 they merged into the AFL-CIO under the leadership 
of George Meany, new president of the AFL, and Walter Reuther, former head 
of the United Auto Workers and new president of the CIO. In 1967, however, 
Meany and Reuther became bitter enemies when Reuther withdrew his United 
Auto Workers from the federation in a policy dispute. Meany became the first 
president of the AFL-CIO. 
    Integrity was Meany’s hallmark, and he vigorously fought union corrup-
tion, most notably by expelling Jimmy Hoffa’s Teamsters union from the AFL-
CIO in 1957. Throughout his career, Meany said that the wages and working 
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conditions of the laborer, not economic philosophy, were his primary concerns. 
But he elevated the labor movement beyond wages and hours to unprecedented 
standing in Washington, particularly with Democratic presidents. In fact, 
Meany played the game of power politics so well that by 1979, when he retired, 
organized labor, in the words of a noted labor lawyer, “became a middle-class 
movement of people earning $25,000, $30,000 a year [roughly $60,000 to 
$70,000 in 2008 dollars], supplemented by federal benefits.”  34   Things certainly 
were different when Meany first appeared on the national scene in 1934. Then 
there was no Social Security to provide for aging workers, no National Labor 
Relations Act, public employee unions were unheard of, and the first national 
minimum wage—25 cents per hour for a 48-hour work week—was still four 
years away.   

 Breaking Away from the AFL-CIO 

 On its 50th anniversary, the AFL-CIO experienced a dramatic turn of events. 
Several union leaders from within the federation were frustrated over the con-
tinued decline in membership, and they pressed the AFL-CIO to change its 
priorities, from spending on political activities (lobbying and get-out-the-vote 
drives) to organizing activities (campaigns to unionize nonunion workplaces). 
As a result of this disagreement, several unions left the AFL-CIO in 2005 and 
formed their own federation—   Change to Win.    The new federation includes 
only seven unions, but they represent more than 6 million workers, more than 
70 percent of the AFL-CIO’s total membership. The member unions are the Ser-
vice Employees, the Teamsters, the United Food and Commercial Workers, the 
Laborers Union, the Carpenters and Joiners, Unite Here (needle trades and tex-
tile workers), and the Farm Workers. 
    Change to Win is all about action, as fully 75 percent of its budget goes to 
field organizing. Will the split from the AFL-CIO strengthen or sap the labor 
movement? Only time will tell, but what we do know now is that more re-
sources are being put into organizing, political action, and cooperation with 
labor organizations and governments in other countries than has been the case 
for the last half century.  35   
    Unionizing nonunion workplaces is a top priority for the labor movement. 
Our next section describes how this process works under current labor law.     

 THE UNIONIZATION PROCESS   

 The Legal Basis 

 The Wagner Act, or  National Labor Relations Act , of 1935 affirmed the right of 
all employees to engage in union activities, to organize, and to bargain collec-
tively without interference or coercion from management. It also created the 
National Labor Relations Board ( NLRB ) to supervise representation elections 
and to investigate charges of unfair labor practices by management. The  Taft-
Hartley Act  of 1947 reaffirmed those rights and, in addition, specified unfair 
labor practices for both management and unions. The unfair labor practices are 
shown in  Table 13–1 . The act was later amended (by the  Landrum Griffin Act  
of 1959) to add the    secondary boycott    as an unfair labor practice. 
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Table 13–1

UNFAIR LABOR PRACTICES FOR MANAGEMENT AND UNIONS UNDER 
THE TAFT-HARTLEY ACT OF 1947

Management

 1. Interference with, coercion of, or restraint of employees in their right to 
 organize.

 2. Domination of, interference with, or illegal assistance of a labor organization.

 3. Discrimination in employment because of union activities.

 4. Discrimination because the employee has filed charges or given testimony 
 under the act.

 5. Refusal to bargain in good faith.

 6. “Hot cargo” agreements: refusals to handle another employer’s products 
 because of that employer’s relationship with the union.

Union

 1. Restraint or coercion of employees who do not want to participate in union 
 activities.

 2. Any attempt to influence an employer to discriminate against an employee.

 3. Refusal to bargain in good faith.

 4. Excessive, discriminatory membership fees.

 5. Make-work or featherbedding provisions in labor contracts that require 
 employers to pay for services that are not performed.

 6. Use of pickets to force an organization to bargain with a union, when the 
 organization already has a lawfully recognized union.

 7. “Hot cargo” agreements: that is, refusals to handle, use, sell, transport, or 
 otherwise deal in another employer’s products.

ETHICAL DILEMMA
Are Unfair Practices Unethical?

Are the unfair labor practices shown in 
Table 13–1 also unethical? Are there 
circumstances under which activities 

might be legal (e.g., cutting off health-
care benefits for striking workers) but 
at the same time also be unethical?
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    A secondary boycott occurs when a union appeals to firms or other unions 
to stop doing business with an employer who sells or handles a struck  product. 
    A so-called    free-speech clause    in the act specifies that management has the 
right to express its opinion about unions or unionism to employees, provided 
that it does not threaten or promise favors to employees to obtain antiunion 
 actions. The Taft-Hartley Act covers most private-sector employers and 
 nonmanagerial employees, except railroad and airline employees (they are 
 covered under the  Railway Labor Act  of 1926). Federal-government employees 
are covered by the  Civil Service Reform Act  of 1978. That act affirmed their 
right to organize and to bargain collectively over working conditions, estab-
lished unfair labor practices for both management and unions, established the 
Federal Labor Relations Authority to administer the act, authorized the Federal 
Services Impasse Panel to take whatever action is necessary to resolve impasses 
in collective bargaining, and prohibited strikes in the public sector. 

  LEGALITIES  WHEN IS REFUSAL TO HIRE A UNION 
SYMPATHIZER UNLAWFUL? 

 Note unfair labor practice no. 3 for management in  Table 13–1 . It is unlawful 
for management to discriminate in employment because of union activities. In 
1995 the Supreme Court decided in  NLRB v. Town & Country Electric Inc.  that 
paid union organizers, despite their employment relationship with the union, 
are nonetheless “employees” and therefore are protected against discrimina-
tion in hiring based on their union affiliation. Once hired, however, they are 
subject to the same work rules and performance standards as are other em-
ployees. More recently, in  Masiongale Electrical-Mechanical Inc. v. NLRB  the 
7th Circuit Court of Appeals provided the following four-part test in order to 
establish a discriminatory refusal to hire:

    1.   The employer was hiring, or had concrete plans to hire, at the time of the 
alleged unlawful conduct.  

   2.   The applicants had experience or training relevant to the announced or 
generally known requirements of the positions.  

   3.   The employer did not adhere uniformly to such requirements, or the re-
quirements themselves were a pretext for discrimination.  

   4.   Antiunion bias contributed to the decision not to hire the applicants.    

 Once this is established, the burden shifts to the employer to show that it would 
not have hired the applicants even in the absence of their union activity or 
 affiliation.  36      

 The Organizing Drive 

 There are three ways to kick off an organizing campaign: (1) Employees them-
selves may begin it; (2) employees may request that a union begin one for 
them; or (3) in some instances, national and international unions may contact 
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employees in organizations that have been targeted for organizing. In all three 
cases, employees are asked to sign    authorization cards    that designate the union 
as the employees’ exclusive representative in bargaining with management. 
    Well-defined rules govern organizing activities:

    1.   Employee organizers may solicit fellow employees to sign authorization 
cards on company premises but not during working time. This includes 
e-mail solicitation.  37    

   2.   Outside organizers may not solicit on premises if a company has an exist-
ing policy of prohibiting all forms of solicitation and if that policy has 
been enforced consistently.  38    

   3.   Management representatives may express their views about unions 
through speeches to employees on company premises. However, they are 
legally prohibited from interfering with an employee’s freedom of choice 
concerning union membership.    

   The organizing drive usually continues until the union obtains signed autho-
rization cards from 30 percent of the employees. At that point it can petition 
the NLRB for a representation election. If the union secures authorization cards 
from more than 50 percent of the employees, however, it may ask management 
directly for the right to exclusive representation. This is known as a    card 
check    (referring to the index-card-sized slips of paper that workers sign) .  Its 
goal is to circumvent management’s power to influence an election, and it is 
effective. In 2005, for example, unions added 80,000 workers through NLRB 
elections. They added more than three times that many through card-check 
campaigns.  39   If the employer refuses the union’s request for a card check, then 
the union petitions the NLRB to conduct an election.   

 The Bargaining Unit 

 When the petition for election is received, the NLRB conducts a hearing to de-
termine the appropriate (collective)    bargaining unit   , that is, the group of em-
ployees eligible to vote in the representation election. Sometimes labor and 
management agree jointly on the appropriate bargaining unit. When they do 
not, the NLRB must determine the unit. The NLRB is guided in its decision, 
especially if there is no previous history of bargaining between the parties, by a 
concept called    community of interest.    That is, the NLRB will define a unit that 
reflects the shared interests of the employees involved. Such elements include 
similar wages, hours, and working conditions; the physical proximity of em-
ployees to one another; common supervision; the amount of interchange of 
employees within the proposed unit; and the degree of integration of the em-
ployer’s production process or operation.  40   Under the Taft-Hartley Act, how-
ever, professional employees cannot be forced into a bargaining unit with 
nonprofessionals without their majority consent. 
    The  size  of the bargaining unit is critical for both the union and the em-
ployer because it is strongly related to the outcome of the representation elec-
tion. The larger the bargaining unit, the more difficult it is for the union to win. 
In fact, if a bargaining unit contains several hundred employees, the unit is 
almost invulnerable.  41     
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 The Election Campaign 

 Emotions on both sides run high during a representation election campaign. 
However, management typically is unaware that a union campaign is under 
way until most or all of the cards have been signed. At that point, management 
has some tactical advantages over the union. It can use company time and 
premises to stress the positive aspects of the current situation, and it can em-
phasize the costs of unionization and the loss of individual freedom that may 
result from collective representation. Supervisors may hold information meet-
ings to emphasize these antiunion themes. However, certain practices by man-
agement are prohibited by law, such as

    1.   Physical interference, threats, or violent behavior toward union organizers.  
   2.   Interference with employees involved with the organizing drive.  
   3.   Discipline or discharge of employees for pro-union activities.  
   4.   Promises to provide or withhold future benefits depending on the out-

come of the representation election.    

    These illegal activities are  TIPS —that is, management may not  T hreaten, 
 I nterrogate,  P romise, or  S py.  42   To illustrate, expressions of distaste for union 
organizing efforts by the president of Griffin Electric, one of the largest non-
union electrical contractors in the northeastern United States, were interpreted 
by the 4th U.S. Circuit Court of Appeals as threats. The president’s remarks 
that the company would “never be union” and that employees who signed 
union cards would be “stabbing him in the back” were interpreted as threats 
because of his direct involvement with employee discipline and promotional 
opportunities.  43   
    Unions are also prohibited from unfair labor practices (see  Table 13–1 ), 
such as coercing or threatening employees if they fail to join the union. In 
 addition, the union can picket the employer  only  if (1) the employer is not 
currently unionized, (2) the petition for election has been filed with the NLRB 
in the past 30 days, and (3) a representation election has not been held during 
the previous year. Unions tend to emphasize three themes during organizing 
campaigns:

�  The union’s ability to help employees satisfy their economic and personal 
needs.  

�  The union’s ability to ensure that workers are treated fairly.  
�  The union’s ability to improve working conditions.  44      

    The campaign tactics of management and the union are monitored by the 
NLRB. If the NLRB finds that either party engaged in unfair labor practices dur-
ing the campaign, the election results may be invalidated and a new election 
conducted. However, a federal appeals court has ruled that the NLRB cannot 
force a company to bargain with a union that is not recognized by a majority of 
the workers, even if the company has made “outrageous” attempts to thwart 
unionization.  45   For example, firing union activists—as companies do in fully 
one-quarter of such campaigns, according to studies of NLRB cases—is difficult 
to prove, takes years to work through the courts, and takes place long after an 
organizing drive has lost steam.  46     
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 The Representation Election and Certification 

 If management and the union jointly agree on the size and composition of the 
bargaining unit, a representation election occurs shortly thereafter. However, if 
management does not agree, a long delay may ensue. Since such delays, some-
times as long as five years, often erode rank-and-file union support, they work 
to management’s advantage. In fact, roughly 45 percent of newly formed unions 
fail to negotiate a first contract with an employer within two years.  47   Not sur-
prisingly, therefore, few employers agree with unions on the size and composi-
tion of the bargaining unit. 
    When a date for the representation election is finally established, the NLRB 
conducts a    secret-ballot election.    If the union receives a majority of the ballots 
 cast  (not a majority of votes from members of the bargaining unit), the union 
becomes certified as the    exclusive bargaining representative    of all employees 
in the unit. Once a representation election is held, regardless of the outcome, 
no further elections can be held in that bargaining unit for one year. The entire 
process is shown graphically in  Figure 13–2 . 
    The records of elections won and lost by unions and management have 
changed since the 1950s. In the 1950s, unions won more than 70 percent of 
representation elections. In 2005, for example, they won about 56.3 percent of 
them, and more than half were conducted in units smaller than 30 employees. 
At the same time, unions, particularly those in the Change to Win federation, 
are using a different approach to organizing, fighting battles as much in board-
rooms as on the shop floor, and often using public relations as a weapon rather 
than traditional strikes.  48     

 The Decertification of a Union 

 If a representation election results in union certification, the first thing many 
employers want to know is when and how they can  decertify  the union. Under 
federal law, a union has 12 months as an exclusive representative to reach a 
contract for the newly organized workers. After that it risks facing decertifica-
tion campaigns or challenges from rival unions. Under NLRB rules, an incum-
bent union can be decertified if a majority of employees within the bargaining 
unit vote to rescind the union’s status as their collective bargaining agent in 
another representation election conducted by the NLRB. However, such elec-
tions may not be held while a contract is in effect.  49   
    Because    decertification    is most likely to occur the first year or so after cer-
tification, unions will often insist on multiyear contracts. Once both parties 
agree to the terms and duration of the labor contract, the employer is obligated 
to recognize the union and to follow the provisions of the contract for the spec-
ified contract period. 
    In an important ruling in 2001, the NLRB held that an employer need only 
demonstrate a “reasonable, good faith uncertainty” that union representation is 
still preferred by the majority of bargaining-unit employees in order to call for 
a decertification election. Evidence such as the following is necessary:  50   

�  Unverified statements about other employees’ views of union representation.  
�  Employee statements expressing dissatisfaction with the union’s performance.  
�  A majority of employees did not support the union during a strike.  
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�  The union has become less and less active as a representative of employees.  
�  There was substantial turnover among employees subsequent to certification.  
�  The union has admitted a lack of majority support.    

   In 2006, for example, the Communications Workers of America won first con-
tracts for a group of cable-industry workers after a five-year struggle. Initially 
the union was certified to represent 1,000 workers in 10 bargaining units. By the 
time the contract was finally signed, however, only 400 workers in five units 
remained. The others had voted the union out or else dwindled through attri-
tion.  51   As with certification elections, the outcome of a decertification election 

Figure 13–2

Steps involved and decisions to be made in a union organizing campaign.
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is determined by a majority of the votes cast. Following such an election, a full 
year must elapse before another representation election can take place. 
    Once a union is legally certified as the exclusive bargaining agent for workers, 
the next task is to negotiate a contract that is mutually acceptable to manage-
ment and labor. We examine this process in more detail next.     

 COLLECTIVE BARGAINING: CORNERSTONE OF 
AMERICAN LABOR RELATIONS   

 The Art of Negotiation 

 Negotiation is a two-party transaction whereby both parties intend to resolve a 
conflict.  52   What constitutes a good settlement of a negotiation? To be sure, the 
best outcome occurs when both parties win. Sometimes negotiations fall short 
of this ideal. A really bad bargain is one in which both parties lose, yet this is a 
risk that is inherent in the process. Despite its limitations, abuses, and hazards, 
negotiation has become an indispensable process in free societies in general 
and in the U.S. labor movement in particular. The fact is that negotiation is the 
most effective device thus far invented for realizing common interests while 
compromising on conflicting interests.  53   Any practice that threatens the pro-
cess of collective bargaining will be resisted vigorously by organized labor. 
    In general, there are two postures that the parties involved in bargaining 
might assume: win-lose and win-win. In win-lose, or    distributive bargaining   , 
the goals of the parties initially are irreconcilable—or at least they appear that 
way. Central to the conflict is the belief that there is a limited, controlled 
amount of key resources available—a “fixed-pie” situation. Both parties may 
want to be the winner; both may want more than half of what is available.  54   
    Evidence indicates that when one party adopts a distributive, contentious 
posture, the other party tends to reciprocate with contentious communications. 
To break the spiral of conflict, use mixed communications, that is, use both 
contentious and cooperative problem-solving communications in one speaking 
turn. For example, a negotiator might threaten, “If you persist in these demands 
we’d prefer to see you in court, where we expect the judge to find in our favor.” 
The other party might respond with the following mixed communication: “We 
are prepared to let a judge decide, but we think that we will both be better off if 
we reach an agreement based on interests. Tell me again what your software 
needs are.”  55   
    In contrast, in win-win, or    integrative bargaining   , the goals of the parties 
are not mutually exclusive. If one side pursues its goals, this does not prohibit 
the other side from achieving its own goals. One party’s gain is not necessarily 
at the other party’s expense. The fundamental structure of an integrative bar-
gaining situation is that it is possible for both sides to achieve their objectives.  56   
While the conflict initially may appear to be win-lose to the parties, discussion 
and mutual exploration usually will suggest win-win alternatives. 
    In practice, distributive and integrative bargaining styles contrast sharply 
with each other. To do well in a distributive-bargaining situation, negotiators 
typically find it valuable to, among other things, overstate demands, withhold 
information, and project a stern, tough image. Effective integrative bargaining, 
on the other hand, involves first identifying, and then solving, problems. Effective 
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tactics include the open exchange and sharing of information, and airing 
multiple voices. The problem is that it is difficult to be effective at both dis-
tributive and integrative bargaining in the same negotiations. One side might 
move into distributive mode, just at the moment when the other side is ready 
for integrative problem solving. Confronted with hard, distributive tactics, the 
other side might become discouraged about the possibility of integrative bar-
gaining, making it difficult for such bargaining ever to occur.  57   
    To be sure, there is no shortage of advice on negotiation tactics. Consider 
just four lessons from skilled negotiators:  58   

�  The single biggest tool in any negotiation is the willingness to get up and 
walk away from the table without a deal.  

�  Many people listen, but few actually hear. You can’t learn anything if you 
are doing all of the talking.  

�  In the long run, instincts are no match for information.  
�  The very best negotiators debrief themselves after every negotiation. They 

keep notes on their own performance as well as that of their opponents. You 
never know when that information may be gold.    

    As you should be able to appreciate by now, negotiations are full of strategy 
and at least a little bit of drama and gamesmanship. Thus far we have assumed 
that negotiation takes place face-to-face. Suppose, however, that virtual teams 
negotiate online. One study found that relative to face-to-face negotiations, 
those conducted online yielded lower levels of interpersonal trust  both  before 
and after negotiations. Online negotiators also were less satisfied with their 
outcomes and less confident in the quality of their performance, despite the ab-
sence of differences in the quality of economic outcomes relative to face-to-face 
negotiations. These results suggest that the greatest problems for online nego-
tiations are associated with creating positive relationships and feelings rather 
than with the creation of low-quality agreements.  59   
    There is one important qualifier in any discussion of negotiation strategies: 
national culture. Evidence indicates that managers from the United States, 
Japan, and Germany use different strategies to negotiate conflict. Americans 
value individualism, egalitarianism, and multitasking. They try to integrate 
their interests with those of the other party. Germans value explicit contracting, 
which leads them to rely on independent, objective standards as a basis for re-
solving conflict. Finally, the Japanese value collectivism and hierarchy and 
tend to resolve conflict by emphasizing status differences between the parties.  60   
What is the bottom line in all this? If you want to become a win-win negotiator, 
be aware of the behaviors to imitate and those to avoid and make an effort to 
understand the cultural norms that influence the behavior of the other party.  61   
    Successful collective bargaining results in an agreement that is mutually 
acceptable both to labor and management.  Table 13–2  shows some of the major 
sections of a typical agreement. 
    Unfortunately, contract negotiations sometimes fail because the parties are 
not able to reach a timely and mutually acceptable settlement of the issues—
economic, noneconomic, or a combination of both. When this happens, the 
union may strike, management may shut down operations (a lockout), or both 
parties may appeal for third-party involvement. Let’s examine these processes 
in some detail.     
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 BARGAINING IMPASSES: STRIKES, LOCKOUTS, OR 
THIRD-PARTY INVOLVEMENT   

 Strikes 

 In every labor negotiation there exists the possibility of a strike. The right of 
employees to strike in support of their bargaining demands is protected by the 
Landrum-Griffin Act. However, there is no unqualified right to strike. A work 
stoppage by employees must be the result of a lawful labor dispute and not in 
violation of an existing agreement between management and the union. Strik-
ers engaged in activities protected by law may not be discharged, but they may 
be replaced during the strike. Strikers engaged in activities that are not pro-
tected by law need not be rehired after the strike.  62    

 Types of Strikes 
 As you might suspect by now, there are several different types of strikes. Let’s 
consider the major types: 

Unfair Labor Practice Strikes.  Unfair labor practices of the employer cause or 
prolong    unfair labor practice strikes.    Employees engaged in this type of strike 
are afforded the highest degree of protection under the act, and under most cir-
cumstances they are entitled to reinstatement once the strike ends. Management 

Table 13–2

MAJOR SECTIONS OF A TYPICAL COLLECTIVE BARGAINING AGREEMENT

Unchallenged representation Protection of employees

Employee rights Continuous hours of work

Management rights Recall pay

No strikes Distribution of overtime

Compensation Out-of-title work

Travel No discrimination

Health insurance Benefits guaranteed

Attendance and leave Job classifications

Workers’ compensation leave with pay Promotional examinations

Payroll Employee assistance program

Employee development and training Employee orientation

Safety and health maintenance Performance-rating procedures

Layoff procedures Day care centers

Joint labor-management committees Discipline

Seniority Grievance and arbitration procedures

Posting and bidding for job vacancies Resignation

Employee benefit fund Job abandonment

Workweek and workday Duration of agreement
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must exercise great caution in handling unfair labor practice strikes  because the 
NLRB will become involved and company liability can be substantial. 

      Economic Strikes.  Actions by the union of withdrawing its labor in support of 
bargaining demands, including those for recognition or organization, are    eco-
nomic strikes.    Economic strikers have limited rights to reinstatement. 

  Unprotected Strikes.  These include all remaining types of work stoppages, 
both lawful and unlawful, such as sit-down strikes, strikes in violation of 
federal laws (e.g., the prohibition of strikes by employees of the federal govern-
ment), slowdowns, wildcat strikes that occur while a contract is in force, and 
partial walkouts. Participants in    unprotected strikes    may be discharged by 
their employers. 

  Sympathy Strikes.  Strikes in support of other workers on strike (e.g., when more 
than one union is functioning at an employer’s plant) are    sympathy strikes.    
 Although the NLRB and the courts have recognized the right of the sympathy 
striker to stand in the shoes of the primary striker, the facts of any particular 
situation ultimately will determine the legal status of a sympathy strike.  63   

 During a strike, certain rules of conduct apply to both parties; these are sum-
marized in  Table 13–3 . In addition, certain special rules apply to management. 
 Management must not  

�  Offer extra rewards to nonstrikers or attempt to withhold the “extras” from 
strikers once the strike has ended and some or all strikers are reinstated.  

�  Threaten nonstrikers or strikers.  
�  Promise benefits to strikers in an attempt to end the strike or to undermine 

the union.  
�  Threaten employees with discharge for taking part in a lawful strike.  
�  Discharge nonstrikers who refuse to take over a striker’s job.     

  When the Strike Is Over 

 The period of time immediately after a strike is critical, because an organiza-
tion’s problems are not over when the strike is settled. There is the problem of 

Employees who are on 
strike against unfair labor 
practices enjoy the highest 
level of legal protection, 
and generally are entitled 
to reinstatement after the 
strike ends.
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Table 13–3

RULES OF CONDUCT DURING A STRIKE

� People working in or having any business with the organization have a right to 
pass freely in and out.

� Pickets must not block a door, passageway, driveway, crosswalk, or other entrance 
or exit.

� Profanity on streets and sidewalks may be a violation of state law or local ordi-
nances.

� Company officials, with the assistance of local law-enforcement agents, should 
make every effort to permit individuals and vehicles to move in and out of the 
facility in a normal manner.

� Union officials or pickets have a right to talk to people going in or out. Intimida-
tion, threats, and coercion are not permitted, either by verbal remarks or by phys-
ical action.

� The use of sound trucks may be regulated by state law or local ordinance with 
respect to noise level, location, and permit requirements.

� If acts of violence or trespassing occur on the premises, officials should file com-
plaints or seek injunctions. If you are the object of violence, sign a warrant for the 
arrest of the person or persons causing the violence.

� Fighting, assault, battery, violence, threats, and intimidation are not permissible 
under the law. The carrying of knives, firearms, clubs, and other dangerous weap-
ons may be prohibited by state law or local ordinance.

COMPANY EXAMPLE WHY THERE ARE FEWER STRIKES IN THE UNITED STATES64

The number of strikes involving 1,000 workers or more has been declining for 
more than 50 years (see Figure 13–3). Today they occur only in about 5 percent 
of all labor-management negotiations. To a large extent this is due to some ma-
jor economic and social changes that are prompting both companies and union 
leaders to reassess their tactics. Here are two of them:

 1. Companies have proven their willingness to hire replacement workers 
and wait out strikers. With only 7.5 percent of private-sector Americans 
belonging to a union, strikes don’t carry the same resonance with the pub-
lic as they did in the past. Members of the public who are most likely to 
support a strike support unions in general, and believe that the contract 
offered to the strikers was unfair. At the same time, many companies have 
little desire to provoke a fight, especially during times of economic weak-
ness and pressure on profits. While that may appear to give unions an 
advantage at the bargaining table, unions also recognize the reality that 
companies may need concessions to prosper. In short, tough demands are 
being made on both sides.

 2. Technology and global markets make it easier than ever for big companies 
to displace highly paid but low-skilled workers—either through outsourc-
ing or by relocating plants to cheaper, foreign sites, such as Mexico. If U.S. 
workers do go on strike, employers use replacement workers, thereby 
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conflict between strikers and their replacements (if replacements were hired) 
and the reaccommodation of strikers to the workplace. After an economic 
strike is settled, the method of reinstatement is best protected by a written 
memorandum of agreement with the union that outlines the intended proce-
dure. A key point of consideration in any strike aftermath is misconduct by 
some strikers. To refuse reinstatement for such strikers following an economic 
strike, management must be able to present evidence (e.g., photographs) to 
prove the misconduct. 
  The most important human aspect at the end of the strike is the restoration 
of harmonious working relations as soon as possible so that full operations 
can be resumed. A letter, a video, or a speech to employees welcoming them 
back to work can help this process along, as can meetings with supervisors 
indicating that no resentment or ill-will is to be shown toward returning strikers. 
In practice, this may be difficult to do. However, keep these points in mind:

�  Nothing is gained by allowing vindictiveness of any type in any echelon of 
management.  

�  The burden of maintaining healthy labor-management relations now lies 
with the organization.  

�  There is always another negotiation ahead, and rancor has no place at any 
bargaining table.  65         

blunting the overall effectiveness of a strike. One reason for the drop in 
membership at the United Auto Workers, from a peak of 1.5 million in the 
mid-1970s to 180,000 at the end of 2007, is that much of the work tradi-
tionally done in automakers’ own factories has been outsourced to suppli-
ers’ plants, which tend to be nonunion. Any labor disruption would affect 
not only the union members, but thousands more hourly workers in the 
factories that supply the manufacturers.

Figure 13–3
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 Lockouts 

 A    lockout    may occur when a collective bargaining agreement has expired. If 
the parties cannot agree on a contract, an employer may legally  lock out  its 
employees in order to put economic pressure on a union to settle a contract on 
terms favorable to the employer. Lockouts are legitimate employer tactics to 
decrease union power in situations where the lockout is done to avoid eco-
nomic loss or to preserve customer goodwill.  66   This is what the National 
Hockey League’s Board of Governors did when the collective-bargaining agree-
ment with the players expired in 2004.  67   A settlement was not reached until 
after the end of the season (in 2005), with the players making major conces-
sions on salary caps and free agency. The lockout put heavy pressure on the 
players because their playing lives are generally quite short. Missing a year of 
competition and salary has huge consequences on lifetime earnings.  68   
    It is legal for a company to replace the locked-out workers with temporary 
replacements in order to continue operations during the lockout. However, the 
use of permanent replacements (without first consulting the union) is not per-
missible, according to the National Labor Relations Board, because such an 
action would completely destroy the bargaining unit and represent an unlaw-
ful withdrawal of recognition of a duly designated union.  69     

 Third-Party Involvement 

 A    bargaining impasse    occurs when the parties are unable to move further to-
ward settlement. However, because there is no clear formula to determine if or 
when an impasse in negotiations has been reached, litigation often ensues, and 
a judge must decide the issue.  70   In an effort to resolve the impasse, a neutral 
third party may become involved. In most private-sector negotiations, the par-
ties have to agree voluntarily before any third-party involvement can be im-
posed on them. Because employees in the public sector are prohibited by law 
from striking, the use of third parties is more prevalent there.  71   
    Three general types of third-party involvement are common: mediation, 
fact finding, and interest arbitration. Each becomes progressively more con-
straining on the freedom of the parties.  

 Mediation 
    Mediation    is a process by which a neutral third party attempts to help the par-
ties in dispute to reach a settlement of the issues that divide them. The neutral 
third party does not act as a judge to decide the resolution of the dispute 
(a process referred to as  arbitration ).  72   Rather, mediation involves persuading, 
opening communications, allowing readjustment and reassessment of bargain-
ing stances, and making procedural suggestions (e.g., scheduling, conducting, 
and controlling meetings; establishing or extending deadlines). 
  Mediators have two restrictions on their power: (1) They are involved by 
invitation only, and (2) their advice lacks even so much as the umpire’s option 
of throwing someone out of the game. However, mediation has some important 
 advantages. It is a face-saving procedure in that each side can make concessions 
to the other without appearing weak. Disputants often see mediation procedures 
as fair, and this helps account for its 60 to 80 percent settlement rate.  73   Settlement 
rates tend to be higher when mediators are perceived by disputants as having 
high expertise,  74   and when they emphasize a collaborative orientation. Hostility 
between the parties substantially reduces the possibility of an agreement.   
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 Fact-Finding 
    Fact-finding    is a dispute-resolution mechanism that is commonly used in the 
public sector at the state and local government levels to help resolve an im-
passe in negotiation. In a fact-finding procedure, each party submits whatever 
information it believes is relevant to a resolution of the dispute. A neutral fact-
finder then examines the evidence and prepares a report on the facts. The as-
sumption is that a neutral report will bring sufficient pressure on the parties to 
induce them to accept the recommendations of the fact finder or to use the fact-
finder’s report as a basis for a negotiated settlement.  75   
  Actually, the term  fact-finding  is a misnomer because fact-finders often 
proceed, with statutory authority, to render a public recommendation of a 
reasonable settlement. In this respect, fact-finding is similar to mediation. 
However, neither fact-finding nor mediation necessarily results in a contract 
between management and labor. Consequently, the parties often resort to 
 arbitration of a dispute, either as a matter of law ( compulsory arbitration ) or by 
mutual agreement between union and management ( interest arbitration ).   

 Interest Arbitration 
 Like fact-finding,    interest arbitration    is used primarily in the public sector. How-
ever, arbitration differs considerably from mediation and fact-finding. As one 
author noted: “While mediation assists the parties to reach their own settlement, 
arbitration hears the positions of both and decides on binding  settlement terms. 
While fact-finding would recommend a settlement, arbitration dictates it.”  76   
  Interest arbitration is controversial because imposition of a settlement 
eliminates the need for the parties to negotiate on their own. If they reach an 
impasse, settlement by an outsider is certain.  77   While the use of interest arbi-
tration in the public sector has reduced the probability of strikes more than 
fact-finding, there is little evidence of excessive use of interest arbitration. Even 
in systems that have been followed for as long as 30 years, the rate of cases 
going to interest arbitration rarely has exceeded 25 percent. The overall effect 
of interest arbitration on wage levels appears to be modest—5 to 10 percent 
higher than wages in jurisdictions where arbitration is not available.  78   

  LEGALITIES  DOES THE ADA OVERRIDE SENIORITY RIGHTS? 

 Does the requirement in the Americans with Disabilities Act for “reasonable 
accommodation” supersede collectively bargained seniority rights? A federal 
appeals court ruled on this issue in a case that involved an employee of Con-
solidated Rail Corporation who was diagnosed with epilepsy. Medical restric-
tions prevented him from returning to his night-time shift. So he sought to 
invoke a provision in the collective-bargaining agreement that permitted an 
employee with a disability, upon written agreement of the employer and the 
union, to “bump” a more senior employee or to occupy a more senior position 
and be immune from bumping by more senior employees. When the union re-
fused to sign the agreement, the employee brought suit under the ADA. 
  The court rejected the employee’s argument, finding that “collective-
 bargaining seniority rights have a preexisting special status in the law and that 
Congress to date has shown no intent to alter this status by the duties created 
by the ADA.”  79        
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  ADMINISTRATION OF THE COLLECTIVE 
BARGAINING AGREEMENT  

 To many union and management officials, the real test of effective labor rela-
tions comes after the agreement is signed, that is, in its day-to-day administra-
tion. At that point, the major concern of the union is to obtain in practice the 
employee rights that management has granted on paper. The major concern of 
management is to establish its right to manage the business and to keep opera-
tions running.  80   A key consideration for both is the form of union security that 
governs conditions of employment.  

 Union-Security Clauses 

 Section 14b of the Taft-Hartley Act enables states to enact    right-to-work laws
that prohibit compulsory union membership (after a probationary period) as a 
condition of continued employment.  Table 13–4  illustrates the forms that such 
union-security clauses    can take and indicates that most of them are illegal in 
the 22 states that have passed right-to-work laws. In the remaining 28 non-
right-to-work states, unions are allowed to negotiate union- or agency-shop 
provisions into their contracts with employers.  81    

  Grievance Procedures in the Unionized Firm 

 Occasionally during the life of a contract, disputes arise about the interpreta-
tion of the collective bargaining agreement, potential violations of federal or 
state law, violations of past practices or company rules, or violations of man-
agement’s responsibility (e.g., to provide safe and healthy working conditions). 
In each instance, an aggrieved party may file a grievance. A  grievance  is an 

Table 13–4

FORMS OF UNION SECURITY AND THEIR LEGAL STATUS IN 
RIGHT-TO-WORK STATES

Legal Illegal

Closed shop. An individual must join the union that represents 
employees in order to be considered for employment.   X

Union shop. As a condition of continued employment, an 
individual must join the union that represents employees 
after a probationary period (typically a minimum of 30 days).   X

Preferential shop. Union members are given preference in hiring.   X

Agency shop. Employees need not join the union that 
represents them, but, in lieu of dues, they must pay a 
service charge for representation.   X

Maintenance of membership. An employee must remain 
a member of the union once he or she joins.   X

Checkoff. An employee may request that union dues be deducted 
from his or her pay and be sent directly to the union. X  
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 alleged violation of the rights of workers on the job.  82   A formal process known 
as a    grievance procedure    is then invoked to help the parties resolve the dis-
pute. Grievance procedures are the keystone of labor-management relations 
 because of their ability to resolve disputed issues while work continues with-
out litigation, strikes, or other radical dispute-resolution strategies.  83   
    In addition to providing a formal mechanism for resolving disputes, the 
grievance procedure defines and narrows the nature of the complaint. Thus, 
each grievance must be expressed in writing. The written grievance identifies 
the grievant, when the incident leading to the grievance occurred (it could, of 
course, be ongoing), and where the incident happened. The written statement 
also indicates why the complaint is considered a grievance and what the griev-
ant thinks should be done about the matter.  84   A typical grievance procedure in 
a unionized firm works as shown in  Figure 13–4 . As the figure indicates, 
 unresolved grievances proceed progressively to higher and higher levels of man-
agement and union representation and culminate in voluntary, binding arbitra-
tion. Specific time limits for management’s decision and the union’s  approval 
are normally imposed at each step, for example, 3 days for each party at step 1, 5 
days for each party at steps 2 and 3, and 10 days for each party at step 4. 
    Typical grievance rates in unionized employers are about 10 per 100 em-
ployees per year. The vast majority of those are resolved without resorting to 
arbitration. In fact, for every 100 grievances, only about 2 percent require 
 arbitration to resolve them—and that takes time. How much time? In 2005, for 
example, the average length of time between the request for an arbitrator and 
the award being issued was 401 days.  85   Grievance-administration can be 

Step 1: Meeting

Grievant
Departmental union steward
Immediate supervisor

Step 5

Arbitrator reaches a final
decision, binding on both
parties.

Step 4

Union and management:
(1) State in writing the issue
        to be arbitrated
(2) Jointly select an arbitrator

Step 2: Meeting

Grievant
Departmental union steward
Chief union steward
Immediate supervisor
Higher-level supervisor

Step 3: Meeting

Grievant
Departmental union steward
Chief union steward
Union president
Immediate supervisor
Higher-level supervisor
Industrial relations
   representative
Plant manager

Resolved Resolved

Resolved

Unresolved Unresolved

Unresolved

Unresolved

Grievance 

Filed

Figure 13–4

Example of a  formal grievance procedure in a unionized firm.
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 expensive as well. Thus the American Postal Workers Union allocates fully 
20 percent of its members’ dues to the costs of processing grievances.  86    

 Resolving Grievances 
 Unions and management each win about half the time. However, unions tend 
to win more grievances related to such issues as the denial of sick benefits, 
termination, transfer, suspension, and disciplinary memoranda. Ordinarily, the 
burden of proof in a grievance proceeding is on the union. Because fewer  issues 
of interpretation are involved in the areas that unions usually win, this pattern 
of grievance resolution is not surprising.  87   
  In summary, there are two key advantages to the grievance procedure. First, 
it ensures that the complaints and problems of workers can be heard, rather than 
simply allowed to fester. Second, grievance procedures provide formal mecha-
nisms to ensure due process for all parties. Research indicates that employees 
who have access to such a system are more willing to continue working for their 
organizations after filing a grievance than are employees who do not have access 
to such a system.  88   On the other hand, the job performance of grievance filers is 
likely to be lower after they learn the outcome of their grievances.  89   
  The process is not completely objective, however, in that factors other than 
merit sometimes determine the outcome of a grievance. Some of these factors 
include the cost of granting a grievance, the perceived need for management to 
placate disgruntled workers or to settle large numbers of grievances in order to 
expedite the negotiation process,  90   and the grievant’s work history (good per-
formance, long tenure, few disciplinary incidents).  91   
  What is the role of the line manager in all this? It is to know and under-
stand the collective bargaining contract, as well as federal and state labor laws. 
Above all, whether you agree or disagree with the terms of the contract, it is 
legally binding on both labor and management. Respect its provisions, and 
manage according to the spirit as well as the letter of the contract.   

 Does a High Number of Grievances Indicate 
Poor Labor Relations? 
 Conventional wisdom suggests that large numbers of grievances signal an un-
healthy organizational climate. This is often the case, as indicated by the 
126,000 grievances pending at the U.S. Postal Service. Postal workers file griev-
ances to protest issues such as the elimination of paid wash-up time, the installa-
tion of monitoring equipment that tracks their movements, or changes to different 
work shifts. They also file grievances because they have few other ways to air 
their gripes. The massive number of grievances stifles productivity and innova-
tion, and it is terribly expensive. Just keeping the grievance system going takes an 
army of 300 outside arbitrators and costs more than $200 million a year.  92   
  On the other hand, a six-year longitudinal study of grievances filed at a 
utility company in the western United States reached a different conclusion, 
namely, that a large number of grievances signals the presence of a friendly 
system that is easily accessible and time efficient. At a minimum, it seems that 
high grievance rates do not invariably indicate poor labor relations.  93     

 Grievance Arbitration 
      Grievance arbitration      is used widely by management and labor to settle dis-
putes arising out of and during the term of a labor contract.  94    Figure 13–4  shows 
that compulsory, binding arbitration is the final stage of the grievance process. 
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It is also used as an alternative to a work stoppage, and it is used to ensure 
labor peace for the duration of a labor contract. Arbitrators may be chosen from 
a list of qualified people supplied by the American Arbitration Association or 
the Federal Mediation and Conciliation Service. 
  Arbitration hearings are quasi-judicial proceedings. Both parties may file 
prehearing briefs, along with lists of witnesses to be called. Witnesses are cross-
examined, and documentary evidence may be introduced. However, arbitrators 
are not bound by the formal rules of evidence, as they would be in a court of law. 
  Following the hearing, the parties may each submit briefs to reiterate their 
positions, evidence supporting them, and proposed decisions. The arbitrator 
considers the evidence, the contract clause in dispute, and the powers granted 
the arbitrator under the labor agreement. The arbitrator then issues a decision. 
In the rare instances where a losing party refuses to honor the arbitrator’s deci-
sion, the decision can be enforced by taking that party to federal court.  95   
  Generally an arbitration award cannot be appealed in court simply because 
one party believes the arbitrator made a mistake in interpreting an agreement. 
Courts have held that arbitrator awards are extensions of labor contracts, and 
court deference is the rule.  96   
  We noted earlier that only 12.1 percent of U.S. workers belong to unions. 
To put this issue into perspective, let us examine rates of union membership in 
other countries.      

 UNION MEMBERSHIP IN COUNTRIES OTHER THAN 
THE UNITED STATES  

  Figure 13–5  shows current union membership as a percentage of the work-
force in 12 countries. Union membership is highest in Sweden and Finland 
and then drops off considerably in Western European countries: 28.4 percent 
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in the United Kingdom, 26.6 percent in Germany, 15 percent in Spain, and 
10 percent in France. Among Asian countries, unions represent 22 percent of 
the workforce in Japan, 18 percent in Singapore, 11.9 percent in Korea, and 
just 2  percent in Thailand. In Australia, 25 percent of the workforce belongs to 
unions. Unions remain powerful forces in wage-determination processes, 
largely because of wage premiums in unionized firms and the spillover effect 
on nonunion  employers. Our next section explores these issues in more 
 detail.   

  UNION WAGE PREMIUMS AND THE 

SPILLOVER EFFECT  

 In 2007 workers represented by unions had median weekly earnings of $863, 
compared to nonunion wages of $663, a 30 percent difference.  97   Of course, 
these differentials reflect a variety of influences, in addition to coverage by a 
collective bargaining agreement, such as occupation, firm size, geographical 
region, and industry. For example, some of the traditional union strongholds, 
such as construction and trucking, enjoy much larger union-nonunion 
 differentials than do less unionized segments such as services and  utilities.  98   
    What about the gap between worker wages and what their managers are 
paid in union and nonunion firms? Recent evidence suggests that the gap 
between these two groups is 23 percent smaller in unionized firms.  99   Interest-
ingly, the narrowing does not occur at the expense of lower or even constant 
wages for managers, combined with higher union wages. Rather, managers in 
union firms receive higher wages than do those in nonunion firms, perhaps 
in an effort to maintain internal equity. Apparently the gap narrows because 
workers’ wages increase faster than managers’ wages in unionized firms.  100   
    The impact of unions in general would be understated if we did not ac-
count for what is called the    spillover effect;    that is, employers seek to avoid 
unionization by offering workers the wages, benefits, and working conditions 
that rival unionized firms do. The nonunion employer continues to stay that 
way, and workers receive the spillover of rewards already obtained by their 
unionized counterparts. Another aspect of spillover occurs when U.S. unions 
attempt to increase their influence on U.S.-based multinational corporations by 
assisting foreign unions in organizing the corporations’ offshore employees, 
particularly in low-wage, developing economies.  101   

 RESTRUCTURING THROUGH UNION-MANAGEMENT 
COLLABORATION 

  Make no mistake about it: The recent popularity of cooperation stems largely 
from the sweeping changes in the economic environment that have occurred. 
Another reason is new technology—the Internet, factory automation, robotics, 
and more modern production systems. Cooperation offers a pragmatic approach 
to problems that threaten the survival of companies, the jobs and income secu-
rity of their employees, and the institutional future of their unions. Progressive 

  Human Resource 
Management 
in Action: 
Conclusion 
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IMPACT OF POOR LABOR RELATIONS ON PRODUCTIVITY, 

QUALITY OF WORK LIFE, AND THE BOTTOM LINE

Do workers exert more effort and due diligence 
if they feel they are treated fairly, and with dig-
nity and respect? Conversely, does a poor labor 
relations climate affect product quality? Both 
economic and psychological research suggests 
that the answer is yes.102 Unfortunately, 
the consequences may be deadly, as in-
dicated in an analysis by two Prince-
ton University economists of 
Bridgestone/Firestone tire production 
at the firm’s Decatur, Illinois, plant 
when labor and management were bat-
tling.103

 When a previous contract expired on 
April 1, 1994, employees worked for three 
months without a contract before going on 
strike. In negotiations, Bridgestone/Firestone 
broke with its industry by moving from an 
8-hour to a 12-hour shift that would rotate 
 between days and nights, as well as cutting pay 
for new hires by 30 percent, cutting wages for 
most job classifications by $5.34 per hour (to 
about $12 per hour), reducing incentive pay for 
piecework, cutting two weeks of vacation for 
senior workers, and requiring hourly workers 
to contribute to their health care costs. It is 
noteworthy that the company insisted on such 
large concessions during a period when the 
overall economy was growing.
 Using replacements, the company imposed 
12-hour shifts and kept production going. The 
union workers surrendered in May 1995, re-
turning under the terms originally demanded 
by Bridgestone/Firestone. Although the strike 
officially ended in May 1995, the labor dispute 
continued until a final settlement was reached 
in December 1996. For nearly three years, there-
fore, from April 1994 to December 1996, union 
workers at the Decatur plant either were on 
strike or working without a contract. During 

this period tires were produced by 1,048 re-
placement workers, union members who 
crossed the picket line, management, and re-
called strikers.
 The Princeton analysis is compelling be-

cause three different sets of data all point 
the same way: (1) Firestone tires made 
in Decatur during the labor strike 
were 376 percent more likely to 
prompt a complaint to the National 
Highway Transportation Safety Ad-

ministration than tires made at two 
comparison plants. In times of labor 

peace, Decatur tires were 14 percent less 
likely to prompt a complaint. (2) Customers 
with tires made in Decatur during the dispute 
were more than 250 percent as likely to seek 
compensation from Firestone for property 
damage or injury blamed on faulty tires than 
were customers of tires made there during 
more peaceful times. (3) Tires made in Decatur 
during the labor dispute did worse on labora-
tory stress tests that Firestone conducted than 
those made at other times or at other plants. 
The consequences were lethal, for the report 
concluded that more than 40 lives were lost as 
a result of the excessive number of problem 
tires produced in Decatur during the labor 
 dispute.
 Is there a lesson to be learned in all of this? 
According to one observer, “. . . squeezing work-
ers, even in an age of weakened unions, can be 
bad management, especially when employers 
abruptly change the rules. A company can shut 
a plant and successfully hire lower-paid work-
ers elsewhere. And if management convinces 
workers that the alternative to wage cuts is un-
employment, workers may go along. But brute 
force can backfire, and the consequences can 
be severe.”104
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IMPLICATIONS FOR MANAGEMENT PRACTICE

In a globalized, technology-based world, a dis-
tributive (win-lose) orientation toward labor is 
simply inefficient. Worker demograph-
ics, along with the growing importance 
of labor disputes and alliances across 
the globe, help shape the interactions 
between unions and employers. 
 Multinational companies that add 
 operations in major offshoring destina-
tions are being affected by unionization 

trends and labor disputes in those countries. 
The lesson? Whether you are managing  people 

in Boston, Budapest, or Beijing, view your 
employees as a source of potential com-
petitive advantage. Treat them with 
dignity and respect, and they will 
 respond in kind. As a cover of Fast 
Company magazine noted, “The best 

leaders know where all great compa-
nies start. (It’s the people, stupid!)”105

unions such as the United Auto workers (UAW), Service Employees International 
Union (SEIU), and the United Steelworkers (USW) are at the forefront of a revo-
lutionary change in the way unions view cooperation with management.   
    That was exactly the case with the USW-Goodyear agreement. The USW 
offered to slash labor costs by $1.15 billion over three years and to cut 
3,000 jobs. In exchange, Goodyear promised to keep—and invest in—all but 
two of its U.S. factories and to limit imports from its factories in Brazil and 
Asia. The company also promised to go along with a more aggressive debt-
restructuring timetable that the USW’s Wall Street advisers recommended as a 
way to rein in management. In fact, to hold the company’s feet to the fire, the 
USW got Goodyear to agree to pay $1,000 to each union worker and $500 apiece 
to all 22,000 retirees if the debt goals were not met in four years. 
    In this new era of collaboration, here are five tips from the SEIU’s Andy 
Stern on how labor and management can work together more effectively:

    1.  Relationships are not a matter of chance; they are a matter of choice . 
We don’t see our employers as enemies. We need to build successful 
employers—to understand markets, competition, and where we can be 
helpful in increasing creativity, innovation, and entrepreneurial activity. 
To do that everyone needs to be involved, to have a voice, and to share in 
the employers’ success.  

   2.  Approach partnerships by making ‘finding a solution’ a higher priority 
than placing blame.   

   3.  Learn to disagree without being disagreeable.   
   4.  Offer incentives that encourage others to take risks.   
   5.  Keep an open mind, rather than an open mouth, be willing to change, and 

stay focused on shared goals.     

    As we have seen, the business world has changed dramatically, largely due 
to changes in technology and global competition. If U.S. labor leaders let to-
day’s opportunities for labor-management cooperation slip by, they may not get 
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another chance to be part of the solution to the continuing challenge to im-
prove productivity, quality of work life, and profits.      

 SUMMARY 

 At a general level, the goal of unions is to improve economic and other condi-
tions of employment. Although unions have been successful over the years in 
achieving these goals, more recently they have been confronted with challenges 
that have led to membership losses. Unions are trying to reverse that decline by 
organizing workers in different industries (e.g., casinos, museums, services), 
many of whom are white-collar workers (physicians, nuclear engineers, psy-
chologists, immigration judges). 
  Six features characterize the U.S. industrial relations system: exclusive 
representation, collective agreements that embody a sharp distinction between 
negotiation and interpretation of an agreement, decentralized collective bar-
gaining, relatively high union dues and large union staffs, opposition by both 
large and small employers to union organization, and a government role that is 
relatively passive in dispute resolution and highly legalistic in administrative 
proceedings and in the courts. 
  The National Labor Relations Board, created by the Wagner Act, supervises 
union organizing campaigns and representation elections. If the union wins, it 
becomes the sole bargaining agent for employees. Collective bargaining is the 
cornerstone of the U.S. labor movement, and anything that threatens its contin-
ued viability will be resisted vigorously by organized labor. 
  Unfortunately, bargaining sometimes reaches an impasse, at which point 
the parties may resort to a strike (workers) or a lockout (management). Alterna-
tively, the parties may request third-party intervention in the form of media-
tion, fact-finding, or interest arbitration. In the public sector, such intervention 
is usually required. 
  Occasionally during the life of a contract, disputes arise about the interpre-
tation of the collective bargaining agreement. Under these circumstances, an 
aggrieved party may file a grievance. A grievance is an alleged violation of the 
rights of workers on the job. A formal process known as a grievance procedure 
is then invoked to help the parties resolve the dispute. Compulsory, binding 
arbitration is the final stage of the grievance process. It is also used as an alter-
native to a work stoppage, and it is used to ensure labor peace for the duration 
of a labor contract. 
  Unionized workers still enjoy a wage premium over their nonunion coun-
terparts, but factors other than union status per se may account for the differ-
ence. A spillover effect occurs when nonunion employers raise compensation 
in an effort to maintain their nonunion status, or when U.S. unions attempt to 
increase their influence on U.S.-based multinational corporations by assisting 
foreign unions in organizing the corporations’ offshore employees. Finally, as 
the chapter-opening vignette illustrated, labor and management are cooperat-
ing more often in an effort to enhance the productivity and overall competitive-
ness of their enterprises. In the current climate of global competition and the 
migration of technology and capital across borders, this seems more appropriate 
than the old adversarial win-lose approach.   
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  exclusive representation    

  conspiracy doctrine    

  sit-down strike    

  Change to Win    

  secondary boycott    

  free-speech clause    

  authorization cards    

  card check    

  bargaining unit    

  community of interest    

  secret ballot election    

  exclusive bargaining representative    

  decertification    

  distributive bargaining    

  integrative bargaining    

  unfair labor practice strike    

  economic strike    

  unprotected strike    

  sympathy strike    

  lockout    

  bargaining impasse    

  mediation    

  fact-finding    

  interest arbitration    

  right-to-work laws    

  union-security clauses    

  grievance    

  grievance procedure    

  grievance arbitration    

  spillover effect       

 KEY TERMS  

 DISCUSSION QUESTIONS  

   13–1.   Are the roles of labor and management inherently adversarial?  
   13–2.   Discuss the rights and obligations of unions and management during a union-

organizing drive.  
   13–3.   Why is it so difficult to be effective at both distributive and integrative bargain-

ing in the course of the same negotiations?  
   13–4.   What are the key features of the U.S. industrial relations system?  
   13–5.   Compare and contrast mediation, interest arbitration, and grievance arbitra-

tion.  
   13–6.   Why is it in the best interests of management and labor to work together? Or is it?    

   Exercise 13–1 

  APPLYING YOUR KNOWLEDGE 

 Contract Negotiations at Moulton Machine Shop 

  Collective bargaining is the cornerstone of American labor relations. Face-to-face nego-
tiations involving give-and-take on the part of both management and labor representa-
tives are an inherent part of our present system. It is through these negotiations that 
both sides attempt to understand the positions of the other and attempt to persuade the 
other side of the fairness of their own demands. 
  The purpose of this exercise is for you to experience the collective bargaining 
 process and to gain an awareness of the nature and complexity of labor negotiations. 

  Background Information 
  Moulton Machine Shop is a 60-year-old shop located near Lake Erie in Pennsylvania. 
The company manufactures a wide variety of made-to-order products, but its primary 
business is the repair of mechanical airplane parts and components, a business that it 
conducts on an international basis. The firm has developed a reputation for quality and 
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timely work on difficult machining projects. The mostly blue-collar workforce at Moulton 
consists of about 200 workers who were organized 30 years ago by the International 
 Machinists Union (IMU). The labor-relations climate at Moulton has been fairly good 
over the past 20 years (after a rather stormy beginning), with no strikes in the last 9 years. 
In the past two years, however, the number of grievances has increased substantially. 
  Recent economic conditions have been difficult for Moulton. Over the past five 
years, increased competition from lower-priced foreign-based machine shops has pruned 
Moulton’s profit margins. Overall, sales are down about 10 percent compared with pro-
jections made earlier in the year. Moulton’s management believes that competition will 
intensify in the near future, creating even more problems for the firm. The union is aware 
of the financial situation at Moulton and is sympathetic, but it has been very clear in its 
overtures to management that it intends to fight for an improved contract for its members 
because they have fallen behind equivalent workers in recent years.   

CURRENT CONTRACT PROVISIONS

Clause Current contract

Wages Average hourly wage is $18.66.

Benefits Company-paid life insurance and a $100-deductible 
  medical-insurance plan.

Overtime Time-and-a-half.

Layoffs A 2-week notice is required to lay off any union member 
  who has been at Moulton more than 2 months.

Vacations 2 weeks for all employees except those with over 
  20 years’ service, who receive 3 weeks.

Holidays 9 paid per year.

Sick leave 4 paid days per year unless verified by doctor, in 
  which case, can be up to 10 days.

Length of contract 2 years.

  Additional Information 

 1.     Hourly wage rates for union members doing similar work elsewhere in the local 
vicinity average $19.60.  

 2.   A $100-deductible dental insurance plan would cost about $65 per employee.  
 3.   Overtime averaged 185 hours per employee last year.  
 4.   Among competitors, the most frequent vacation, holiday, and sick-leave schedules 

are as follows: (1) two weeks’ vacation for starters, three weeks after 10 years of 
service, and four weeks after 25 years; (b) 10 paid holidays per year; and (c) six 
paid sick-leave days per year (although there is a wide variation here, with a few 
firms having no paid sick leave at all).  

 5.   Contract length at similar firms varies from one to three years.     

  Procedure 

  Divide the class into groups of three. Each group consists of a union negotiator, a man-
agement negotiator, and an observer. The instructor will provide a role statement for 
each negotiator. These role statements should not be shared with the other negotiator or 
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with the observer. Each group’s task is to negotiate a contract between Moulton Machine 
Shop and the IMU. Your instructor will tell you how much time you have available for 
this task. It is important that you settle this contract in the limited time available so that 
you can avert a costly strike. 
  As the negotiations proceed, observers should record significant events. (Use the 
sample observation form shown below.) When the negotiations end, observers will be 
asked to report the final agreed-upon contract provisions to the rest of the class and to 
describe the process by which the negotiations took place in each group.   

  Questions  

   1.   How do the negotiations begin? Which side talks the most in the beginning? Does 
each side have a clear understanding of the purpose of the negotiations?  

   2.   What behaviors of the negotiators seem to either bring the parties closer together or 
drive them farther apart?  

   3.   How does the climate of the negotiations change over time? Which side talks the 
most as the negotiations wear on? Do the parties agree more or less as time 
passes?  

   4.   How do the negotiations end? Are the parties friendly with each other? Do they 
both seem committed to the final solution? Are future union-management relations 
likely to get better or worse as a result of this agreement?        
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   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  How can I ensure procedural justice in the resolution of conflicts between 

employees and managers? 

  2.  How can I administer discipline without at the same time engendering 

resentment toward me or my company? 

  3.  How do I fire people legally and humanely? 

  4.  What should be the components of a fair information practice policy? 

  5.  What is ethical decision making in employee relations? What steps or 

considerations are involved?  

14 
 PROCEDURAL JUSTICE AND 

ETHICS IN EMPLOYEE 

RELATIONS 
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 ALTERNATIVE DISPUTE RESOLUTION: GOOD FOR THE 
COMPANY, GOOD FOR EMPLOYEES?  *   

  At the McGraw-Hill Companies, word came down from the chief executive 
 officer: It was time to supplement the open-door policy with a formal, in-house 
   alternative dispute resolution (ADR)    program .  He told attorneys in the legal 
department to develop something that settled disputes quickly, something good 
for morale. 
  After six months of work with consultants and meetings with employees 
and managers, as well as executives from JP Morgan Chase Bank, Cigna, JCPen-
ney, and the Brown & Root construction company—all of whom have ADR 
programs— McGraw-Hill unveiled its Fast and Impartial Resolution (FAIR) 
ADR program. The three-step program is voluntary and starts with bringing in 
a supervisor or HR representative to resolve a dispute. If that doesn’t work, it 
moves to mediation with a third party. If mediation is fruitless, the third step is 
binding arbitration with a written decision. The company pays the costs of me-
diation and arbitration. 
  The FAIR program is typical of the programs many organizations are 
 developing. Others incorporate multilevel, internal appeals procedures or 
waivers of jury trials. Such programs save employers time and money. Accord-
ing to JAMS/Endispute, based in Irvine, California, it takes up to six weeks 
from the time that company is contacted to the time mediation actually begins. 
The parties spend an average of 12.5 hours in the process, and problems are 
resolved in up to 90 percent of cases. Says David Gage, a professional media-
tor, “Mediation is really a teaching experience for people in the workplace. We 
sit down and we actually listen. We give everybody a chance to talk. We try to 
identify problems, and then we brainstorm for alternative solutions.” The 
Equal Employment Opportunity Commission has been promoting voluntary 
mediation of employment discrimination claims for years, and with good rea-
son. Charges that go to mediation are disposed of in an average of 86 days—
about half the time required for charges that are not mediated. In addition, the 
cost of settling an EEOC charge has increased by almost 79 percent since the 
early 1990s. 
  Houston-based Brown & Root has had about 1,100 ADR cases, with 17 going 
to arbitration. Roughly 75 percent of the cases are resolved within two months, 
as opposed to several years in the courts. In Irvine, California, American Savings 
Bank’s four-step program is enjoying similar success, reducing legal costs by 
more than 60 percent. The American Arbitration Association (AAA), whose 
ADR programs cover more than 7 million U.S. employees, has found that 
80 percent of disputes are resolved at the first step, just by people sitting down 
and talking to each other. Of those that aren’t, about 1,100 move to the next step, 
mediation, where a mediator helps both sides to agree. Only about 300 result in 

      Human Resource 
Management 

in Action 

*Sources: Slate, W. K. II. (2007, May 21). The positive side of arbitration. BusinessWeek, p. 22. 
Salvatore, P., & Garber, R. (2006, Feb.). Mediation and arbitration of employment law claims. SHRM 
White Paper, Retrieved from www.shrm.org, August 4, 2008. Orey, M. (2007, April 30). The vanish-
ing trial. BusinessWeek, pp. 38, 39. Phillips, F. P. (2004, Sept.). Ten ways to sabotage dispute man-
agement. HRMagazine, pp. 163–168; Fisher, A. (2003, Nov. 24). I’m suspicious, not litigious—Should 
I sign my rights away? Fortune, p. 254; Clark, M. M. (2001, Aug.). Alternative dispute resolution 
goes mainstream. HR News, p. 5; Clark, M. M. (2001, May). Supreme Court supports arbitration agree-
ments. HR News, pp. 1–20.
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 The chapter-opening vignette illustrates another facet of labor-management 
 accommodation: the use of workplace due process to resolve disputes. It is 
another attempt to enhance the productivity and quality of life of employees. 
Indeed, the broad theme of this chapter is “justice on the job.” We will consider 
alternative methods for resolving disputes, such as nonunion grievance and 
arbitration procedures. We also examine discipline and termination in the em-
ployment context. Finally, we will examine the growing concern for employee 
privacy and ethical issues in these three areas: fair information practice in the 
Internet age, the assessment of job applicants and employees, and whistle-
blowing. Let us begin by defining some important terms.      

 SOME DEFINITIONS  

 In this chapter we are concerned with three broad issues in the context of 
employee relations: (1) procedural justice, (2) due process, and (3) ethical 
decisions about behavior. 
       Employee relations    includes all the practices that implement the philoso-
phy and policy of an organization with respect to employment.  1   
       Justice    refers to the maintenance or administration of what is just, espe-
cially by the impartial adjustment of conflicting claims or the assignment of 
merited rewards or punishments.  2   It is one of the fundamental bases of coop-
erative action in organizations.  3   
       Procedural justice    focuses on the fairness of the procedures used to make 
decisions. Procedures are fair to the extent that they are consistent across persons 

binding arbitration, but even in those cases, each side has veto power over the 
choice of arbitrator. To control the costs of such cases, AAA offers the parties 
several options: limiting the number of arbitrators presiding on a case, offering 
expedited procedures, and even allowing for the entire process to be conducted 
over the Internet (to reduce travel costs). 
  On the other hand, compulsory arbitration agreements—in which employ-
ees sign agreements to arbitrate rather than litigate future disputes over 
 alleged violations of employment law—are the subject of intense debate. While 
arbitration offers significant benefits with respect to speed, cost, and the spe-
cialized expertise of arbitrators, some fear that it may unfairly favor employ-
ers. In the conclusion to this case, we will examine what a fair ADR program 
looks like.  

 Challenges  

  1.   What do you see as some key advantages and disadvantages of ADR 
 programs?  

  2.   Should an employee’s agreement to binding arbitration be a condition of 
employment or a condition of continuing employment?  

  3.   Working in small groups, identify characteristics that would make an ADR 
program fair both for employees and employers.      
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and over time, free from bias, based on accurate information, correctable, and 
based on prevailing moral and ethical standards.  4   
       Distributive justice    focuses on the fairness of the outcomes of decisions, for 
example, in the allocation of bonuses or merit pay, or in making reasonable 
accommodations for employees with disabilities.  5   
       Due process    in legal proceedings provides individuals with rights such as 
the following: prior notice of prohibited conduct; timely procedures adhered to 
at each step of the procedure; notice of the charges or issues prior to a hearing; 
impartial judges or hearing officers; representation by counsel; opportunity to 
confront and to cross-examine adverse witnesses and evidence, as well as to 
present proof in one’s own defense; notice of decision; and protection from 
retaliation for using a complaint procedure in a legitimate manner. These are 
   constitutional due process rights   . They protect individual rights with respect 
to state, municipal, and federal government processes. However, they normally 
do not apply to work situations. Hence, employee rights to due process are 
based on a collective bargaining agreement, legislative protections, or proce-
dures provided unilaterally by an employer.  6   
       Ethical decisions about behavior    concern conformity to moral standards or 
to the standards of conduct of a given profession or group. Ethical decisions 
about behavior take account not only of a person’s own interests but also 
equally of the interests of those affected by the decision.  7      

 WHY ADDRESS PROCEDURAL JUSTICE?  

 In the wake of decisions that affect them, such as those involving pay, pro-
motions, or assignments, employees often ask, “Was that fair?” Judgments 
about the fairness or equity of procedures used to make decisions, that is, 
procedural justice, are rooted in the perceptions of employees. Strong re-
search evidence indicates that such perceptions lead to important conse-
quences, such as employee behavior and attitudes, as well as business 
outcomes, such as customer satisfaction ratings.  8   In short, the judgments of 
employees about procedural justice matter. Perceptions of fairness are espe-
cially important in the context of HR management, for example, in the hiring 
process (with respect to drug testing), in performance management, and in 
compensation. 
    Procedurally fair treatment has been demonstrated to result in reduced 
stress  9   and increased performance, job satisfaction, commitment to an organi-
zation, trust, and    organizational citizenship behaviors    (OCBs). OCBs are dis-
cretionary behaviors performed outside of one’s formal role that help other 
employees perform their jobs or that show support for and conscientiousness 
toward the organization).  10   They account for 15–30 percent of business out-
comes, and as much as 40 percent of the outcomes in customer-service set-
tings.  11   OCBs include behaviors such as the following:

�  Altruism (e.g., helping out when a coworker is not feeling well).  
�  Conscientiousness (e.g., staying late to finish a project).  
�  Civic virtue (e.g., volunteering for a community program to represent the 

firm).  
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�  Sportsmanship (e.g., sharing the failure of a team project that would have 
been successful if the team had followed your advice).  

�  Courtesy (e.g., being understanding and empathetic, even when provoked).  12      

    Procedural justice affects citizenship behaviors by influencing employ-
ees’ perceptions of    organizational support   , the extent to which the organiza-
tion values employees’ general contributions and cares for their well being. In 
turn, this prompts employees to reciprocate with organizational citizenship 
behaviors.  13   These effects have been demonstrated to occur at the level of the 
work group as well as at the level of the individual.  14   In general, perceptions 
of procedural justice are most relevant and important to employees during 
times of significant organizational change. When employees experience 
change, their perceptions of fairness become especially potent factors that 
determine their attitudes and their behavior.  15   Because the only constant in 
organizations is change, considerations of procedural justice will always be 
relevant.  

 Components of Procedural Justice 

 Although there is disagreement in the professional literature about the number 
of components of the broad topic of organizational justice,  16   we consider proce-
dural justice to have three components. The first of these is a  structural  compo-
nent. Organizational policies and rules may provide lots of opportunities for 
employee input to decisions. This structural element of procedural justice is 
known as    employee voice   , and we will have more to say about it later. 
       Interactional justice    is a second component. It refers to the quality of inter-
personal treatment that employees receive in their everyday work. Treating 
others with dignity and respect is the positive side of interactional justice. 
Derogatory judgments, deception, invasion of privacy, inconsiderate or abusive 
actions, public criticism, and coercion represent the negative side of interac-
tional justice.  17   Violating any of these elements of interactional justice leads to 
decreased perceptions of fair treatment. Evidence indicates that employee per-
ceptions of interactional justice that stem from the quality of their relationships 
with their supervisors are positively related to their performance, citizenship 
behaviors directed toward their supervisors, and job satisfaction.  18   
       Informational justice    is the third component of procedural justice. It is 
expressed in terms of providing explanations or accounts for decisions made. 
Consider layoffs, for example. Evidence indicates that layoff survivors who 
were provided explanations for the layoffs, or who received advance notice of 
them, had more positive reactions to layoffs and higher commitment to the 
organization.  19   Survivors had the most negative reactions to layoffs when they 
identified with the victims and when they perceived the layoffs to be unfair.  20   
    In practice, when employees observe an example of organization-level un-
fairness, they tend to take into account the organization’s justice track record. 
When they observe managerial unfairness, they consider the supervisor’s jus-
tice record.  21   Think about your own experiences in times of change. Was the 
fairness of procedures important to you? Did your perceptions affect your atti-
tudes toward your employer and your behavior at work? Did you wish you had 
more say in decisions that might affect you? This is the role of employee-voice 
systems, and we consider them further in the next section.     
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 PROCEDURAL JUSTICE IN ACTION: EMPLOYEE 
VOICE SYSTEMS  

 For most organizations, the most important thing they can do to ensure proce-
dural justice is to provide individuals and groups the capacity to be heard, a 
way to communicate their interests upward—a voice system. Voice systems 
serve four important functions:

    1.   They ensure fair treatment to employees.  
   2.   They provide a context in which unfair treatment can be appealed.  
   3.   They help to improve the effectiveness of an organization.  
   4.   They sustain employee loyalty and commitment.  22      

    Here are some examples of voice systems that are commonly used:

�  Grievance or internal complaint procedures, by which an employee can 
seek a formal, impartial review of an action that affects him or her.  23    

�  Ombudspersons, who may investigate claims of unfair treatment or act as 
intermediaries between an employee and senior management and recom-
mend possible courses of action to the parties.  24    

�  Open-door policies by which employees can approach senior managers with 
problems that they may not be willing to take to their immediate supervi-
sors. A related mechanism, particularly appropriate when the immediate 
supervisor is the problem, is a    skip-level policy   , whereby an employee may 
proceed directly to the next higher level of management above his or her 
supervisor.  

�  Participative management systems that encourage employee involvement in 
all aspects of organizational strategy and decision making.  

�  Committees or meetings that poll employee input on key problems and de-
cisions.  

�  Senior-management visits, where employees can meet with senior company 
officials and openly ask questions about company strategy, policies, and 
practices or raise concerns about unfair treatment.  

�  Question/answer newsletters, in which employee questions and concerns 
are submitted to a newsletter editor and investigated by that office, and then 
answered and openly reported to the organizational community.  25    

�  Toll-free telephone numbers that employees can use anonymously to report 
waste, fraud, or abuse.  

�  E-mail communication between remote workers, as well as online bulletin 
boards.  26       

 Characteristics of Effective Voice Systems 

 A thorough review of the literature on voice systems revealed five “core” char-
acteristics of the most effective ones. These are shown in  Table 14–1 . 
    The first criterion is  elegance.  That is, the system should be simple to un-
derstand, it should apply to a broad range of issues, it should use an effective 
diagnostic framework, and finally, those who manage the system should be 
able to respond definitively to the issues raised. 
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    The second criterion is  accessibility.  Effective voice systems are easy-to-
use, well-advertised, comprehensible, open processes. Information is publi-
cized on how to file a complaint. Indeed, research has found that employees 
view this feature as a key attribute of an effective dispute-handling system.  27   
    The third criterion of effective voice systems is  correctness —that is, the sys-
tem should provide the right answer to problems by being unbiased, thorough, 
and effective. The more correct a system, the more likely it is that (1) the com-
plainant can provide relevant input about the problem, (2) the organization can 
investigate and call for more information if it needs it, (3) a system exists for 
classifying and coding information in order to determine the nature of the prob-
lem, (4) employees can appeal lower-level decisions, and (5) both procedures 
and outcomes make good sense to most employees.  28   
    A fourth criterion is  responsiveness.  At the most basic level, responsive 
systems let individuals know that their input has been received. Thus, IBM’s 
“Speak-Up” program requires the manager of the function in question to pre-
pare a written response to the employee within three days or face severe 
sanctions. Responsive systems provide timely responses, are backed by man-
agement commitment, are designed to fit an organization’s culture, provide 
tangible results, involve participants in the decision-making process, and 
give those who manage the system sufficient clout to ensure that it works 
 effectively. 
    Finally, effective voice systems are  nonpunitive.  This is essential if em-
ployees are to trust the system. Individuals must be able to present problems, 
identify concerns, and challenge the organization in such a way that they are 
not punished for providing this input, even if the issues raised are sensitive 
and highly politicized. If the input concerns wrongdoing or malfeasance, the 
individual’s identity must be protected so that direct or indirect retribution 
cannot occur. Employees as well as managers must be protected.  29   
    Now that we have discussed the theory of procedural justice, let’s examine 
how it can be applied in a number of areas of employee relations. We begin by 
examining nonunion grievance procedures.     

Table 14–1

CORE CHARACTERISTICS OF EFFECTIVE VOICE SYSTEMS

Elegance—simple procedures, broad application, vested authority, good diagnostic 
system

Accessibility—easy to use, advertised, comprehensive, open process

Correctness—administered well, includes follow-up, self-redesigning, correctable 
outcomes

Responsiveness—timely, culturally viable, tangible results, management 
commitment

Nonpunitiveness—appeal system, anonymity, no retaliation for using the system

Source: Sheppard, B. H., Lewicki, R. J., & Minton, J. W. (1992). Organizational justice: The 
search for fairness in the workplace, Lexington Books, New York, p. 149.
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 GRIEVANCE PROCEDURES IN NONUNION 
COMPANIES: WORKPLACE DUE PROCESS  

 Conflicts, in which employees feel unfairly treated, harassed, overlooked in 
promotions, or deserving of a raise, arise in any workplace, union or nonunion. 
Methods for resolving such conflicts are needed. Grievance procedures serve 
that purpose because they introduce justice systems into the workplace. Today 
they are found in at least one-half or more of all nonunion firms, and they serve 
the following purposes:  30   

    1.   Increase organizational commitment and performance by treating employ-
ees fairly and by identifying problem areas.  

   2.   Avoid costly lawsuits.  
   3.   Prevent unionization.   

    For example, Federal Express Corporation’s “guaranteed fair-treatment pro-
cess” lets employees appeal problems to a peer-review board chosen by the 
worker involved and management. The board rules for employees about half 
the time. Bosses cannot appeal decisions, but employees can appeal to a panel 
of top executives up to and including the chairman of the board.  35   As noted 
earlier, one reason for the growing popularity of these programs is that they 
tend to reduce lawsuits. At Aetna Life & Casualty Co., for example, only 1 of 
the almost 300 complaints handled by Aetna’s program has gone to litigation.  36   

INTERNATIONAL APPLICATION
Perceptions of Procedural Justice across Cultures

Research seems to indicate that perceptions of 
procedural justice are similar across cultures 
and that employee-voice systems in particular 
are associated with judgments of fairness in dif-
ferent cultures. These findings are consistent 
across cultures as diverse as Argentina, 
the Dominican Republic, Mexico, 
Great Britain, the Netherlands, and 
United States.31 Another study found 
that when employees had input 
(voice) in choosing the method of pay-
ment, this positively affected their 
judgments of the fairness (distributive 
justice) of the actual payments made. Both Rus-
sian and U.S. participants emphasized the need 
to base pay allocations on a standard of fairness 
rather on equality or individual need.32

 Individualism and collectivism also seem 
to influence judgments of procedural justice. 

Specifically, people in individualistic cultures 
such as the United States prefer to have higher 
levels of control over the processes used to make 
decisions than do people in more collectivistic 

cultures, such as China. This may be due to 
the more confrontational orientation of 

people in individualistic cultures, in 
contrast to the orientation toward har-
mony in collectivistic cultures.33

Reviews of the literature in this 
area indicate that there is a dearth of 

research on culture and justice in inter-
cultural contexts. Shared perceptions of 

justice are critical for the effectiveness of inter-
cultural alliances, especially when cultural 
 distance between the parties is high. Yet inter-
cultural settings are precisely where there may 
be conflict due to differences in perceptions of 
justice.34
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     Figure 14–1  illustrates how such a procedure works in one company. This 
procedure emphasizes the supervisor as a key figure in the resolution of griev-
ances. As a second step, the employee is encouraged to see the department 
head, an HR representative, or any other member of management. Alternatively, 
the employee may proceed directly to the roundtable, a body of employee and 
management representatives who meet biweekly to resolve grievances. Man-
agement immediately answers those questions that it can and researches those 
requiring an in-depth review. The minutes of roundtable meetings, plus the 
answers to the questions presented, are posted conspicuously on bulletin 
boards in work areas.  37   
    Note that this process lacks several elements of due process. Specifically, 
employees generally lack representation or assistance in presenting their griev-
ances (as is the case with formal union grievance procedures), and manage-
ment is often the ultimate decision maker. For genuine due process to operate, 
a procedure must include an objective investigator and decision maker who 
has the power to make a binding decision on both employee and employer.  38   
To address potential shortcomings of the process, one or more elements are of-
ten added to the basic nonunion grievance procedure: ombudspersons, peer-
review panels, and arbitration. 
    An ombudsperson is a neutral facilitator between employees and managers 
who assists them in resolving workplace disputes. An ombudsperson might 
investigate disputes, but always on an informal, confidential basis and with the 
goal of helping employees resolve their complaints. In other words, the ombud-
sperson is much more of a mediator than an arbitrator or fact finder.  39   
    Peer-review panels sometimes comprise the appeal process in a nonunion 
grievance procedure. In this system, grievances can be appealed to a review 

Figure 14–1

Example of a nonunion grievance procedure. This diagram indicates the possible routes a grievant 
may take to resolve a complaint. The regular procedural route is designed to resolve the grievance 
at the lowest possible level—the supervisor. However, if the grievant feels uncomfortable approach-
ing the supervisor, the grievance may be presented directly to any level of management via the 
open-door policy or the roundtable.

Source: Reprinted from D. A. Drost & F. P. O’Brien, Are there grievances against your non-union grievance procedure? Person-
nel Administrator, 28 (1), 1983, 37. Reprinted with permission from HRMagazine (formerly Personnel Administrator), pub-

lished by the Society for Human Resource Management, Alexandria, VA.
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panel in which employees (not managers) comprise a majority of the panel 
members (hence the name  peer -review panel). Peer-review panels are estab-
lished to counter perceptions of unfairness in dispute-resolution systems where 
managers make the final decisions.  40   
    In some instances, but by no means all, arbitration is the final step of a non-
union workplace dispute-resolution system. Nonunion arbitration of griev-
ances might provide less due process to employees than unionized grievance 
arbitration if there are limitations on discovery (how much information the 
grievant can collect from the company), if the use of outside advocates such as 
attorneys is restricted, or if arbitrators favor management to increase their 
chances of being selected for future cases.  41   
    Workplace due process is a growing trend. In the near future, a majority 
of nonunion firms are likely to adopt some form of internal-complaint proce-
dure. To work effectively, however, such a procedure should meet four basic 
requirements:  42   

   1.    All employees must know about the procedure and exactly how it oper-
ates.  Describe the system in the employee handbook and publicize it 
widely. GlaxoSmithKline goes even further. Periodically, it features its 
internal complaint procedure on closed-circuit television for all company 
employees to see.  

   2.    Employees must believe that there will be no reprisals taken against them 
for using it.   

   3.    Management must respond quickly and thoroughly to all grievances.  Use 
trained investigators to gather facts in a timely manner. The investigator 
should then discuss possible actions with the manager who has the power 
to make a final decision, and the manager should subsequently share the 
decision with the complainant.  

   4.    Provide employees with an appeal process.     

    The trend toward workplace due process represents an effort by companies 
to broaden employees’ rights in disciplinary matters. As one observer noted: “It 
is inherently difficult for the management power structure to concede to a sys-
tem that allows review of its decision making. . . . But any concept of employee 
justice is incomplete without the presence of some mechanism to challenge the 
power system.”  43   Due-process mechanisms build an open, trusting atmosphere, 
enhance employee commitment, and stem the growth of costly lawsuits alleg-
ing wrongful discharge and discrimination.  

 Discipline 

 Make no mistake about it: Most employees want to conduct themselves in a 
manner acceptable to the company and to their fellow employees. Occasion-
ally, problems of absenteeism, poor work performance, or rule violations arise. 
When informal conversations or coaching sessions fail to resolve these prob-
lems, formal disciplinary action is called for. 
    In a unionized firm, the  management rights  clause of the collective bargain-
ing agreement typically retains for management the authority to impose reason-
able rules for workplace conduct and to discipline employees for    just cause.    The 
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concept of just cause requires an employer not only to produce persuasive evi-
dence of an employee’s liability or negligence, but also to provide the employee 
a fair hearing and to impose a penalty appropriate to the proven offense.  44   Unions 
rarely object to employee discipline, provided that (1) it is applied consistently, 
(2) the rules are publicized clearly, and (3) the rules are considered reasonable. 
    Discipline is indispensable to management control. Ideally, it should serve 
as a corrective mechanism to create and maintain a productive, responsive 
workforce.  45   Unfortunately, some managers go to great lengths to avoid using 
discipline. To some extent this is understandable, because discipline is one of 
the hardest management actions to take. Managers may avoid imposing disci-
pline because of (1) ignorance of organizational rules, (2) fear of formal griev-
ances, or (3) fear of losing the friendship of employees.  46   Yet failure to 
administer discipline can result in implied acceptance or approval of the of-
fense. Thereafter, problems may become more frequent or severe, and disci-
pline becomes that much more difficult to administer.  47   
    As an alternative, some companies are experimenting with a technique 
called    positive discipline.    On its face, it sounds a lot like traditional discipline 
dressed up in euphemisms. It works as follows: Employees who commit of-
fenses first get an oral “reminder” rather than a “reprimand.” Then comes a 
written reminder, followed by a paid day off—called a “decision-making leave 
day.” There is a homework assignment, namely, the employee has to write a 
letter to the supervisor explaining how he or she will fix the problem.  48   The 
paid day off is a one-shot chance at reform. The process is documented, and if 
the employee does not change, termination follows. 
    How has positive discipline worked? At Tampa Electric, which has used it 
for more than 10 years, more employees have improved their job performance 
than have left the company. Says one power-station manager: “Before, we pun-
ished employees and treated them worse and worse and expected them to act 
better. I don’t ever recall suspending someone who came back ready to 
change.”  49   These arguments for not imposing punishment are persuasive. But 
evidence also indicates that discipline (i.e., punishment) may be beneficial.  50   
   Consider that

�  Discipline may alert the marginal employee to his or her low performance 
and result in a change in behavior.  

�  Discipline may send a signal to other employees regarding expected levels 
of performance and standards of behavior.  

�  If the discipline is perceived as legitimate by other employees, it may in-
crease motivation, morale, and performance.    

     Department managers in a retail store chain who used informal warnings, 
formal warnings, and dismissals more frequently than their peers had higher 
departmental performance ratings (in terms of annual cost and sales data and 
ratings by higher-level managers). This relationship held even when length of 
service was taken into account. More frequent use of sanctions was associated 
with improved performance. Why is this so? 
    The answer may lie in    social learning theory.     51   According to that theory, 
individuals in groups look to others to learn appropriate behaviors and attitudes. 
They learn them by modeling the behavior of others, adopting standard operat-
ing procedures, and following group norms. Individuals whose attitudes or 
 behaviors violate these norms may cause problems. Tolerance of such behavior 
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by the supervisor may threaten the group by causing feelings of uncertainty 
and unfairness. On the other hand, management actions that are seen as main-
taining legitimate group standards may instill feelings of fairness and result in 
improved performance. Failure to invoke sanctions may lead to a loss of man-
agement control and unproductive employee behavior.  52   Finally, do not under-
estimate the  symbolic  value of disciplinary actions, especially since punitive 
behavior tends to make a lasting impression on employees.  53     

 Progressive Discipline 

 Many firms, both unionized and nonunionized, follow a procedure of    progres-
sive discipline    that proceeds from an oral warning to a written warning to a sus-
pension to dismissal. If progressive discipline is to be effective, however, 
employers need to follow four rules. Specifically, the employee needs to (1) know 
what the problem is, (2) know what he or she must do to fix the problem, 
(3) have a reasonable period of time to fix the problem, and (4)  understand the 
consequences of inaction.  54   
    Suppose you supervise an employee who is simply incompetent and cannot 
do his or her job. Must you rely on progressive discipline? In a recent case, a New 
Jersey court ruled that while progressive-discipline policies are very useful for 
providing guidelines for managers to follow, there is such a thing as plain incom-
petence. This employee didn’t need discipline because he wasn’t misbehaving. 
Termination was more appropriate, since he just didn’t know how to do his job.  55    
    At a broader level, is it possible to administer discipline without at the 
same time engendering resentment by the disciplined employee? The answer is 
yes, if managers follow what Douglas McGregor called the    red-hot-stove rule.    
Discipline should be 

�        Immediate.  Just like touching a hot stove, where feedback is immediate, 
there should be no misunderstanding about why discipline was imposed. 
People are disciplined not because of who they are (personality), but because 
of what they did (behavior).   

�        With warning.  Small children know that if they touch a hot stove, they will 
be burned. Likewise, employees must know very clearly what the conse-
quences of undesirable work behavior will be. They must be given adequate 
warning.   

�        Consistent.  Every time a person touches a red-hot stove, he or she gets burned. 
Likewise, if discipline is to be perceived as fair, it must be administered con-
sistently, given similar circumstances surrounding the undesirable behavior. 
Consistency among individual managers across the organization is essential, 
but evidence indicates that line managers vary considerably in their attitudes 
about discipline,  56   and that they tend to be less concerned with consistency 
than with satisfying immediate needs within their work units.  57     

�        Impersonal.  A hot stove is blind to who touches it. So also, managers cannot 
play favorites by disciplining subordinates they do not like while allowing 
the same behavior to go unpunished for those they do like.   

    A recent review of arbitration cases and case law suggests two other char-
acteristics of a legally defensible progressive discipline system: (1)  allow an 
employee the opportunity to respond , and (2)  allow employees a reasonable 
period of time to improve their performance.   58     
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 Documenting Performance-Related Incidents 

 Documentation is a fact of organizational life for most managers. While such 
paperwork is never pleasant, it should conform to the following guidelines:

�  Describe what led up to the incident—the problem and the setting. Is this a 
first offense or part of a pattern?  

�  Describe what actually happened and be specific—that is, include names, 
dates, times, witnesses, and other pertinent facts.  

�  Describe what must be done to correct the situation and by when.  
�  State the consequences of further violations.    

   Can you see the parallel with the four rules of progressive discipline de-
scribed earlier? Conclude the warning by obtaining the employee’s signature 
that he or she has read and understands the warning. A sample written warn-
ing is shown in  Figure 14–2 . Note how it includes each of the ingredients just 
described.   

 The Disciplinary Interview 

 Generally, disciplinary interviews are held for one of two reasons: (1) over issues 
of  workplace conduct , such as attendance or punctuality, or (2) over issues of 
 job performance , such as low productivity. They tend to be very legalistic. As 
an example, consider the following scenario. 
    You are a first-line supervisor at a unionized facility. You suspect that one 
of your subordinates, Steve Fox, has been distorting his time reports to misrep-
resent his daily starting time. While some of the evidence is sketchy, you know 
that Fox’s time reports are false. Accompanied by an industrial-relations repre-
sentative, you decide to confront Fox directly in a disciplinary interview. How-
ever, before you can begin the meeting, Fox announces, “I’d appreciate it if a 

Figure 14–2

Sample written 
warning of 
 disciplinary 
 action. 

DATE: August 14, 2008

TO: J. Hartwig
FROM: D. Curtis
SUBJECT: Written Warning

On this date you were 30 minutes late to work with no 
 justification for your tardiness. A similar offense occurred 
last Friday. At that time you were told that failure to report 
for work on schedule will not be condoned. I now find it 
 necessary to tell you in writing that you must report to work 
on time. Failure to do so will result in your dismissal from 
employment. Please sign below that you have read and that 
you understand this warning.

[Name] [Date]
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coworker of mine could be present during this meeting. If a coworker cannot be 
present, I refuse to participate.” Your reaction to this startling request is to

   A.   Ask Fox which coworker he desires and reconvene the meeting once the 
employee is present.  

  B.   Deny his request and order him to participate or face immediate discipline 
for insubordination.   

  C.   Terminate the meeting with no further discussion.  
  D.   Ignore the request and proceed with the meeting, hoping that Fox will par-

ticipate anyway.  
  E.   Inform Fox that, as his supervisor, you are a coworker and attempt to pro-

ceed with the meeting.    

   Unless your reaction was A or C, you have probably committed a violation of 
the National Labor Relations Act.  59   
    In  NLRB v. J. Weingarten Inc. , the Supreme Court ruled that a  union  em-
ployee has the right to demand that a union representative be present at an in-
vestigatory interview that the employee reasonably believes may result in 
disciplinary action.  60   As of 2008, however, nonunion employees do not enjoy 
the same right.  61   To summarize the Weingarten mandate,

    1.   The employee must  request  representation; the employer has no obliga-
tion to offer it voluntarily. If such a request is made, the union representa-
tive may meet with the employee privately before the investigatory 
interview takes place.  62    

   2.   The employee must reasonably believe that the investigation may result 
in disciplinary action taken against him or her.  

   3.   The employer is not obligated to carry on the interview or to justify its 
refusal to do so. The employer may simply cancel the interview and thus 
effectively disallow union or coworker representation.  

   4.   The employer has no duty to bargain with any union representative dur-
ing the interview, and the union representative may not limit the employ-
er’s questioning.  63      

    If the National Labor Relations Board determines that these rights were vio-
lated and that an employee subsequently was disciplined for conduct that was 
the subject of the unlawful interview, the board will issue a “make-whole” rem-
edy. This may include (1) restitution of back pay, (2) an order expunging from 
the employee’s personnel records any notation of related discipline, or (3) a 
cease-and-desist order. To avoid these kinds of problems, top management 
must decide what company policy will be in such cases, communicate that 
policy to first-line supervisors, and give them clear, concise instructions 
 regarding their responsibilities should an employee who is a union member 
request representation at an investigatory interview.  64   
    Having satisfied their legal burden, how should supervisors actually con-
duct the disciplinary interview? They must do  nine  things well:

    1.   Come to the interview with as many facts as possible. Check the employee’s 
employment file for previous offenses as well as for evidence of exemplary 
behavior and performance.  
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   2.   Conduct the interview in a quiet, private place. “Praise in public, disci-
pline in private” is a good rule to remember. Whether the employee’s at-
titude is truculent or contrite, recognize that he or she will be apprehensive. 
In contrast to other interviews, where your first objective is to dispel any 
fears and help the person relax, a “light touch” is inappropriate here.  

   3.   Avoid aggressive accusations. State the facts in a simple, straightforward 
way. Be sure that any fact you use is accurate, and never rely on hearsay, 
rumor, or unconfirmed guesswork.  

   4.   Be sure that the employee understands the rule in question and the reason 
it exists.  

   5.   Allow the employee to make a full defense, even if you think he or she 
has none. If any point the employee makes has merit, tell him or her so 
and take it into consideration in your final decision.  

   6.   Stay cool and calm treat the subordinate as an adult. Never use foul lan-
guage or touch the subordinate. Such behaviors may be misinterpreted or 
grossly distorted at a later date.  

   7.   If you made a mistake, be big enough to admit it.  
   8.   Consider extenuating circumstances, and allow for honest mistakes on the 

part of the subordinate.  
   9.   Even when corrective discipline is required, try to express confidence in 

the subordinate’s worth as a person and ability to perform acceptably in 
the future. Rather than dwelling on the past, which you cannot change, 
focus on the future, which you can.      

 Employment-at-Will 

 For U.S. workers who are not covered by a collective-bargaining agreement or 
an individual employment contract, dismissal is an ever-present possibility.  65      
Employment-at-will    is created when an employee agrees to work for an em-
ployer but there is no specification of how long the parties expect the agree-
ment to last. Under a century-old common law in the United States, employment 
relationships of indefinite duration can, in general, be terminated at the whim 
of either party.  66   Furthermore, under certain situations, successful victims of 
unjust dismissal can collect sizable punitive and compensatory damages from 
their former employers. 

COMPANY EXAMPLE PROCTER & GAMBLE
A $15.6 million Texas jury verdict against Procter & Gamble Co. illustrates just 
how costly such suits can be. The case involved Don Hagler, a 41-year com-
pany employee who claimed P&G fired him after publicly accusing him of 
stealing a $35 company telephone. Hagler proved that the phone was his prop-
erty and that P&G libeled him by posting notices accusing him of theft on 11 
bulletin boards and on the plant’s electronic-mail system. He testified that P&G 
used him as an example to stop a rash of thefts at the plant. After his firing, he 
applied for more than 100 jobs, only to be turned down when prospective em-
ployers learned why he had been fired by P&G. The state-court jury agreed with 
Hagler and awarded him $1.6 million in actual damages and $14 million in 
punitive damages.

Fired Employee 
Shows Character 
Defamation67
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    In recent years, several important exceptions to the “at-will” doctrine have 
emerged. These exceptions provide important protections for workers. The 
first—and most important—is legislative. Federal laws limit an employer’s 
right to terminate at-will employees for such reasons as age, race, sex, religion, 
national origin, union activity, reporting of unsafe working conditions, or dis-
ability.  68   However, employment-at-will is primarily a matter of state law.  69   
    Such suits are now permitted in 46 states, and in many of them courts have 
shown a willingness to apply traditional causes of action—such as defamation, 
fraud, intentional infliction of emotional distress, and invasion of privacy—to 
this area of employment law.  70   
    State courts have carved out three judicial exceptions. The first is a    public 
policy exception.    That is, an employee may not be fired because he or she re-
fuses to commit an illegal act, such as perjury or price fixing. Employees in 43 
states can sue if their dismissal violates a public policy.  71   Second, when an 
employer has promised not to terminate an employee except for unsatisfactory 
job performance or other good cause, the courts will insist that the employer 
carry out that promise. This includes    implied promises    (such as oral promises 
and implied covenants of good faith and fair dealing) as well as explicit ones.  72   
In addition, courts in 34 states have found that informal assurances of job secu-
rity can sometimes amount to an enforceable contract.  73   
    The third exception allows employees to seek damages for outrageous acts 
related to termination, including character defamation (see earlier Company 
 Example). This includes so-called    retaliatory discharge    cases, where a worker is 
fired for actions ranging from filing a workers’ compensation claim to reporting 
safety violations to government agencies. The Supreme Court has ruled that where 
state law permits (as it does in 34 states), union as well as nonunion employees 
have the right to sue over their dismissals, even if they are covered by a collective 
bargaining contract that provides a grievance procedure and remedies.  74   
    It might thus appear that the “at-will” doctrine has been severely restricted. 
Think again. For example, age discrimination is still permissible for workers 
under age 40, and many other areas remain untouched by employment law. In 
what is known as    lifestyle discrimination   , workers have been fired for refusing to 
quit smoking, for living with someone without being married, drinking a com-
petitor’s product, motorcycling, and other legal activities outside of work.  75   To 
avoid potential charges of unjust dismissal, managers should scrutinize each facet 
of the HR management system. They should look, for example, at the following:

�   Recruitment.  Beware of creating implicit or explicit contracts in recruitment 
advertisements. Ensure that no job duration is implied and that employ-
ment is not guaranteed or “permanent.”  

�   Interviewing.  Phrases intended to entice a candidate into accepting a posi-
tion, such as “employment security,” “lifelong relationship” with the com-
pany, “permanent” hiring, and so forth, can create future problems.  

�   Employment applications.  Include a statement that describes the rights of 
the at-will employee, as well as those of the employer. However, do not be 
so strident that you scare off applicants.  

�   Handbooks and manuals.  A major source of company policy statements re-
garding “permanent” employment and discharge for “just cause” is the em-
ployee handbook. According to a growing number of state laws, such handbook 
language constitutes an implied contract for employment. Courts have upheld 
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an employer’s prerogative to refrain from making any promises to employees 
regarding how a termination will be conducted or the conditions under which 
they may be fired. However, if an employer does make such a promise of job 
security, whether implied verbally or in writing in an employment document 
or employee handbook, the employer is bound by that promise.  76    

�   Performance appraisals.  Include training and written instructions for all 
raters, and use systems that minimize subjectivity to the greatest extent pos-
sible. Give employees the right to read and comment on their appraisals, 
and require them to sign an acknowledgment that they have done so whether 
or not they agree with the contents of the appraisal.  77   Encourage managers 
to give honest appraisals if an employee is not meeting minimum standards 
of performance—“tell it like it is” rather than leading the employee to believe 
that his or her performance is satisfactory. Document employee misconduct 
and poor performance, and provide a progressive disciplinary policy, 
thereby building a record establishing just cause.  78        

 Employment Contracts 

 Earlier we noted that employees with contracts (bargained collectively or individu-
ally) are not at-will employees. In fact, where a collective-bargaining contract does 
exist, employers cannot enter into separate employment agreements with employ-
ees covered by that contract.  79   However, more and more executives, professionals, 
and even middle managers are demanding contracts. While getting a contract can 
be a wise career move, when is the proper time to ask for one—and how? 
    You should consider asking for a contract in any business where the com-
petition for talent is intense, where ideas are at a premium, or when the condi-
tions of your employment differ in unusual ways from a company’s standard 
practices. A contract assures you of a job and a minimum salary for some pe-
riod of time, usually two to three years, during which you agree not to quit. 
Other typical provisions include your title, compensation (salary, procedures 
for salary increases, bonuses), benefits, stock options, length of vacation, the 
circumstances under which you can be fired, and severance pay. However, with 
all these perks come a handful of restrictive covenants, or clauses, that basi-
cally limit your ability to work elsewhere. For example,  80   

�  A  nonsolicitation  clause prohibits you from recruiting key clients or em-
ployees away from your former employer for a year or two.  

�   Payback  clauses require that you not take another job until you have repaid 
the company any expenses incurred in your relocation and recruitment.  

�  Less common is a clause that mandates that the company must have an op-
portunity to  match  any employment offer that you get. If the employer 
matches a competing offer, you must remain.  

�  A  no-disclosure  clause prohibits you from divulging trade secrets or other 
proprietary information to outsiders during your employment at a company 
or after you leave.  

�  A  no-compete  clause bars you from working for a competitor for six months 
up to five years.  81   As a practical matter, however, a New York State court found 
that a no-compete clause that restricted an employee from working for a com-
petitor for 12 months was “too long” in the Internet business.  82   The clause is 
valid whether you are fired, your job is eliminated, or you leave voluntarily.    
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       No-compete agreements    are most common in such highly competitive 
 industries as computers, pharmaceuticals, toys, biotechnology, and electronics. 
Since information is what gives businesses their competitive edge, more of 
them are using no-compete agreements to make sure that inside information 
about products or services does not leak out to competitors. Such agreements 
now attempt to prevent people in industries as varied as tax preparers, 
 advertising executives, car salespeople, event planners, hairdressers, flower 
arrangers, exterminators, and even housecleaners from jumping to rival 
 companies.  83    
    Whether or not a contract has been signed, however, executives are still 
required to maintain all trade secrets with which their employers have en-
trusted them. This obligation, often called a    fiduciary duty of loyalty   , cannot 
keep the executive out of the job market, but it does provide the former em-
ployer with legal recourse if an executive joins a competitor and tells all. In-
deed, this is precisely what Campbell Soup claimed when it succeeded in 
muzzling a former key executive.  84   

COMPANY EXAMPLECAMPBELL SOUP
A high-profile dispute recently played out in front of a national audience when 
a key executive of Campbell Soup, who had signed a no-compete agreement, 
“jumped ship” to go to work for Campbell’s main rival, H. J. Heinz Company. 
After weeks of acrimonious litigation, a settlement finally was reached. It in-
cluded an agreement that the departing Campbell’s executive would not be al-
lowed to begin working for Heinz for several months, would keep a log of all 
contacts he had with Heinz employees once he did start working there, and 
would forfeit pension and other benefits from Campbell’s. For its part, Heinz 
agreed to permit certain of its facilities to be inspected regularly to assure 
Campbell’s that none of its trade secrets were being used.
 This case is unusual only for its high profile. While it grabbed headlines, 
the fact is that every day, in courtrooms all over the country, companies, their 
employees, and their competitors are suing each other, seeking to enforce, limit, 
or get out from under no-compete agreements. More often than not, the parties 
resolve their disputes by coming to some sort of an agreement among them-
selves. The lesson? Companies are now playing hardball when it comes to the 
disclosure of trade secrets. For all parties, the stakes are high.

Protecting Trade 
Secrets

    Companies say they need no-compete agreements now that growing num-
bers of acquisitions, bankruptcies, mergers, and layoffs regularly set loose em-
ployees with access to trade secrets and other sensitive information. Sometimes, 
however, judges find that the agreements go too far in restraining employees. In 
such cases they will limit their provisions substantially (e.g., with respect to 
time or permissible activities).  85   
    From the company’s perspective, it is important to recognize that employ-
ment agreements are governed by state law. California, for example, does not 
allow no-compete agreements.  86   To avoid having to deal with multiple inter-
pretations of the same agreement in different states, firms generally include a 
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   choice-of-law provision   , which designates that the laws of a particular state 
will be used to interpret the contract. Where feasible, companies are choosing 
states that tend to uphold such restrictions. Finally, a contract should state that 
it reflects the entire agreement of the parties and can only be amended in writ-
ing, signed by both parties. Doing so prevents employee claims that the em-
ployer made oral promises or agreements that expanded his or her rights.  87   
    Now back to the negotiation process for employment contracts. In dealing 
with a prospective employer, do not raise the issue of a contract until you have 
been offered a job and have thoroughly discussed the terms of your employ-
ment. How do you broach the subject? Calmly. Say, for example, “I’d appreciate 
a letter confirming these arrangements.” If the employer asks why, you might 
point out that both of you are used to putting business agreements on paper 
and that it’s to your mutual benefit to keep all these details straight.  88   Here are 
some tips on how to negotiate an employment contract:

    1.   Keep the tone upbeat. Don’t use the words “I” and “you”; talk about 
“we”—as though you’re already aboard.  

   2.   Decide beforehand on three or four “make or break” issues (e.g., salary, 
job assignment, location). These are your “need-to-haves.” Also make a 
list of secondary issues, so-called “nice-to-haves” (e.g., company car, sign-
on bonus).  

   3.   Negotiate the entire package at one time. Don’t keep coming back to 
nit-pick.  

   4.   Be flexible (except on your “make-or-break” issues); let the company win 
on some things.    

   Once you receive the proposed contract, have an attorney review it before you 
sign. Remember: Employment contracts are legally enforceable documents.   

 Termination 

 We discussed layoffs in Chapter 10. The focus here is on how to terminate em-
ployees for cause, typically for disciplinary reasons or for poor performance. 
Termination is one of the most difficult tasks a manager has to perform. For 
those fired, the perception of inequity, or procedural injustice, is often what 
drives them to court. 
    Courts expect employers to provide a full course of progressive discipline 
(including written and final written warnings) for employees whose job perfor-
mance does not meet standards. When it comes to inappropriate workplace 
conduct, however, such as theft, physical violence, or gross misconduct, the 
courts are much more lenient. As a manager, even if you choose not to termi-
nate for inappropriate workplace conduct on the first offense, you may issue a 
final written warning, such as the following:  89   

     If you  ever again  engage in behavior that could be construed as hostile or intimidat-
ing, or if you violate any other company standards of performance and conduct, 
then you will be dismissed immediately.   

    Termination is not an infrequent occurrence; some 2 million workers 
in the United States are fired every year, and that doesn’t include large-scale 
layoffs.  90   With respect to layoffs, while the Worker Adjustment and Retraining 
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Notification (WARN) Act requires employers of more than 100 workers to 
grant 60 days’ written notice before closing a plant or before laying off more 
than one-third of a workforce in excess of 150 people, few firms provide any 
training to supervisors on how to conduct terminations.  91   
    While termination may be traumatic for the employee, it is often no less so 
for the boss. Faced with saying the words “Your services are no longer  required,” 
even the strongest person can get the shakes, sleepless nights, and sweaty 
palms. So how should termination be handled? Certainly not the way it was at 
one company that sent an email to its employees around lunchtime, with 
 instructions to call a toll-free number. When they did, they heard a voice 
 recording saying that the company, a small technology firm, was closing its 
doors and all employees needed to leave right away. Is this procedural  justice? 
Certainly not. In fact, assuming an organization is not going out of business, 
insensitive firings can tarnish its reputation among business partners, vendors, 
and customers, as well as make it difficult to recruit and retain talent.  92   
    As an alternative, more humane procedure, companies should familiarize 
all supervisors with company policies and provide a termination checklist to 
use when conducting dismissals. One such checklist is shown in  Figure 14–3 . 
    Before deciding to dismiss an employee, managers should conduct a de-
tailed review of all relevant facts, including the employee’s side of the story. To 
ensure consistent treatment, the supervisor should also examine how similar 
cases have been handled in the past. Once the decision to terminate has been 
made, the termination interview should minimize the trauma for the affected 
employee. Prior to conducting such an interview, the supervisor should be pre-
pared to answer three basic questions: Who? When? Where?

�   Who?  The responsibility for terminating rests with the manager of the indi-
vidual who is to be released. No one else has the credibility to convey this 
difficult message.  

�   When?  This decision may be crucial to the success of the termination pro-
cess. First of all, consider personal situations—birthdays, anniversaries, 
family illnesses. Most authorities agree that it is best to terminate an em-
ployee at the end of the workday. After all, the fired employee has to pack 
up his or her things and may not want to face colleagues.  93    

�   Where?  In private. The firing manager should arrange a neutral location so 
that each party is able to leave easily after the interview.    

    Following these activities, the firing manager should follow five rules for 
the termination interview:  94   

   1.    Present the situation in a clear, concise, and final manner.  Don’t confuse 
the message to be delivered, and don’t drag it out. “Tom, no doubt you are 
aware that the organization has eliminated some jobs, and one of them is 
yours.” Remember: Spend only a few minutes, don’t make excuses, don’t 
bargain, and don’t compromise. Get to the point quickly and succinctly.  

   2.    Avoid debates or a rehash of the past.  Every employee has some redeem-
ing features, so emphasize something positive about the employee, along 
with any deficiencies that may have contributed to the termination deci-
sion. Arguments about past performance may only compound bad feelings 
that already exist.  
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Figure 14–3

The termination 
checklist.
[Source: Sweet, D. H. 

(1989). Outplacement. 

In W. F. Cascio (Ed.), 

Human resource 
 planning, employment 
and placement. 
 Washington, DC: 

 Bureau of National 

 Affairs, pp. 246, 247.]

THE TERMINATION CHECKLIST

Documentation

  If the job is eliminated, gather supporting evidence of a company or 
department reduction in head-count.

  If poor performance is the reason, the file should contain copies of 
several successive poor appraisals that were transmitted to (and usually 
signed by) the candidate at the time they were prepared.

Clearances

 Who needs to approve the termination?

Prior Notices

 Safeguards to prevent leaks to the public

 Key staff members

 Board members

 Key customers

 Regulatory agency officers

Precautions for New Leaks

 Ignore the leak

 Advance the date of termination to immediate

 Delay the termination with no comment

Terms of Termination

 Resignation

 Transfer to special assignment

 Early retirement

 Outright termination

Legal Precautions

 Salary

 Bonuses

 Benefits

 Other obligations

 Scientists and inventors

 No-compete agreements

Public Announcements

 Should it be a standard press release?

 What should the content of the statement be?

Personal Considerations

 Medical data

 Significant dates

 Family circumstances

 Personal emotional state

The Termination Interview

 Think through details.

 When? Not late on Friday.
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 Who? It’s the line manager’s responsibility.

 Where? Best place is in a neutral area or the candidate’s office.

 Outplacement consultant on hand?

 Termination letter prepared?

Orderly Transitions of Commitments

 Reassign internal assignments and projects

 External activities to be reassigned:

 • Customer servicing

 • Convention or professional meetings

 • Speeches and public relations commitments

 • Civic and professional commitments

 • Club memberships

 • Board memberships, e.g., of subsidiaries

Regrouping the Staff

 Announcement to immediate colleagues and support staff

 What they are to be told

 Transfer of assignments

 References

 Reassurances

Termination Letters

 Written evidence to verify the termination

  Summary of important information the candidates may not have 
listened to, or remembered

 Brief and businesslike confirmation of the facts and the details

 Include:

 • Termination date

 • Severance or bridging pay allowance

 • Vacation pay

 Continuation of benefits:

 • Regular benefits

 • Special benefits, such as pension rights

 Job search support:

 • Logistical

 • Financial

 • Outplacement

 • Transfer of responsibilities

 • Continuation of responsibilities

 • Return of company property

 • Legal documents

 • Conditions of termination?

Figure 14–3

(cont.)
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   3.    Never talk down to the individual.  Be considerate and supportive, and al-
low the employee to maintain his or her dignity. Your objective should be 
to remove as much of the emotion and trauma as possible. Emphasize that 
it’s a situation that isn’t working and that the decision is made. It’s a busi-
ness decision—don’t make excuses or apologies.  

   4.    Be empathetic but not compromising.  “I’m sorry that this has to happen, 
but the decisions are made. We are going to provide assistance to you [or 
to each of the people affected].”  

   5.    What’s the next step?  “I’m going to give you this letter outlining the sever-
ance, benefit, and outplacement arrangements. I suggest you take the rest 
of the day off and plan on being here tomorrow at 9 a.m. to talk with the 
benefits people. Also, we have engaged a very successful outplacement 
firm, and I would like to introduce you to Fred Martin, who, if you wish, 
will be working with you through your transition.”  95      

    To safeguard against possible allegations of misconduct or unfair treatment, 
it is advisable to have a witness present at terminations.  96   Be prepared for a 
variety of reactions from disbelief to silent acceptance to rage. The key is to 
remain calm and focus on helping the employee confront the reality of the situ-
ation. Maintain your distance and composure. It does no good to argue or cry 
along with the employee. 
    How do you handle the firing of people who just don’t fit in—their work is 
passable but they just aren’t suitable for the job, for reasons ranging from per-
sonal chemistry to mismatched skills? First, be sure that as the manager, you 
have explained what the job requires and what you expect. At Banco Popular 
North America, for example, managers are instructed to tell employees who are 
not fitting in exactly where they are not meeting expectations and to offer train-
ing the fix the problem before considering dismissal. Those are important steps, 
since many jobs at the bank have changed in recent years as a result of acquisi-
tions and changes in marketing strategy. 
    If an employee must be fired, be honest, give as much notice as possible, and 
perhaps outplacement counseling or severance pay. “That way they walk out 
with their dignity and respect,” says the bank’s head of HR. Remember, employ-
ees who are not fitting in well are often unhappy themselves. They may agree 
that they would be better off elsewhere.  97   Having examined a very public issue, 
termination, let us now turn our attention to a related issue, employee privacy.     

 EMPLOYEE PRIVACY AND ETHICAL ISSUES  

 In an 1890  Harvard Law Review  article, former U. S. Supreme Court Justice Louis 
Brandeis defined    privacy    as the “right to be left alone.”  98   It is the interest employ-
ees have in controlling the use that is made of their personal information and in 
being able to engage in behavior free from regulation or surveillance.  99   Attention 
centers on three main issues: the kind of information collected and retained about 
individuals, how that information is used, and the extent to which it can be dis-
closed to others. These issues often lead to    ethical dilemmas    for managers, that is, 
situations that have the potential to result in a breach of acceptable behavior. 
    But what is acceptable behavior? The difficulty lies in maintaining a 
proper balance between the common good and personal freedom, between the 
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legitimate business needs of an organization and a worker’s feelings of dig-
nity and worth.  100   Although we cannot prescribe the  content  of ethical behav-
ior across all conceivable situations, we can prescribe  processes  that may lead 
to an  acceptable (and temporary) consensus among interested parties regard-
ing an ethical course of action. In the remainder of this chapter, we will ex-
amine several areas that pose potential ethical dilemmas for employers and 
privacy concerns for employees or job applicants. Let us begin by considering 
fair-information-practice policies.    

 Fair Information Practices in the Internet Age  

 The Electronic Communications Privacy Act of 1986 prohibits outside inter-
ception of electronic mail by a third party—the government, the police, or an 
individual—without proper authorization (such as a search warrant). Informa-
tion sent on public networks, such as those operated by Google, Microsoft, and 
Yahoo!, to which individuals and companies subscribe, is therefore protected. 
However, the law does not cover “inside” interception, for example, on a com-
pany’s intranet, and, in fact, no absolute privacy exists in a computer system, 
even for bosses.  101   They may view employees on video monitors; tap their 
phones, e-mail, and network communications; and rummage through their 
computer files with or without employee knowledge or consent 24 hours a day. 
What about instant messaging (IM), the immensely popular computer programs 
that let users exchange short text messages with online buddies in real time? 

Organizations have the 
right to monitor the use 
of their computers by 
 employees.
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Companies can pull up message logs stored locally on employees’ computers, 
search logs stored remotely on a corporate or Web-hosted server, and even es-
tablish policies to block IMs containing certain words from being sent at all.  102   
    Among major U.S. companies, about 78 percent do some form of electronic 
monitoring of employees. Some 74 percent monitor Internet connections, 
72 percent e-mail, 31 percent IMs, and 40 percent phone conversations.  103   
    Why do employers monitor their employees? They are mostly worried 
about two things: their legal liability for employee abuse of company informa-
tion systems and employees’ productivity.  104   Companies monitor e-mail and 
Internet activity to minimize their exposure to defamation, trade-secret, and 
breach-of-contract lawsuits. They also worry about copyright-infringement 
suits based on material employees download, including pictures,  music files, 
and software. Their biggest concern, however, has to do with sexually explicit, 
racist, or other potentially offensive material that could lead to charges of a 
hostile work environment, as defined by harassment and  discrimination laws. 
As an employee, how do you stay out of trouble? Consider adhering to the fol-
lowing practices in your personal conduct at work:

�  Know your company’s written policy. Ask your boss what constitutes 
 “unreasonable” or “inappropriate” use.  

�  If you have any doubt about what personal Internet use your company 
 allows, total abstinence is the best bet.  

�  Use your own e-mail account instead of your company’s for personal corre-
spondence at work.  

�  Limit personal surfing and e-mail to times clearly outside office hours.  
�  When composing e-mail or downloading Internet information, ask yourself 

if you would be willing to post it on your office door. If the answer is no, 
then don’t proceed further.  

�  Remember this: When it comes to privacy in the workplace, you don’t have 
any.  105      

    Safeguards to protect personal privacy are more important than ever. What 
should managers do? To establish a fair-information-practice policy, here are 
some general recommendations:

    1.   Set up guidelines and policies to protect information in the organization: 
types of data to be sought, methods of obtaining the data, retention and 
dissemination of information, employee or third-party access to informa-
tion, release of information about former employees, and mishandling of 
information.  

   2.   Inform employees of these information-handling policies.  
   3.   Become thoroughly familiar with state and federal laws regarding  privacy.  
   4.   Establish a policy that states specifically that employees and prospective 

employees cannot waive their rights to privacy.  
   5.   Establish a policy that any manager or nonmanager who violates these 

privacy principles will be subject to discipline or termination.  107    
   6.   Allow employees to authorize disclosure of personal information and to 

maintain personal information within the organization.  108   Research has 
shown that an individual’s perceived control over the uses of informa-
tion after its disclosure is the single most important variable affecting 
perceptions of invasion of privacy.  109      
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    Next, managers should articulate, communicate, and carry out fair-information -
practice policies by taking the following actions:  110   

   1.   Avoid fraudulent, secretive, or unfair means of collecting data. When pos-
sible, collect data directly from the individual concerned.  

   2.   Do not maintain secret files on individuals. Inform them of what informa-
tion is stored on them, the purpose for which it was collected, how it will 
be used, and how long it will be kept.  

   3.   Collect only job-related information that is relevant for specific decisions.  
   4.   Maintain records of individuals or organizations who have regular access 

or who request information on a need-to-know basis.  
   5.   Periodically allow employees the right to inspect and update information 

stored on them.  
   6.   Gain assurance that any information released to outside parties will be 

used only for the purposes set forth prior to its release.    

    Particularly since the corporate wrongdoings of Enron, Arthur Andersen, 
Adelphia, Tyco, WorldCom, and other organizations, the public in general, as 
well as peers and subordinates, tend to give executives low marks for honesty 
and ethical behavior.  111   Companies that have taken the kinds of measures just 
described, such as IBM, Bank of America, AT&T, Cummins Engine, Avis, and 
USAA, report that they have not been overly costly, produced burdensome traf-
fic in access demands, or reduced the general quality of their HR decisions. 
Furthermore, they receive strong employee approval for their policies when 
they ask about them on company attitude surveys. By matching words with 
deeds, companies such as these are weaving their concerns for employee pri-
vacy into the very fabric of their corporate cultures.  

 Assessment of Job Applicants and Employees 

 Decisions to hire, promote, train, or transfer are major events in individuals’ 
careers. Frequently, such decisions are made with the aid of tests, interviews, 

ETHICAL DILEMMA
When a Soon-to-Be-Laid-Off Employee Asks for Advice106

You are a manager of a division targeted for lay-
offs. You’ve seen the list of employees to be cut, 
but you’ve been asked to keep the information 
secret for two weeks. An employee on the 
list asks you whether he should be 
 putting a down payment on his first 
home.
 If you don’t tell him, then he 
could be heading into a financial night-
mare. If you do tell, you obviously 
break confidence with your company.

 Word may spread, panicking enough em-
ployees that you end up with a stampede to the 
exit door. The problem deepens if yours is 

a public company implementing layoffs 
 because of a pending merger or acquisi-

tion that has yet to be announced. If 
the employee you tell acts on the 
 information or passes it on to others 
who do, you might incur legal prob-

lems because of violated securities 
regulations. What would you do?
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situational exercises, performance appraisals, and other assessment techniques. 
Developers and users of these instruments must be concerned with questions 
of fairness, propriety, and individual rights, as well as with other ethical issues. 
    Developers, if they are members of professional associations such as the 
American Psychological Association, the Society for Human Resource Manage-
ment, or the Academy of Management, are bound by the ethical standards put 
forth by those bodies.  112   Managers who use assessment instruments are subject 
to other ethical principles, beyond the general concerns for accuracy and equal-
ity of opportunity, including the following:  113   

�  Guarding against invasion of privacy (e.g., with respect to biodata items, 
four areas seem to generate the greatest concern: self-incriminating items, 
those that require applicants to recall traumatic events, intimacy, and reli-
gion).  114    

�  Guaranteeing confidentiality (treating information provided with the expec-
tation that it will not be disclosed to others.  

�  Obtaining informed consent from employees and applicants before assess-
ing them.  

�  Respecting employees’ rights to know (e.g., regarding test content and the 
meaning, interpretation, and intended use of scores).  

�  Imposing time limitations on data (i.e., removing information that has not 
been used for HR decisions, especially if it has been updated).  

�  Using the most valid procedures available, thereby minimizing erroneous 
acceptances and erroneous rejections.  

�  Treating applicants and employees with respect and consideration (i.e., by 
standardizing procedures for all candidates).    

    What can applicants do when confronted by a question they believe is ir-
relevant or an invasion of privacy? Some may choose not to respond. However, 
research indicates that employers tend to view such nonresponse as an attempt 
to conceal facts that would reflect poorly on an applicant. Hence applicants 
(especially those who have nothing to hide) are ill advised not to respond.  115   
Clearly, it is the employer’s responsibility to (1) know the kinds of questions 
that are being asked of candidates and (2) to review the appropriateness and job 
relatedness of all such questions.   

 Whistle-Blowing 

 Like a referee on a playing field who can blow the whistle to stop action,    whistle -
blowing    refers to disclosure by former or current organization members of 
 illegal, immoral, or illegitimate practices under the control of their employers 
to persons or organizations that may be able to do something about it.  116   
 Research indicates that individuals can be conditioned to behave unethically 
(if they are rewarded for it), especially under increased competition,  117   but that 
the threat of punishment has a counterbalancing influence.  118   More important, 
when a formal or informal organizational policy is present that favors ethical 
behavior, ethical behavior tends to increase.  119   
    Although the implementation of ethics programs can certainly reduce the 
incidence of unethical behavior, the ultimate success of such efforts depends 
on an interaction between how the system is implemented and individual 
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differences in variables such as cognitive ability, moral development, gender, 
and personal values.  120   Given the variability in these, and other, individual 
differences variables, we should likewise expect to see variability in the success 
rate of corporate ethics programs. 
    When Enron vice president Sherron Watkins wrote to then-chairman 
 Kenneth Lay in 2001, “I am incredibly nervous that we will implode in a wave 
of accounting scandals,” little did she know that her story would later influence 
Congress as it considered whistle-blower protections in the 2002 Sarbanes-
 Oxley corporate reform law. The revelation that Enron considered firing Watkins 
once she revealed that she was the memo’s author angered legislators. So they 
made sure to strengthen the anti-retaliation provisions in the law, passed after a 
wave of corporate scandals. Specifically, the Sarbanes-Oxley Act (SOX):  121   

�  Makes it unlawful to discharge, demote, suspend, threaten, harass, or in any 
manner discriminate against a whistle-blower.  

�  Establishes criminal penalties of up to 10 years in jail for executives who 
retaliate against whistle-blowers.  

�  Requires board audit committees to establish procedures for hearing whis-
tleblower complaints.  

�  Allows the Secretary of Labor to order a company to rehire a terminated 
whistle-blower with no court hearings whatsoever.  

�  Gives a whistle-blower a right to a jury trial, bypassing months or years of 
cumbersome administrative hearings.    

    SOX provides no financial incentives for corporate whistle-blowers, nor 
does it cover corporate subsidiaries or private companies. The administrative 
agency responsible for investigating complaints is the Department of Labor’s 
Occupational Safety and Health Administration. Under the law, the employee, 
not the employer, bears the burden of proof.  122   Despite retaliation, financial 
loss, and high emotional and physical stress,  123   whistle-blowers continue to 
come forward, and they are likely to continue to do so. In a recent study of 230 
corporate fraud cases, almost 20 percent of them came to light as a result of 
employee disclosure, more often than the media, industry regulators, analysts, 
auditors, or the Securities and Exchange Commission. Yet 82 percent of the 
employees who uncovered the frauds said they were penalized—ostracized, 
demoted, or pressured to quit, for instance.  124   Are they social misfits? On the 
contrary, research indicates that most of them are well-adjusted individuals 
who have strong personal values that they live by.  125   
    In the case of federal contractors, disclosure of fraud, waste, and abuse can 
lead to substantial financial gains by whistle-blowers. Thus under the federal 
False Claims Act of 1863, as amended, private citizens may sue a contractor for 
fraud on the government’s behalf and share up to 30 percent of whatever finan-
cial recovery the government makes as a result of the charges.  126   For example, 
when TAP Pharmaceutical Products paid an $875 million fine for conspiring 
with doctors to cheat the government, whistle-blower Doug Durand received 
$77 million for his efforts in the six-year investigation to expose the massive 
fraud.  127   
    Whistle-blowing is likely to be effective to the extent that (1) the whistle-
blower is credible and relatively powerful, (2) the reported information is clearly 
illegal and unambiguous, (3) the evidence is convincing, and (4) the organization 
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itself encourages whistle-blowing and discourages retaliation against whistle-
blowers.  130   If you have a tale to tell, begin by asking yourself four important 
questions:  131   

   1.  Is this the only way?  Don’t blow the whistle unless you have tried to correct 
the problem by reporting up the normal chain of command and gotten no 
results. Make sure your allegations are not minor complaints.  

   2.  Do I have the goods?  Gather documentary evidence that proves your case, 
and keep it in a safe place. Keep detailed notes, perhaps even a daily diary. 
Make sure you are seeing fraud, not merely incompetence or sloppiness.  

   3.  Why am I doing this?  Examine your motives. Don’t act out of frustration or 
because you feel underappreciated or mistreated. Do not embellish your 
case, and do not violate any confidentiality agreements you may have.  

   4.  Am I ready?  Think through the impact on your family. Be prepared for 
unemployment and the possibility of being blacklisted in your profession. 
Last but not least, consult a lawyer.      

 Conclusion 

 Ethical behavior is not governed by hard-and-fast rules. Rather, it adapts and 
changes in response to social norms. This is nowhere more obvious than in 
 human resource management. What was considered ethical in the 1950s and 
1960s (deep-probing selection interviews; management prescriptions of standards 
of dress, ideology, and lifestyle; refusal to let employees examine their own 
employment files) would be considered improper today. Indeed, as we have 

IMPACT OF PROCEDURAL JUSTICE AND ETHICS ON PRODUCTIVITY, 
QUALITY OF WORK LIFE, AND THE BOTTOM LINE

As we have seen throughout this chapter, em-
ployees and former employees are very sensi-
tive to the general issue of “justice on the job.” 
On a broad range of issues, they expect to be 
treated justly, fairly, and with due process. 
Doing so certainly contributes to im-
proved productivity and quality of 
work life, because grievances are 
both time consuming and costly. On 
the other hand, organizations that 
disregard employee rights can expect 
two things: (1) to be hit with lawsuits, 
and (2) to find courts and juries to be sym-
pathetic to tales of employer wrongdoing. 
Whistle-blower cases illustrate this trend 
clearly. The monetary consequences can be 

substantial as well. After whistleblowers un-
covered massive fraud at Cendant Corporation, 
the firm’s market capitalization dropped a 
breathtaking $20 billion.128 Conversely, a study 

of 2,481 firms subject to Sarbanes-Oxley 
 corporate-governance compliance found 

that those with strong internal con-
trols in place enjoyed market-beating 
gains in their share prices, while those 
with weak internal controls under -

 performed the market.129 As in so many 
other areas of employee relations, careful 

attention to procedural justice and ethical 
decision making yields direct as well as indirect 
benefits. The old adage “An ounce of preven-
tion is worth a pound of cure” says it all.
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seen, growing concern for employee rights has placed organizational decision-
making policies in the public domain. The beneficial effect of this, of course, is 
that it is sensitizing both employers and employees to new concerns. 
    To be sure, ethical choices are rarely easy. The challenge in managing 
 human resources lies not in the mechanical application of moral prescriptions, 
but rather in the process of creating and maintaining genuine relationships from 
which to address ethical dilemmas that cannot be covered by prescription.  135      

IMPLICATIONS FOR MANAGEMENT PRACTICE

Managers who fail to address employee con-
cerns for ethics and procedural justice do so at 
their peril. Nearly half of American workers 
say they’ve had to choose between doing what 
they felt was right and what their supervi-
sors ordered.132 Ethics programs are 
control systems whose objectives are 
to standardize employee behavior 
within the domains of ethics and 
 legal compliance. Evidence now indi-
cates that management, and especially 
top- management, commitment to an 
ethics program affects both its scope and 
control orientation. Programs of broad scope 
include multiple elements, dedicated staff, and 
extensive employee involvement. Control may 
be compliance oriented, emphasizing adher-
ence to rules, monitoring employee behavior, 
and disciplining misconduct, or it may be values

oriented, emphasizing commitment to shared 
values and encouraging ethical aspirations. 
Some programs strive both for internalization 
of values and compliance with rules, so that 

 organizational values are not perceived as 
empty rhetoric.133 Remember that em-

ployees’ perceptions influence their 
judgments about procedural justice. 
In fact, a recent meta-analysis (quan-
titative cumulation of research stud-

ies) of 183 studies of organizational 
justice confirmed the beneficial effects 

on employee attitudes and performance of 
procedural justice safeguards.134 Provide explicit 
procedures for resolving conflicts and be sure 
that all employees know how to use them. Treat 
all people with dignity and respect, and they 
will respond with high levels of performance 
and commitment.

 ALTERNATIVE DISPUTE RESOLUTION: GOOD FOR THE 
COMPANY, GOOD FOR EMPLOYEES? 

  In a 2001 decision ( Circuit City Stores Inc. v. Adams ), the U.S. Supreme Court 
ruled that an employer can enforce a signed agreement that obligates an employee 
to take all  employment-related disputes to arbitration rather than to court. While 
job applicants can be required to sign an agreement to arbitrate employment dis-
putes as the exclusive remedy for claims against the company, current employees 
may require different treatment. The employer may encourage—but not require— 
current employees to sign such an agreement with some “additional consider-
ation.” Such consideration often takes the form of a one-time payment or bonus or 
some form of time off. Now that there is no question about enforceability of such 
agreements, opponents might point to flaws in the procedural fairness of the 
process as a basis for a petition to a court to nullify an agreement. 

  Human Resource 
Management 

in Action: 
Conclusion 
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  This raises another issue, namely, what does a fair ADR program look like? 
According to attorneys and HR professionals, a fair ADR program is neutral, 
confidential, provides due process to the employee, and does not limit the rem-
edies available to the employee. Moreover, it imposes fees (if any) that are no 
higher than what it would cost an employee to file a claim in court. In addition 
to these features, sound ADR programs incorporate the following principles:

�     Don’t argue needlessly.  Employers with well-managed programs often use 
internal appeals procedures with multiple levels. The employee first dis-
cusses his or her problem with the immediate supervisor. If not resolved, 
the employee appeals to a higher level of management or a committee com-
posed of management, employees, or a combination of the two.  

�    Top management emphasizes that the program is not voluntary.  Everyone 
is expected to work to make it a success.  

�    Involve all stakeholders in the design of the program.  Seek their input and 
support.  

�    Identify metrics to measure the program’s progress.  Compare your system 
with those of other companies.  

�    Train employees and managers to address and resolve conflicts early and 
at the lowest possible level.   

�    Listen to any dissatisfied user of the program and make appropriate ad-
justments.   

�    Market the program internally to ensure trust and use, and externally to 
publicize your company’s strength.  It is an employee benefit that distinguishes 
your company as an open-minded, fair employer and a good place to work.    

  Like other HR initiatives, ADR programs have both negative and positive 
features. On the one hand, ADR procedures may increase the number of em-
ployee claims, and unfavorable arbitration decisions are almost impossible to 
overturn. On the other hand, employees can pursue the same claims in arbitra-
tion that they could in court, and claims can be resolved much more quickly. 
Arbitrators can award damages in the same fashion that a judge or jury can. On 
balance, therefore, programs that incorporate features that are designed to en-
sure procedural justice are good for employers  and  good for employees. They 
will likely encourage both sides to make greater use of ADR in the future.    

   SUMMARY 

 The broad theme of this chapter is “justice on the job.” This includes procedural 
justice, due process, and ethical decision making. Each of these processes should 
guide the formulation of policy in matters involving dispute resolution (e.g., 
through grievance procedures), arbitration, discipline, employment contracts, 
and termination for disciplinary or economic reasons. Indeed, such concerns for 
procedural justice and due process form the basis for many challenges to the 
employment-at-will doctrine. 
  Two of the most important employment issues of our time are employee 
privacy and ethical decision making. Three areas that involve employee 
 privacy are receiving considerable emphasis: fair information practices in the 
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Internet age, the assessment of job applicants and employees, and whistle-
blowing. Although it is not possible to prescribe the content of ethical behavior 
in each of these areas, processes that incorporate procedural justice can lead to 
an acceptable (and temporary) consensus among interested parties regarding an 
ethical course of action.  

  alternative dispute resolution (ADR) 
programs    

  employee relations    

  justice    

  procedural justice    

  distributive justice    

  due process    

  constitutional due-process rights    

  ethical decisions about behavior    

  organizational citizenship behaviors    

  organizational support    

  employee voice    

  interactional justice    

  informational justice    

  skip-level policy    

  just cause    

  positive discipline    

  social learning theory    

  progressive discipline    

  red-hot-stove rule    

  employment-at-will    

  public policy exception    

  implied promises    

  retaliatory discharge    

  lifestyle discrimination    

  no-compete agreements    

  fiduciary duty of loyalty    

  choice-of-law provision    

  privacy    

  ethical dilemma    

  whistle-blowing    

  meta-analysis      

  KEY TERMS  

  DISCUSSION QUESTIONS  

   14–1.   Discuss the similarities and differences in these concepts: procedural justice, 
workplace due process, and ethical decisions about behavior.  

   14–2.   What advice would you give to an executive who is about to negotiate an em-
ployment contract?  

   14–3.   Is it ethical to record a conversation with your boss without his or her knowl-
edge?  

   14–4.   How can a firm avoid lawsuits for employment-at-will?  
   14–5.   What are some guidelines to follow in determining a reasonable compromise 

between a company’s need to run its business and employee rights to privacy?  
   14–6.   In the course of your job, you learn that someone is “cooking the books.” Dis-

cuss the steps you would take to resolve the issue.    

   Case 14–1 

  APPLYING YOUR KNOWLEDGE 

 Mr. Stone Blows the Whistle 

  Employees who find themselves in the dicey position of witnessing a breach of ethics, 
a crime, or a health or safety threat in the workplace need to proceed very cautiously. 
A wrong step can leave an employee without a job and with few options. Furthermore, 
it can ruin his or her reputation and make subsequent employment extremely difficult 
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to obtain. Under Sarbanes-Oxley, OSHA cannot consider any claim filed more than 
90 days after an alleged retaliation, and it may exclude any alleged harassment that oc-
curred before Sarbanes-Oxley was enacted in mid-2002. 
  That policy evidently tripped up F. Barron Stone, a financial analyst at Duke Energy 
Corporation who complained about Duke’s accounting to a company hotline and to South 
Carolina regulators. Stone said Duke was underreporting profits so that regulators wouldn’t 
cut the utility’s electricity rates. A subsequent audit by North and South Carolina found 
$124 million of underreporting, and Duke paid $25 million to settle the complaint. 
  A few months after Stone’s hotline calls, Duke eliminated his job in a reorganiza-
tion and gave him an undefined role outside of financial planning. He says he lost his 
office and his access to Duke financial data, and he began to get poor performance re-
views. When he applied in August 2002 for a position similar to the one he’d lost, he 
said he didn’t get an interview. Stone filed a complaint with OSHA two months later. 
  His calls to the ethics hotline and to regulators had occurred in 2001. The job reas-
signment was in February 2002, several months before Sarbanes-Oxley passed. On those 
grounds, OSHA dismissed his claim. Soon after, a spokesman for Duke Energy said the 
company “conducted a very thorough investigation . . . and concluded there was no 
evidence that indicated any management retaliation.” 
  Stone didn’t bother with an appeal inside the Labor Department but filed suit in 
federal court in North Carolina, which, after a successful appeal on technical grounds, 
was sent back to the lower court for further review. Sarbanes-Oxley allows employees to 
bring claims in federal court if the Labor Department doesn’t issue a final decision 
within 180 days—which it did not in Stone’s case. 

  Questions  

   1.   Under what circumstances are employees most likely to blow the whistle?  
   2.   Use the four-part framework presented earlier (namely, is this the only way, do I 

have the goods, why am I doing this, am I ready?) to analyze Mr. Stone’s actions. 
What additional information do you need to answer the four questions?    

  Source: Stone v. Duke Energy Corp . (2005, Dec. 15). 4th Circuit, U. S. Court of Appeals, No. 04-
2562. Solomon, D. (2004, Oct. 4). Risk management: For financial whistleblowers, new shield is an 
imperfect one.  The Wall Street Journal , pp. A1, A14.       
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 SUPPORT AND 

INTERNATIONAL 

IMPLICATIONS  6 
 This capstone section deals with two broad themes: organizational support for 
employees and the international implications of human resource management 
activities. Chapter 15 examines key issues involved in employee safety and 
health, both mental and physical. Chapter 16 considers key issues in interna-
tional human resource management. Given the rapid growth of multinational 
corporations, it is perhaps in this area more than any other that employees and 
their families need special social and financial support from their firms. 
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  16     INTERNATIONAL DIMENSIONS OF HUMAN RESOURCE MANAGEMENT        



   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  What is the cost–benefit trade-off of adopting measures to enhance 

workplace safety and health? 

  2.  Which approaches to job safety and health really work? 

  3.  What should an informed, progressive AIDS policy look like? 

  4.  What are some key issues to consider in establishing and monitoring an 

employee assistance program? 

  5.  Does it make sound business sense to institute a worksite wellness 

program? If so, how should it be implemented and what should it include?  

15 
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 SUBSTANCE ABUSE ON THE JOB PRODUCES TOUGH 
POLICY CHOICES FOR MANAGERS  *   

  Experts estimate that 5 to 10 percent of employees in any company have a sub-
stance-abuse problem (alcohol or drugs) serious enough to merit treatment. The 
situation may be even worse. Over a two-year period, unbeknown to employees 
and job applicants, ChevronTexaco Corp. carried out anonymous drug testing. 
About 30 percent of all applicants and 20 percent of all employees tested posi-
tive for illegal drug use. 
  What is an appropriate policy for managers to adopt in these circum-
stances? Zero-tolerance policies in the workplace drive the problem under-
ground, which does not make it go away but does reduce significantly the 
number of employees willing to come forward for treatment. Firing workers 
who test positive in random drug tests without offering any treatment or reha-
bilitation is not only the most expensive approach—especially when the cost 
of replacing a worker is compared with the cost of treatment—but this ap-
proach also passes the worker on to the next employer in no better shape than 
before. 
  Another approach is simply to demote people who have been in treatment. 
As one professional in the field says, “[Companies] won’t have a written policy, 
but they’ll guide that person into a position of no strategic importance. If asked, 
the companies won’t acknowledge it. They don’t want the bad publicity of be-
ing a mean guy.” 
  Buoying these hard-liners are some very public drug and alcohol-related 
accidents, of which the Exxon Valdez oil spill into Prince William Sound, 
Alaska, is probably the best known.  1   When the tanker ran aground, it spilled 
11 million gallons of oil, damaged 1,300 miles of shoreline, disrupted the lives 
and livelihoods of people in the region, and killed hundreds of thousands of 
birds and marine animals. It occurred after the ship’s captain, an alcoholic, left 
the bridge at a crucial moment. According to witnesses he had downed five 
double vodkas on the night of the disaster. In a 2007 incident, the harbor pilot 
of a container ship that slammed into the San Francisco-Oakland Bay Bridge, 
causing a huge oil spill, had a drunken driving conviction, a history of alcohol 
abuse, and took numerous prescription drugs that might have impaired him. 
Pilots at (the former) Northwest and (the former) America West Airlines have 
been convicted of operating a commercial airliner while intoxicated. What 
should firms do? While dismissal and demotion are two obvious policy choices, 
rehabilitation is a third. 
  Among companies that endorse rehabilitation, however, there is consider-
able debate about whether employees should be returned to their jobs if they 
are successfully rehabilitated. Standard industry practice is to return people to 
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*Sources: Liptak, A. (2008, June 26). Damages cut against Exxon in Valdez case. The New York 
Times. Retrieved from www.nytimes.com, August 11, 2008. Oil-spill pilot’s record indicated prob-
lems. (2008, Apr. 10). The New York Times, p. A17. Ex-pilots guilty of operating airliner while 
intoxicated. (2005, June 9). USA Today, p. 4A. Franze, L. M., & Burns, M. B. (2005, Nov.). Risky 
business: Err on the side of safety when balancing job-qualification standards with ADA compli-
ance. HRMagazine, pp. 119–125. Firms debate hard line on alcoholics. (1989, Apr. 13). The Wall 
Street Journal, p. B1.
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 As the chapter-opening vignette shows, managers face tough policy issues in 
the area of workplace health and safety. As we shall see, a combination of ex-
ternal factors (e.g., the spiraling cost of health care) and internal factors (e.g., 
new technology) are making these issues impossible to ignore. This chapter 
begins by examining how social and legal policies on the federal and state 
levels have evolved on this issue, beginning with workers’ compensation laws 
and culminating with the passage of the Occupational Safety and Health Act. 
The chapter then considers enforcement of the act, with special emphasis on 
the rights and obligations of management. It also examines prevailing ap-
proaches to job safety and health in other countries. Finally, it considers the 
problems of AIDS and business, employee assistance programs, and corporate 
“wellness” programs. Underlying all these efforts is a conviction on the part of 
many firms that it is morally right to improve job safety and health—and that 
doing so will enhance the productivity and quality of work life of employees 
at all levels.      

their jobs after treatment, a policy that is consistent with the provisions of the 
Americans With Disabilities Act, which protects past substance abusers from 
discrimination. ExxonMobil, however, bucked the industry trend following the 
wreck of its oil tanker Exxon Valdez. The ship’s captain had previously been 
treated for alcoholism and returned to work. After the accident, ExxonMobil 
took bold steps to prevent future accidents. It decided that these individuals 
posed too much of a risk to hold jobs that were both safety-sensitive and per-
formed without much supervision—like the job of a ship captain. For this small 
group of jobs only, ExxonMobil instituted a blanket exclusion of individuals 
with a history of substance abuse, although they will be given other jobs. In 
short order, Mobil’s new policy embroiled the company in litigation with the 
EEOC that lasted many years and finally ended up in the 5th Circuit Court of 
Appeals. We will consider the Court’s ruling and its implications in the conclu-
sion to this case. 
  Those who favor returning people to work after rehabilitation argue that it 
is not only more humane but also more effective. Refusing to return people to 
work—even in safety-sensitive positions—would be “ . . . shortsighted. It will 
make sure that no one who’s an alcoholic ever gets help,” according to the 
medical director of United Airlines (which regularly returns pilots to their jobs 
after treatment). Those who take a more hard-line attitude toward drug and al-
cohol abuse point out that many companies are reexamining their policies, in 
light of the high-profile incidents described earlier.  

 Challenges  

  1.   What are some arguments for and against each of these policies: dismissal, 
demotion, return to the same job following rehabilitation, return to a differ-
ent job following rehabilitation?  

  2.   Should follow-up be required after rehabilitation? If so, how long should it 
last and what form should it take?      
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 THE EXTENT AND COST OF SAFETY 
AND HEALTH PROBLEMS  

 Consider these startling facts about U.S. workplaces:  2  

�  About 15 workers die on the job each day;  3   in general, this number has been 
declining over the past 10 years.  

�  More than 5.7 million workers (roughly 6.3 of every 100) either get sick or are 
injured because of their jobs each year. Of these, 1.8 million workers develop 
work-related ergonomics injuries, such as repetitive-stress injuries (RSIs). 
RSIs are classified as illnesses because of their long-term nature.  4   They cost 
the country $45 to $54 billion in medical expenses and lost productivity.  5    

�  Being hit by an object is the most common workplace injury, followed by 
sprains, strains, slips, and falls. Falls account for 14 percent of fatal work 
injuries.  6    

�  Low-back injuries account for one-fourth of all workers’ compensation 
claims and cost an average of $11,800 (in 2007 dollars), more than twice the 
average workplace claim.  7    

�  35 million workdays are lost each year because of workplace injuries.    

   The number of workdays lost balloons to 75 million workdays lost when perma-
nently disabling injuries that occurred in prior years are included. The cost? A 
staggering $40 billion in lost wages, medical costs, insurance-administration 
costs, and indirect costs. At the level of the individual firm, a DuPont safety engi-
neer determined that a disabling injury costs an average of roughly $35,855 (in 
2007 dollars). A company with 1,000 employees could expect to have 27 lost-
workday injuries per year. With a 4.5 percent profit margin, the company would 
need almost $21.5 million of sales to offset that cost.  8   At Southern California Edi-
son, over an eight-year period, the average cost of an injury (disabling or not) was 
almost $9,000 (in 2007 dollars). Of this cost, 41.2 percent represented lost produc-
tivity, 30 percent medical, and 28.8 percent comprised direct, nonmedical costs.  9   
    Regardless of your perspective, social or economic, these are disturbing 
figures. In response, public policy has focused on two types of actions:  mone-

tary compensation  for job-related injuries and  preventive measures  to enhance 
job safety and health. State-run workers’ compensation programs and the fed-
eral Occupational Safety and Health Administration (OSHA) are responsible 
for implementing public policy in these areas. Because we discussed workers’ 
compensation in some detail in Chapter 12, we focus here only on current 
trends in that area. We will devote more effort to covering OSHA.  

 Workers’ Compensation: Current Trends 

 Stress-related disability claims are growing rapidly in the workers’ compensa-
tion system.  10   Workers who report they are stressed incur health-care costs that 
are 46 percent higher, or an average of $600 more per person, than other 
 employees.  11   In California, the number of workers’ compensation claims for 
mental stress increased by almost 700 percent over eight years, and 90 percent 
were successful, with an average award of $15,000, compared to a national 
average of $3,420. Perceptions of exposure to health and safety risks increases 
stress, and such stress is related directly to health care costs.  12   Workers’ com-
pensation has also been awarded for injuries that occur in connection with work 
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that the employer authorizes to be performed at home.  13   In addition to  compen-
sation  for work-related injuries, public policy also mandates a federally admin-
istered program of  prevention  of workplace health and safety hazards. That 
program is enabled by the Occupational Safety and Health Act of 1970.     

 THE OCCUPATIONAL SAFETY AND HEALTH ACT   

 Purpose and Coverage 

 The purpose of the Occupational Safety and Health Act is an ambitious one: to 
prevent work-related injuries,  illnesses, and deaths.  14   Its coverage is equally am-
bitious, because the law  extends to any business (regardless of size) that  affects  
interstate commerce. Because  almost any business affects interstate commerce, 
about 8.9 million U.S. workplaces and 135 million workers are included.  15   
Federal, state, and local government workers are excluded because the govern-
ment cannot easily proceed against itself in the event of violations, although 
OSHA does conduct inspections in response to complaints from government 
workers or their managers.   

 Administration 

 The 1970 act established three government agencies to administer and enforce 
the law:

�  The  Occupational Safety and Health Administration (OSHA)  to establish 
and enforce the necessary safety and health standards. However, a 1998 law 
prohibits OSHA from evaluating compliance officers and their supervisors 
on the basis of enforcement activities, such as the number of citations is-
sued or penalties assessed.  16   Today OSHA emphasizes three overarching 
goals: 1) strong, fair and effective enforcement; 2) outreach, education and 
compliance assistance; and 3) partnerships and cooperative programs.  

�  The  Occupational Safety and Health Review Commission  (a three-member 
board appointed by the president) to rule on the appropriateness of OSHA’s 
enforcement actions when they are contested by employers, employees, or 
unions.  

�  The  National Institute for Occupational Safety and Health (NIOSH)  to con-
duct research on the causes and prevention of occupational injury and ill-
ness, to recommend new standards (based on this research) to the secretary 
of labor, and to develop educational programs.      

 Safety and Health Standards 

 Under the law, each employer has a “general duty” to provide a place of employ-
ment “free from recognized hazards.” Employers also have the “special duty” 
to comply with all standards of safety and health established under the act. 
    OSHA has issued a large number of detailed standards covering numerous 
environmental hazards. These include power tools, machine guards, com-
pressed gas, materials handling and storage, and toxic substances such as 
 asbestos, cotton dust, silica, lead, and carbon monoxide. 
    As an example, consider OSHA’s blood-borne pathogen standard. Workers 
exposed to blood and bodily fluids (e.g., health-care providers, first-aid providers) 
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are covered by the rule, but it does not apply to workers who give first aid as 
“good Samaritans.” It requires facilities to develop exposure-control plans, im-
plement engineering controls and worker training to reduce the incidence of 
needle sticks, provide personal protective equipment and hepatitis B vaccina-
tions, and communicate hazards to workers.  17   
    To date, NIOSH has identified more than 15,000 toxic substances based on 
its research, but the transition from research findings to workplace standards is 
often a long, contentious process. Currently, it takes 38 to 46 months to set a 
standard. For example, consider the group of injuries and illnesses that affect 
the musculoskeletal system—so-called ergonomic injuries (for which there is 
no single diagnosis). When OSHA proposed ergonomics rules, the process 
dragged on for years. As a result OSHA is developing guidelines (rather than 
rules) for employers in specific industries to follow.  18     

 Record-Keeping Requirements 

 A good deal of paperwork is required of employers under the act. Specifically,

�  Log of work-related injuries and illnesses (OSHA Form 300) (see  Figure 15–1 ).  
�  Injury and illness reporting form (OSHA Form 301).  
�  Summary of work-related injuries and illnesses (OSHA Form 300A).    

Figure 15–1

OSHA Form 300, log and summary of occupational injuries and  illnesses.
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   Employees are guaranteed access, on request, to Form 300 at their workplaces, 
and the records must be retained for five years following the calendar year they 
cover. The purpose of these reports is to identify where safety and health prob-
lems have been occurring (if at all). Such information helps call management’s 
attention to the problems, as well as that of an OSHA inspector, should one visit 
the workplace. The annual summary must be sent to OSHA directly, to help the 
agency determine which workplaces should receive priority for inspection.   

 OSHA Enforcement 

 In administering the act, OSHA inspectors have the right to enter a workplace 
(but not the home office of a teleworking employee) and to conduct a compli-
ance inspection.  19   However, in its  Marshall v. Barlow’s Inc.  decision, the Su-
preme Court ruled that employers could require a search warrant before 
allowing the inspector onto company premises.  20   In practice, only about 3 per-
cent of employers go that far, perhaps because the resulting inspection is likely 
then to be an especially close one.  21   Employers are prohibited from discrimi-
nating against employees who file complaints, and an employee representative 
is entitled to accompany the OSHA representative during the inspection. 
    Because it is impossible for the 1,100 agency inspectors (most of whom are 
either safety engineers or industrial hygienists) to visit the nation’s 8.9 million 
workplaces, a system of priorities has been established. OSHA assigns top prior-
ity to reports of imminent dangers—accidents about to happen. Second are 
fatalities or accidents serious enough to send three or more workers to the 
 hospital. Third are employee complaints. Referrals from other government agen-
cies are fourth, and special-emphasis programs are fifth. These involve hazard-
ous work such as trenching or equipment such as mechanical power presses.  22   
    At the worksite, inspectors concentrate more on dangerous hazards than 
on technical infractions. For example, in 2007 OSHA fined industrial laundry 
giant Cintas Corp. $2.8 million for the death of an employee who fell from a 
conveyor belt into a large dryer. According to police, he was trapped for 
20 minutes in temperatures reaching 300 degrees. The company said he wasn’t 
following safety rules and is appealing the fine. OSHA’s investigators found 
that employees were not trained in how to shut off equipment properly, and 
produced videotape taken over several weeks prior to the accident at the same 
plant showing workers engaging in activities similar to what led to their 
co-worker’s death.  23   
    Considerable emphasis has been given to OSHA’s role of  enforcement , but 
not much to its role of  consultation.  For example, OSHA offers an extensive 
Web site at  www.osha.gov  that includes a special section devoted to small busi-
nesses, as well as interactive e-Tools to help employers and employees address 
specific hazards and prevent injuries. In 2006, 80 million visitors logged on to 
OSHA’s Web site.  24   
    Employers who want help in recognizing and correcting safety and health 
hazards can get it from a free, onsite consultation service funded by OSHA. 
State governments or private-sector contractors provide this service using well-
trained safety and/or health professionals (e.g., industrial hygienists). Primar-
ily targeted for smaller businesses, this program is penalty free and completely 
separate from the OSHA inspection effort. An employer’s only obligation is a 
commitment to correct serious job safety and health hazards.  25     
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 Penalties 

 Fines are mandatory where serious violations are found. For each    willful viola-

tion    (one in which an employer either knew that what was being done consti-
tuted a violation of federal regulations or was aware that a hazardous condition 
existed and made no reasonable effort to eliminate it), an employer can be as-
sessed a civil penalty of up to $70,000 for each violation. An employer who 
fails to correct a violation (within the allowed time limit) for which a citation 
has been issued can be fined up to $7,000 for each day the violation continues. 
Finally, a willful first violation involving the death of a worker can carry a 
criminal penalty as high as $70,000 and six months in prison. A second such 
conviction can mean up to $140,000 and a full year behind bars.  26   
    Executives can also receive criminal penalties. Calling their conduct 
 everything from assault and battery to reckless homicide, prosecutors in at least 
14 states have sought hard time for employers who ignore warnings to improve 
safety on the job. They have jailed more than a dozen—handing one plant 
owner a sentence of nearly 20 years after 25 workers died in a fire at his food-
processing plant. Investigators found that the high death count had been the 
result of illegally locked plant doors and the absence of a sprinkler system.  27    

 Appeals 
 Employers can appeal citations, proposed penalties, and corrections they have 
been ordered to make through multiple levels of the agency, culminating with 
the Occupational Safety and Health Review Commission. The commission pre-
sumes the employer to be free of violations and puts the burden of proof on 
OSHA.  28   Further appeals can be pursued through the federal court system.   

 The Role of the States 
 Although OSHA is a federally run program, the act allows states to develop and 
administer their own programs if they are approved by the secretary of labor. 
There are many criteria for approval, but the most important is that the state 
program must be judged “at least as effective” as the federal program. Currently, 
26 states and territories have approved plans in operation. In 2006 OSHA 
 inspected 38,579 workplaces and levied more than $84 million in fines. The 
26 states running their own OSHA programs conducted an additional 58,058 
inspections and levied more than $71 million in fines.  29     

 Workers’ Rights to Health and Safety 
 Both unionized and nonunionized workers have walked off the job when sub-
jected to unsafe working conditions.  30   In unionized firms, walkouts have oc-
curred during the term of valid collective bargaining agreements that contained 
no-strike and grievance and/or arbitration clauses.  31   Are such walkouts legal? 
Yes, the Supreme Court has ruled, under certain circumstances:  32   

�  Objective evidence must be presented to support the claim that abnormally 
dangerous working conditions exist.  

�  If such evidence is presented, a walkout is legal regardless of the existence 
of a no-strike or arbitration clause.  

�  It is an unfair labor practice for an employer to interfere with a walkout under 
such circumstances. This is true whether a firm is unionized or nonunionized.  
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�  Expert testimony (e.g., by an industrial hygienist) is critically important in 
establishing the presence of abnormally dangerous working conditions.  

�  If a good-faith belief is not supported by objective evidence, employees who 
walk off the job are subject to disciplinary action.       

 OSHA’s Impact 

 From its inception, OSHA has been both cussed and discussed, and its effective-
ness in improving workplace safety and health has been questioned by the very 
firms it regulates. Employers complain of excessively detailed and costly regula-
tions that, they believe, ignore workplace realities. However, even critics acknowl-
edge that the agency has made the workplace safer. Since its inception in 1971, 
OSHA has helped cut workplace fatalities by more than 60 percent and occupa-
tional injury and illness rates by 40 percent. At the same time, U.S. employment 
has increased from 56 million workers at 3.5 million worksites to more than 
135 million workers at 8.9 million worksites.  33   On the other hand, OSHA has also 
been accused of overreaching, as when it issued proposed ergonomics standards 
that would be extremely costly to implement and when it issued a letter applying 
its rules to home workplaces. Both of those actions were greeted with howls of 
protest, and both were withdrawn.  34   On the other hand, employers sometimes try 
to improve their competitiveness at the expense of safety. Here’s an example. 

COMPANY EXAMPLE PRODUCTIVITY VERSUS SAFETY IN A SMALL BUSINESS
Preoccupied with staying in business, many small businesses skimp on safety 
information and worker training. That can be especially risky because such 
companies rely more heavily than do big companies on workers who are young 
or who speak little English.35 As an example, consider the case of Everardo 
Rangel-Jasso.
 Rangel-Jasso was crushed to death at Denton Plastics Inc. in Portland, 
Oregon. The 17-year-old was backing up a forklift, with a box high on its fork, 
when he cut the rear wheels sharply and the vehicle tipped over. A posted 
sign, in English, warned forklift drivers to wear seat belts—but the Mexican 
youth didn’t speak English. According to an OSHA investigator, a seat belt 
might have saved his life.
 Employees told OSHA that Hispanic workers learned their jobs through 
“hand signals and body gestures.” Rangel-Jasso hadn’t received any forklift 
training and lacked a driver’s license and a juvenile’s work permit. Federal and 
state officials levied more than $150,000 in fines against the company, and two 
senior managers faced criminal indictments. This is not an isolated incident. A 
computer analysis of 500,000 federal and state safety-inspection records over a 
four-year period showed that 4,337 workers died at inspected workplaces with 
fewer than 20 workers, but only 127 died at companies with more than 2,500 
workers. According to an OSHA administrator: “[At many small businesses] it 
takes a serious accident or fatality for them to wake up.”36

    Management’s willingness to correct hazards and to improve such vital en-
vironmental conditions as ventilation, noise levels, and machine safety is much 
greater now than it was before OSHA. Moreover, because of OSHA and the 
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National Institute for Occupational Safety and Health, we now know far more 
about such dangerous substances as vinyl chloride, PCBs, asbestos, cotton dust, 
and a host of other carcinogens. As a result, management has taken at least the 
initial actions needed to protect workers from them. 
    Finally, any analysis of OSHA’s impact must consider the fundamental 
issue of the  causes  of workplace accidents. OSHA standards govern potentially 
unsafe  work conditions  that employees may be exposed to. There are no stan-
dards that govern potentially unsafe  employee behaviors.  And while employers 
may be penalized for failure to comply with safety and health standards, 
 employees are subject to no such threat. Research suggests that the enforcement 
of OSHA standards, directed as it is to environmental accidents and illnesses, 
can hope  at best  to affect 25 percent of on-the-job accidents.  37   The remaining 
75 percent require  behavioral  rather than  technical  modifications.     

 ASSESSING THE COSTS AND BENEFITS OF 

OCCUPATIONAL SAFETY AND HEALTH PROGRAMS  

 Let’s face it: Accidents are expensive. Aside from workers’ compensation  ( direct  ) 
costs, consider the    indirect costs of an accident:    

   1.   Cost of wages paid for time lost.  
   2.   Cost of damage to material or equipment.  
   3.   Cost of overtime work by others required by the accident.  
   4.   Cost of wages paid to supervisors while their time is required for activi-

ties resulting from the accident.  
   5.   Costs of decreased output of the injured worker after she or he returns to 

work.  
   6.   Costs associated with the time it takes for a new worker to learn the job.  
   7.   Uninsured medical costs borne by the company.  
   8.   Cost of time spent by higher management and clerical workers to investi-

gate or to process workers’ compensation forms.  38      

   On the other hand, safety pays, as the following examples illustrate. 

DUPONT AND ALCOA

At DuPont Corp., safety experts provide feedback while engineers observe 
workers and then redesign valves and install key locks to deter accident-causing 
behavior. When injuries do happen, the company reports them quickly to 
workers to provide a sense of immediacy, trying to show the behavior that 
caused the accident without naming the offender. It also fosters peer pressure 
to work safely by giving units common goals—that way workers are working 
together instead of independently. DuPont offers carrots, too. Its directors regu-
larly give safety awards, and workers win $15 to $20 prizes if their divisions 
are accident free for six to nine months. The company’s incentive for doing this 
is not altogether altruistic—it estimates its annual cost savings to be $150 mil-
lion. Says the president of DuPont safety resources: “When a business culture 
focuses on safety, it makes a public proclamation of its commitment to caring Safety Pays

COMPANY EXAMPLE
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    Like many other problems of the marketplace, safety and health programs 
involve what economists call    externalities   —the fact that not all the social costs 
of production are necessarily included on a firm’s profit and loss statement. 
The employer does not suffer from the worker’s injury or disease and therefore 
lacks the full incentive to reduce it. As long as the outlays required for preven-
tive measures are less than the social costs of disability among workers, higher 
fatality rates, and the diversion of medical resources, the enforcement of safety 
and health standards is well worth it and society will benefit.  42      

 ORGANIZATIONAL SAFETY AND 

HEALTH PROGRAMS  

 As noted earlier, accidents result from two broad causes:  unsafe work conditions  
(physical and environmental) and  unsafe work behaviors.  Unsafe physical 
conditions include defective equipment, inadequate machine guards, and lack of 
protective equipment. Examples of unsafe environmental conditions are noise, 
radiation, dust, fumes, and stress. In one study of work injuries, 50 percent 
resulted from unsafe work conditions, 45 percent resulted from unsafe work 
behaviors, and 5 percent were of indeterminate origin.  43   However, accidents 
often result from an  interaction  of unsafe conditions and unsafe acts. Thus, if a 
particular operation forces a worker to lift a heavy part and twist around to set 
it on a bench, the operation itself forces the worker to perform an unsafe act. 
Telling the worker not to lift and twist at the same time will not solve the prob-
lem. The  unsafe condition itself  must be corrected, either by redesigning the 
flow of material or by providing the worker with a mechanical device for lifting. 
    To eliminate, or at least reduce, the number and severity of workplace 
 accidents, a combination of management and engineering controls is essential. 
These are shown in  Figure 15–2 .    Engineering controls    attempt to eliminate 
unsafe work conditions and to neutralize unsafe worker behaviors. They 
 involve some modification of the work environment: for example, installing a 
metal cover over the blades of a lawn mower to make it almost impossible for a 
member of a grounds crew to catch his or her foot in the blades.    Management 
controls    attempt to increase safe behaviors. The following sections examine 
each of the elements shown in  Figure 15–2 . 

about the welfare of its people. A workplace noted for safe practices builds 
both trust and faith across the board.”39

 At Aluminum Company of America Inc. (Alcoa), which introduced a 
“brother’s keeper” slogan in the workplace, all employees must submit safety 
improvement suggestions, and even the lowest-level workers can stop produc-
tion lines if they suspect a safety problem. The company’s chairman has made 
safety a top priority as well. Have these efforts paid off? Most assuredly. Alcoa 
improved its safety record by 25 percent in three years and estimates it saves 
$19,000 to $23,000 (in 2007 dollars) in workers’ compensation for each acci-
dent avoided.40 At a broader level, according to the Liberty Mutual Research 
Institute for safety, for every $1 invested in workplace safety, there is between 
a $3 and $6 savings.41
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  Loss Control 

 Management’s first duty is to formulate a safety policy. Its second duty is to 
implement and sustain this policy through a    loss-control program.    Such a pro-
gram has four components: a safety budget, safety records, management’s per-
sonal concern, and management’s good example.  44   
    To reduce the frequency of accidents, management must be willing to spend 
money and to budget for safety. Unfortunately, it sometimes takes a tragic 
 accident before this occurs. After a worker died in an industrial-size clothes 
dryer at Cintas Corp. in 2007, the company created an executive safety council 
and hired three outside safety advisers, including a former director of OSHA.  45    
    Detailed analysis of accident reports, as well as management’s personal 
concern (e.g., meeting with department heads over safety issues; onsite visits 
by top executives to discuss the need for safety, as practiced at Alcoa; and pub-
lication of the company’s accident record), keeps employees aware constantly 
of the need for safety. Understanding the economic losses your organization 
has sustained in the past is a good indication of the extent of safety problems. 
Identifying the problems is the first step toward developing training or other 
approaches to correcting them.  46   
     Study after study has shown the crucial role that management plays in ef-
fective safety programs.   47   Such concern is manifest in a number of ways: ap-
pointment of a high-level safety officer, rewards to supervisors on the basis of 
their subordinates’ safety records, and comparison of safety results against pre-
set objectives. Evidence indicates that employees who perceive their organiza-
tions as supporting safety initiatives and those who have high-quality 
relationships with their leaders are more likely to feel free to raise safety-related 
concerns. Such safety-related communication, in turn, is related to safety com-
mitment, and, ultimately, to the frequency of accidents.  48   
    Management’s good example completes a loss-control program. If hard hats 
are required at a particular operation, then executives should wear hard hats 
even if they are in business suits. If employees see executives disregarding 
safety rules or treating hazardous situations lightly by not conforming with 
regulations, they will feel that they, too, have the right to violate the rules. In 
short, organizations show their concern for loss control by establishing a clear 
safety policy and by assuming the responsibility for its implementation.   

Figure 15–2
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 The Role of the Safety Committee 

 Representation of employees, managers, and safety specialists on the safety 
committee and frequent meetings of the committee (especially for highly haz-
ardous work environments) can lead to a much higher commitment to safety 
than might otherwise be the case.  49   Indeed, merely establishing the committee 
indicates management’s concern. Beyond that, however, the committee has im-
portant work to do:

�  Recommend (or critique) safety policies issued by top management.  
�  Develop in-house safety standards and ensure compliance with OSHA stan-

dards.  
�  Provide safety training for employees and supervisors.  
�  Conduct safety inspections.  
�  Continually promote the theme of job safety through the elimination of un-

safe conditions and unsafe behaviors.    

    As an example of recommendations that such a committee might make, 
consider some possible policies to reduce the incidence of    repetitive-motion 
injuries    (more broadly, musculoskeletal disorders, or MSDs). Such injuries af-
flict not only meatpackers and pianists but also telephone and computer opera-
tors and supermarket checkout clerks who repeatedly slide customers’ 
purchases over price scanners. 

COMPANY EXAMPLE AETNA LIFE & CASUALTY, GROCERY STORES, AND 3M
Aetna Life & Casualty Co. installed ergonomically designed chairs with lower-
back supports, adjustable seats, and armrests.50 Grocery stores rotate checkout 
clerks who use scanners. At 3M, when workers complained about discomfort on 
a packaging line, an ergonomics team analyzed the entire process. The workers 
were packing an epoxy product that included two different size pails, gloves, 
and a stir stick. The team’s solution was to go to a separate sealed pouch, elimi-
nating the need for the pails and stir stick. Getting rid of the pails decreased the 
need for warehouse space and cut costs because the plastic pouches were 
cheaper. It also decreased reaching motions by the workers, made the product 
easier for the customer to use, and saved $330,000 per year (in 2007 dollars).
 These two approaches, modifying equipment and analyzing the way work 
is done, are the two most common preventive actions by employers. Best prac-
tices also include upper-management support, employee participation, an early 
reporting system, and proactive evaluation of hazards.51 With ergonomics inju-
ries accounting for as much as 40 percent of workers’ compensation costs, that’s 
smart business.52

Best Practices 
in Reducing 
Repetitive-Stress 
Injuries

   Safety Rules 

 Safety rules are important refinements of the general safety policies issued by 
top management. To be effective, they should make clear the consequences of 
not following the rules, for example, progressive discipline. Evidence indicates, 
unfortunately, that in many cases the rules are not obeyed. Take protective 
equipment, for example. 
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    OSHA standards require that employers  furnish  and employees  use  suitable 
protective equipment (e.g., hard hats, goggles, face shields, earplugs, respira-
tors) where there is a “reasonable probability” that injuries can be prevented by 
such equipment. Companies often find that it is in their own best interests to do 
so as well. A five-year study of 36,000 Home Depot Inc. employees found that 
back-support devices reduced low-back injuries by about a third. The study 
compared the incidence of such injuries before and after the company made 
corsets mandatory for all store employees.  53   
    As the following account shows, however, “You can lead a horse to water, but 
you can’t make it drink.”  54   Over an 18-month period, 11 fatal accidents among 
construction workers on the Las Vegas Strip prompted a strike by 6,000 workers 
and investigations by various authorities. The workers involved were crushed 
under concrete, severed by heavy machinery, or plummeted to their deaths at a 
number of different work sites. In one incident, for example, a man working on a 
high-rise building without an attached harness fell to his death. Experts agree that 
the man should have been wearing a harness, but they also note that the employer 
should have provided safety netting to break his fall. Some attribute the accidents 
to an emphasis on speed over safety, but they also note that mistakes are more 
likely to happen if supervisors fail to enforce or encourage safety practices. 
    It is possible that rules are not being obeyed because they are not being 
enforced. But it is also possible that they are not being obeyed because of flaws 
in employee-selection practices, because of inadequate training, or because 
there is simply no incentive for doing so.   

 Employee Selection 

 To the extent that keen vision, dexterity, hearing, balance, and other physical 
or psychological characteristics make a critical difference between success 
and failure on a job, they should be used to screen applicants. However, 
there are two other factors that also relate strongly to accident rates among 
workers:  age  and  length  of  service.   55   Regardless of length of service, the 
younger the employee, the higher the accident rate. In fact, accident rates are 
substantially higher during the first month of employment than in all subse-
quent time periods, regardless of age. And when workers of the same age are 
studied, accident rates decrease as length of service increases. One large-
scale study found that workers over age 55 are a third less likely than their 
younger colleagues to be injured at work seriously enough to lose work 
time.  56   This is true in industries as diverse as mining, retail trade, transpor-
tation, public utilities, and services. On the other hand, longitudinal research 
with firefighters found that when older workers are injured, they take longer 
to recover than do younger workers.  57   The lesson for managers is clear:  New 
worker equals high risk!    

 Training for Employees and Supervisors 

  Accidents often occur because workers lack one vital tool to protect themselves: 
information.   58   Consider the following data collected by the Bureau of Labor 
Statistics: 

�  Nearly one out of every five workers injured while operating power saws 
received no safety training on the equipment.  
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�  Of 724 workers hurt while using scaffolds, 27 percent had received no infor-
mation on safety requirements for installing the kind of scaffold on which 
they were injured.  

�  Of 554 workers hurt while servicing equipment, 61 percent were not told 
about lockout procedures that prevent the equipment from being turned on 
inadvertently while it is being serviced.    

    In general, research indicates that safety training should focus on four general 
areas: using personal protective equipment, engaging in work practices to reduce 
risk, communicating health and safety information, and exercising employee 
rights and responsibilities.  59   Non-English-speaking workers who do not compre-
hend training information, however, are unable to apply lessons they have not 
learned. To begin to address this issue, OSHA makes health-and-safety material 
available in multiple languages at www.oshacampus.com, which also includes 
access to a 30-hour online multilingual training course on construction safety.  60   
    On the other hand, evidence indicates that training by itself is not the answer. 
Rather, employers need to pay more attention to the design of jobs—specifically, 
to reduce employees’ exposure to physical hazards and heavy workloads and to 
increase autonomy and task variety. Supervisors also need to learn about and 
look for signs of substance abuse on the job because it relates strongly to the inci-
dence of work injuries. Evidence indicates that these three factors—employee 
training, job design, and employer monitoring—can contribute to safer work-
places.  61   So also can “right-to-know” rules, which affect workers exposed to high 
levels of chemicals or other possible causes of disease. 
    The notification rules come under OSHA’s hazard-communication stan-
dard, also known as the Right-to-Know Law.  62   It is designed to ensure that 
information about workplace hazards and protective measures is made avail-
able to employees, and it requires every workplace in the United States to iden-
tify and list hazardous chemicals being used (“from bleach to bowl cleaner”).  63   
The Right-to-Know Law requires all chemical manufacturers and importers to 
make available to their customers a material safety data sheet (MSDS) for prod-
ucts containing hazardous chemicals. Employers that use such products, in 
turn, must make the information available to  employees. 
    MSDSs inform employees of the ingredients and hazards of dangerous ma-
terials, safe handling, use and storage, and first-aid steps to take in the event of 
exposure.  64   The availability of such information in today’s workplaces makes it 
less likely that situations such as the following will occur. 

THE CHEMICAL INDUSTRY

Cathy Zimmerman, a 26-year-old lab technician at Hercules Inc. in Wilmington, 
Delaware, was pouring chemicals last year when she noticed that the bottles 
were labeled “mutagen” and “teratogen.” She went to her dictionary, which said 
that a mutagen can alter chromosomes and a teratogen can cause malformations 
in fetuses. “I said, ‘Oh, my God!’” she recalls. “When I saw that, I talked to my 
boss and told him I was scared. I didn’t want to take a chance.” Right-to-know 
rules had not yet taken effect.
 Zimmerman, who is expecting her first child, has since been transferred to 
Hercules’ flavoring division, where she works with less hazardous materials. 
But she hopes that a new right-to-know training program required by OSHA Right-to-Know Rules

COMPANY EXAMPLE
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    Lack of information and training is unfortunate, but a problem that is just as 
serious occurs when safety practices that are taught in training are not reinforced 
on the job. Regular feedback and incentives for compliance are essential.   

 Feedback and Incentives 

 Previous chapters have underscored the positive impact on the motivation of em-
ployees when they are given feedback and incentives to improve productivity. 
The same principles can also be used to improve safe behavior.  66   Thus, in one 
study of a wholesale bakery that was experiencing a sharp increase in work acci-
dents, researchers developed a detailed coding sheet for observing safe and unsafe 
behaviors. Observers then used the sheets to record systematically both safe and 
unsafe employee behaviors over a 25-week period before, during, and after a 
safety-training program. Slides were used to illustrate both safe and unsafe behav-
iors. Trainees were also shown data on the percentage of safe behaviors in their 
departments, and a goal of 90 percent safe behaviors was established. Following 
all of this, the actual percentage of safe behaviors was posted in each depart-
ment. Supervisors were trained to use positive reinforcement (praise) when they 

will prevent such surprises in the future. “With right-to-know, we’d have gone 
over it first, before it came into the lab,” she says. “We didn’t have that before.”
 Some employees are alarmed to discover that they have been working with 
certain hazardous chemicals. Others are overwhelmed by the detailed labeling, 
which they say makes it even harder to distinguish really dangerous materials. 
Meanwhile some businesses claim that fearful workers are demanding unnec-
essary and costly changes. At the same time, however, OSHA defends the mea-
sure, arguing that heightened awareness, and even anxiety, will help reduce 
work-related accidents. As one spokesperson for OSHA commented, “I’d rather 
be anxious and alive than calm and dead.”65

“Right-to-Know” rules 
 inform employees about 
workplace hazards 
as well as protective 
 measures to ensure their 
safety.
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INTERNATIONAL APPLICATION
Health and Safety—The Response by Governments and 

Multinational Firms in Less-Developed Countries

In 1984, 45 tons of lethal gas leaked from the 
Union Carbide (India) Ltd. pesticide plant in 
the central Indian city of Bhopal, killing more 
than 3,800 people (20,000 by 2008) and dis-
abling more than 20,000 in history’s worst in-
dustrial disaster. Subsequently, the Indian 
Supreme Court ordered Union Carbide 
to pay $470 million in damages to vic-
tims of the disaster (although dissatis-
fied survivors could still file claims 
in the United States as well);70 and an 
Indian judge ordered the seizure of all 
of Carbide’s Indian assets as part of con-
tinuing criminal proceedings against the 
company.71

 These events produced important conse-
quences. U.S. multinational firms found out 
that liability for any Bhopal-like disaster could 
be decided in U.S. courts under the Alien Torts 
Claims Act. Such claims have led to endless 
litigation.72 Successor firms also may incur le-
gal liabilities and political pressure. Dow 
Chemical bought Union Carbide in 2001, but as 
of 2008 protesters in India were pushing Dow 
to remove toxic waste from Bhopal, to provide 
clean water to area residents, and pressuring 
their government to take legal action against 
Dow. Large Dow Chemical shareholders in the 
U.S. want the company to disclose fully its po-
tential liabilities related to Bhopal. This, more 
than pressure from governments of developing 
countries, has forced companies to tighten safety 
procedures, upgrade plants, supervise mainte-
nance more closely, and educate workers and 
communities in their far-flung empires.73

 In Mexico, a gas explosion at Pemex, the 
state-owned oil monopoly, killed at least 500 
people and wounded thousands of others at 
about the same time as the Bhopal disaster. One 
year later, little had been done to improve the 
conditions that caused the explosion. After 
years of neglect and rampant pollution at Pemex 

facilities, the government was loath to clamp 
down because that would focus attention on the 
main culprit: the Mexican government itself.74

 Neither the Bhopal nor the Pemex incident 
had any noticeable effect on multinational in-

vestment in Mexico. In fact, all the devel-
oping countries in one survey seem to 

rely on the multinationals, rather than 
on draconian new regulations, to pre-
vent a repeat of Bhopal. This is true in 
South Korea, China, Taiwan, Egypt, 

and Thailand, for example. In Thailand, 
a fire at a toy factory killed more than 

240 workers. There were no fire escapes, 
fire alarms, sprinkler systems, or other safety 
 features. Experts say such negligence is com-
mon throughout the region, where labor 
unions are weak, there is lax enforcement of 
labor laws, and corruption is often endemic.75

As these few examples make clear, in many of 
the less-developed countries around the world, 
foreign investment is a political and economic 
issue, not a safety issue.
 This may be changing. The rapid globaliza-
tion of business now links manufacturers, inves-
tors, and consumers everywhere. Increasingly, 
consumers can see how their shirts and sneakers 
actually are made, peering into Indonesian fac-
tories and Honduran sweatshops. Under pres-
sure from U.S. consumer and labor groups, firms 
such as Nike, Kmart, and Wal-Mart announced 
new codes for overseas contract labor. By 2011, 
for example, Nike aims to eliminate excessive 
overtime for the more than 800,000 workers em-
ployed in its more than 700 contract factories 
around the world, to implement safety training, 
and to educate workers about their rights to free-
dom of association in key contract factories.76 If 
consumers refuse to buy goods produced under 
sweatshop conditions, then economic pressure 
may force firms to become as much trendsetters 
in labor as they are in fashion.
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observed safe behaviors. In comparison to departments that received no training, 
workers in the trained departments averaged almost 24 percent more safe behav-
iors. Not only did employees react favorably to the program, but the company was 
able to maintain it. One year prior to the program, the number of lost-time injuries 
per million hours worked was 53.8. Even in highly hazardous industries, this 
figure rarely exceeds 35. One year after the program, it was less than 10.  67   
    Newport News Shipbuilding and Dry Dock Co. cut its injury rate in half by 
using a similar behavioral approach to safety management. The company’s 
bottom-up approach empowers employees to correct others’ unsafe behavior 
and take it upon themselves to fix unsafe things they observe.  68   The results of 
these studies suggest that training, goal setting, and feedback provide useful 
alternatives to disciplinary sanctions to encourage compliance with the rules. 
As one safety consultant noted: “It’s better to recognize a guy for success than 
to beat him up for failure.”  69   
    As we have seen, in the United States there is considerable pressure to 
improve plant safety. We consider the situation in other countries on p. 602.     

 HEALTH HAZARDS AT WORK   

 The Need for Safeguards 

 The National Institute of Occupational Safety and Health has identified more than 
15,000 toxic substances, of which some 500 might require regulation as carcino-
gens (cancer-causing substances). The list of harmful chemical, physical, and bio-
logical hazards is a long one. It includes carbon monoxide, vinyl chloride, dusts, 
particulates, gases and vapors, radiation, excessive noise and vibration, and ex-
treme temperatures. When present in high concentrations, these agents can lead 
to respiratory, kidney, liver, skin, neurological, and other disorders. Scary, isn’t it? 
    There have been some well-publicized lawsuits against employers for caus-
ing occupational illnesses as a result of lack of proper safeguards or technical 
controls.  77   The U.S. Supreme Court has ruled that the states can prosecute com-
pany officials under criminal statutes for endangering the health of employees, 
even if such hazards are also regulated by OSHA.  78   Nevertheless, some of the 
criticism against employers is not fair. To prove negligence, it must be shown 
that management  knew  of the connection between exposure to the hazards and 
negative health consequences and that management  chose  to do nothing to re-
duce worker exposure. Yet few such connections were made until recent years. 
Even now, alternative explanations for the causes of disease or illness cannot 
be ruled out in many cases.  79   This has led to ethical dilemmas such as the 
chemical-testing discussion in the box below. 
    The primary emphasis to date has been on installing engineering controls that 
 prevent  exposure to harmful substances, for example, by installing improved ven-
tilation systems.  80   Thus, after OSHA established or toughened workplace expo-
sure limits for 376 toxic chemicals, compliance cost employers $1.5 billion a year 
(in 2007 dollars). While this figure might sound steep, consider that an estimated 
$60 billion (in 2007 dollars) is spent annually just to treat preventable cancer. The 
benefits? According to OSHA, the new limits should save nearly 700 lives a year 
and reduce work-related illnesses, such as cancer, liver and kidney impairments, 
and respiratory and cardiovascular illnesses by about 55,000 cases a year.  81   But is 
cost–benefit analysis appropriate when lives are literally at stake? 
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    The Supreme Court recognized this problem in its 1981 “cotton dust” deci-
sion. It held that OSHA need not balance the costs of implementing standards 
against the benefits expected. OSHA has to show only that it is  economically 
feasible  to implement the standards. The decision held that Congress had 
 already decided the balance between costs and benefits in favor of the worker 
when it passed the law.  83   On one issue all parties agree: The nature of cancer 
itself makes it virtually impossible for workers to protect themselves from ex-
posure to cancer-causing substances. In recent years, another killer has entered 
the workplace. While its origins lie outside the workplace, businesses cannot 
ignore either its costs or its consequences. That killer is AIDS.   

 AIDS and Business 

 AIDS (acquired immune deficiency syndrome) is a medical time bomb. With 
about 56,500 newly diagnosed cases of HIV/AIDS each year (for an estimated 
total of more than 1 million living with the disease), employers are having to 
deal with increasing numbers of AIDS victims in the workplace. Unlike other 
life-threatening illnesses, such as Alzheimer’s or heart disease, the vast majority 
of those dying from AIDS are of working age—between 25 and 44. It’s a bottom-
line business issue.  84   Consider these facts and prognoses about the disease: 

�  As of 2007, more than 33 million people worldwide were estimated to be 
infected with HIV. Worse yet, 95 percent of those infected with HIV may not 
know that they have it—and could spread the virus unknowingly. Yet AIDS, 
a killer, can itself be killed through education and the adoption of safe 
behaviors.  85    

�  With no cure in sight for at least 20 years, the Health Insurance Association 
of America estimates that the HIV/AIDS medical bill may be as much as $11 
billion a year. By 2007, the disease had already killed 25 million people 
worldwide, and it is estimated that by 2010 there will be 25 million chil-
dren orphaned by it.  86    

�  The cost of treating an AIDS patient from diagnosis to death is about 
$120,000. This figure will escalate over time as people with AIDS live 
longer—largely due to better drugs to fight the disease and the growing 
availability of AIDS-related health care. While the death rate from HIV/AIDS 

ETHICAL DILEMMA
To Wait or Not to Wait for Chemical Testing?

According to experts, there are 100,000 
commercial chemicals in use in the 
United States. Of that number, perhaps 
500—certainly fewer than 1,000— 
have ever really been studied. Your 
business has the opportunity to intro-
duce a cutting-edge semiconductor 
chip, but you know that the list of 
chemical dangers associated with making 

such chips is alarmingly long. Do you wait 
for years of chemical testing before you 

begin to manufacture the chip? Or do 
you move forward now? While not 
waiting might seem reasonable from a 
business perspective, it is also danger-

ous, some might say frightening, from 
a public-health perspective.82 What do 

you do?
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has dropped by about half as a result of the combination drug, or “cocktail” 
therapy, the average time period from infection with HIV to the develop-
ment of AIDS is 8 to 11 years.  87   The cost of treating AIDS is higher than the 
average cost of treating leukemia, cancer of the digestive system, a heart at-
tack, or paraplegia from an auto crash.  

�  The cumulative costs of long-term disability payments to people with AIDS 
are expected to exceed $2 billion.  

�  Direct costs to companies will escalate in three ways: through (1) increased 
medical premiums to cover their employees with AIDS, (2) increased medi-
cal premiums to cover AIDS victims without insurance, and (3) an increased 
Medicaid burden.  

�  Indirect costs will also affect the bottom line in at least three ways: (1) Lost 
work time of AIDS patients is dramatic. Because the Americans with Dis-
abilities Act protects the jobs held by AIDS-affected persons (as well as job 
applicants who have the disease), others have to do their work while they 
are out, and they may be less productive. (2) Productivity may suffer if 
coworkers refuse to work with an HIV-infected employee. (3) Recruitment 
costs will increase to the extent that HIV-infected employees can no longer 
work and to the extent that those employees (or coworkers who quit rather 
than work with an HIV-infected employee) must be replaced.    

    Progressive firms are taking action. Thus, the Global Business Coalition on 
HIV/AIDS is an alliance of 150 companies doing business in 138 countries dedi-
cated to combating the epidemic. Based in New York City, it includes such well-
known names as Coca-Cola, FedEx, DaimlerChrysler, Microsoft, Viacom, and 
Unilever, just to name a few.  88   In terms of specific actions, Volkswagen estab-
lished an AIDS-care program in Brazil that installed condom machines in com-
pany bathrooms and provided HIV-positive workers with medical care. Four years 
later the company found that hospitalizations were down 90 percent and HIV 
costs were down 40 percent.  89   Here’s how Coca-Cola Africa is tackling the issue.     

COMPANY EXAMPLECOCA-COLA AFRICA

Coca-Cola Africa and its 40 bottling partners have been doing business on the 
continent since 1928. In 2000 the company launched its HIV/AIDS prevention 
and treatment programs for its employees and their families, and in 2002 it 
expanded the program to include its 44 independent bottling partners as well. 
By 2006 more than 60,000 members of the Coca-Cola system and their depen-
dents in 56 countries and territories were able to receive these benefits.
 Nearly 60 percent of Coke’s employees in Africa have gone through the 
training program, which includes information explaining what the HIV virus 
is, how it is transmitted, and how to prevent infection. The company reassures 
employees that they won’t lose their jobs if they test positive. Moreover, any 
employee, spouse, child, or dependent who steps up and says that they need 
treatment will get it, no matter where on the continent they live.
 Money is important, but it is just one aspect of battling AIDS. Understand-
ing how to get information and supplies out to remote parts of the continent is 
equally important. Fortunately, Coke’s well-oiled distribution network means 
its trucks can deliver condoms to villages and communities that might other-
wise have to go without.90

Out in Front in the 
Fight against AIDS
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 EMPLOYEE ASSISTANCE PROGRAMS  

 Another (brighter) side of the employee health issue is reflected in    employee 
assistance programs    (EAPs). Such programs represent an expansion of tradi-
tional work in occupational alcoholism-treatment programs. From a handful of 
programs begun in the 1940s (led by DuPont), today 87 percent of companies 
with more than 1,000 employees, and 51 percent of companies with fewer than 
100 employees, offer EAPs.  91   In 1993 there were 27 million individuals en-
rolled in EAPs; by 2002 there were 80 million, a 194 percent increase in nine 
years.  92   
    By its very title, “employee assistance program” signals a change both in 
application and in technique from the traditional occupational alcoholism-
treatment program. Modern EAPs are comprehensive management tools that 
address behavioral risks in the workplace by extending professional counseling 
and medical services to all “troubled” employees.  93   A    troubled employee    is an 
individual who is confronted by unresolved personal or work-related prob-
lems. Such problems run the gamut from alcoholism, drug abuse, and high 
stress to marital, family, and financial problems. While some of these may orig-
inate outside the work context, they most certainly will have spillover effects 
to the work context.  

 Do Employee Assistance Programs Work? 

 At the outset it is important to distinguish in-house or worksite programs from 
out-of-house or network programs. Worksite programs are onsite and hire their 
own professionals to work in the program. Network programs are separate EAP 
service providers that are not affiliated with a company, and they may have 
multiple locations to make it easy for clients to access. As such they are espe-
cially convenient to small employers who do not have the resources to provide 
internal services. On the other hand, a comparison of the two models found 
that worksite EAPs received 500 percent more referrals from supervisors and 
300 percent more employee cases. Perhaps this is because most employees do 
not seek assistance on their own. They get help only when referred by their 
supervisors.  94   
    A large-scale review of the cost effectiveness of EAPs concluded: “There is 
no published evidence that EAPs are harmful to corporate economies or to in-
dividual employees. . . . All of the published studies indicate that EAPs are 
cost effective.”  95   By offering assistance to troubled employees, the companies 
promote positive employee-relations climates; contribute to their employees’ 
well-being; and enhance their ability to function productively at work, at home, 
and in the community.  96   
    From a business perspective, well-run programs seem to pay off hand-
somely. In well-run programs, management at various levels expresses support 
for the program; educates employees about the program and provides neces-
sary training on its use; makes the program accessible to employees; and en-
sures that it operates in a confidential, credible, and neutral manner.  97   Here are 
two examples of well-run programs. 
    General Motors Corp., whose EAP counsels more than 6,500 employees 
with alcohol problems each year, reports a 65 to 75 percent success rate and 
estimates that it gains $3 for every $1 spent on care. In addition, blue-collar 
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workers who resolve their alcohol and drug-abuse problems through an EAP 
file only half as many grievances as they did before treatment. With respect to 
referrals for substance abuse and other problems, ChevronTexaco determined 
that its  annual  savings from referrals to the EAP were approximately $10 mil-
lion. In addition, employees treated for substance abuse had no more on- or 
off-the-job lost-time accidents than the broader employee population.  98   
    On the other hand, not all programs are equally effective.  Beware of making 
strong statements about a program’s impact at least until repeated evaluations 
have demonstrated the same findings for different groups of employees.   99   It is 
also important to emphasize that findings do not generalize across studies un-
less the EAP is implemented in the same way. For example, as we noted earlier, 
in some companies counselors are available onsite. In others, it is only possible 
to access an EAP counselor through a toll-free telephone number. Evidence in-
dicates that when counselors are available onsite, as opposed to being accessi-
ble through a toll-free number, the programs are more effective.  100     

 How Employee Assistance Programs Work 

 There are five steps involved in starting an EAP:  101   

   1.    Develop a written statement  that confirms the company’s desire to offer 
help to employees with behavioral or medical problems, and emphasize 
that such help will be offered on a personal and confidential basis.  

   2.    Teach managers, supervisors, and union representatives what to do —and 
what not to do—when they confront the troubled employee and when 
they use the program to resolve job-performance problems. Both the 
 supervisor and the steward need to be trained to recognize that they are 
helping, not hurting, the employee by referring her or him to the EAP.  

   3.    Establish procedures for referral  of the troubled employee to an in-house 
or outside professional who can take the time to assess what is wrong and 
arrange for treatment.  

   4.    Establish a planned program of communications  to employees to an-
nounce (and periodically to remind them) that the service is available, 
that it is confidential, and that other employees are using it.  

   5.    Continually evaluate  the program in terms of its stated objectives.    

    EAP costs vary considerably, from a minimum of $9 per employee to as 
much as $83.  102   This is because programs are tailored to fit each organization, 
and organizations vary so much in terms of their cultures, work environments, 
and needs.   

 More on the Role of the Supervisor 

 In the traditional alcoholism-treatment program, the supervisor had to look 
for symptoms of alcoholism and then diagnose the problem. Under an EAP, 
however, the supervisor is responsible only for identifying declining work 
performance. If normal corrective measures do not work, the supervisor con-
fronts the employee with evidence of his or her poor performance and offers 
the EAP. Recognize, however, that classic warning signs, such as chronic tar-
diness and absenteeism, are not always evident at companies where some 
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employees telework or where workers may be geographically separated from 
their supervisors. Nevertheless, here are some recommendations on how to 
proceed:  103   

   1.   Once you suspect a problem, begin documenting instances in which job 
performance has fallen short. Absenteeism (leaving early, arriving late for 
work, taking more days off than allowed by policy), accidents, errors, a 
slackened commitment to completing tasks, and a rise in conflicts with 
other employees (due to changes in mood swings) may become evident.  

   2.   Having assembled the facts, set up a meeting. Keep the discussion focused 
on performance, and don’t try to make a diagnosis. Outline the employee’s 
shortcomings, insist on improvement, and then say, “I need to bring you 
to the medical department, something isn’t right here. . . . I’m taking you 
to the experts.”  

   3.   Often managers are scared of potential liability and scared to be wrong. 
They worry “Can the person sue me?” As long as the discussion focuses 
on declining job performance, legal experts say that a defamation claim is 
highly unlikely. Besides, confrontation without focusing on job perfor-
mance is usually ineffective anyway.    

    This approach leaves the diagnosis and treatment recommendations to 
trained counselors. Beware of making referral to an EAP  formal , as opposed to 
voluntary, where the employee self-refers. In extreme cases where a formal re-
ferral may be warranted, be sure that the employee has a job-performance prob-
lem in addition to appearing to be hostile, depressed, or suicidal. Recent case 
law shows that formal referrals have created burdens on employers under the 
Americans with Disabilities Act (ADA). The ADA protects individuals who ei-
ther have or are perceived to have a disability. Mandatory EAP referral suggests 
that the employer did indeed  perceive  that the employee has a disability. That 
could be problematic if the employer subsequently decides to take some ad-
verse action (such as termination) against the employee.  104   
    Now that we understand what EAPs are, their effects, and how they work, 
let us examine three of today’s most pressing workplace problems. These are 
alcoholism, drug abuse, and violence.   

 Alcoholism 

 Management’s concern over the issue is understandable, for alcohol misuse by 
employees is costly in terms of productivity, time lost from work, and treat-
ment. According to the National Institute on Alcohol Abuse and Alcoholism 
(NIAAA),    harmful patterns of drinking    are defined as drinking  too much, too 
fast  (more than 4 drinks in two hours for men, and more than 3 in two hours for 
women) or  too much, too often  (more than 14 drinks per week for men, and 
more than 7 for women).  105   How prevalent is alcoholism, and how costly is it? 
According to the NIAAA:  106   

�  About 16 percent of full-time employees have a serious drinking problem. 
This percentage has remained constant for the past 15 years. That’s 19.2 mil-
lion Americans.  107    

�  Annual deaths due to alcohol number about 105,000.  
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�  Of all hospitalized patients, about 25 percent have alcohol-related prob-
lems.  

�  Alcohol results in about 500 million lost workdays annually, and it is in-
volved in 40 percent of industrial fatalities and 47 percent of industrial ac-
cidents.  

�  Fully half of all auto fatalities involve alcohol.  
�  Hangover-related absenteeism and poor work performance cost U.S. em-

ployers $166 billion annually (in 2007 dollars), or $2,250 per working adult 
as a result of lower productivity, premature death, and accidents, crime, and 
law enforcement.  108      

    Alcoholism affects employees at every level, but it is costliest at the top. 
Experts estimate that it afflicts at least 10 percent of senior executives. As an 
example, consider an executive who makes $150,000 per year, is unproductive, 
and files large health claims. That cost is certainly far higher than a $15,000 
treatment program.  109   
    A study done for McDonnell Douglas Corp. (now part of Boeing) shows 
how expensive it is to ignore substance-abuse problems in the workplace. The 
company found that in the previous five years, each worker with an alcohol (or 
drug) problem was absent 113 more days than the average employee and filed 
$27,000 more in medical claims (in 2007 dollars). Their dependents also filed 
some $43,000 more in claims than the average family. Intervention works, as 
long as it includes ongoing case management and post-treatment monitoring.  110   
Recovered alcoholics frequently credit such programs with literally saving 
their lives. Companies win, too—by reclaiming employees whose gratitude and 
restored abilities can result in years of productive service.   

 Drug Abuse 

 Drug abuse is no less insidious. Of the 17.2 million illicit drug users ages 18 or 
older in 2005, 13 million (75 percent) were employed either full or part time.  111   
Drug abuse cuts across all job levels and types of organizations and, together 
with employee alcohol abuse, costs U.S. businesses $640 for every worker, re-
gardless if they are substance abusers.  112   
    Evidence clearly shows that drug abuse affects on-the-job behaviors.  113   
Here is a profile of the typical drug user in today’s workforce. He or she

�  Is late three times as often as fellow employees.  
�  Requests early dismissal or time off during work 2.2 times as often.  
�  Has three times as many absences of eight days or more.  
�  Uses three times the normal level of sick benefits.  
�  Is four times more likely to be involved in a workplace accident.  
�  Is five times as likely to file a workers’ compensation claim.  
�  Is one-third less productive than fellow workers.    

    A longitudinal study of 5,465 applicants for jobs with the U.S. Postal Ser-
vice found that after an average of 1.3 years of employment, employees who had 
tested positive for illicit drugs (typically about 5 percent) had an absenteeism 
rate 59.3 percent higher than employees who had tested negative. Those who 
had tested positive also had a 47 percent higher rate of involuntary turnover 
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than those who had tested negative. However, there was no relationship  between 
drug test results and measures of injury and accident occurrence.  114   At a national 
level, 80 percent of drug abusers steal from their employers to support their illegal 
drug use, and drug abuse is the third leading cause of workplace violence.  115   
    Remember, the ADA protects rehabilitated alcohol and drug abusers from dis-
crimination in employment. However, it also explicitly allows employers to hold 
alcoholic or drug-abusing employees to the same standards of performance and 
conduct that are set for other employees. Moreover, the 1st Circuit Court of 
Appeals recently ruled that an employee may not use evidence of his substandard 
job performance to demonstrate a disability that would require reasonable accom-
modation under the ADA.  116   As we have seen, rehabilitation under an EAP can be 
effective. From an employment perspective, however, the key issue is documented 
evidence of decreased job performance.   

 Violence at Work 

 What do Xerox, NASA, and the U.S. Postal Service have in common? They have 
employees who died violently while at work. In 2006, for example, 540 Americans 
died as a result of workplace violence, a rate that has declined by 50 percent 
since 1994.  117   It is important to emphasize, however, that a large majority of work-
place homicides do  not  involve murderous assaults between coworkers in an 
organization. Rather they occur in connection with robberies and related crimes.  118   
Those most at risk are taxi drivers, police officers, retail workers, people who 
work with money or valuables, and people who work alone or at night. 
    Violence disrupts productivity, causes untold damage to those exposed to 
the trauma, is related to workplace abuse of drugs or alcohol and absenteeism, 
and costs employers billions of dollars.  119   In a stressed-out, downsized busi-
ness environment, people are searching for someone to blame for their prob-
lems. With the loss of a job or other event the employee perceives as unfair, the 
employer may become the focus of a disgruntled individual’s fear and frustra-
tion. Under these circumstances, some form of    workplace aggression   —that is, 
efforts by individuals to harm others with whom they work, or have worked, or 
their organization itself—is likely.  120   
    What can organizations do? Amazingly, just 1 percent of American employ-
ers have a formal anti-violence policy. Among the other 99 percent, the key 
obstacle seems to be a widespread assumption that violence is more or less 
random—that there is no way to predict when a troubled worker will suddenly 
snap. Yet according to a former FBI agent, “People don’t suddenly ‘just go 
crazy.’ Workplace violence is one of the few types of violent behavior that fol-
lows a clear pattern.”  121   To be sure, fair treatment (procedural justice) on the 
job, adequate compensation, a climate of honesty by leaders, communicating a 
policy about counterproductive behavior, consistently punishing unacceptable 
behavior, and taking steps to reduce job stress can reduce the likelihood of 
workplace violence and aggression.  122   In addition, both employees and super-
visors should be alert to warning signs, such as:  123   

�   Verbal threats.  Take seriously remarks from an employee about what he or 
she may do. Experts say that individuals who make such statements usually 
have been mentally committed to the act for a long period of time. It may 
take very little provocation to trigger the violence.  
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�   Physical actions.  Employees who demonstrate threatening physical actions 
at work are dangerous. The employer, working with experts trained to as-
sess a possibly violent situation, needs to investigate and intervene. Failure 
to do so may be interpreted as permission to do further or more serious 
damage.  

�   Behaviors.  Watch for changes such as irritability and a short temper. Is the 
employee showing a low tolerance to work stress or frustrations?  124      

   Here are some additional preventive steps:  125   

�   Consult specialists —professionals in the area of facility security, violence 
assessment, EAP counseling, community support services, and local law 
enforcement—to formulate a plan for identifying, defusing, and recovering 
from a violent event.  

�   Create and communicate to all employees a written policy  that explains the 
organization’s position on intimidating, threatening, or violent behavior and 
establishes a procedure for investigating any potentially violent talk or action.  

�   Establish a crisis-management team  with the authority to make decisions 
quickly. This group should meet regularly to share information, evaluate 
problems, and develop plans for selecting intervention techniques and coor-
dinating follow-up activities, such as counseling for victims and dealing 
with the media.  

�   Offer training and employee orientation.  Train supervisors and managers in 
how to recognize aggressive behavior, identify the warning signs of violence, 
be effective communicators, and resolve conflict. (Untrained supervisors 
often escalate violent situations.) Orient all employees on facility security 
procedures and on how to recognize and report threats of violence in the 
workplace.  

�   Help employees adjust to change —for example, in the event of a downsiz-
ing, a merger, or an acquisition give employees advance notice to keep them 
informed about impending changes. Providing additional benefits, such as 

IMPACT OF SAFETY, HEALTH, AND EAPS ON PRODUCTIVITY, 

QUALITY OF WORK LIFE, AND THE BOTTOM LINE

We know that the technology is available to 
make workplaces safe and healthy for the 
 nation’s men and women. We also know 
that legislation can never substitute for 
managerial commitment to safe, 
healthy workplaces based on demon-
strated economic and social benefits. 
We noted earlier that the return on 
investment of  investments in job safety 
and health is typically 3:1, according to 
the Liberty Mutual Research Institute for Safety. 

Allan  McMillan, CEO of the National Safety 
Council, adds, “The CEOs who ‘get it’ recog-

nize that a corporate commitment to 
safety has its costs, but more impor-
tant, it pays  tremendous dividends in 
business and human capital.”126

On balance, commitment to job 
safety, health, and EAPs is a win-win 

situation for employees and their com-
panies. Productivity, quality of work life, 

and the bottom line all stand to gain.
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severance pay or EAP stress-management counseling, can help employees 
adjust to the change.  

�   Be aware of potential risks and respond appropriately.  Remarks such as “I’ll 
kill you” or “I’d like to put out a contract on him” should not be taken 
lightly. Experts say that in many cases an individual who becomes violent 
has given multiple clues of potentially violent behavior to a number of peo-
ple within the organization. However, these warnings were overlooked or 
dismissed. Be proactive; don’t assume the employee doesn’t mean it, be-
cause when employees feel powerless, there is a greater likelihood of vio-
lence. Report the incident to management for investigation.       

  CORPORATE HEALTH PROMOTION: 

THE CONCEPT OF “WELLNESS”  

 Consider these sobering facts about the U.S. population:

�  Employees with chronic diseases such as asthma, diabetes, and congestive 
heart failure, all of which can be managed, account for 60 percent of the 
typical employer’s total medical costs.  127    

�  Nearly two-thirds of U.S. adults are overweight or obese.  128   That costs com-
panies an estimated $45 billion per year in lost productivity due to absen-
teeism and weight-related chronic disease.  129   Common backaches alone 
account for about 25 percent of all workdays lost per year, for a total cost of 
$15 to $20 billion in lost productivity, disability payments, and lawsuits.  130   
For employees who miss time due to back problems, the median time away 
from the job is six to seven days.  131    

�  About 23 percent of the population still smoke. According to the 2006 Sur-
geon General’s report, smokers die, on average, 13 to 14 years before non-
smokers. About 440,000 Americans die of smoking-related diseases each 
year, and smoking-related diseases cost the nation $75 billion annually. The 
loss in productivity from smoking is estimated at $82 billion annually.  132    

�  29 percent have high blood pressure (one-third are unaware of it).  
�  80 percent don’t exercise regularly.  
�  50 percent don’t wear seatbelts.  133    

�  200,000 employees ages 45 to 65 are killed or disabled by heart disease each 
year, at a cost to business of $700 million.    

    Keep in mind that health plans do not promise good health. They simply 
pay for the cost of ill health and the associated rehabilitation. Because 8 of the 
10 leading causes of death are largely preventable, however, employers are 
beginning to look to health promotion and disease management as one way to 
reduce health-care spending.    Disease management    is a combination of strategies 
developed to reduce the costs of chronic conditions that require significant 
changes in behavior. Its goals are to reduce episodes of acute  illness, avoid 
repeated hospitalizations, and lower mortality risks. To do that, it is necessary 
to do three things well: (1) Identify the condition in its early stages, (2) provide 
appropriate levels of care (treatment matched to the severity of the problem), 
and (3) deliver intensive follow-up to reinforce compliance.  134   
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    Is it possible that health care costs can be tamed through on-the-job exer-
cise programs and health-promotion efforts? Apparently most U.S. employers 
think so, since 72 percent provide wellness resources and information, and 
58% offer wellness programs, according to a large-scale 2008 survey.  135   Do such 
programs work? In a moment we will consider that question, but first let’s 
define our terms and look at the overall concept. 
    The process of corporate health promotion begins by promoting health 
awareness, that is, knowledge of the present and future consequences of behav-
iors and lifestyles and the risks they may present. The objective of    wellness 
programs    is not to eliminate symptoms and disease; it is to help employees 
build lifestyles that will enable them to achieve their full physical and mental 
potential. Wellness programs differ from EAPs in that wellness focuses on pre-
vention, while EAPs focus on rehabilitation.    Health promotion    is a four-step 
process:  136   

   1.   Educating employees about health-risk factors—life habits or body charac-
teristics that may increase the chances of developing a serious illness. For 
heart disease (the leading cause of death), some of these risk factors are high 
blood pressure, cigarette smoking, high cholesterol levels, diabetes, a sed-
entary lifestyle, and obesity. Some factors, such as smoking, physical inac-
tivity, stress, and poor nutrition, are associated with many diseases.  137    

   2.   Identifying the health-risk factors that each employee faces.  
   3.   Helping employees eliminate or reduce these risks through healthier life-

styles and habits.  
   4.   Helping employees maintain their new, healthier lifestyles through self-

monitoring and evaluation. The central theme of health promotion is “No 
one takes better care of you than you do.”    

    To date, the most popular programs are smoking cessation, blood pressure 
control, cholesterol reduction, weight control and fitness, and stress manage-
ment. In well-designed programs, 40 to 50 percent of employees can be ex-
pected to participate; most tend to be over age 35.  138   However, it’s the 10 percent 
to 20 percent of high-risk employees who account for up to 80 percent of all 
claims that are the most difficult to reach.  139   Here is why it is important to try.  

 Linking Unhealthy Lifestyles to Health-Care Costs 

 A four-year study of 15,000 Ceridian Corporation employees showed dramatic 
relationships between employees’ health habits and insurance-claim costs. For 
example, people whose weekly exercise was equivalent to climbing fewer than 
five flights of stairs or walking less than half a mile spent 114 percent more on 
health claims than those who climbed at least 15 flights of stairs or walked 
1.5 miles weekly. Health-care costs for obese people were 11 percent higher 
than those for thin ones. And workers who routinely failed to use seat belts 
spent 54 percent more days in the hospital than those who usually buckled up. 
Finally, people who smoked an average of one or more packs of cigarettes a day 
had 118 percent higher medical expenses than nonsmokers.  140   Similar results 
were found in another longitudinal study that appeared at about the same 
time.  141   Rockford Products Corp., which makes metal parts used in items from 
Caterpillar earth movers to yo-yos, combed through 15 years of records and 
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found that 31 of 32 workers who had heart attacks or required major heart 
 surgery—including two who keeled over in the factory—were smokers.  142   
 Results like these may form the basis for incentive programs to (1) improve 
workers’ health habits and (2) reduce employees’ contributions to health insur-
ance costs or increase their benefits. Here’s what two companies are doing.  

COMPANY EXAMPLE JOHNSON & JOHNSON AND QUAKER OATS
At Johnson & Johnson, employees get $750 discounts (in 2007 dollars) on their 
insurance premiums if they agree to have their blood pressure, cholesterol, and 
body fat checked and if they fill out detailed health-risk questionnaires. Among 
the more than 150 questions: Do you drive within the speed limit? How often 
do you eat fried foods? Do you exercise regularly, and if not, why not?
 Workers found to be at high risk for health problems receive letters urging 
them to join a diet and exercise program. Those who refuse lose the $750 dis-
count. Before the discount was offered, only 40 percent of the company’s 35,000 
U.S. employees completed the health assessments. After offering the discount, 
more than 96 percent did.
 Quaker Oats Co. gives employees up to $225 credit (in 2007 dollars) in the 
company’s flexible-benefit program if they make a “healthy-lifestyle pledge.” 
The more promises they make, the more benefit credits they earn. Pledging to 
exercise aerobically three times a week is worth $30 in credit, as is a commit-
ment to wear seat belts. Drinking in moderation and refraining from smoking 
are worth $75 each (in 2007 dollars). The program runs on the honor system.143

Reaching 
“High-Risk” 
Employees

  Evaluation: Do Wellness Programs Work? 

 Wellness programs are especially difficult to evaluate, for at least six reasons:  144   

   1.   Health-related costs that actually decrease are hard to identify.  
   2.   Program sponsors use different methods to measure and report costs and 

benefits.  
   3.   Program effects may vary depending on  when  they are measured (imme-

diate versus lagged effects), and on  how long  they are measured.  
   4.   Potential biases exist as a result of self-selection and exclusion of drop-outs.  
   5.   Few studies use control groups.  
   6.   Data on effectiveness are limited in the choice of variables, estimation of 

the economic value of indirect costs and benefits, estimation of the timing 
and duration of program effects, and estimation of the present value of 
future benefits.    

   Although a growing number of studies report favorable cost–benefit results, it 
is difficult to evaluate and compare them because different authors use different 
assumptions in their estimates of wellness-intervention costs and dollar benefits, 
and small changes in assumptions can have large effects on the interpretation 
of results. Meta-analyses (that is, quantitative cumulations of research results 
across studies) and single studies that are based on very large sample sizes can 
deal with many of these methodological difficulties.  145   
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    The return on investment (ROI) for wellness programs has been reported 
anywhere from $1.81 (Unum Life) to $6.15 (MillerCoors) per dollar invested. 
In general, experts estimate that wellness programs can reduce a company’s 
annual health-care costs by 1 to 3 percent.  148   
    Peer-reviewed evaluations and meta-analyses show that ROI is achieved 
through improved worker health, reduced benefit expense, and enhanced pro-
ductivity.  149   A review of 72 articles concluded that health-promotion programs 
achieve an average ROI of $3.48 per $1 invested when considering health-care 
costs alone, $5.82 when considering absenteeism, and $4.30 when both are 
considered.  150   In a separate investigation, researchers conducted a 38-month 
case study of 23,000 participants in Citibank N.A.’s health-management pro-
gram. They reported that within a two-year period Citibank enjoyed an ROI of 
between $4.56 and $4.73. A follow-up study found improvements in the risk 
profiles of participants, with the high-risk group improving more than the 
“usual-care” group as a result of more intensive programs.  151   
    A later meta-analysis suggested that individualized risk reduction for 
high-risk employees within the context of a comprehensive health-promotion 
program is the critical element in achieving positive cost outcomes in work-
site interventions.  152   This takes time, and studies show that a positive 
 impact on medical costs generally requires three to five years of program 
participation.  153   
    Based on the research reviewed, it is clear that wellness programs can yield 
significant payoffs to organizations that adopt them. It also is clear, however, that 
the programs do not work under all circumstances and that the problems associ-
ated with assessing relative costs and benefits may be complex. At the very 
least, we need well-controlled, longitudinal studies to investigate program costs 

ETHICAL DILEMMA
Should Employees Be Punished for Unhealthy Lifestyles?146

Johnson & Johnson Health Management Inc., 
which sells wellness programs to companies, es-
timates that 15 to 25 percent of corporate health-
care costs stem from employees’ unhealthy 
lifestyle conditions. As a result, individu-
als may not be hired, might even be fired, 
and could wind up paying a monthly 
penalty based on their after-hours ac-
tivities. Here are some examples:

� Rockford Products imposes a $50 per 
month fee on employees who smoke, 
are obese, or suffer from hypertension.147

� Turner Broadcasting won’t hire smokers.

� Multi-Developers won’t hire anyone who en-
gages in what the company views as high-risk 
activities: skydiving, piloting a private air-
craft, mountain climbing, or  motorcycling.

Federal civil rights laws generally don’t 
protect against lifestyle discrimination
because smokers and skydivers aren’t 
named as protected classes. However, 
more than half of all states prohibit 

termination for various types of off-
duty conduct (e.g., use of tobacco prod-

ucts). Should employers be able to implement 
“lifestyle policies”?
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and benefits and the extent to which behavior changes are maintained over time. 
If wellness programs then apply these lessons, and if they are successful in 
attracting at-risk employees into the programs, then the programs will flourish, 
even in an era of limited resources.   

 Wellness Programs and the Americans with Disabilities Act 

 Employers violate the ADA if they  require  employees to submit to wellness 
initiatives, such as health-risk appraisals (questionnaires about one’s health 
history and current lifestyle) and assessments (physical and biomedical tests 
that screen for specific health conditions). This is because the act forbids em-
ployers from conducting mandatory medical exams once an employee is hired, 
unless the inquiry is “job-related and consistent with business necessity.” 
    Employers also must be careful when tying financial incentives or disincen-
tives (e.g., cash bonuses, lower health-insurance contributions) to test results. 
The employer can offer an incentive only upon verification that the employee 
went for the test. The incentive cannot be tied to the test results. Under the 
ADA, employers cannot discriminate in pay or benefits based on a legally pro-
tected disability. In addition, any test results from wellness screening must be 
kept confidential. 
    What types of wellness programs do not violate the ADA? Companies 
such as American Honda, AstraZeneca, and Cal-Neva Resort & Spa encourage 
employees to use health-monitoring kiosks in cafeterias and employee break 
rooms that measure users’ blood pressure, heart rate, and weight noninvasively. 
Using touch screens, employees answer questions about their lifestyles and 
health choices (e.g., level of exercise, smoking habits). Based on their answers, 
the computer generates a personalized health-risk appraisal that places users 
in government-defined health-risk categories. Use of the kiosks is completely 
up to the employee. In keeping with medical-information-privacy law, neither 
employers nor the vendor can access employee-specific information in the 
kiosks. Employers can get aggregate data, however, to see what employee 
populations are using the monitoring stations and what their health concerns 
are. Employers can then use those data to develop health programs to address 
issues that employees have identified.  154   By helping employees to take an 
interest in their future health, employers should ultimately be able to keep at 
least a loose lid on claims and major expenses.  

  SUBSTANCE ABUSE ON THE JOB PRODUCES TOUGH 
POLICY CHOICES FOR MANAGERS 

  In  EEOC v. Exxon USA Inc ., the 5th Circuit court ruled in favor of Exxon. An 
employer can justify a general safety requirement—applied to all employees in 
a given job classification—by showing that the requirement is job-related and 
consistent with business necessity. There was no further review by the Supreme 
Court. The ruling emphasized that, ordinarily, it is not the role of the courts to 
question or interfere with an employer’s business objectives. The practical im-
plications of this decision for employers are clear. A review of safety-related job 
qualifications under a simple standard of job-relatedness will allow employers 
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to exclude individuals with impairments based on considerations of safety, even 
if there is a possibility that the impairments are ADA disabilities. 
   Not all employers will adopt such a policy. In fact, given the amounts of 
time and money invested in employees, especially highly skilled knowledge 
workers, many firms try to rehabilitate those with substance-abuse problems. 
But how do firms get problem employees into rehabilitation programs? The 
most popular approaches are self-referral and referral by family, friends, or co-
workers. Among pilots who have gone through the airline industry’s alcohol-
rehabilitation program, in effect since 1973, 85 percent were initially turned in 
by family, friends, or coworkers. 
  According to the Air Line Pilots Association, one of the hallmarks of the 
industry’s program is a willingness of people to turn in an alcoholic pilot. That 
willingness, in turn, depends on knowing that the pilot can return to work. If 
people know that by turning in a pilot they will also be taking away his or her 
livelihood, they may not do it. 
  The key to returning to work, in the opinion of most professionals in the 
field of substance abuse, is follow-up, because substance abuse is a recurring 
disease.  155     
 Under United’s program, rehabilitated pilots are monitored for at least two 
years. During this time, the pilot is required to meet monthly with a committee 
comprising counselors and representatives of both union and management in a 
kind of group-therapy session with other recovering pilots. They may also be 
required to undergo periodic surprise alcohol or drug tests. United has never 
had an alcohol-related accident.
 Companies with the best success rates in rehabilitating employees with al-
cohol or drug problems have the most heavily structured follow-up programs. 
ChevronTexaco, Shell, DuPont, American Airlines, and others have demon-
strated that a 75 percent success rate is attainable, provided there are mecha-
nisms in place to monitor and reinforce the recovery process.

IMPLICATIONS FOR MANAGEMENT PRACTICE

In the coming years, we can expect to see three 
developments in occupational safety and health:

 1. Increased emphasis on prevention 
 programs— including multilingual 
 safety training, health promotion, 
and formal policies on counter-
productive behaviors that 
 involve substance abuse or 
 violence at work.

 2. Promotion of OSHA’s consulta-
tive role, particularly as small 
businesses recognize that this is a 

no-cost, no-penalty option available to 
them.

 3. Broadening of the target group for EAPs 
and wellness programs to include depen-
dents and retirees.

 The high costs of disabling injuries and 
occupational diseases, together with 
these three trends, suggest that the 
commitment of resources to enhance 
job safety and health makes good busi-

ness sense over and above  concerns for 
corporate social responsibility.
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      SUMMARY 

 Public policy regarding occupational safety and health has focused on state-
run workers’ compensation programs for job-related injuries and federally 
mandated preventive measures to enhance job safety and health. OSHA en-
forces the provisions of the 1970 Occupational Safety and Health Act, under 
which employers have a “general duty” to provide a place of employment “free 
from recognized hazards.” Employers also have the special duty to comply 
with all standards of safety and health established under the act. OSHA’s effec-
tiveness has been debated for decades, but it is important to note that work-
place accidents can result either from  unsafe work conditions  or from  unsafe 
work behaviors.  OSHA can affect only unsafe work conditions. There are no 
standards that govern potentially unsafe employee behaviors. 
  A major concern of employers today is with the possible health hazards as-
sociated with high-technology products, such as semiconductors, with diseases 
related to radiation or carcinogenic substances that may have long latency pe-
riods, and with HIV/AIDS. In response, OSHA has established or toughened 
workplace exposure limits for many carcinogenic substances. Management’s 
first duty in this area is to develop a safety and health policy. Management’s 
second duty is to establish controls that include a loss-control program, a safety 
committee, safety rules, careful selection of employees, extensive training, and 
feedback and incentives for maintaining a safe work environment. 
  Employee assistance programs represent a brighter side of the health issue. 
Such programs offer assistance to all “troubled” employees. Under an EAP, 
supervisors need be concerned only with identifying declining work perfor-
mance, not with involving themselves in employee problems. Treatment is left 
to professionals. Finally, health promotion, or “wellness,” programs differ from 
EAPs in that their primary focus is on prevention, not rehabilitation. Both EAPs 
and wellness programs hold considerable promise for improving productivity, 
quality of work life, and profits.   

  willful violation  

  indirect costs of accidents  

  externalities  

  engineering controls  

  management controls  

  loss-control program  

  repetitive-motion injuries  

  employee assistance program  

  troubled employee  

  harmful patterns of drinking  

  workplace aggression  

  disease management  

  wellness programs  

  health promotion  

  lifestyle discrimination     

 KEY TERMS  

 DISCUSSION QUESTIONS  

   15–1.   Should OSHA’s enforcement activities be expanded? Why or why not?  
   15–2.   What can firms do to encourage all employees to behave safely on the job?  
   15–3.   Discuss the relative effectiveness of engineering versus management controls to 

improve job safety and health.  
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 Case 15–1 

 APPLYING YOUR KNOWLEDGE   

 Skyline Machine Shop 

  Skyline Machine Shop is a medium-sized firm located in San Jose, California. It em-
ploys almost 1,000 workers when business is good. Skyline specializes in doing preci-
sion machining on a subcontract basis for several large aerospace companies. Skilled 
machinists are always in short supply, and therefore command high salaries and gener-
ous benefit packages. 
  Recently, one of the plant foremen, Len Fulkner, paid a visit to Skyline’s HR man-
ager, Jamie Trenton, to discuss a problem at work.      

   Fulkner:     You know, Jamie, I’ve been around the barn a time or two. I’ve seen all kinds 
of people-type problems over the years. But I guess maybe I’m over the hill—53 
is no spring chicken you know! The other day I ran into a situation like I’ve 
never seen before, and I need your help.  

   Trenton:     What happened Len?  
   Fulkner:     Well, last Thursday one of my best machinists, Harry Boecker, began acting 

really weird. He seemed to be in a daze, couldn’t seem to concentrate on the 
part he was milling, and began dropping tools and engineering drawings all 
over. At first I thought he’d been drinking. But I smelled his breath and 
couldn’t smell anything. When I asked him what was wrong, he mumbled 
something about “coke.”  

   Trenton:     What did you do?  
   Fulkner:     I called a taxi and sent him home for the rest of the day. I didn’t know what else 

to do, but I knew he was a danger to himself and to others, so I had to get him out 
of the plant. I hope I did the right thing. I’m really worried about the guy, Jamie. 
I’d hate to lose a good machinist like that, but I don’t know the first thing about 
drugs or how to handle workers who have been taking them. Can you help me?  

     The next day, Trenton had a meeting scheduled with the president of Skyline. She 
had been thinking for some time about recommending an employee assistance program 
(EAP) to the president, and her conversation with Fulkner convinced her that now was 
the appropriate time. Quite a few other firms in the San Jose area had instituted EAPs— 
seemingly with some success. However, Trenton knew that Skyline’s president was 
skeptical of “follow-the-leader” approaches to employee benefits.  

 Questions  

   1.   Did Len Fulkner handle the situation with Harry Boecker correctly? Why or why not?  
   2.   Prepare an outline of a cost–benefit analysis that Jamie Trenton could use in pre-

senting her EAP proposal to Skyline’s president. In particular, what categories of 
benefits might be quantifiable?  

   3.   If Trenton’s proposal is accepted, what key steps would you recommend to her in 
implementing a new EAP at Skyline Machine Shop?     

   15–4.   Explain how a disease-management program might be used to address  substance-
abuse problems.  

   15–5.   If the benefits of EAPs cannot be demonstrated to exceed their costs, should 
EAPs be discontinued?  

   15–6.   You observe a coworker threatening another employee. What should you do?  
   15–7.   Should organizations be willing to invest more money in employee wellness? 

Why or why not?     
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   C H A P T E R

   Questions This Chapter Will Help Managers Answer 

  1.  What factors should I consider in evaluating managers, employees, and 

customers from a different culture? 

  2.  What should be the components of expatriate recruitment, selection, 

orientation, and training strategies? 

  3.  How should an expatriate compensation package be structured? 

  4.  What kinds of career management issues should a manager consider before 

deciding to work for a foreign-owned firm in the United States? 

  5.  What special issues deserve attention in the repatriation of overseas 

employees?  

16 
 INTERNATIONAL DIMENSIONS 

OF HUMAN RESOURCE 

MANAGEMENT 



 WHAT’S IT LIKE TO BE A GLOBAL MANAGER?  *   

  My first day on the job is turning into a nightmare. I am about to meet with a 
promising young manager who has just botched a new assignment, and in just 
a few hours, I’m scheduled to make a strategy presentation to my new boss. But 
the phone won’t stop ringing, and I’m being deluged with e-mail. 
  It’s a good thing this isn’t really happening. I’m at a makeshift office in sub-
urban London taking part in a workplace-simulation exercise. It’s just like the 
one that hundreds of Motorola Inc. executives around the world will go through 
in the coming months as part of a wide-ranging effort at the company to iden-
tify and evaluate tomorrow’s top international managers. 
  Like many multinationals, Motorola is pressing to find talented leaders to 
run its increasingly complicated global business. As companies cross borders 
to make acquisitions and expand operations, the demand for employees with 
international management skills is growing exponentially. The consequences 
can be dire for firms that fail to build up a cadre of competent global managers. 
Poor decisions can lead to multibillion-dollar flubs, as products flop and mar-
keting campaigns go awry. 
  Motorola’s Internet-based test, developed with Aon Consulting Worldwide, 
can be administered remotely any place in the world. As Aon executives explained 
to me how the simulation would work, I imagined myself enduring several hours 
of awkward play-acting. In practice, the experience is startlingly lifelike. 
  My role is Chris Jefferson, regional manager in the finance unit of a ficti-
tious conglomerate, Globalcom. My laptop computer has been specially set up 
so that I can send and receive e-mail, look up information about my employer, 
and consult my calendar—where several meetings have already been sched-
uled. An Aon psychologist will play several roles, phoning me from an adja-
cent office and popping in at the end in the role of Jean Dubois, my boss. 
  As soon as I settle in to my windowless, brick-walled office, the telephone 
calls begin, and unexpected visitors arrive. Urgent tasks come so fast and furi-
ously that I quickly forget it is all a game. Several calls and e-mails concern a 
promising middle manager who has let several details of a critical new assign-
ment fall through the cracks. 
  Another Aon psychologist is playing the role of the manager, and he enters 
my office for our meeting. I try teasing out of him information about what’s go-
ing wrong. We talk for several minutes before a voice in the back of my brain 
reminds me that it’s all only make-believe. 
  The meeting is over and I have less than two hours to get my presentation 
ready. I hurry to prepare, scouring my computer for information about Global-
com. I find things like market research, news reports, results of an employee 
survey, and corporate press releases, but just like one of those bad dreams, I 
keep getting sidetracked by a steady stream of telephone calls. An irate cus-
tomer rails shrilly at me about poor service and threatens to bolt to the compe-
tition. E-mails, some of them demanding immediate attention, keep popping 
up on my computer screen. 

      Human Resource 
Management in 

Action 

*Source: Adapted from D. Woodruff. Distractions make global manager a difficult role. (2000, 
Nov. 21). The Wall Street Journal, pp. B1, B18. Reprinted by permission of The Wall Street Journal, 
© 2000 Dow Jones & Company, Inc. All rights reserved worldwide.
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 Increasingly, the world is becoming a “global village” as multinational invest-
ment continues to grow. All the HR management issues that we have discussed 
to this point are interrelated conceptually and operationally and are particu-
larly relevant in the international context: strategic workforce planning, recruit-
ment, selection, orientation, training and development, career management, 
compensation, and labor relations. In examining all these issues, as well as 
considering the special problems of repatriation (the process of reentering one’s 
native culture after being absent from it), this chapter thus provides a capstone 
to the book.    

   THE GLOBAL CORPORATION: A FACT OF MODERN 
ORGANIZATIONAL LIFE  

 The demise of communism, the fall of trade barriers, and the rise of networked 
information have unleashed a revolution in business. Market capitalism guides 
every major country on earth. Goods and services flow across borders more 
freely than ever; vast information networks instantly link nations, companies, 
and people; and foreign direct investment now totals at least US$9 trillion, 
with approximately 65 percent coming from and going to developed countries. 
The result—21st-century capitalism.  1   To begin to appreciate the magnitude 
of this trend, consider a snapshot of the 2008  Fortune  Global 500 (the largest 
500 firms in the world). Their aggregate revenues were $23.6 trillion, with profits 
of $1.6 trillion, and the top 50 alone employed almost 21 million of the world’s 
people.  2    

 Signs of Globalization 

 Globalization is the dominant driving force in the world economy, reshaping 
societies and politics as it changes lives. Moreover, an expanding high-tech, 
information-based economy increasingly defines globalization and shapes the 
business cycles within it. Much of the flow of capital, labor, services, and 
goods among Asia, America, and Europe are technology based. Without chips, 
screens, and software help from Asia, the U.S. economy would grind to a 
halt.  3   Many factors are driving change, but none is more important than the 
rise of Internet technologies.  4   The Internet, as it continues to develop, has 
certainly changed the ways that people live and work. Indeed, in some industries, 

  Challenges  

  1.   Can you identify any differences between managing domestically versus 
internationally?  

  2.   How accurate are such workplace simulations? In what form might results 
show up?  

  3.   Do simulations like Motorola’s “travel well”? That is, do you think they 
will work in different cultures?      
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such as music and e-commerce, it has completely revolutionized the rules of 
the game. 
    At the same time, mass collaboration through file-sharing, blogs, and social 
networking services is making leaps in creativity possible, and it is changing the 
way companies in a variety of industries do business.  5   Here are some examples.

�   Research and Development (R&D).  Procter & Gamble makes use of outside 
scientific networks to generate 35 percent of new products from outside the 
company, up from 20 percent three years ago. That has helped boost sales 
per R&D person by 40 percent.  

�   Software Development.  By coordinating their efforts online, programmers 
worldwide volunteer on more than 100,000 open-source projects, such as 
Linux, thereby challenging traditional software.  

�   Telecommunications.  More than 41 million people use Skype software to 
share computer-processing power and bandwidth, allowing them to call 
each other for free over the Internet. That has cut revenues sharply at tradi-
tional telecom providers.  

�   Retail.  With 61 million active members, eBay has created a self-sustaining 
alternative to retail stores.    

   The Net gives everyone in the organization, at any level and in every func-
tional area, the ability to access a mind-boggling array of information—in-
stantaneously from anywhere. Instead of seeping out over months or years, 
ideas can be zapped around the globe in the blink of an eye. According to 
research firm IDC, by 2009 one quarter of the world’s workforce, or 850 million 
people, will use remote access and mobile technology to work on the go or at 
home.  6   Indeed, a global marketplace has been created by factors such as the 
following:

�  Global telecommunications enhanced by fiber optics, satellites, and com-
puter technology.  

�  E-commerce that makes firms global from the moment their Web sites are up 
and running, as customers from around the world log on.  

�  Giant multinational corporations such as AstraZeneca, Unilever, and Nestlé, 
which have begun to lose their national identities as they integrate and co-
ordinate product design, manufacturing, sales, and services on a worldwide 
basis. For example, IBM currently generates 65 percent of its sales outside 
the United States.  7    

�  Growing free trade among nations (e.g., the European Union; the North 
American Free Trade Agreement among Mexico, the United States, and 
 Canada; and the Association of Southeast Asian Nations).  

�  Financial markets are now open 24 hours a day around the world.  
�  Cost pressures (that prod firms to move where labor and other resources are 

cheapest), coupled with a search for new markets (as firms and consumers 
around the world seek foreign goods and services).  

�  The integration of cultures and values through international travel, as well 
as the spread of goods such as music, food, and clothing. In combination, 
these have led to common consumer demands around the world.  8    

�  The emergence of global standards and regulations for trade, commerce, 
finance, products, and services.  9        
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 The Backlash against Globalization 

 Open borders have allowed new ideas and technology to flow freely around the 
globe, accelerating productivity growth and allowing companies to be more 
competitive than they have been in decades. Yet there is a growing fear on the 
part of many people that globalization benefits big companies instead of aver-
age citizens. Several factors are driving this backlash:

�   Insecurity.  As companies restructure and adapt to market forces, they are 
churning their workforces.  10   Many operations are being sent overseas, as 
both blue- and white-collar workers watch their jobs migrate to India, the 
Philippines, Mexico, Canada, China, Ireland, and elsewhere.  11    

�   Mistrust.  Big, multilateral institutions such as the International Monetary 
Fund (IMF), the World Bank, and the World Trade Organization are losing 
their credibility. Their secret decisions made behind closed doors are not 
acceptable to citizens accustomed to transparent, democratic institutions.  

�   Managing global supply networks.  Boeing learned this the hard way as it 
sourced 70 percent of components for its new 787 Dreamliner aircraft. Man-
aging such an extended network of relationships requires more transpar-
ency, better communication, greater trust, and genuine reciprocity, as 
client-service-provider relationships shift from adversarial to collaborative, 
from procurement to partnership.  12    

�   Priorities.  Whether business likes it or not, the environment and also labor 
standards overseas are genuine issues with growing support among high-
tech workers, students, and the young in America. These are new issues on 
the global agenda, and they won’t go away.  13    

�   Technophobia.  The battle against genetically modified food is just one indi-
cator of the growing reaction against the high-tech world. In the United 
States, and especially in Europe, science and innovation are seen by many 
as threats, not solutions. Preservation of traditional, national values is most 
important.  14   Globalization is the enemy.    

    In the public eye, multinational corporations are synonymous with global-
ization. In all of their far-flung operations, therefore, they bear responsibility to 
be good corporate citizens, to preserve the environment, to uphold labor stan-
dards, to provide decent working conditions and competitive wages, to treat their 
employees fairly, and to contribute to the communities in which they operate. 
Some have done so admirably. Levi Strauss & Co. has ethical manufacturing stan-
dards for its overseas operations. Home Depot Inc. has adopted an eco-friendly 
lumber-supply program with the Rainforest Action Network. Starbucks is 
working with Conservation International to buy coffee from farmers preserving 
forests.  15   Actions like these make a strong case for continued globalization. 
    An estimated 70,000    multinational enterprises    (MNEs), with 690,000 affili-
ates, 75 million employees, and US$19 trillion in sales are currently operating 
in countries around the globe. By 2010 there are expected to be 90,000 MNEs, 
15 million subsidiaries, and $25 trillion (U.S. dollars) in sales.  16   Before proceed-
ing further, let’s define some terms that we will use throughout the chapter:

�  A    global corporation    is one that has become an “insider” in any market or 
nation where it operates and is thus competitive with domestic firms  operating 



 Chapter 16 International Dimensions of Human Resource Management 633

in local markets.  17   Unlike domestic firms, however, the global corporation 
has a global strategic perspective and claims its legitimacy from its effective 
use of assets to serve its far-flung customers.  

�  An    expatriate    or  foreign-service employee  is a generic term applied to any-
one working outside her or his home country with a planned return to that 
or a third country.  

�     Home country    is the expatriate’s country of residence.  
�     Host country    is the country in which the expatriate is working.  
�  A    third-country national    is an expatriate who has transferred to an addi-

tional country while working abroad. A German working for a U.S. firm in 
Spain is a third-country national.    

    Expatriates staff many, if not most, overseas operations of multinational 
firms, and the costs can be astronomical.   

 The Costs of Overseas Executives 

 One of the first lessons global corporations learn is that it is far cheaper to hire 
competent host-country nationals (if they are available) than to send their own 
executives overseas. Foreign-service employees typically cost at least twice the 
salary of a comparable domestic employee, and often many more times the sal-
ary of a local national employee in the assignment country (see  Table 16–1 ).  18   
An employee with a $75,000 to $100,000 base salary will cost his or her firm an 
average of $1 million during a three-year assignment.  19   While the exact number 
of U.S. expatriates is not known, the State Department estimates it at about 3.5 
to 4 million, and the number is growing.  20   
    Comparing prices on 200 items, including food, clothing, and housing, in 
144 cities, Mercer HR Consulting reported in its 2008 cost-of-living survey that 
the 10 most expensive cities in the world for expatriates were Moscow, Tokyo, 
London, Oslo, Seoul, Hong Kong, Copenhagen, Geneva, Zurich, and Milan.  21   
    Of course, costs fluctuate with international exchange rates relative to the 
U.S. dollar. In view of these high costs, firms are working hard to reduce these 
costs, for example, through the use of    efficient-purchaser indexes    for estab-
lished expatriates. Such indexes assume that a person is not completely new to 
a situation and has learned about some local brands and outlets and therefore 
pays prices that are lower than someone who is not familiar with the location.  22   
Firms also are working hard to reduce the failure rate among their expatriates, 
where failure is defined as a return home before the period of assignment is 
completed or as unmet business objectives. That rate is about 5 to 10 percent of 
expatriate assignments, but may be as high as 20 percent.  23   For companies, the 
costs of mistaken expatriation include the costs of initial recruitment, reloca-
tion expenses, premium compensation, repatriation costs (i.e., costs associated 
with resettling the expatriate), replacement costs, and the tangible costs of poor 
job performance. When an overseas assignment does not work out, it still costs 
a company, on average, twice the employee’s base salary. For employees, the 
costs are more personal: diminished self-esteem, impaired relationships, and 
interrupted careers.  24   
    Although the costs of expatriates are considerable, there are also compensat-
ing benefits to multinational firms. In particular, overseas postings allow man-
agers to develop international experience outside their home countries—the 



Table 16–1

SAMPLE PROJECTION FOR AN EXPATRIATE COMPENSATION PACKAGE

 Resource Cost Projection Summary 
 Doe, Jane 
 Projection Name:
 From 1/1/2007 To 12/31/2009

 Home Country: Host Country: AVG Cost
 Home State: Host State: N/A 
 Report Currency: US dollar Inflation Rate: 0

 12/31/2007 12/31/2008 12/31/2009 12/31/2010 Total

Base salary $100,000 $100,000 $100,000 0 $300,000

Total base payroll 100,000 100,000 100,000 0 300,000

Goods & service differential $ 60,000 $ 60,000 $ 60,000 0 $180,000

Housing differential 57,479 57,479 57,479 0 172,437

Total assignment allowances 
 (paid per period) $117,479 $117,479 $117,479 0 $352,437

Education allowance $ 10,000 $ 10,000 $ 10,000 0 $ 30,000

Assignee home leave 0 1,800 1,800 0 3,600

Family home leave 0 3,600 3,600 0 7,200

Property management cost 2,000 2,000 2,000 0 6,000

Tax preparation fees 3,000 3,000 3,000 0 9,000

Total other assignment allowances $ 15,000 $ 20,400 $ 20,400 0 $ 55,800

Storage: annual $ 3,000 $ 3,000 $ 3,000 0 $ 9,000

Airfares: moving in/moving out 2,790 0 2,790 0 5,580

Shipment: in/out 10,000 0 12,000 0 22,000

Temporary lodging: in/out 4,070 0 3,070 0 7,140

Temporary meals & incidentals: in/out 3,530 0 1,810 0 5,340

Destination services 5,000 0 0 0 5,000

Premove/househunting airfare 3,600 0 0 0 3,600

Premove/househunting lodging 1,008 0 0 0 1,008

Premove/househunting per diem 1,848 0 0 0 1,848

Lump sum relocation allowance: in/out 8,333 0 8,333 0 16,666

Language class allowance 5,000 0 0 0 5,000

Cultural orientation 3,900 0 0 0 3,900

Home auto loss reimbursement 3,000 0 0 0 3,000

Total relocation expenses $ 56,079 $ 3,000 $ 31,003 0 $ 89,082

  Net compensation $287,558 $240,879 $268,882 0 $797,319

Tax costs:

Host-country tax cost $ 57,299 $ 75,142 $ 65,149 $ 8,254 $203,844

Home-country tax cost 13,034 14,306 15,686 9,942 52,969

Hypothetical tax* (20,738) (20,738) (20,738) 0 (62,214)

Total excess tax costs $ 48,595 $ 68,710 $ 60,099 $16,195 $194,598

  Total assignment costs
  including salary $337,153 $309,589 $328,981 $16,195 $991,917

Source: Provided By Carolyn Gould, Principal, PricewaterhouseCoopers LLP. Used with permission.

*Hypothetical tax is the tax that the expatriate would pay if he or she never left home.
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kind of experience needed to compete successfully in the global economy that 
we now live in. 
    Nevertheless, it is senseless to send people abroad who do not know what 
they are doing overseas and cannot be effective in the foreign culture. More 
specifically, companies need to consider the impact of culture on international 
HR management. But what is culture?  Culture  refers to characteristic ways of 
doing things and behaving that people in a given country or region have evolved 
over time. It helps people to make sense of their part of the world and provides 
them with an identity.     

 THE ROLE OF CULTURAL UNDERSTANDING IN 

INTERNATIONAL MANAGEMENT PRACTICE  

 Managers who have no appreciation for cultural differences have a    local per-
spective.    They believe in the inherent superiority of their own group and cul-
ture, and they tend to look down on those considered “foreign.” Rather than 
accepting differences as legitimate, they view and measure alien cultures in 
terms of their own. 
    By contrast, managers with a    cosmopolitan perspective    are sensitive to cul-
tural differences, respect the distinctive practices of others, and make allow-
ances for such factors when communicating with representatives of different 
cultural groups. Recognizing that culture and behavior are relative, they are 
more tentative and less absolute in their interactions with others.  25   
    Such cultural understanding can minimize “culture shock” and allow man-
agers to be more effective with both employees and customers. The first step in 
this process is an increase in general awareness of differences across cultures, 
because such differences deeply affect human resource management practices.    

 HUMAN RESOURCE MANAGEMENT PRACTICES 

AS A CULTURAL VARIABLE  

 Particularly when business does not go well, Americans returning from over-
seas assignments tend to blame the local people, calling them irresponsible, 
unmotivated, or downright dishonest. Such judgments are pointless, for many 
of the problems are a matter of fundamental cultural differences that pro-
foundly affect how different people view the world and operate in business. 
This section presents a systematic framework of 10 broad classifications that 
will help managers assess any culture and examine its people systematically. It 
does not consider every aspect of culture, and by no means is it the only way to 
analyze culture. Rather, it is a useful beginning for cultural understanding. The 
framework is comprised of the following 10 factors:  26   

�  Sense of self and space.  
�  Dress and appearance.  
�  Food and feeding habits.  
�  Communication and language.  
�  Time and time consciousness.  
�  Relationships.  
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�  Values and norms.  
�  Beliefs and attitudes.  
�  Work motivation and practices.  
�  Mental processes and learning.     

 Sense of Self and Space 

 Self-identity may be manifested by a humble bearing in some places, by macho 
behavior in others. Some countries (e.g., the United States) may promote inde-
pendence and creativity, while others (e.g., Japan) emphasize group coopera-
tion and conformity. Americans have a sense of space that requires more 
distance between people, while Latins and Vietnamese prefer to get much 
closer. Each culture has its own unique ways of doing things.   

 Dress and Appearance 

 Dress includes outward garments as well as body decorations. Many cultures wear 
distinctive clothing—the Japanese kimono, the Indian turban, the Polynesian sa-
rong, the “organization-man or -woman” look of business, and uniforms that dis-
tinguish wearers from everybody else. Cosmetics are more popular and accepted 
in some cultures than in others, as is cologne or after-shave lotion for men.   

 Food and Feeding Habits 

 The manner in which food is selected, prepared, presented, and eaten often 
differs by culture. Most major cities have restaurants that specialize in the dis-
tinctive cuisine of various cultures—everything from Afghan to Zambian. Feed-
ing habits also differ, ranging from bare hands to chopsticks to full sets of 
cutlery. Subcultures exist as well, from the executive’s dining room, to the sol-
dier’s mess hall, to the worker’s hero or submarine sandwich, to the ladies’ tea 
room. Knowledge of food and eating habits often provides insights into cus-
toms and culture.   

 Communication and Language 

 The axiom “Words mean different things to different people” is especially true 
in cross-cultural communication. When an American says she is “tabling” a 
proposition, it is generally accepted that it will be put off. In England, “ta-
bling” means to discuss something now. Translations from one language to 
another can generate even more confusion as a result of differences in style and 
context. Coca-Cola found this out when it began marketing its soft-drink prod-
ucts in China in the 1920s. 
    The traditional Coca-Cola trademark took on an unintended translation 
when shopkeepers added their own calligraphy to the company name. “Coca- 
Cola,” pronounced “ke kou ke la” in one Chinese dialect, translates as “bite the 
wax tadpole.” Reshuffling the pronunciation to “ko kou ko le” roughly trans-
lates to “may the mouth rejoice.”  27   
    In many cultures, directness and openness are not appreciated. An open per-
son may be seen as weak and untrustworthy, and directness can be interpreted 
as abrupt, hostile behavior. Providing specific details may be seen as insulting 



 Chapter 16 International Dimensions of Human Resource Management 637

to one’s intelligence. Insisting on a written contract may suggest that a person’s 
word is not good. 
    Nonverbal cues may also mean different things. In the United States, one 
who does not look someone in the eye arouses suspicion and is called “shifty-
eyed.” In some other countries, however, looking someone in the eye is per-
ceived as aggression. Just as communication skills are key ingredients for 
success in U.S. business, such skills are basic to success in international busi-
ness. There is no compromise on this issue; ignorance of local customs and 
communications protocol is disrespectful.  28     

 Time and Time Consciousness 

 To Americans, time is money. We live by schedules, deadlines, and agendas; 
we hate to be kept waiting, and we like to “get down to business” quickly. In 
many countries, however, people simply will not be rushed. They arrive late 
for appointments, and business is preceded by hours of social rapport. People 
in a rush are thought to be arrogant and untrustworthy. 
    In the United States, the most important issues are generally discussed first 
when making a business deal. In Ethiopia, however, the most important things are 
taken up last. While being late seems to be the norm for business meetings in 
Latin America, the reverse is true in Switzerland, Sweden, and Germany, where 
prompt efficiency is the watchword.  29   The lesson for Americans doing business 
overseas is clear:  Be flexible about time and realistic about what can be accom-
plished.  Adapt to the process of doing business in any particular country.   

 Relationships 

 Cultures fix human and organizational relationships by age, gender, status, and 
family relationships, as well as by wealth, power, and wisdom. Relationships 
between and among people vary by category—in some cultures the elderly are 
honored; in others they are ignored. In some cultures women must wear veils 
and act deferentially; in others the female is considered the equal, if not the 
superior, of the male. 
    In some cultures (e.g., France, Japan, Korea, and to some extent the United 
States and Great Britain),  where  a person went to school may affect his or her 
status.  30   Often, lifelong relationships are established among individuals who 
 attended the same school. Finally, the issue of nepotism is viewed very differ-
ently in different parts of the world. While most U.S. firms frown upon the 
practice of hiring or contracting work directly with family members, in Latin 
America or Arab countries, it only makes sense to hire someone you can trust.  31     

 Values and Norms 

 Values reflect what is important in a society. For example, in Arab culture, dig-
nity, honor, and reputation are considered to be paramount virtues. America is 
a country in the midst of a values revolution, as the children of the Depression 
give way to the children of affluence, who are concerned with quality of life, 
self-fulfillment, and meaning in experiences.  32   
    From its value system, a culture sets    norms of behavior   , or what some call 
“local customs.” One such norm is that in Eastern countries businesspeople 
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strive for successful business outcomes after personal relationships have been 
established, while Westerners develop social relationships after business inter-
ests have been addressed. International managers ignore such norms at their 
peril.  33   For example, consider the impact of values and norms on management 
styles and HR practices in the European Union. See International Application 
on page 639.   

 Beliefs and Attitudes 

 To some degree, religion expresses the philosophy of a people about important 
facets in life. While Western culture is largely influenced by Judeo-Christian tradi-
tions and Middle Eastern culture by Islam, Oriental and Indian cultures are dom-
inated by Buddhism, Confucianism, Taoism, and Hinduism. In cultures where a 
religious view of work still prevails, work is viewed as an act of service to God 
and people and is expressed in a moral commitment to the job or quality of effort. 
In Japan, the cultural loyalty to family is transferred to the work organization. It 
is expressed in work-group participation, communication, and consensus.  34   
    T. Fujisawa, cofounder of Honda Motor Co., once remarked: “Japanese and 
American management is 95 percent the same, and differs in all important re-
spects.” In other words, while organizations are becoming more similar in 
terms of structure and technology, people’s behavior within those organiza-
tions continues to reveal culturally based differences.  35     

 Work Motivation and Practices 

 Knowledge of what motivates workers in a given culture, combined with (or based 
on) a knowledge of what they think matters in life, is critical to the success of the 
international manager. Europeans pay particular attention to power and status, 
which results in more formal management and operating styles in comparison to 
the informality found in the United States. In the United States individual initia-
tive and achievement are rewarded, but in Japan managers are encouraged to seek 
consensus before acting and employees work as teams. Reward systems, job 
designs, decision-making and goal-setting processes, quality-improvement pro-
grams, and other management practices that are consistent with the dominant 
values of a culture are most likely to motivate employees to perform well. Prac-
tices that are not consistent with the dominant values of a culture are less likely to 
have positive effects on employees’ performance and behavior.  36    

  Mental Processes and Learning 

 Linguists, anthropologists, and other experts who have studied mental processes 
and learning have found vast differences in the ways people think and learn in 
different cultures. While some cultures favor abstract thinking and conceptualiza-
tion, others prefer rote memory and learning. The Chinese, Japanese, and Korean 
written languages are based on ideograms, or “word pictures.” On the other 
hand, English is based on precise expression using words. Western cultures 
stress linear thinking and logic—that is, A, then B, then C, then D. Among Arabic 
and Oriental cultures, however, nonlinear thinking prevails—that is, A may be 
followed by C, then back to B and on to D. This has direct implications for nego-
tiation processes. Such an approach, in which issues are treated as independent 
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INTERNATIONAL APPLICATION
Human Resource Management in the European Union

As of 2008 the European Union (EU) comprises 
27 countries. The 15 older members are Austria, 
Belgium, Denmark, Finland, France, Germany, 
Ireland, Italy, Greece, Luxembourg, Netherlands, 
Portugal, Spain, Sweden, and the United 
Kingdom. The 12 newer members in-
clude Bulgaria, Cyprus, Czech Republic, 
Estonia, Hungary, Latvia, Lithuania, 
Malta, Poland, Romania, Slovakia, 
and Slovenia. With its new members, 
the EU represents a consumer market 
of 495 million people, with an annual 
GDP that exceeds US$16 trillion.37 A 
central EU theme is respect for differences that 
we live with; we do not fight about them.
 The EU represents the economic and politi-
cal unification of Europe—the free movement 
of capital, goods, and people and the harmoni-
zation of EU legislation. Does this mean that 
multinationals operating in Europe can deal 
with people in the various EU countries on a 
regional basis and in a universal manner? Is 
there such a thing as “European HRM”? An 
analysis of 12,965 articles published between 
1975 and 1999 from 26 HR journals in the orig-
inal nine languages of 10 EU countries indi-
cates that the answer is no. So also do the 
results of in-depth interviews with 48 European 
HR experts (practitioners, consultants, and aca-
demics) in 14 different countries of the EU con-
ducted on location in the original languages of 
the countries.38

 In spite of the economic, political, and so-
cial unification of Europe as a result of the EU, 
there is no harmonized manner in which HR 
services are delivered across or within the vari-
ous European countries. Rather, Euro-HRM is a 
mosaic of practices that differ primarily on the 
basis of the size of the company, and the differ-
ent national, cultural, legal, and geographic 

contexts. Outsiders should know eight key 
things about HRM in the EU countries:39

 1. Each country has a unique set of intricate 
laws that govern employment and labor 
relations.

2.   Each country has a unique culture 
that impacts management styles and 
the corporate cultures of companies.
3.   Within some EU countries there 
are different subcultures that influence 

HRM.
4.   The power of the labor unions is de-
creasing, but labor-relations issues remain 
very important.

 5. Each country has developed a set of insti-
tutions that reflects its traditions and in-
fluences the way HR is practiced.

 6. Distinct underlying social models have an 
impact on the way HR is practiced in each 
country. For example, the Dutch social-
justice model emphasizes the widespread 
belief that the government should play an 
active, interventionist role to provide so-
cial justice in areas such as occupational 
health, safety, and terminations. In con-
trast, the Italian social model is a mixture 
of Christian and Marxist values. It empha-
sizes the individual’s need for protection 
and solidarity and is less meritocratic and 
competitive than Protestant cultures.

 7. There are formal consultation processes 
in place that allow for greater involvement 
of employees and trade unions in the 
 decision-making processes of companies.

 8. Importing HR practices from abroad with-
out attempting to localize them to the spe-
cific culture, laws, and languages of the 
country provides little chance of successful 
implementation.
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and not linked by sequence, can be confusing and frustrating to Westerners be-
cause it does not appear logical. What can we conclude from this? What seems to 
be universal is that each culture has a reasoning process, but each manifests the 
process in its own distinctive way.  40   Managers who do not understand or appre-
ciate such differences may conclude (erroneously and to their detriment) that 
certain cultures are “inscrutable.”  

COMPANY EXAMPLE IBM

Geert Hofstede, a Dutch researcher, identified five dimensions of cultural varia-
tion in values in more than 50 countries and three regions (East Africa, West 
Africa, and Arab countries). Initially, he relied on a database of surveys cover-
ing, among other things, the values of employees of subsidiaries of IBM in 72 
countries.41 He analyzed 116,000 questionnaires, completed in 20 languages, 
matching respondents by occupation, gender, and age at different time periods 
(1968 and 1972). Over the next several decades, he collected additional data 
from other populations, unrelated to IBM but matched across countries. Hofst-
ede’s five dimensions reflect basic problems that any society has to cope with 
but for which solutions differ: power distance, uncertainty avoidance, indi-
vidualism, masculinity, and long-term versus short-term orientation. Other re-
searchers generally have confirmed these dimensions.42

 Power distance refers to the extent that members of an organization accept 
inequality and whether they perceive much distance between those with power 
(e.g., top management) and those with little power (e.g., rank-and-file workers). 
Hofstede found the top power-distance countries to be Malaysia, Guatemala, 
and the Philippines; the bottom ones were Austria, Israel, and Denmark.
 Uncertainty avoidance is the extent to which a culture programs its mem-
bers to feel either comfortable or uncomfortable in unstructured situations 
(novel, unknown, surprising, different from usual). Countries that score high 
on this dimension (e.g., Greece, Portugal, Belgium, Japan) tend to rely more on 
rules and rituals to make the future more predictable. Those that score low 
(e.g., Singapore, Denmark, Sweden, and Hong Kong) tend to be more pragmatic. 
The United States scores low on this dimension.
 Individualism reflects the extent to which people emphasize personal or 
group goals. If they live in nuclear families that allow them to “do their own 
thing,” individualism flourishes. However, if they live with extended families or 
tribes that control their behavior, collectivism—the essence of which is giving 
preference to in-group over individual goals—is more likely.43 The most indi-
vidualistic countries are the United States and the other English-speaking coun-
tries. The most collectivist countries are Guatemala, Ecuador, and Panama.
 Hofstede’s fourth dimension, masculinity, is found in societies that differen-
tiate very strongly by gender. Femininity is characteristic of cultures where sex-
role distinctions are minimal. Whereas masculine cultures tend to emphasize 
ego goals—the centrality of work, careers, and money—feminine cultures tend 
to emphasize social goals—quality of life, helping others, and relationships. 
Hofstede found the most masculine cultures to be Japan, Austria, and Venezuela, 
while the most feminine were Sweden, Norway, and the Netherlands.
 Finally, long-term versus short-term orientation refers to the extent to which 
a culture programs its members to accept delayed gratification of their material, 

Cultural Differences 
among Workers 
Worldwide
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  Lessons Regarding Cross-Cultural Differences 

 There are three important lessons to be learned from this brief overview of 
cross-cultural differences:

    1.    Do not export headquarters-country bias.  As we have seen, the HR manage-
ment approach that works well in the headquarters country might be totally 
out of step in another country. Managers who bear responsibility for inter-
national operations need to understand the cultural differences inherent in 
the management systems of the countries in which their firms do business.  

   2.    Think in global terms.  We live in a world in which a worldwide allocation 
of physical and human resources is necessary for continued survival.  

social, and emotional needs. Countries scoring highest in long-term orientation 
include China, Hong Kong, and Taiwan; Pakistan, Nigeria, and the Philippines 
score at the opposite end. Americans tend to be relatively short-term oriented.
 Hofstede found that cultures, especially national cultures, are extremely 
stable over time. He believes that cultural change basic enough to invalidate 
the country-dimension index scores will need either a very long period of 
time—say, 50 to 100 years—or extremely dramatic outside events. More recent 
replications show no loss of validity.44

 This work is valuable because it provides a set of benchmarks against 
which other studies can be organized conceptually. It also helps us to under-
stand and place into perspective current theories of motivation, leadership, 
and organizational behavior.

As companies become 
more global in their 
 operations, cross-cultural 
interaction becomes more 
common.
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   3.    Recognize that no country has all the answers.  Flexible work hours, qual-
ity circles, and various innovative approaches to productivity have arisen 
outside the United States. Effective multinational managers must not only 
think in global terms, but also be able to synthesize the best management 
approaches to deal with complex problems.       

COMPANY EXAMPLE SHOULD YOU WORK FOR A FOREIGN-OWNED FIRM 

IN THE UNITED STATES?

Increasing numbers of American managers are joining foreign-based companies 
that are doing business in the U.S. market. However, working for such a com-
pany can be difficult. Its offices typically are managed by expatriates, who are 
most comfortable with the culture, language, and customs of their mother coun-
try and are likely to import international management styles into the U.S. work-
place. For their U.S. subordinates, that could mean fewer opportunities for 
advancement and a wide range of other cultural differences. Such problems 
arise frequently when a U.S. firm merges with or is acquired by a foreign one, 
such as Germany’s Daimler and the American company, Chrysler. Executives 
from both companies seemed to understand that a successful merger would 
require the two companies to abandon their respective business cultures and to 
create a new and distinctive one. Yet from the beginning of the formal relation-
ship, in late 1998, until the company was sold to U.S. private-equity firm 
Cerberus in 2007, issues that should have been handled easily, like labor rela-
tions or differences in emission-control policies, got bogged down in turf battles. 
Instead of trying to blend the best of each company’s culture, in the words of 
one senior executive, “it became a question of comparing the styles of the two 
and picking one.” This had led to serious integration problems.
 Does it help to know the language of the foreign firm? Yes, but even if 
people are linguistically capable, say experts, learning how to praise or criti-
cize someone from a different culture is a difficult skill. Asking a Swiss or 
German boss for a performance appraisal would probably lead to a very spe-
cific answer, while a Japanese, Korean, or Chinese boss would tend to be more 
vague.
 Depending on the corporate culture, the staffing of the U.S. office, and the 
nationality of the company, it is possible to work for a foreign firm and barely 
notice cultural differences. Such is the case at Ebel U.S.A. Inc., a U.S. sales 
agent of a Swiss watch company, or at the Los Angeles office of the National 
Bank of Canada. Other companies have become so international that they’re 
essentially melting pots. Schlumberger Ltd., for example, was founded by two 
French brothers, is incorporated in the Netherlands Antilles, has executive 
offices in New York and Paris, and does business in more than 100 countries. 
Says one manager: “When you join Schlumberger, you put your passport 
away.”
 Despite these difficulties, there will be healthy payoffs for those who can 
cross cultural boundaries. Many foreign-owned companies doing business in 
the United States offer competitive salaries and assignments abroad. In addi-
tion, working for a foreign company can promote empathy for other cultures 
and a skill at working with people from around the world. Those are attractive 
characteristics in a global job market.45
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  HUMAN RESOURCE MANAGEMENT ACTIVITIES 
OF GLOBAL CORPORATIONS  

 Before we consider recruitment, selection, training, and other international HR 
management issues, it is important that we address a fundamental question: Is 
this subject worthy of study in its own right? The answer is yes, for two 
 reasons—scope and risk exposure.  46   In terms of  scope , there are at least four 
important differences between domestic and international operations. Interna-
tional operations have

    1.   More HR activities, such as taxation, coordination of dependents, and co-
ordination of multiple-salary currencies.  

   2.   More involvement in employees’ personal lives, such as housing, health, 
education, and recreation.  

   3.   Different approaches to management, coupled with complex equity 
 issues, as the workforce mix of expatriates and locals varies.  

   4.   Broader external influences, such as from societies and governments.    

    Heightened  risk exposure  is a second distinguishing characteristic of interna-
tional HR management. A variety of legal issues confront companies in each 
country, and the human and financial consequences of a mistake in the interna-
tional arena are much more severe. For example, the cost of a failed international 
assignment can be as high as $1 million (U.S. dollars).  47   On top of that, terrorism 
is now an ever-present risk for executives overseas, and it clearly affects how they 
assess international assignments.  48   The annual worldwide cost of kidnapping to-
tals $500 million, and there were 8,000 kidnappings in 2008, with 6,500 of those 
taking place in Latin America.  49   
    All of this has had an important effect on how people are prepared for 
and moved to and from international assignment locations. In light of these 
considerations, it seems reasonable to ask “Why do people accept overseas 
assignments?” Why  do  they go? As companies’ global ambitions grow, fast-
track executives at companies such as General Mills, Procter & Gamble, Gillette, 
General Electric, and ExxonMobil see foreign tours as necessary for career 
advancement.  50   Evidence indicates that U.S.-based multinationals actually 
do perform better when they have CEOs with international-assignment 
 experience.  51    

 Organizational Structure 

 Traditionally, businesses tended to evolve from domestic (exporters) to interna-
tional (manufacturing and some technology resources allocated outside the 
home country) to multinational (allocating resources among national or re-
gional areas) to global (treating the entire world as one large company) organi-
zations.  52   Today, a new form is evolving among high-technology companies—call 
them    transnational corporations.    What makes them different is that even the 
executive suite is virtual. They use geo-diversity to great advantage, placing 
their top executives and core corporate functions in different countries to gain 
a competitive edge through the availability of talent or capital, low costs, or 
proximity to their most important customers. Of course, it is all made possible 
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by the Internet, as improved communication facilitates an integrated global 
network of operations.  53   
    Consider Lenovo Group Ltd. It was a Chinese computer maker until it 
bought IBM’s personal computer business in 2005. Initially it planned to move 
its corporate headquarters to New York from Beijing, but the executive team 
decided that having a central base slowed the company down. Today Lenovo is 
incorporated in Hong Kong, where its stock is listed, but its top managers and 
corporate functions are scattered across the globe. Its chief executive is based 
in Singapore, and its chairman in Raleigh, North Carolina. The chief financial 
officer is in Hong Kong and the chief HR officer is in Seattle. Worldwide mar-
keting is coordinated in India, and the company’s top 20 leaders meet monthly 
in a different place.  54   
    The development of transnationals has led to a fundamental rethinking 
about the nature of a multinational company. Does it have a home country? 
What does headquarters mean? Is it possible to fragment corporate functions 
globally? To be sure, organizational structure directly affects all HR func-
tions from recruitment through retirement because to be effective, HR man-
agement must be integrated into the overall strategy of the organization. 
Indeed, from the perspective of strategic management, the fundamental problem 
is to keep the strategy, structure, and HR dimensions of the organization in 
direct alignment.  55     

 Workforce Planning 

 This issue is particularly critical for firms doing business overseas. They need 
to analyze the local  and  the international external labor markets as well as 
their own internal labor markets in order to estimate the supply of people with 
the skills that will be required at some time in the future, relative to the de-
mand for them. Unfortunately, the seemingly inexhaustible pools of cheap la-
bor from China, India, and elsewhere are drying up as demand outstrips the 
supply of people with the needed skills. Thus a 2007 survey of nearly 37,000 
employers in 27 countries by Manpower, Inc. found that 41 percent of them 
are having trouble hiring the people they need.  56   As a result, the McKinsey 
Global Institute predicted that the supply of suitable labor would be squeezed 
in Prague as early as 2007, that pockets of skills shortages in India will appear 
by 2008 (e.g., in Hyderabad), and that workforce growth will decline in China 
starting in 2012. 
    An ongoing challenge for multinational corporations, therefore, is to make 
the most of the global labor pool, wherever it exists. For both developed- and 
developing-nation multinationals, that often implies a corporate strategy of 
labor arbitrage—periodic moves to lower-wage locations as existing ones get 
too pricey. As wages rise in first-tier offshore cities like Bangalore, Shanghai, 
and Prague (6 to 15 percent in 2006), United States, European, and Asian 
multinationals alike are moving to places like Jaipur, India; Chengdu, China; 
and Kiev, Ukraine. 
    In developed countries, national labor markets can usually supply the skilled 
technical and professional people needed. However, developing countries and 
second-tier cities are characterized by severe shortages of qualified managers and 
skilled workers and by great surpluses of people with little or no skill, training, 
or education. Firms that plan to stay focus on two things: identifying top 
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management potential early and providing lots of training to employees at 
all levels.  57   The bottom line for companies operating in developing countries 
is that they must be prepared to develop required skills among their own 
employees—and then be prepared to deal with wages that are rising rapidly. 
In 2008, for example, here are some percentage wage increases, on average: 
India (14), Argentina (12.7), Indonesia (11.3), Russia (11), Egypt (10), Viet-
nam (10), China (8), Philippines (8).  58     

 Recruitment 

 Broadly speaking, companies operating outside their home countries follow 
three basic models in the recruitment of executives: (1) They may select from 
the national group of the parent company only, (2) they may recruit only from 
within their own country and the country where the branch is located, or 
(3) they may adopt an international perspective and emphasize the unre-
stricted use of all nationalities.  59   Each of these strategies has both advantages 
and disadvantages.  

 Ethnocentrism: Home-Country Executives Only 
 A strategy of    ethnocentrism    may be appropriate during the early phases of 
international expansion, because firms at this stage are concerned with trans-
planting a part of the business that has worked in their home countries. 
Hence, detailed knowledge of that part is crucial to success. On the other 
hand, a policy of ethnocentrism, of necessity, implies blocked promotional 
paths for local executives. Moreover, if there are many subsidiaries, home-
country nationals must recognize that their foreign service may not lead to 
faster career progress. Finally, there are cost disadvantages to ethnocentrism 
as well as increased tendencies to impose the management style of the parent 
company.  60     

 Limiting Recruitment to Home- and Host-Country Nationals 
 Limiting recruitment may result from acquisition of local companies. In Japan, 
for instance, where the labor market is tight, most people are reluctant to switch 
firms. Thus, use of a local partner may be extremely important. Hiring nationals 
has other advantages as well. It eliminates language barriers, expensive training 
periods, and cross-cultural adjustment problems of managers and their families. 
It also allows firms to take advantage of (lower) local salary levels while still 
paying a premium to attract high-quality employees. 
  Yet these advantages are not without cost. Local managers may have diffi-
culty bridging the gap between the subsidiary and the parent company, because 
the business experience to which they have been exposed may not have pre-
pared them to work as part of a global enterprise.  61   Finally, consideration of 
only home- and host-country nationals may result in the exclusion of some 
very able executives.   

 Geocentrism: Seeking the Best Person for the Job 
Regardless of Nationality 
 At first glance it may appear that a strategy of    geocentrism    is optimal and most 
consistent with the underlying philosophy of a global corporation. Yet there 
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are potential problems. Such a policy can be very expensive, it can take a long 
time to implement, and it requires a great deal of centralized control over man-
agers and their career patterns. To implement such a policy effectively, compa-
nies must make it very clear that cross-national service is important and that it 
will be rewarded. 
  Colgate-Palmolive is an example of such a company. It has been operating 
internationally for more than 50 years, and its products (e.g., Colgate toothpaste, 
Ajax cleanser) are household names in more than 170 countries. Fully 60 percent 
of the company’s expatriates are from countries other than the United States, and 
two of its last four CEOs were not U.S. nationals. In addition, all the top execu-
tives speak at least two languages, and important meetings routinely take place 
all over the globe.  62   Let’s now consider a very serious problem that confronts 
many executives offered overseas assignments. See International Application on 
page 647.    

 International Staffing 

 Recent reviews indicate that the selection process for international managers 
is, with few exceptions, largely intuitive and unsystematic.  63   A major problem 
is that the selection of people for overseas assignments often is based  solely  on 
their technical competence and job knowledge.  64   This is a mistake; technical 
competence per se has nothing to do with one’s ability to adapt to a new envi-
ronment, to deal effectively with foreign coworkers, or to perceive—and if 
necessary, imitate—foreign behavioral norms.  65   Keep this in mind as you con-
sider various factors that determine success in an international assignment. Let 
us begin with general mental ability.  

 General Mental Ability 
    General mental ability    (GMA) may be defined broadly as the ability to learn. It 
includes any measure that combines two, three, or more specific aptitudes, or 
any measure that includes a variety of items that measure specific abilities (e.g., 
verbal, numerical, spatial relations).  66   As we noted in Chapter 7, the validity of 
GMA as a predictor of job performance as well as performance in training is 
well established in the United States, on the basis of meta-analyses of hundreds 
of studies.  67   The estimated validity of GMA for predicting supervisory ratings 
of job performance is 0.57 for high-complexity jobs (17 percent of U.S. jobs), 
0.51 for medium-complexity jobs (63 percent of U.S. jobs), and 0.38 for low-
complexity jobs (20 percent of U.S. jobs). The estimated validity of GMA as a 
predictor of training success is 0.63. 
  Is GMA as robust a predictor of job performance and training in Europe as 
it is in the United States? The answer is yes. On the basis of a meta-analysis of 
85 independent samples with job performance as the criterion and 89 indepen-
dent samples with training success as the criterion, the validity of GMA as a 
predictor of job performance as well as performance in training across 12 oc-
cupational categories has been established in the European Community.  68   Find-
ings were similar or somewhat larger than those in the United States for similar 
occupational groups. 
  In terms of job complexity, results were similar to those reported in the 
United States for job performance (0.64 for high-complexity jobs, 0.53 for 



 Chapter 16 International Dimensions of Human Resource Management 647

INTERNATIONAL APPLICATION
Job Aid for Spouses of Overseas Executives

Today, families in which both parents are 
working have become the majority among mar-
ried couples with children.69 In 2008 spouses 
accompanied 83 percent of expatriates; 54 per-
cent of those were employed before the as-
signment, but not during it; 12 percent 
were employed during it, but not be-
fore, and 20 percent were employed 
both before and during the assign-
ment.70 With global companies ex-
panding into areas such as Central 
and Eastern Europe and the Middle 
East, spouses of expatriates face particu-
larly tough obstacles to finding jobs. Here is a 
scenario likely to become more and more com-
mon in the future. A company offers a promo-
tion overseas to a promising executive. But the 
executive’s spouse has a flourishing career in 
the United States. What should the company—
and the couple—do?
 Employers and employees are wrestling 
with this dilemma more often these days. As 
noted in Chapter 10, job aid for the so-called 
trailing spouse is already a popular benefit for 
domestic transfers. Not so for international 
transferees. While 60 percent of trailing spouses 
would like career assistance from the expatri-
ate’s employer, only 17 percent receive it. Not 
surprisingly, 4 out of 5 report difficulty finding 
a job overseas.71

 To fill their international needs, more 
firms are turning to short-term assignments (3 
to 12 months) or “commuter assignments,” in 
which spouses move to adjoining countries or 
regions. Another option is intercompany net-
working, in which one multinational employer 
(MNE) attempts to place an expatriate’s spouse 
in a suitable job with another MNE in the same 
city or country. Sometimes this takes the form 
of a reciprocal arrangement, that is, “You find 
my expatriate’s spouse a job and work visa and 
I will do the same for you.”72

 HR officers may try to find a job for the 
spouse within the company, press a spouse’s 
current employer for a foreign post, provide job 
leads through customers and suppliers, or plow 

through costly government red tape to get 
work permits. This kind of aid usually 

occurs in industries such as banking, 
financial services, pharmaceuticals, 
and computers, all of which have sig-
nificant numbers of high-level women 
executives. Other firms, such as Mo-

torola, provide continuing education 
benefits that will finance either local or 

correspondence courses or provide allowances 
for spouses to attend professional seminars and 
conferences so they can keep up with develop-
ments in their professions.
 Despite company efforts, it is often very 
difficult to place spouses abroad. Where there 
are language barriers or barriers of labor laws, 
tradition, or underemployment, it can be al-
most impossible. Certain Middle Eastern na-
tions frown on women working or even driving. 
In Switzerland and Kenya, expatriate spouses 
even need permission to work as volunteers.73 
Moreover, an international assignment can slow 
a spouse’s professional progress and sometimes 
stir resentment. On the other hand, some 
spouses find their overseas experiences as 
personally and professionally rewarding as 
their spouses do. One American tax lawyer 
received permission to work in Brussels as an 
independent legal consultant. A German 
travel executive followed his wife to Britain 
and, seven months later, landed a job organizing 
exhibitions between Britain and Germany. 
Since 91 percent of married female expatriates 
(and 50 percent of married male expatriates) 
are in dual-career marriages, it is not surpris-
ing that spousal income loss is a key factor 
determining an executive’s decision to accept 
or reject an overseas position.74
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medium-complexity, and 0.51 for low-complexity) and training (0.74 for 
high-complexity, 0.53 for medium-complexity, and 0.36 for low-complexity 
jobs). These results indicate that there is international validity generalization 
for GMA as a predictor of performance in training and on the job in the United 
States and in the European Community. GMA tests are therefore robust predic-
tors for expatriate assignments across these two continents, although the same 
findings have not yet been demonstrated elsewhere.  

  Personality 
 When success is defined in terms of completing the expatriate assignment 
and supervisory ratings of performance on the assignment, evidence indi-
cates that three personality characteristics are related to ability to complete 
the assignment. These are    extroversion    and    agreeableness    (which facilitate 
interactions and making social alliances with host nationals and other expa-
triates), and    emotional stability. Conscientiousness    is a general work ethic 
that supervisors look for in their subordinates, and this affects their perfor-
mance ratings. Expatriate assignments require a great deal of persistence, 
thoroughness, and responsibility—all of which conscientious people possess 
and use.  75   
  Because personality characteristics are relatively immutable, organiza-
tions should think of selection (on the basis of personality) as the precursor 
to cross-cultural training: First identify expatriate candidates with the req-
uisite personality characteristics, then offer cross-cultural training to those 
identified.  76   This sequence is reasonable, because cross-cultural training 
may only be effective when trainees are predisposed to success in the first 
place.   

 Other Characteristics Related to Success 
in International Assignments 
 A recent study examined the validity of a broad set of predictors for selecting 
European managers for a cross-cultural training program in Japan.  77   The selec-
tion procedure assessed GMA, personality (in terms of the four characteristics 
described earlier, plus    openness   —the extent to which an individual is cre-
ative, curious, and has broad interests), and dimensions measured by an as-
sessment center and a behavior-description interview. Two assessment-center 
exercises, an analysis-presentation exercise and a group-discussion exercise, 
were designed to measure the personal characteristics related to performance 
in an international context. The analysis-presentation exercise assessed the 
following:

�   Tenacity/resilience.  Keeps difficulties in perspective, stays positive despite 
disappointments and setbacks.  

�   Communication.  Communicates clearly, fluently, and to the point; talks at a 
pace and level that holds people’s attention, both in group and individual 
situations.  

�   Adaptability.  Adapts readily to new situations and ways of working, re-
ceptive to new ideas, willing and able to adjust to changing demands and 
objectives.  
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�   Organizational and commercial awareness.  Alert to changing organiza-
tional dynamics, knowledgeable about financial and commercial issues, 
focuses on markets and business opportunities that yield the largest 
 returns.    

 In addition to the dimensions of communication, adaptability, and organiza-
tional and commercial awareness, the group-discussion exercise assessed the 
following:

�   Teamwork.  Cooperates and works well with others in the pursuit of team 
goals, shares information, develops supportive relationships with col-
leagues, and creates a sense of team spirit.    

 Finally, in addition to tenacity, resilience, and teamwork, the behavior descrip-
tion interview was designed to assess:

�   Self-discipline.  Committed, consistent, and dependable; can be relied on to 
deliver what has been agreed; is punctual and conscientious.  

�   Cross-cultural awareness . Able to see issues from the perspective of people 
from other cultures.    

  Results indicated that GMA was significantly correlated with the test mea-
suring language acquisition (corrected correlation of 0.27), openness was sig-
nificantly related to instructors’ ratings of cross-cultural training performance 
(corrected correlation of 0.33), and agreeableness correlated significantly nega-
tively with instructors’ ratings of cross-cultural training performance (corrected 
correlation of –0.26). Although agreeableness may be universally positive for 
forming social relationships, individuals who are too agreeable may be seen as 
“pushovers” in some cultures. Hence agreeableness may be culturally bound in 
terms of perceptions of professional competence.  78   
  Finally, emotional stability correlated significantly negatively with the lan-
guage proficiency test (corrected correlation of –0.29). All dimensions mea-
sured in the group-discussion exercise were significantly correlated with 
instructor ratings (corrected correlations ranged from 0.31 to 0.40) and from 
0.33 to 0.44 with the language proficiency test. 
  Three dimensions, all measured by the group-discussion exercise, also pre-
dicted performance in cross-cultural training: teamwork, communication, and 
adaptability. This study also used a process of selecting people for cross-
 cultural training, providing the training to those selected, and then sending 
abroad those who passed the training. Performance in the cross-cultural train-
ing significantly predicted executives’ performance in the Japanese companies 
(correlations of 0.38 for instructors’ ratings and 0.45 for Japanese-language pro-
ficiency). An important advantage of this process is that it may reduce the costs 
of international assignees, because only people who pass the selection process, 
and who therefore are predisposed for expatriate success, are sent to the train-
ing and abroad. 
  What about motivation to succeed in an overseas assignment? High moti-
vation has long been acknowledged as a key ingredient for success in mis-
sionary work. Who, for example, can forget the zeal of the Protestant 
missionaries in the book  Hawaii  by James Michener, as they set out from their 
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  Applicability of U.S. Employment Laws to Multinational 
Employers (MNEs) 
 The following four employment laws may apply to United States citizens work-
ing abroad: Title VII of the Civil Rights Act, the Age Discrimination in Employ-
ment Act (ADEA), the Americans with Disabilities Act (ADA), and the 
Uniformed Services Employment and Reemployment Rights Act (USERRA). 
They also apply to U.S. citizens of foreign corporations doing business in the 
United States, even if those corporations employ fewer than 20 workers. How-
ever, they do not apply to foreign employees of a U.S.-based multinational who 
are not U.S. citizens. 
  USERRA applies only to veterans and reservists working overseas for the 
federal government or a firm under U.S. control. Title VII, the ADEA, and ADA 
are more far reaching, covering all U.S. citizens who are either employed out-
side the United States by a U.S. firm, or by a company under the control of a 
U.S. firm. In determining whether a non-U.S. firm is under U.S. control, the 
Equal Employment Opportunity Commission will review:

�  The degree of interrelated operations.  
�  The extent of common management.  

COMPANY EXAMPLE AT&T
AT&T is a worldwide player, having experienced exponential growth in over-
seas markets. Here are some typical questions it uses to screen candidates for 
overseas transfers:79

� Would your spouse be interrupting a career to accompany you on an inter-
national assignment? If so, how do you think this will affect your spouse 
and your relationship with each other?

� Do you enjoy the challenge of making your own way in new situations?
� How able are you in initiating new social contacts?
� Are you prepared to have less contact with your extended family?
� How important is it for you to spend significant amounts of time with peo-

ple of your own ethnic, racial, religious, and national background?
� As you look at your personal history, can you isolate any episodes that indi-

cate a real interest in learning about other peoples and cultures?
� Has it been your habit to vacation in foreign countries?
� Do you enjoy sampling foreign cuisines?
� What is your tolerance for waiting for repairs?
� Upon reentry, securing a job will primarily be your responsibility. How do 

you feel about networking and being your own advocate?

Interviewing 
Potential Expatriates

native New England? While motivation is often difficult to assess reliably, firms 
should at the very least try to eliminate from consideration those who are only 
looking to get out of their own country for a change of scenery. One way to do 
that is to have candidates (and their spouses) complete self-assessments, as in 
the following company example.  
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�  The degree of centralized control of labor relations, common ownership, 
and financial control.  

�  The place of incorporation.  80      

 Each of the four laws contains an exemption if compliance with the U.S. law 
would cause a company to violate a law of the country in which it is located. 
For example, if the laws of a particular country prohibit the hiring of women 
for certain jobs, a U.S. company operating within that country must follow 
that country’s law. This is consistent with the general principle that MNEs are 
accountable to the laws of the countries where they operate.  81      

 Orientation 

 Orientation is particularly important in overseas assignments, both before 
departure and after arrival. Formalized orientation efforts—for example, elaborate 
multimedia presentations for the entire family, supplemented by presentations 
by representatives of the country and former expatriates who have since 
 returned to the United States—are important. After all, more than 80 percent of 
international assignees are accompanied by a spouse, children, or both.  82   
    Some firms go further. Federal Express, Colgate-Palmolive, and Apache 
Corp., for example, actually send prospective expatriates and their families on 
familiarization trips to the foreign location in question. While there, they have 
to live like the natives do by taking public transportation, shopping in local 
stores, and visiting prospective schools and current expatriates.  83   Said a jour-
nalist for  The Wall Street Journal  after turning down a transfer to the paper’s 
Hong Kong Bureau after a week-long visit to Hong Kong, “I’m not going to relo-
cate to the far side of the planet at the risk of making my wife miserable.” Better 
to make that decision before incurring major costs and personal turmoil.  84   
    In fact, there may be three separate phases to orientation, all of which are 
designed to provide potential expatriates and their families with realistic as-
signment previews.  85   The first is called  initial orientation , which may last as 
long as two full days. Key components are as follows:

�   Cultural briefing.  Traditions, history, government, economy, living conditions, 
clothing and housing requirements, health requirements, and visa applica-
tions. (Drugs get a lot of coverage, both for adults and for teenagers—whether 
they use drugs or not. Special emphasis is given to the different drug laws in 
foreign countries. Alcohol use also gets special attention when candidates 
are going to Muslim countries, such as Saudi Arabia.)  86    

�   Assignment briefing.  Length of assignment, vacations, salary and allow-
ances, tax consequences, and repatriation policy.  

�   Relocation requirements . Shipping, packing, or storage; home sale or rental; 
and information about housing at the new location.    

   During this time, it is important that employees and their families understand 
that there is no penalty attached to changing their minds about accepting the 
proposed assignment. It is better to bail out early than reluctantly to accept an 
assignment that they will regret later. 
    The second phase is  predeparture orientation , which may last another 2 or 
3 days. Its purpose is to make a more lasting impression on employees and 
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their families and to remind them of material that may have been covered 
months earlier. Topics covered at this stage include

�  Introduction to the language.  
�  Further reinforcement of important values, especially open-mindedness.  
�  En route, emergency, and arrival information.    

    The final aspect of overseas orientation is  postarrival orientation.  Upon ar-
rival, employees and their families should be met by assigned company spon-
sors. This phase of orientation usually takes place on three levels, and a 
dedicated support staff may provide it. The purpose is to reduce the stress as-
sociated with clashing work and family demands:  87   

�   Orientation toward the environment.  Schools, housing, medical facilities, 
transportation, shopping, and other subjects that—depending on the 
country—may become understandable only through actual experience, 
such as dealing with local government officials.  

�   Orientation toward the work unit and fellow employees.  Often a supervisor 
or a delegate from the work unit will describe host-office norms and poli-
tics, as well as introduce the new employee to his or her fellow workers, 
discuss expectations of the job, and share his or her own initial experiences 
as an expatriate. The ultimate objective, of course, is to relieve the feelings 
of strangeness or tension that the new expatriate feels.  

�   Orientation to the actual job.  This may be an extended process that focuses 
on cultural differences in the way a job is done. Only when this process is 
complete can we begin to assess the accuracy and wisdom of the original 
selection decision.    

    Throughout the assignment, some companies arrange periodic company-
sponsored social functions to provide opportunities for expatriates and their fam-
ilies to interact with host-country nationals. Doing so facilitates cross-cultural 
adjustment and overall satisfaction with the assignment.  88     

 Cross-Cultural Training and Development 

    Cross-cultural training    refers to formal programs designed to prepare per-
sons of one culture to interact effectively in another culture or to interact 
more effectively with persons from different cultures.  89   To survive, cope, and 
succeed, managers need training in three areas: the culture, the language, 
and practical day-to-day matters. Female expatriates (who accounted for 
20 percent of expatriates in 2008, up from 10 percent in 1994) need training 
on the norms, values, and traditions that host nationals possess about women 
and also on how to deal with challenging situations they may face as 
women.  90   Reviews of research on cross-cultural training found that it has a 
positive impact on an individual’s development of skills, on his or her ad-
justment to the cross-cultural situation, and on his or her performance in 
such situations.  91   Evidence also indicates that training should take place 
prior to departure and also after arrival in the new location. Formal mentor-
ing for expatriates by host-country nationals also shows organizational support, 
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INTERNATIONAL APPLICATION
How to Stay Safe Abroad

Many parts of the world are dangerous, and be-
coming more so, including many cities in the 
United States. In Colombia, Argentina, and 
Pakistan, kidnapping is almost a cottage indus-
try. In China, extortion and other crimes are 
on the rise. In Paris, young hoodlums are 
boarding buses and holding up passen-
gers and drivers. In Mexico, many 
cabs are driven by bandits who kid-
nap foreigners, force them to with-
draw cash from an ATM, beat them, 
and dump them in remote locations. In 
Istanbul, bars catering to Westerners often 
present them with exorbitant bills, which they 
have no choice but to pay. According to experts 
in security, terrorism remains relatively rare, 
while crime is everywhere. Here are some tips 
to help keep you safe:

� Make photocopies of your passport, plane 
tickets, and other key documents. Leave a 
copy at home with family or friends. Take 
nonstop flights whenever possible, and 
don’t show hotel details on your luggage.

� Familiarize yourself with the current politi-
cal and health situations in the areas you are 
visiting. Check out free State Department 
warnings on the Internet (www.travel.state.
gov/osac.html ), as well as Travel Health On-
line (www.tripprep.com/index.html ).

� Divide your money in half and keep it in 
separate places, some in a wallet, some in a 
moneybelt or briefcase. Leave questionable 
reading material, expensive jewelry, and 

unneeded credit cards at home. Dress con-
servatively. Watch your drink being poured.

� In fundamentalist countries do not prosely-
tize or wear religious symbols. Remember to 
smile, respect local customs, and mind your 

own business. Don’t speak loudly in Eng-
lish, and keep strong opinions to your-
self.
� Don’t use unmarked taxis. Be care-
ful about getting into a cab with other 
passengers. This practice is a no-no in 

some countries (Russia), but quite com-
mon in others (Morocco).

� Ask for directions in a hotel, restaurant, or 
airport, rather than querying a stranger on 
the street. In some countries you may ask 
the police, but in Colombia, Cambodia, and 
Mexico it is not recommended.

� At the hotel, use the chain and security lock 
when in your room. If anyone comes unex-
pectedly to your door, don’t open it without 
calling the front seek to verify that the per-
son is authorized.

� Use the safe deposit box at your hotel. Upon 
leaving your room, hang a “Do not disturb” 
sign outside your door.

� Stay in touch with your office, but keep your 
itinerary confidential. Give your schedule 
only to relatives and coworkers with a need 
to know it. If possible, have access to a 
24-hour hotline to call in case of trouble.

� Above all, try not to look important or rich. 
Avoid luggage tags, dress, and behavior that 
may draw attention to yourself.93

and it can help to improve both language skills and the ability to interact 
effectively.  92   
    In a 2008 Global Relocation Trends survey, 84 percent of multinationals 
reported that they provide cross-cultural preparation of at least one day’s dura-
tion, and all family members are eligible to participate. Unfortunately, how-
ever, 77 percent make it optional.  94   
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    To a very great extent, expatriate failure rates can be attributed to the    cul-

ture shock    that usually occurs four to six months after arrival in the foreign 
country. The symptoms are not pleasant: homesickness, boredom, withdrawal, 
a need for excessive amounts of sleep, compulsive eating or drinking, irritabil-
ity, exaggerated cleanliness, marital stress, family tension and conflict (involv-
ing children), hostility toward host-country nationals, loss of ability to work 
effectively, and physical ailments of a psychosomatic nature.  96   
    To be sure, many of the common stresses of everyday living become ampli-
fied when a couple is living overseas with no support other than from a spouse. 
To deal with these potential problems, spouses are taught to recognize stress 
symptoms in each other, and they are counseled to be supportive. One exer-
cise, for example, is for the couples periodically to list what they believe causes 
stress in their mates, what the other person does to relieve it, and what they 
themselves do to relieve it. Then they compare lists.  98   To help avoid, or at least 
minimize culture shock, some companies invest in awareness training. See In-
ternational Application on page 655. 
    A key characteristic of successful global managers is adaptability. Empirical 
research has revealed eight different dimensions of adaptability: handling emer-
gencies or crisis situations; handling work stress; solving problems creatively; 
dealing with uncertain and unpredictable work situations; learning work tasks, 
technologies, and procedures; demonstrating interpersonal adaptability; cultural 
adaptability; and physically oriented adaptability.  99   This implies that an effective 
way to train employees to adapt is to expose them to situations like they will en-
counter in their assignments that require adaptation. Such a strategy has two ben-
efits: (1) It enhances transfer of training, and (2) it is consistent with the idea that 
adaptive performance is enhanced by gaining experience in similar situations.   

COMPANY EXAMPLE SIEMENS

Not only are more U.S. companies owned by overseas parents—including Ber-
telsmann, Diageo PLC, and Anglo-Dutch Unilever PLC to name a few—but in-
ternational mergers and acquisitions often mean companies are owned by a 
succession of overseas corporate parents, each with a different native tongue. 
Yes, e-mails are written in English and English often is spoken at board meet-
ings, even in Asian and European companies, but failing to speak the native 
language of a parent company could hamper a manager’s advancement. Whether 
at companies based in the United States or overseas, executives can miss out 
on informal conversations or risk being misinterpreted if they don’t speak the 
local language. Says an investment banker: “Speaking and understanding the 
local language gives you more insight, you can avoid misunderstandings, and 
it helps you achieve a deeper level of respect.”
 At Munich-based Siemens, country managers must learn the local language 
of their posts: The head of Siemens’s China business speaks fluent Mandarin, 
for example. All managers must speak either German or English, but Siemens 
has an internal rule about corporate meetings: If one or more individuals 
doesn’t speak German, the others are obliged to speak English. In France, how-
ever, meetings may take place in French even if one or more attendees does not 
speak French. As one global recruiter noted: “Language is always going to give 
somebody an edge, as long as they have the other requirements.”95

Not Lost in 

Translation
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 Integration of Training and Business Strategy 

 Earlier, we noted that firms tend to evolve from domestic (exporters) to interna-
tional (or multidomestic) to multinational to global, and, in some cases, to 
transnational. Not surprisingly, the stage of globalization of a firm influences 
both the type of training activities offered and their focus. In general, the more 
a firm moves away from the export stage of development, the more rigorous the 
training should be, including its breadth of content. At the multinational and 
global stages, managers need to be able to socialize host-country managers into 
the firm’s corporate culture and other firm-specific practices. This added man-
agerial responsibility intensifies the need for rigorous training.  100   
    An example of such integration is Federal Express Corporation (FedEx). 
FedEx has integrated the latest information technology into its corporate strategy, 
the core of which is to use IT to help customers take advantage of international 
markets. In fact, the US$25 billion transportation giant sees itself more as an IT 
company than as a transporter of goods (operating 622 flights a week to and from 
Asian markets alone). Today, more than two-thirds of FedEx customers handle 
orders and deliveries online. “We decided years ago,” says chairman and CEO 
Frederick W. Smith, “that the most important element in this business is informa-
tion technology, and we have geared everything to that philosophy—recruitment, 
training, and compensation. Fail-safe precision is the key to it all.”  101     

INTERNATIONAL APPLICATION
Bridging the U.S.-India Culture Gap

When Axcelis Technologies, a maker of tools 
for manufacturing semiconductors, outsourced 
some jobs to India last year, the company wor-
ried that some of its employees might resent 
their new Indian colleagues. So it hired one 
of India’s premier awareness trainers to 
offer a course on “Working Effectively 
with Indians.” The day-long course 
starts with a quiz to assess how much 
students already know about India. 
The trainer then discusses aspects of 
India’s religious and linguistic diver-
sity and its differences with the United 
States, after which he divides the class into 
groups to analyze different case studies of 
working situations. He follows that up with a 
tutorial on communication tips, including 
pointers on shaking hands, business protocol, 
and business attire in India. Sometimes he ends 
the class with an Indian meal.

 “At first I was skeptical and wondered what 
I’d get out of the class,” says the firm’s HR direc-
tor. “But it was enlightening for me. Not every-
one operates like we do in America.” The 

knowledge the trainees gain may be basic, but 
it can help avoid business misunderstand-

ings. For example, when Indians shake 
hands, they sometimes do so rather 
limply. That isn’t a sign of weakness or 
dislike; instead, a soft handshake con-
veys respect. When an Indian avoids 

eye contact, that is also a sign of defer-
ence. Another tip that trainees learn is not 

to plunge right into business talk right away dur-
ing meetings, but first to chat about current 
events and other subjects. The rationale? Cultur-
ally, Indians prefer a more roundabout way into 
business issues. Says the trainer: “When people 
understand these differences they’re less likely 
to make mistakes with each other.”97
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 International Compensation 

 Compensation policies can produce intense internal conflicts within a com-
pany at any stage of globalization. Indeed, few other areas in international 
HR management demand as much top-management attention as does com-
pensation. 
    The principal problem is straightforward:  Salary levels for the same job dif-
fer among countries in which a global corporation operates.  Compounding this 
problem is the fact that fluctuating exchange rates require constant attention in 
order to maintain constant salary rates in home-country currency. 
    Ideally, an effective international compensation policy should meet the fol-
lowing objectives:

�  Attract and retain employees who are qualified for overseas service.  
�  Facilitate transfers between foreign affiliates and between home-country 

and foreign locations.  
�  Establish and maintain a consistent relationship between the compensation 

of employees of all affiliates, both at home and abroad.  
�  Maintain compensation that is reasonable in relation to the practices of 

leading competitors.  102      

   Notice that none of these objectives links to performance, customer satisfac-
tion, or quality, or ensures that the expatriate assignment is consistent with the 
organization’s objectives. Those omissions are striking.  103   
    As firms expand into overseas markets, they are likely to create an interna-
tional division that becomes the home of all employees involved with opera-
tions outside the headquarters country. Three types of expatriate compensation 
plans typically found during this stage of development are:  104   

�  Localization.  
�  “Higher-of-home-or-host” compensation.  
�  Balance sheet.    

       Localization    refers to the practice of paying expatriates on the same scale 
as local nationals in the country of assignment. It implies paying a Saudi a Brit-
ish salary and benefits in London, and an American an Argentine package in 
Buenos Aires. Salary and benefits may be supplemented with one-time or tem-
porary transition payments. 
    Localization works well under certain conditions, for example, when trans-
ferring an employee with very limited home-country experience, such as a re-
cent college graduate, to a developed country. It also works well in the case of 
permanent, indefinite, or extremely long (e.g., 10-year) transfers to another 
country. While it is designed to reduce costs, and may do so effectively in the 
short term, there can be long-term tax and retirement benefit complications 
that make localization less desirable, particularly for expatriates who plan to 
return to their home countries.  105   
       Higher-of-home-or-host compensation    localizes expatriates in the host-
country salary program but establishes a compensation floor based on home-
country compensation so that expatriates never receive less than they would be 
paid at home for a comparable position. 
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    This approach frequently is used for transfers within regions—notably in 
Latin America and in the European Union—and for assignments of unlimited 
duration. It is less appropriate for expatriates on a series of assignments of two 
to three years. 
    The    balance-sheet approach    is by far the most common method used by 
North American, European, and, increasingly, Japanese global organizations to 
compensate expatriates. Its primary objective is to ensure that expatriates nei-
ther gain nor lose financially compared with their home-country peers. If there 
is no financial advantage to being in one country instead of another, then this 
objective will be realized. It also facilitates mobility among the expatriate staff 
in the most cost-effective way possible.  106   
    Nonmonetary differences in the attractiveness of individual assignments 
(if they are not already reflected in base pay) may be compensated with sep-
arate allowances (premiums) and incentives. For example, expatriates often 
receive “hardship” allowances if they are sent to culturally deprived loca-
tions, war zones, or those with health or safety problems.  Figure 16–1  illus-
trates this approach. Note the labels at the bottom of each of the four columns 
of  Figure 16–1 . The first is “home-country salary.” Each of the four catego-
ries identified in this column is a “norm” that represents the typical propor-
tion of income that someone at the stated income level and family size 
spends (e.g., a $100,000-a-year manager with a wife and two small children). 
Each category behaves differently as income increases and family size 
changes. In most countries, as income rises, income taxes and the reserve 
(net disposable income that can be saved, invested, or spent at home) in-
crease at increasing rates, while housing and goods and services increase at 
decreasing rates. 
     Host-country costs  of income taxes, housing, and goods and services tend 
to be higher abroad than in most home countries, while the reserve remains the 
same. The column labeled “host-country costs paid by organization and from 
salary” demonstrates that if expatriates are responsible for the same level of 
expenditures abroad as at home and overall purchasing power is maintained, 
the employer becomes responsible for costs that exceed “normal” expatriate 
home-country costs. Thus, if housing is more expensive abroad than at home, 
the employer is responsible for the remainder. These differentials are shown as 
lighter-colored blocks within column 3 of  Figure 16–1 . 
    The column labeled “home-country equivalent purchasing power” illus-
trates the objective of the balance sheet: to provide the expatriate with the same 
purchasing power as a peer at home, plus any premiums and incentives neces-
sary to induce an employee to accept a particular foreign assignment. 
    Two philosophies characterize the balance-sheet approach:

    1.      Protection   , which is paying expatriates the supplements in home-country 
currency suggested by the darker-colored blocks in column 3 of  Figure 16–1 .  

   2.   In a process known as    equalization   , the employer pays the reserve in 
home-country currency after deducting home-country norms from the 
expatriate’s salary for income taxes, housing, and goods and services. The 
company pays all income taxes through the expatriate, while making pay-
ments to the expatriate in local currency to provide housing and purchas-
ing power for goods and services comparable to the purchasing power of 
a home-country peer.    
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    A U.S. tax law passed in 2006 raised the taxes of many American expatri-
ates, especially those without tax-equalization protection. Here is how. As of 
2007 Americans working abroad for more than 330 days in a tax year could 
exclude as much as $85,700 from taxes. Earned income above that amount ef-
fectively became subject to taxes at higher rates than before, because income 
above the exclusion cap is now taxed at rates that would apply as if the exclu-
sion did not exist. The new law also imposed limits on foreign housing ex-
penses. For those who live in high-cost countries, the reduced housing-expense 
exclusion served to raise their taxes. For companies that provide tax equaliza-
tion, their costs rose significantly.  107   
    The most important advantages of the balance-sheet approach are

�  It preserves the purchasing power of expatriates in a cost-effective manner.  
�  It facilitates mobility among expatriates.    

    This is not to imply that companies are not using alternative approaches. 
Small companies with very few expatriates, for example, may relay on  negotia-
tion  of the overall compensation package on a case-by-case basis. Others use a 
   modified balance-sheet approach    that ties salary to a region (Asia-Pacific, 
 Europe, North America) rather than to the home country.  108   
    Two other major components of an international compensation package 
are (1) benefits and (2) pay adjustments and incentives. Let’s consider each 
of these.  

 Benefits 

 Benefits may vary drastically from one country to another. For example, most 
developed and emerging economies have some form of national health care 
supplied by employer—and employee-paid premiums. In Europe, employees 
have various statutory rights that vary from country to country. These include 
pensions, sick pay, minimum wages, holiday pay, overtime pay, minimum 
work time, and dismissal procedures (including legally required severance 
benefits). 
  To deal with such variation, MNEs try to develop both qualitative and 
quantitative parity in benefits across countries.    Qualitative parity    is a commit-
ment to offer employees worldwide something from each of the following cat-
egories of benefits:  109   

�   Core benefits— basic items the company commits to making available to all 
employees worldwide, such as a certain level of health care insurance.  

�   Required benefits— a cash or noncash item required by local law (e.g., man-
datory profit sharing).  

�   Recommended benefits— available wherever cost considerations permit, 
such as life insurance.  

�   Optional benefits— available if a competitive practice in a local market, such 
as local transportation or meal support. In India, for example, health-care 
coverage of aging parents is common, while some companies in Mexico City 
offer “pollution-escape trips.”  110      

  At Verizon Communications,    quantitative parity    is an effort to treat em-
ployees equitably from a total-cost perspective around the globe. If an employee 
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is assigned to a country with a rich health care or pension system, such as 
France, for example, the company does not want to add a layer of benefits on 
top of the existing health-care and pension coverage, because that would create 
a situation where some employees are clearly getting more than others. To 
avoid that, Verizon reviews each country from a total-rewards perspective to 
ensure quantitative parity.  111   
  Most U.S. multinationals also offer various types of premiums and incen-
tives. Their purpose is to provide for the difference in living costs (i.e., the 
costs of goods, services, and currency realignments) between the home country 
and the host country. Premiums may include any one or more of the following 
components:

�   Housing allowance.  This can be substantial, especially since the monthly 
rent in 2007 for a luxury two-bedroom, unfurnished apartment averaged 
US$6,398 in Hong Kong, $4,105 in Tokyo, and about $4,000 in Moscow, 
New York, and London. It averaged about $2,000 in Sydney and Rome.  112    

�   Education allowance.  This pays for schools, uniforms, and other educa-
tional expenses that would not have been incurred had the expatriate re-
mained in the United States.  

�   Income tax-equalization allowance  (as described earlier).  
�   Hardship pay.  This is usually a percentage of base pay provided as compen-

sation for living in an area with climactic extremes, political instability, or 
poor living conditions.  

�   Hazardous-duty pay.  This compensates for living in an area where physical 
danger is present, such as a war zone. For example, contractors working to 
rebuild Iraq typically get bonuses that equal 100 percent of their salaries.  113    

�   Home leave.  Commonly one trip per year is provided for the entire family to 
the expatriate’s home country. Hardship posts normally include more fre-
quent travel for rest and relaxation.  

�   School allowance.  Usually, companies will pay for private schooling for the 
children of their expatriates.  114      

 Finally, it is common practice for companies to pay for security guards in many 
overseas locations, such as in Middle Eastern countries, in the Philippines, and 
in Indonesia.   

 Pay Adjustments and Incentives 
 In the United States, adjustments in individual pay levels are based, to a great 
extent, on how well people do their jobs, as reflected in a performance ap-
praisal. In most areas of the Third World, however, objective measures for 
rating employee or managerial performance are uncommon. Social status is 
based on characteristics such as age, religion, ethnic origin, and social class. 
Pay differentials that do not reflect these characteristics will not motivate 
workers. 
  For example, consider Japan. Although the situation is changing, especially 
among large companies, rewards are based less on the nature of the work per-
formed or individual competence than on seniority and personal characteris-
tics such as age, education, or family background. A pay system based on 
individual job performance would not be acceptable since group performance 
is emphasized, and the effect of individual appraisal would be to divide the 
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group.  115   Needless to say, exportation of U.S. performance appraisal practices 
to these kinds of cultures can have disastrous effects. 
  Despite such differences, research indicates that there are also important 
similarities in reward-allocation practices across cultures. The most universal 
of these seems to be the    equity norm   , according to which rewards are distrib-
uted to group members based on their contributions.  116   In general, the more 
expatriates perceive that the methods the parent organization uses to plan and 
implement decisions are fair (procedural justice), the better their adjustment 
and performance in overseas assignments.  117   
  When implementing performance appraisal overseas, therefore, first deter-
mine the purpose of the appraisal. Second, whenever possible, set standards of 
performance against quantifiable assignments, tasks, or objectives. Third, allow 
more time to achieve results abroad than is customary in the domestic market. 
Fourth, keep the objectives flexible and responsive to potential market and 
environmental conditions.  118   In 2008, for example, 36 percent of MNEs used 
host-country performance reviews, and 35 percent used both home-  and  host-
country reviews.  119   
   Table 16–2  illustrates characteristics of performance appraisal in a Western 
culture (the United States), a Middle Eastern culture (Saudi Arabia), and a Far 
Eastern culture (Korea). Perhaps the most important lesson of this table is that 
a foreign manager could be completely misled by assuming that the approach 
that works in his or her own culture will work elsewhere.  120   

ETHICAL DILEMMA
Bribery to Win Business?

In the United States, the Foreign Corrupt Prac-
tices Act of 1977 (amended in 1988 to increase 
criminal fines for organizations and civil sanc-
tions for individuals) prohibits payments by U.S. 
firms and their managers to win foreign 
business. It has cost them billions. In 
1997, OECD member countries agreed 
to negotiate a binding international 
convention to criminalize the bribery 
of foreign public officials, “irrespec-
tive of the value or the outcome of 
the bribe, of perceptions of local cus-
tom, or of the tolerance of bribery by local 
authorities.”121 Until 1999, however, when 
Germany toughened its corruption laws, com-
panies were permitted to offset payments to 
foreign officials against tax charges.122 From 
2001 through 2006, Munich-based Siemens 
uncovered US$1.95 billion in suspicious 

transactions through its own internal investi-
gations. Apparently most of those payments 
were “commissions” to secure orders. With 
480,000 employees, Siemens does business in 

more than 200 countries. As of late 2008, 
one executive has been convicted of 

bribery, and scores of others are being 
investigated; litigation continues.123

China was required to pass anti-
 corruption laws as a condition of 
joining the World Trade Organiza-

tion in 2001. Since then it has turned 
into one of the world’s most aggressive 

enforcers, prosecuting more than 21,000 cases 
of commercial bribery between 2005 and 
2007. That has created huge headaches and 
potential liabilities for U. S. companies that 
rely on local agents to get deals done. Is such 
a practice ethical?
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  More and more U.S. companies exploring strategic compensation approaches 
at home are beginning to adopt similar approaches for their senior executives 
worldwide. As an example, consider the balance-sheet approach to expatriate 
compensation. It is most appropriate to the business strategies of an organization 
that is in the export or international stage of globalization. 

Table 16–2

CHARACTERISTICS OF PERFORMANCE APPRAISAL SYSTEMS 

IN THE UNITED STATES, SAUDI ARABIA, AND KOREA

Issue United States Saudi Arabia Korea

Objective Administrative decisions,  Placement Develop relationship 
  employee development   between supervisor 
    and employee

Done by? Supervisor Manager several layers up  Mentor and supervisor
   who knows employee 
   well

Authority of  Presumed in supervisor  Reputation (prestige Long tenure of 
 appraiser  role  determined by   supervisor with 
   nationality, age, sex,   organization
   family, tribe, title, 
   education)

Style Supervisor takes the lead,  Authority of appraiser is  Supervisor takes the 
  with employee input  important; never say   lead, with informal 
   “I don’t know”  employee input

Frequency Usually once/year Once/year Developmental 
    appraisal once/month 
    for 1st year; annually 
    thereafter

Assumptions Objective—appraiser  Subjective appraisal more  Subjective appraisal 
  is fair  important than objective;   more important than
   connections are   objective; no formal
   important   criteria

Feedback Criticisms are direct;  Criticisms more subtle;  Criticisms subtle and 
  may be in writing  not likely to be given   indirect; may be 
   in writing  given verbally

Employee  Employee acknowledges  Employee acknowledges  Employee does not see
 acknowledgement   receipt; may rebut in  receipt; may rebut   or sign formal
 and possible   writing  verbally  appraisal; would 
 rebuttal    rarely rebut

How praised Individually Individually Given to entire group

Motivators Money, upward mobility,  Loyalty to supervisor Money, promotion,
  career development   loyalty to supervisor

Note: Characteristics of the Saudi Arabian approach to appraisal come from Harris, P. R., & Moran, R. T. (1990). Managing 
cultural differences (3rd ed.), Houston: Gulf Publishing

Source: Cascio, W. F., & Bailey, E. (1995). International HRM: The state of research and practice. In O. Shenkar (Ed.), Global 
perspectives of human resource management. Englewood Cliffs, NJ: Prentice-Hall. p. 29.
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  However, as firms evolve from multinational to global, they want their expa-
triates to understand that the greatest organizational growth—and their fastest 
career development opportunities—are outside their home or base country. 
Hence, a large part of the compensation of these individuals will be performance-
based, and not a package of costly allowances and premiums that represent fixed 
costs.  124      

 Labor Relations in the International Arena 

 Labor relations structures, laws, and practices vary considerably among coun-
tries.  125   Unions may or may not exist. Management or government may dictate 
terms and conditions of employment. Labor agreements may or may not be 
contractual obligations. Management may conclude agreements with unions 
that have little or no membership in a plant or with nonunion groups that 
wield more bargaining power than the established unions do. And principles 
and issues that are relevant in one context may not be in others, for example, 
seniority in layoff decisions or even the concept of a layoff.  126   
    In general, unions may constrain the choices of global companies in three 
ways: (1) influencing wage levels to the extent that cost structures may become 
noncompetitive, (2) limiting the ability of companies to vary employment lev-
els at their own discretion, and (3) hindering or preventing global integration of 
such companies (i.e., by forcing them to develop parallel operations in differ-
ent countries).  127   
    One of the most intriguing aspects of international labor relations is    trans-
national collective bargaining   , in which unions in more than one country ne-
gotiate jointly with the same company. Unions have found global corporations 
particularly difficult to deal with in terms of union power and difficult to pen-
etrate in terms of union representation.  128   Here are some of the special prob-
lems that global corporations present to unions:

    1.   While national unions tend to follow the development of national compa-
nies, union expansion typically cannot follow the expansion of a com-
pany across national boundaries, with the exception of Canada. Legal 
differences, feelings of nationalism, and differences in union structure 
and industrial relations practices are effective barriers to such expansion.  

   2.   The nature of foreign investment by global corporations has changed. In the 
past, they tended to invest in foreign sources of raw materials. As a result, 
the number of processing and manufacturing jobs in the home country may 
actually have increased. However, in recent years there has been a shift 
toward the development of parallel, or nearly parallel, operations in other 
countries.  129   Foreign investment of this type threatens union members in 
the home country with loss of jobs or with a slower rate of job growth, espe-
cially if their wages are higher than those of workers in the host country.  130    

   3.   When a global corporation has parallel operations in other locations, the 
firm’s ability to switch production from one location shut down by a labor 
dispute to another location is increased. This, of course, assumes that the 
same union does not represent workers at each plant, or that, if different 
unions are involved, they do not coordinate their efforts and strike at the 
same time. Another assumption is that the various plants are sufficiently 
parallel that their products are interchangeable.    
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    One solution to the problems that global corporations pose for union mem-
bers is transnational collective bargaining. For this to work, though, coordina-
tion of efforts and the cooperation of the unions are required. That is beginning 
to occur. In 2006 two longstanding federations merged, the western-oriented 
International Confederation of Free Trade Unions and the leftist World Federa-
tion of Trade Unions. The new federation is known as the International Trade 
Union Federation. Its main objectives are to facilitate consultation, communi-
cation, and cooperation among unions. Yet persistent problems stand in the 
way of such collaboration:  131   

   1.   National and local labor leaders would have to be willing to relinquish 
their autonomy to an international level. This is a major stumbling block 
because the local union or enterprise union is essentially an autonomous 
organization.  

   2.   National laws that restrict sympathy strikes, secondary boycotts, and af-
filiations of labor unions with international federations all hamper trans-
national cooperation.  

   3.   Language barriers, cultural, religious, and ideological differences, fear of 
losing domestic autonomy, legal constraints, differences in union struc-
tures and goals—not to mention employer resistance—make true transna-
tional collective bargaining exceptionally rare.      

 Toward International Labor Standards 

 In view of the lack of success with transnational collective bargaining, unions 
have taken a different tack. Labor unions in the United States, for example, are 
attempting to influence the international labor practices of U.S.-based corpora-
tions, arguing that U.S.-based employees are unable to compete with overseas 
workers who are paid below-market wages and benefits.  132   
    Four forces are driving the trend toward adoption of international labor 
standards: labor unions, pressure from social-advocacy groups, resentment in 
some developing countries against multinationals, and U.S. and European pro-
posals for linkages between trade policy and human rights. The international 
labor standards advocated by these groups include

�  Prohibitions on child labor.  
�  Prohibitions on forced labor.  
�  Prohibitions against discrimination.  
�  Protection for workers’ health.  
�  Payment of adequate wages.  
�  Provision of safe working conditions.  
�  Freedom of association.    

   Industry is making progress. Led by Hewlett-Packard, for example, Dell, IBM, 
Intel, and 12 other tech companies created the Electronic Industry Code of 
Conduct in 2006 that incorporates many of the standards noted above, in-
cluding some basic environmental standards. Still, it leaves inspection and 
enforcement to each member company.  133   In the apparel industry, a Joint 
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Initiative on Corporate Accountability & Workers’ Rights is a 30-month pilot 
project sponsored by six anti-sweatshop activist groups and eight global apparel 
makers, including Nike, Gap, and Patagonia. The objective is to develop a 
common factory-inspection system and a single set of labor standards. More 
broadly, it is an effort to forge a private-industry solution rather than wait for 
government-imposed fixes.  134   Another strategic development is regional trad-
ing blocks, of which the North American Free Trade Agreement is just one 
example.   

 The North American Free Trade Agreement 

 The North American Free Trade Agreement (NAFTA) is one of the most radical 
free-trade experiments in history. Begun in 1994, NAFTA will eliminate trade 
barriers on goods and services within the United States, Canada, and Mexico 
over 15 years, and it creates a region of 421 million consumers, melding two 
first-world economies (United States and Canada) with a struggling Third-
World country (Mexico). It is North America’s strategic response to the global 
economy.  135   NAFTA also incorporates a feature that is common in other free-
trade agreements (except the European Union), namely, that companies are free 
to invest in all three NAFTA countries, but individuals are not free to work 
outside their home countries.  136   
    How has NAFTA worked? Results have been mixed. Employment in the 
   maquiladora    border factories—which import auto parts and electronics, pro-
cess them, and send them north again, all duty-free—boomed initially, but em-
ployment is down 20 percent from its peak, as many operations have shifted to 
cheaper locales, such as China or southeast Asia. In general, NAFTA has been 
good to Mexico. According to former Mexican President, Vicente Fox, “NAFTA 
gave us a big push—it gave us jobs, it gave us knowledge, experience, and tech-
nological transfer.”  137   
    The relatively small direct impact of NAFTA on the U.S. economy actually 
conceals its pervasive, but subtle, indirect effects. For example, outsourcing of 
low-skill jobs to low-wage countries is an unstoppable trend. However, the 
NAFTA free-trade zone has given U.S. companies a way of taking advantage of 
cheap labor while still keeping close links to U.S. suppliers. Mexican assembly 
plants get 82 percent of their components from U.S. suppliers. By contrast, fac-
tories in Asia use far fewer U.S. parts. If General Motors relies on a plant in 
Matamoros, Mexico, to build wire harnesses for car-audio systems, that’s far 
better for the U.S. economy than if the carmaker buys its harnesses from, say, 
Taiwan. Says one economist, “Without NAFTA, entire industries might be lost, 
rather than just labor-intensive portions.”  138   
    NAFTA also includes a “Transitional Adjustment Assistance” (TAA) pro-
gram to provide training to workers who lose their jobs because of the trade 
pact. In 2005, the U. S. Department of Labor certified $165 million for NAFTA-
TAA benefits. Labor unions complain that the TAA program fails to meet the 
needs of the much larger numbers of workers harmfully affected by NAFTA. 
Critics, on the other hand, argue that many assisted workers lost their jobs for 
reasons that had nothing to do with NAFTA or trade. Needless to say, NAFTA 
and its effects on workers and the U. S. and Mexican economies continues to 
be controversial.  139       
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 REPATRIATION  

 Consider these sobering    repatriation    statistics:  140   

�  68 percent of expatriates do not know what their jobs will be when they re-
turn home.  

�  54 percent return to lower-level jobs. Only 11 percent are promoted.  
�  Only 5 percent believe their companies value overseas experience.  
�  77 percent have less disposable income when they return home.    

   Furthermore, having become accustomed to foreign ways, upon reentry expa-
triates often find home-country customs strange and, at the extreme, annoying. 
Such    reverse culture shock    may be more challenging than the culture shock 
experienced when going overseas!  141   Possible solutions to these problems fall 
into three areas: planning, career management, and compensation.  

 Planning 

 Both the expatriation assignment and the repatriation move should be exam-
ined as parts of an integrated whole—not as unrelated events in an individual’s 
career.  142   Unfortunately, this occurs less than half the time (48 percent). For the 
remainder of expatriates, 55 percent held repatriation discussions fewer than 
6 months before the completion of their assignments!  143   To improve this pro-
cess, it is necessary to define a clear strategic purpose for the move. Prior to the 
assignment, therefore, the firm should define one or more of the three primary 
purposes for sending a particular expatriate abroad: executive development, 
coordination and control between headquarters and foreign operations, and 
transfer of information and technology.  144   Research shows that unless there is a 
planned purpose in repatriation, the investment of as much as $1 million to 
send an expatriate overseas is likely to be squandered completely. 
    Increasingly, multinational corporations are seeking to improve their stra-
tegic workforce planning and also to implement it on a worldwide basis. Care-
ful inclusion of expatriation and repatriation moves in this planning will help 
reduce uncertainty and the fear that accompanies it.   

 Career Management 

 The attrition rate for repatriated workers is among the highest in corporate life, 
as data from a large 2008 survey revealed. Fully 25 percent of expatriates left 
their companies during their assignments, 27 percent within one year of returning, 
25 percent between the first and second year, and 23 percent after two years. That’s 
compared to 13 percent average annual turnover in the United States for all em-
ployees.  145   Two-thirds of respondents in the same survey said that “opportunity 
to use international experience” was the best method to reduce expatriate turn-
over. Research with 111 expatriates from 23 countries who returned to their 
home countries within the previous year told a different story. Compared to 
their expatriate job assignments, 16% of the repatriates were in a job that they 
considered a demotion, 57% were in a job considered a lateral move, and 27% 
were in a job considered a promotion. Receiving a promotion upon repatriation, 
however, signaled that the organization values international experience and it 
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contributed to repatriates’ beliefs that the organization met their expectations 
regarding training and career development. These two perceptions, in turn, 
related positively to career satisfaction and to intentions to stay.  146     

 Compensation 

 The loss of a monthly premium to which the expatriate has been accustomed is 
a severe shock financially, whatever the rationale. To overcome this problem, 
some firms have replaced the monthly foreign-service premium with a one-
time    mobility premium    (e.g., three months’ pay) for each move—overseas, back 
home, or to another overseas assignment. A few firms also provide low-cost 
loans or other financial assistance so that expatriates can get back into their 
hometown housing markets at a level at least equivalent to what they left. Fi-
nally, there is a strong need for financial counseling for repatriates. Such coun-
seling has the psychological advantage of demonstrating to repatriates that the 
company is willing to help with the financial problems that they may encoun-
ter in uprooting their families once again to bring them home.  147    

 WHAT’S IT LIKE TO BE A GLOBAL MANAGER? 

  Says Kelly Brookhouse, an industrial/organizational psychologist who directs 
Motorola’s executive development program, “We put people into a simulated 
environment and throw business challenges at them to see how they respond. 
We get a fairly comprehensive picture of people’s leadership profile.” 

  Human Resource 
Management 

in Action: 
Conclusion 

IMPACT OF INTERNATIONAL HRM ON PRODUCTIVITY, 
QUALITY OF WORK LIFE, AND THE BOTTOM LINE

The ways in which a company operates over-
seas can have fundamental, long-term impacts 
on all three of these indicators. Economic the-
ory says that increased economic integration, 
free trade, and international capital mobil-
ity improve aggregate welfare in the 
long run, while short-run issues are 
dismissed as “adjustment costs.” 
The economics of globalization are 
certainly important, but it also is 
critical not to overlook its broader ef-
fects on individuals, communities, 
cultures, and the environment. Global-
ization has brought many benefits to people 
around the world, but it also has closed U. S. 
factories, hollowed out entire communities, 
brought sweatshops to other countries, and 

placed great strains on the environment. It 
therefore raises important ethical issues, and 
suggests that everyone—including corpora-
tions and consumers—has a moral obligation 

to address them.148

Many of these effects, by definition, are 
beyond the purview of HR manage-
ment. Within organizations, however, 
adopting the kinds of enlightened HR 
policies that research has demon-

strated to be most effective can go a 
long way toward improving the working 

lives of the millions of people who toil in 
the global economy every day. In short, progres-
sive HR policies can enhance productivity, 
quality of work life, and profits—and that ben-
efits everyone.
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  “It was hard. A lot harder than I had expected,” says Mandy Chooi, a Beijing-
based HR executive at Motorola who recently went through the exercise. “It’s 
surprising how realistic and demanding it is.” 
  Companies that use such assessments often see a quick payoff. French food 
group Danone SA reduced its failure rate among expatriate managers to 3 per-
cent from about 35 percent in the three years since it started using such assess-
ment programs. 
  Back in suburban London (see the Human Resource Management in Action 
box that begins this chapter), I’m starting to sweat. Ms. Dubois is going to walk 
through the door in about 20 minutes, and I’m far from ready. There’s a flip 
chart on an easel in the corner, but my handwriting is illegible. So I’m fever-
ishly typing up a sheet of key points to hand her. 
  The phone rings. “Damn,” I mutter. A persistent colleague wants me to 
send a team member to Holland for three months to help land a big new client. 
I put her off politely and promise to call back later. But I’ve lost precious time, 
and when Ms. Dubois strolls in, the presentation is still humming through the 
printer on my desk. 
  Sounds a lot like real life, doesn’t it?      

   SUMMARY 

 Foreign investment by the world’s leading corporations is a fact of modern or-
ganizational life. For executives transferred overseas, the opportunities are 
great, but the risks of failure are considerable. This is because there are funda-
mental cultural differences that affect how different people view the world and 
operate in business. The lesson for companies doing business overseas is clear: 

IMPLICATIONS FOR MANAGEMENT PRACTICE

No one has discovered a single best way to man-
age. But before a company can build an effective 
management team, it must understand thor-
oughly its own culture, the other cultures in 
which it does business, and the challenges 
and rewards of blending the best of each.
 In the immediate future, there will 
certainly be international opportuni-
ties for managers at all levels, particu-
larly those with the technical skills 
needed by developing countries. In the 
longer run, global companies will have 
their own cadres of globalites, sophisti-
cated international executives drawn from 

many countries, as firms like Procter & Gamble, 
Schlumberger, Nestlé, and Sony do now. There 
is a bright future for managers with the cultural 
flexibility to be sensitive to the values and aspi-

rations of foreign countries.149

Finally, there is one thing of which 
we can be certain. Talent—social, man-
agerial, and technical—is needed to 
make global business work. Compe-
tent HR management practices can 

find that talent, recruit it, select it, train 
and develop it, motivate it, reward it, 

and profit from it. This will be the greatest 
challenge of all in the years to come.
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Guard against the exportation of home-country bias, think in global terms, and 
recognize that no country has all the answers. 
  Recruitment for overseas assignments is typically based on one of three 
basic models: (1) ethnocentrism, (2) limiting recruitment to home- and host-
country nationals, or (3) geocentrism. Selection is based on five criteria: per-
sonality, skills, attitudes, motivation, and behavior. Orientation for expatriates 
and their families often takes place in three stages: initial, predeparture, and 
postarrival. Cross-cultural training may incorporate a variety of methods and 
techniques, but to be most effective it should be integrated with the firm’s 
long-range global strategy and business planning. International compensation 
presents special problems because salary levels differ among countries. To be 
competitive, firms normally follow local salary patterns in each country. 
 Expatriates, however, receive various types of premiums (foreign service, tax 
equalization, cost-of-living) in addition to their base salaries—according to 
the balance-sheet approach. To deal with the wide variation in benefits across 
countries, MNEs try to provide both qualitative and quantitative parity. An 
overseas assignment is not complete, however, until repatriation problems 
have been resolved. These fall into three areas: personal finances, reacclima-
tion to the U.S. lifestyle, and readjustment to the corporate structure. Finally, 
because global companies operate across national boundaries while unions 
typically do not, the balance of power in the multinational arena clearly rests 
with management. To provide a more level playing field, unions are pushing 
hard for international labor standards.   

  multinational enterprise    

  global corporation    

  expatriate    

  home country    

  host country    

  third-country national    

  efficient-purchaser indexes    

  culture    

  local perspective    

  cosmopolitan perspective    

  norms of behavior    

  power distance    

  uncertainty avoidance    

  individualism    

  masculinity    

  long-term versus short-term orientation    

  transnational corporation    

  ethnocentrism    

  geocentrism    

  general mental ability    

  extroversion    

  agreeableness    

  emotional stability    

  conscientiousness    

  openness    

  cross-cultural training    

  culture shock    

  localization    

  higher-of-home-or-host compensation    

  balance-sheet approach    

  protection    

  equalization    

  modified balance-sheet approach    

  qualitative parity    

  quantitative parity    

  equity norm    

  transnational collective bargaining    

  maquiladora    

  repatriation    

  reverse culture shock    

  mobility premium    

  globalites      

 KEY TERMS  
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  DISCUSSION QUESTIONS  

   16–1.   What advice would you give to a prospective expatriate regarding questions to 
ask before accepting the assignment?  

   16–2.   Discuss the special problems that women face in overseas assignments.  
   16–3.   What effects might international labor standards have on workers, companies, 

and consumers?  
   16–4.   Describe the conditions necessary in order for a geocentric recruitment policy 

to work effectively.  
   16–5.   What key characteristics would you look for in selecting a prospective expatriate?  
   16–6.   Describe the balance-sheet approach to international compensation.  
   16–7.   Your boss asks for suggestions about ways to reduce the high rate of attrition 

among repatriates. What advice would you offer?    

   Exercise 16–1 

  APPLYING YOUR KNOWLEDGE 

 Expatriate Orientation Role-Play 

  Business is increasingly international in scope. Many problems can arise when citi-
zens of one country attempt to conduct business in another without an awareness of 
the local culture and customs. The obvious solution to these problems is education 
and training—in particular, a series of briefings for expatriates before they are sent on 
overseas assignments. 
  The purpose of this exercise is to familiarize you with the culture and customs of 
one foreign country and with the process of developing and implementing a cultural-
briefing program for expatriates. 

  Procedure 
  Select a foreign country in which you have some interest. Then go to your college’s 
library and use the Internet to find resources that discuss the customs and cultural 
dimensions of your chosen country that would be important for a businessperson to 
know. 
  On the basis of the information you have collected, develop a mock cultural 
briefing to be given to the rest of the class. Your cultural briefing should cover such 
topics as traditions, history, geography, living conditions, clothing and housing re-
quirements, health requirements, drug and alcohol laws, and political and economic 
systems. 
  Collect visual aids for your briefing. For instance, your library or a campus pro-
fessor may have posters, DVDs, videos, photos, or other visual aids available through 
online services that you can borrow to give students a visual overview of the country 
you have chosen. A local travel agency may have some brochures that you could pass 
around as part of your presentation. Another possibility is to develop a brief role-
play which demonstrates a “rude” foreigner insulting his or her host through igno-
rance of local customs. Such a demonstration can be built right into your overall 
cultural briefing. 
  Be creative! The main idea is to teach the other students in your class about the 
conduct of business in another country and the importance of a cultural briefing for 
expatriates before they leave their home countries.       
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   absenteeism     Any failure of an employee to report 
for or to remain at work as scheduled, regardless 
of reason.  

  absolute rating systems     Rating formats that evaluate 
each employee in terms of performance standards, 
without reference to other employees.  

  acceptability     The extent to which a performance mea-
sure is deemed to be satisfactory or adequate by those 
who use it.  

  accepting diversity     Learning to value and respect styles 
and ways of behaving that differ from one’s own.  

  action learning     A process in which participants learn 
through experience and application.  

  action programs     Programs, including the activities of 
recruitment, selection, performance appraisal, train-
ing, and transfer, that help organizations adapt to 
changes in their environments.  

  active listening     Listening in which five things are 
done well: taking time to listen, communicating ver-
bally and nonverbally, not interrupting or arguing, 
watching for verbal and nonverbal cues, and summa-
rizing what was said and what was agreed to.  

  adjustment     The managerial activities intended to 
maintain compliance with the organization’s human 
resource policies and business strategies.  

  adverse impact discrimination     Unintentional dis-
crimination that occurs when identical standards or 
procedures are applied to everyone, despite the fact 
that such standards or procedures lead to a substan-
tial difference in employment outcomes for the mem-
bers of a particular group.  

  affirmative action     Action intended to overcome the 
effects of past or present discriminatory policies or 
practices, or other barriers to equal employment 
 opportunity.  

  age grading     Subconscious expectations about what 
people can and cannot do at particular times of their 
lives.  

  agency shop     A union-security provision stipulating 
that although employees need not join the union that 
represents them, in lieu of dues they must pay a ser-
vice charge for representation.  

  agreeableness     The degree to which an individual is 
cooperative, warm, and agreeable, versus cold, dis-
agreeable, and antagonistic.  

  alternation ranking     A ranking method in which a 
rater initially lists all employees on a sheet of paper 
and then chooses the best employee, worst employee, 
second best, second worst, and so forth until all em-
ployees have been ranked.  

  alternative dispute resolution (ADR)     A formal, struc-
tured policy for dispute resolution that may involve 
third-party mediation and arbitration.  

  annuity problem     The situation that exists when past 
merit payments, incorporated into an employee’s 
base pay, form an annuity (a sum of money received 
at regular intervals), allowing formerly productive 
employees to slack off for several years while still 
earning high pay.  

  antidiscrimination rule     A principle that holds that 
employers can obtain tax advantages only for those 
benefits that do not discriminate in favor of highly 
compensated employees.  

  applicant group     Individuals who are eligible for and 
interested in selection or promotion.  

  assessment-center method     A process that evaluates a 
candidate’s potential for management on the  basis of 
multiple assessment techniques, standardized meth-
ods of making inferences from such techniques, and 
pooled judgments from multiple assessors.  

  assessment phase of training     The phase whose pur-
pose is to define what the employee should learn in 
relation to desired job behaviors.  

  attitudes     Internal states that focus on particular 
 aspects of or objects in the environment.  

  authority     For managers at all levels, the organization-
ally granted right to influence the actions and behav-
ior of the workers they manage.  

  authorization cards     Cards, signed by employees, 
that designate the union as the employee’s exclusive 
 representative in bargaining with management.  

  baby-boom generation     People born between 1946 
and 1964, currently 55 percent of the workforce, who 
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believe that the business of business includes leader-
ship in redressing social inequities.  

  balance     In a pay system, the relative size of pay differ-
entials among different segments of the workforce.  

  balance-sheet approach     A method of compensating 
expatriates in which the primary objective is to ensure 
that the expatriates neither gain nor lose financially 
compared with their home-country peers.  

  bargaining impasse     The situation that occurs when 
the parties involved in negotiations are unable to 
move further toward settlement.  

  bargaining unit     A group of employees eligible to vote 
in a representation election.  

  behavior costing     An approach to assessing human 
resource systems that focuses on dollar estimates of 
the behaviors of employees, measuring the economic 
consequences of their behaviors.  

  behavior modeling     Acting as a role model. The fun-
damental characteristic of modeling is that learning 
takes place by observation of the role model’s behav-
ior or by imagining his or her experience.  

  behaviorally anchored rating scales (BARSs)     Graphic 
rating scales that define the dimensions to be rated in 
behavioral terms and use critical incidents to describe 
various levels of performance.  

  behavior-oriented rating method     An appraisal method 
in which employee performance is rated either by com-
paring the performance of employees to that of other 
employees or by evaluating each employee in terms of 
performance standards without reference to others.  

  benchmark jobs     Jobs that are characterized by stable 
tasks and stable job specifications; also known as  key 
jobs.   

  blended life course     A lifestyle with balance in the on-
going mix of work, leisure, and education.  

  bona fide occupational qualifications (BFOQs)     Other-
wise prohibited discriminatory factors that are ex-
empted from coverage under Title VII of the Civil 
Rights Act of 1964 when they are considered reason-
ably necessary to the operation of a particular busi-
ness or enterprise.  

  break-even value     The length of time an observed 
training effect would need to be maintained in order 
to recover the cost of the training program.  

  business game     A situational test in which candidates 
play themselves, not an assigned role, and are evalu-
ated within a group.  

  business strategy     The means that firms use to compete 
in the marketplace (e.g., cost leadership). It provides 
an overall direction and focus for the organization as 
a whole, as well as for each functional area.  

  cafeteria benefits     A package of benefits offered to work-
ers; both “basic” and “optional” items are included, 

and each worker can pick and choose among the alter-
native options.  

  card check     A process in which a union secures autho-
rization cards from more than 50 percent of employees, 
giving it the right to ask management directly for the 
right to exclusive representation.  

  career     A sequence of positions occupied by a person 
during the course of a lifetime; also known as one’s 
 objective career.   

  career paths     Logical and possible sequences of posi-
tions that could be held in an organization, based 
on an analysis of what people actually do in the 
 organization.  

  career planning     A support mechanism to help em-
ployees plan out their long-term career goals.  

  career sponsor     An individual (usually a group vice 
president or higher) who is appointed to look out 
for an expatriate’s career interests while she or he is 
abroad, to keep the expatriate abreast of company de-
velopments, and to counsel the expatriate when she 
or he returns home.  

  career success     The measure of career development 
and satisfaction over a period of time.  

  case law     The courts’ interpretations of laws and deter-
mination of how those laws will be enforced, which 
serve as precedents to guide future legal  decisions.  

  cash-balance plan     A pension plan in which each em-
ployee receives steady annual credit toward an even-
tual pension, adding to his or her pension account 
“cash balance.”  

  central tendency     In rating employees, a tendency to 
give employees an average rating on each criterion.  

  certiorari     Discretionary review by the Supreme Court 
when conflicting conclusions have been reached by 
lower courts or when a major question of constitu-
tional interpretation is involved.  

  change facilitator     An individual who anticipates the 
need for change in strategy and prepares the organi-
zation for that change; a key role of a human resource 
professional.  

  checkoff     A union-security provision under which 
an employee may request that union dues be de-
ducted from her or his pay and be sent directly to 
the union.  

  circumstantial evidence     Statistical evidence used as a 
method of proving the intention to discriminate sys-
tematically against classes of individuals.  

  closed shop     A union-security provision stipulating 
that an individual must join the union that represents 
employees in order to be considered for employment.  

  collaborator     An individual who works well both inside 
and outside an organization, and who shares informa-
tion rather than promoting competition; a key role of a 
human resources professional.  



680 Glossary

  collective bargaining unit     The group of employees 
eligible to vote in a representation election.  

  collectivism     The extent to which members of a cul-
ture give preference to group over individual goals.  

  community of interest     A defined unit that reflects the 
shared interests of the employees involved.  

  comparison quitters     Rationally evaluate alternative 
jobs and are relatively free of strong negative emo-
tions toward their former employers.  

  compensable factors     Common job characteristics that 
an organization is willing to pay for, such as skill, 
 effort, responsibility, and working conditions.  

  compensation     The human resource management 
function that deals with every type of reward that in-
dividuals receive in return for performing work.  

  compensatory damages     In civil cases, damages that 
are awarded to reimburse a plaintiff for injuries or 
harm.  

  competencies     Characteristics of individuals that are 
necessary for successful performance, with behav-
ioral indicators associated with high performance.  

  competency-based pay system     A pay system under 
which workers are paid on the basis of the number of 
jobs they are capable of doing, that is, on the basis of 
their skills or their depth of knowledge.  

  competency models     Attempt to identify variables 
related to overall organizational fit and to identify 
personality characteristics consistent with the orga-
nization’s vision.  

  competitive strategies     The means that firms use to 
compete for business in the marketplace and to gain 
competitive advantage.  

  conciliation agreement     An agreement reached be-
tween the Office of Federal Contract Compliance 
Programs and an employer to provide relief for the 
victims of unlawful discrimination.  

  concurrent engineering     A design process that relies 
on teams of experts from design, manufacturing, and 
marketing working simultaneously on a project.  

  conditional quitters     Will quit their job as soon as they 
get another job offer that meets certain conditions.  

  conscientiousness     The degree to which an individual 
is hard-working, organized, dependable, and perse-
vering versus lazy, disorganized, and unreliable.  

  conspiracy doctrine     A claim by employers that em-
ployees are conspiring against them in restraint of 
trade (for instance, by striking for higher wages).  

  constitutional due-process rights     Such rights, such 
as notice of charges or issues prior to a hearing, rep-
resentation by counsel, and the opportunity to con-
front and to cross-examine adverse witnesses and 
evidence, protect individuals with respect to state, 
municipal, and federal government processes. How-
ever, they normally do not apply to work situations.  

  consumer-driven health plan     Such plans involve a 
high-deductible insurance plan combined with a 
health-care spending account from which unreim-
bursed health-care costs are paid.  

  contract compliance     Adherence of contractors and 
subcontractors to equal employment opportunity, af-
firmative action, and other requirements of federal 
contract work.  

  contrast effects     A tendency among interviewers to 
evaluate a current candidate’s interview performance 
relative to the performances of immediately preced-
ing candidates.  

  contrast error     A rating error occurring when an ap-
praiser compares several employees with one another 
rather than with an objective standard of performance.  

  contributory plans     Group health care plans in which 
employees share in the cost of the premiums.  

  control-group design     A study design in which train-
ing is provided to one group but not to a second 
group that is similar to the trained group in terms of 
relevant characteristics.  

  cosmopolitan managers     Managers who are sensitive 
to cultural differences, respect the distinctive prac-
tices of others, and make allowances for such factors 
when communicating with representatives of differ-
ent cultural groups.  

  cosmopolitan perspective     A perspective that com-
prises sensitivity to cultural differences, respect for 
distinctive practices of others, and making allow-
ances for such factors in communicating with repre-
sentatives of different cultural groups.  

  cost control     The practice of keeping business costs at 
the lowest possible level in order for the business to 
be competitive.  

  cost shifting     In health care, a situation in which one 
group of patients pays less than the true cost of their 
medical care.  

  cost-reduction strategy     A competitive strategy with 
the primary objective of gaining competitive advan-
tage by being the lowest-cost producer of goods or 
provider of services.  

  criteria     The standards used to measure performance.  
  critical incidents     In job analysis, vignettes consisting of 

brief actual reports that illustrate particularly effective 
or ineffective worker behaviors; a behavior-oriented 
rating method consisting of such anecdotal reports.  

  cross-cultural training     Refers to formal programs de-
signed to prepare persons of one culture to interact 
effectively in another culture or to interact more ef-
fectively with persons from different cultures.  

  cross-training     Providing exposure to and practice 
with their teammates’ tasks, roles, and responsibili-
ties in an effort to increase shared understanding and 
knowledge among team members.  
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  culture     The characteristic customs, social patterns, 
beliefs, and values of people in a particular country 
or region, or in a particular racial or religious group.  

  culture shock     The frustrations, conflict, anxiety, and 
feelings of alienation experienced by those who enter 
an unfamiliar culture.  

  debarment     The act of barring a contractor or subcon-
tractor from any government-contract work because 
of violations of equal employment opportunity and 
affirmative action requirements.  

  decertification     Revocation of a union’s status as the 
exclusive bargaining agent for the workers.  

  decision support system (DSS)     An interactive com-
puter program designed to provide relevant informa-
tion and to answer what-if questions; may be used to 
enhance communication about and understanding of 
employee benefit programs.  

  defined-benefit plans     Pension plans under which an 
employer promises to pay a retiree a stated pension, 
often expressed as a percentage of preretirement pay.  

  defined-contribution plan     A type of pension plan that 
fixes a rate for employer contributions to a pension 
fund; future benefits depend on how fast the fund 
grows.  

  demotions     Downward internal moves in an organiza-
tion that usually involve cuts in pay and reduced sta-
tus, privileges, and opportunities.  

  dental HMOs     Health maintenance plans for dental 
care that operate in the same way as medical HMOs.  

  desirable qualifications     In job specifications, those 
qualities and skills that are advantageous but are not 
absolutely necessary for the performance of a particu-
lar job.  

  destructive criticism     Criticism that is general in na-
ture; that is frequently delivered in a biting, sarcastic 
tone; and that often attributes poor performance to 
internal causes.  

  development     The managerial function of preserving 
and enhancing employees’ competence in their jobs 
by improving their knowledge, skills, abilities, and 
other characteristics.  

  direct contracting     In health care, a system in which 
doctors are free to charge, organize, and treat patients 
as they choose.  

  direct evidence     In a discrimination case, an open ex-
pression of hatred, disrespect, or inequality, know-
ingly directed against members of a particular group, 
revealing pure bias.  

  direct measures     Measures that deal with actual costs, 
such as accumulated direct costs of recruiting.  

  direct measures of training outcomes     Value of a train-
ing program expressed in terms of objective measures 
of performance.  

  disability     A physical or mental impairment that sub-
stantially limits one or more major life activities.  

  disability management     A method of controlling 
 disability-leave costs that emphasizes a partnership 
among physician, employee, manager, and human 
resources representative.  

  discrimination     The giving of an unfair advantage (or 
disadvantage) to the members of a particular group in 
comparison with the members of other groups.  

  disease management     A combination of strategies de-
veloped to reduce the cost of chronic conditions that 
require significant changes in behavior.  

  distributed practice     Practice sessions with rest inter-
vals between the sessions.  

  distributive bargaining     In negotiations, the bargaining 
posture that assumes that the goals of the parties are 
irreconcilable; also known as  win–lose bargaining.   

  distributive justice     Justice that focuses on the fairness 
of the outcomes of decisions, for example, in the al-
location of bonuses or merit pay, or in making reason-
able accommodations for employees with disabilities.  

  diversity-based recruitment with preferential hiring     An 
organization’s recruitment policy that systematically 
favors women and minorities in hiring and promotion 
decisions; also known as a  soft-quota system.   

  doctrine of constructive receipt     The principle that holds 
that an individual must pay taxes on benefits that have 
monetary value when the individual receives them.  

  downsizing     The planned elimination of positions or 
jobs in an organization.  

  due process     In legal proceedings, a judicial require-
ment that treatment of an individual may not be un-
fair, arbitrary, or unreasonable.  

  dynamic characteristics of jobs     Characteristics of jobs 
that change over time, like those of public accoun-
tants or lifeguards.  

  economic strikes     Actions by a union of withdrawing 
its labor in support of bargaining demands, including 
those for recognition or organization.  

  efficiency wage hypothesis     The assumption that pay-
ment of wage premiums by employers to attract the 
best talent available will enhance productivity and 
thus offset any increase in labor costs.  

  efficient purchaser indexes     Assume that a person is 
not completely new to a situation and has learned 
about some local brands and outlets and therefore 
pays prices that are lower than someone who is not 
familiar with the location.  

  emotional intelligence     The ability to perceive, ap-
praise, and express emotion. It includes four domains, 
each with associated competencies: self-awareness, 
self-management, social awareness, and relationship 
management.  
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  employee assistance programs     Programs that offer 
professional counseling, medical services, and reha-
bilitation opportunities to all troubled employees.  

  employee relations     All the practices that implement 
the philosophy and policy of an organization with re-
spect to employment.  

  employee stock ownership plans (ESOPs)     Organiza-
tionwide incentive programs in which employees 
receive shares of company stock, thereby becoming 
owners or part owners of the company; shares are de-
posited into employees’ accounts and dividends from 
the stock are added to the accounts.  

  employee voice     A method of ensuring procedural jus-
tice within an organization by providing individuals 
and groups with an opportunity to be heard—a way 
to communicate their interests upward.  

  employment-at-will     An employment situation in 
which an employee agrees to work for an employer 
but there is no specification of how long the parties 
expect the agreement to last.  

  engineering controls     Modifications of the work envi-
ronment that attempt to eliminate unsafe work condi-
tions and neutralize unsafe worker behaviors.  

  enterprise unions     Unions in which membership is 
limited to regular employees of a single company 
regardless of whether they are blue-collar or white-
collar employees.  

  entrepreneurs     Enterprising, decisive managers who 
can thrive in high-risk environments and can respond 
rapidly to changing conditions.  

  equal employment opportunity (EEO)     Nondiscrim-
inatory employment practices that ensure evaluation 
of candidates for jobs in terms of job-related criteria 
only, and fair and equal treatment of employees on 
the job.  

  equal employment opportunity (EEO) for women     The 
raising of awareness of issues among both men and 
women so that women can be given a fair chance to 
think about their interests and potential, to investi-
gate other possibilities, to make intelligent choices, 
and then to be considered for openings or promotions 
on an equal basis with men.  

  equalization     An approach to international compensa-
tion in which an employer deducts standard home-
country amounts from an expatriate’s salary for 
income taxes, housing, and goods and services, and 
then pays the balance, in home-country currency.  

  equity     The fairness of a pay system, assessed in terms 
of the relative worth of jobs to the organization, com-
petitive market rates outside the organization, and 
the pay received by others doing the same job.  

  equity norm     A reward-allocation practice, common 
across cultures, in which rewards are distributed to 
group members on the basis of their contributions.  

  erroneous acceptance     In the selection of personnel, 
the selection of someone who should have been 
 rejected.  

  erroneous rejection     In the selection of personnel, 
the rejection of someone who should have been 
 accepted.  

  essential functions     Job functions that require rela-
tively more time and have serious consequences of 
error or nonperformance associated with them.  

  ethical decisions about behavior     Decisions that con-
cern a person’s conformity to moral standards or to 
the standards of conduct of a given profession or 
group; decisions that take into account not only a 
person’s own interests but also, equally, the interests 
of all others affected by the decisions.  

  ethical dilemmas     Situations that have the potential to 
result in a breach of acceptable behavior.  

  ethnic     Pertaining to groups of people classified ac-
cording to common traits and customs.  

  ethnic minorities     People classified according to com-
mon traits and customs.  

  ethnocentrism     The view of an organization that the 
way things are done in the parent country is the best 
way, no matter where the business is conducted.  

  evaluation phase of training     A twofold process that 
involves establishing indicators of success in training 
as well as on the job, and determining exactly what 
job-related changes have occurred as a result of the 
training.  

  exclusive representation     The concept that one and 
only one union, selected by majority vote, will exist 
in a given job territory, although multiple unions may 
represent different groups of employees who work for 
the same employer.  

  exempt employees     Employees who are exempt from the 
overtime provisions of the Fair Labor Standards Act.  

  expatriate     Anyone working outside her or his home 
country with a planned return to that or a third coun-
try; also known as a  foreign-service employee.   

  experience-based interview     An employment in-
terview in which candidates are asked to provide 
detailed accounts of how they reacted in actual job-
related situations.  

  expert system (ES)     An interactive computer program 
that combines the knowledge of subject-matter ex-
perts and uses this information to recommend a 
solution for the user; may be used to enhance com-
munication about and understanding of employee 
benefit programs.  

  external criteria     Measures of behavior and results that 
indicate the impact of training on the job.  

  external equity     “Fairness” in the wages paid by an or-
ganization, in terms of competitive market rates out-
side the organization.  
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  externalities     Social costs of production that are not 
necessarily included on a firm’s profit-and-loss 
statement.  

  extroversion     Gregariousness, assertiveness, and socia-
bility in an individual, as opposed to reserved, timid, 
and quiet.  

  fact-finding     A dispute-resolution mechanism in 
which each party submits whatever information it be-
lieves is relevant to a resolution of the dispute, and a 
neutral fact finder then makes a study of the evidence 
and prepares a report on the facts.  

  fairness     As it pertains to employee-performance re-
wards, the employees’ perceptions that rewards are 
given honestly and impartially, without favoritism 
or prejudice; an employee’s perception depends on a 
comparison with the reward received and some com-
parison standard, such as rewards received by others, 
rewards received previously, or rewards promised by 
the organization.  

  family-friendly firms     Organizations with poli-
cies, such as on-site child care and flexible work 
 schedules, that take into account the families of 
 employees.  

  featherbedding     Requiring an employer in a labor con-
tract provision to pay for services that are not per-
formed by hiring more employees than are needed or 
by limiting production.  

  feedback     Evaluative or corrective information trans-
mitted to employees about their attempts to improve 
their job performance.  

  femininity     The extent to which members of a culture 
consider sex-role distinctions to be minimal and em-
phasize quality of life, as opposed to work, as the 
central value in a person’s life.  

  fiduciaries     Pension trustees.  
  fiduciary duty of loyalty     An obligation by employees 

to maintain all trade secrets with which their em-
ployers have entrusted them; also provides a former 
employer with legal recourse if an executive joins a 
competitor and reveals trade secrets.  

  financial rewards     The component of an organiza-
tional reward system that includes direct payments, 
such as salary, and indirect payments, such as em-
ployee benefits.  

  flexible benefits     Benefits provided under a plan that 
allows employees to choose their benefits from among 
the alternatives offered by the organization.  

  flexible spending accounts     Accounts into which em-
ployees can deposit pretax dollars (up to a specified 
amount) to pay for additional benefits.  

  flextime     A strategy that allows any employee the 
right, within certain limitations, to set his or her own 
workday hours.  

  forced distribution     A rating method in which the 
overall distribution of ratings is forced into a normal, 
or bell-shaped, curve, under the assumption that a 
relatively small portion of employees is truly out-
standing, a relatively small portion is unsatisfactory, 
and all other employees fall in between.  

  foreign-service employee     Anyone working outside 
her or his home country with a planned return to that 
or a third country; also known as an  expatriate.   

  formal recruitment sources     External recruitment 
channels, including university relations, executive 
search firms, employment agencies, and recruitment 
advertising.  

  401(k) plan     A defined-contribution pension plan in 
which an employee can deduct a certain amount of 
his or her income from taxes and place the money 
into a personal retirement account; if the employer 
adds matching funds, the combined sums grow tax 
free until they are withdrawn, usually at retirement.  

  frame-of-reference training     A form of rater training 
that attempts to establish a common perspective and 
standards among raters.  

  free-speech clause     The right of management to ex-
press its opinion about unions or unionism to em-
ployees, provided that it does not threaten or promise 
favors to employees to obtain antiunion actions.  

  functional HR skills     Include, for example, those in 
recruitment, selection, performance management, 
training and development, labor relations, and com-
pensation.  

  gain sharing     An organization-wide incentive program 
in which employee cooperation leads to information 
sharing and employee involvement, which in turn 
lead to new behaviors that improve organizational 
productivity; the increase in productivity results in 
a financial bonus (based on the amount of increase), 
which is distributed monthly or quarterly.  

  gatekeeper     A primary-care physician who monitors 
the medical history and care of each employee and 
his or her family.  

  Generation X     People born between 1965 and 1977, 
who grew up in times of rapid change, both social 
and economic; also known as baby busters.  

  Generation Y     People born between 1977 and 1997; in-
cludes offspring of baby boomers as well as an influx 
of immigrants through the 1990s. These people have 
grown up and are growing up with sophisticated 
technologies, having been exposed to them much ear-
lier in life than members of Generation X.  

  generational diversity     Important differences in val-
ues, aspirations, and beliefs that characterize the 
swing generation, the silent generation, the baby 
boomers, Generation X, and Generation Y.  
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  geocentrism     In the recruitment of executives for mul-
tinational companies, a strategy with an international 
perspective that emphasizes the unrestricted use of 
people of all nationalities.  

  glass ceiling     The barrier faced by women in breaking 
through to senior-management positions, so called 
because although women can see the top jobs, they 
cannot actually reach them.  

  global challenge     Training needs stimulated by the 
expansion of many firms into global markets. Such 
needs involve the training of local nationals, as well 
as preparing employees from the home country to 
work in foreign markets.  

  global corporation     A corporation that has become an 
“insider” in any market or nation where it operates 
and is thus competitive with domestic firms operat-
ing in local markets.  

  globalites     Sophisticated international executives 
drawn from many countries.  

  globalization     The interdependence of business opera-
tions internationally; commerce without borders.  

  goal theory     The theory that an individual’s conscious 
goals or intentions regulate her or his behavior.  

  goals and timetables     Flexible objectives and sched-
ules for hiring and promoting underrepresented group 
members to ensure compliance with equal opportunity 
employment and affirmative action  requirements.  

  graphic rating scales     Identify, and may define, each 
dimension to be rated, and present the rater with al-
ternative scale points (response categories) that may 
or may not be defined.  

  grievance     An alleged violation of the rights of work-
ers on the job.  

  grievance arbitration     The final stage of the grievance 
process, which consists of compulsory, binding arbitra-
tion; used as an alternative to a work stoppage and to 
ensure labor peace for the duration of a labor contract.  

  grievance procedures     Procedures by which an em-
ployee can seek a formal, impartial review of a deci-
sion that affects him or her; a formal process to help 
the parties involved resolve a dispute.  

  group life insurance     Life insurance benefits, usually 
yearly renewable term insurance, provided for all 
employees as part of a benefits package.  

  guided team self-correction     Providing guidance to 
team members in reviewing team events; identifying 
errors and exchanging feedback; developing plans for 
the future.  

  halo error     A rating error occurring when an appraiser 
rates an employee high (or low) on many aspects of 
job performance because the appraiser believes the 
employee performs well (or poorly) on some specific 
aspect.  

  hard quotas     In an organization’s recruitment and se-
lection process, a mandate to hire or promote specific 
numbers or proportions of women or minority-group 
members.  

  harmful patterns of drinking     Drinking too much, too 
fast (more than 4 drinks in two hours for men, and 
more than 3 in two hours for women) or too much 
 and  too often (more than 14 drinks per week for men, 
and more than 7 for women).  

  headhunter     An executive recruiter.  
  health awareness     Knowledge of the present and fu-

ture consequences of behaviors and lifestyles and the 
risks they may present.  

  health maintenance organization (HMO)     An orga-
nized system of health care, with the emphasis on 
preventive medicine, that assures the delivery of ser-
vices to employees who enroll voluntarily under a 
prepayment plan, thereby committing themselves to 
using the services of only those doctors and hospitals 
that are members of the plan.  

  health promotion     A corporation’s promotion of health 
awareness through four steps: educating employees 
about health-risk factors; identifying health-risk fac-
tors faced by employees; helping employees elimi-
nate these risks; and helping employees maintain the 
new, healthier lifestyle.  

  higher-of-home-or-host compensation     Localizes expatri-
ates in the host-country salary program but establishes 
a compensation floor based on home-country compen-
sation so that expatriates never receive less than what 
they would be paid at home for a comparable position.  

  high-performance work practices     Generally include 
the following features: instill learning as a prior-
ity throughout the organization, push responsibility 
down to employees operating in flat organizations, 
decentralize decision making, and link measures of 
employee performance to financial outcomes.  

  high-performance work systems challenge     In-
creasingly sophisticated technological systems that 
will impose training and retraining requirements on 
the existing workforce.  

  home country     An expatriate’s country of residence.  
  host country     The country in which an expatriate is 

working.  
  hostile-environment harassment     Verbal or physical 

conduct that creates an intimidating, hostile, or of-
fensive work environment or interferes with an em-
ployee’s job performance.  

  “hot cargo” agreements     Refusals by the management 
or union members of a company to handle another 
employer’s products because of that employer’s rela-
tionship with a particular union.  

  HR strategy     Parallels and facilitates implementation 
of the strategic business plan.  
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  human capital metrics     People-related measures that 
focus on outcomes that are directly relevant to the 
strategic objectives of a business.  

  human resource accounting     An approach to assess-
ing human resource systems that considers only the 
investments made in managers and not the returns on 
those investments.  

  human resource forecasts     The human resource plan-
ning activity that predicts future human resource re-
quirements, including the number of workers needed, 
the number expected to be available, the skills mix re-
quired, and the internal versus external labor supply.  

  human resource information system     The method 
used by an organization to collect, store, analyze, re-
port, and evaluate information and data on people, 
jobs, and costs.  

  human resource management (HRM) system     An overall 
approach to management, comprising staffing, reten-
tion, development, adjustment, and managing change.  

  human resource planning (HRP)     An effort to antici-
pate future business and environmental demands 
on an organization, and to provide qualified people 
to fulfill that business and satisfy those demands; 
HRP includes talent inventories, human resource 
forecasts, action plans, and control and evaluation.  

  implied promises     Oral promises and implied covenants 
of good faith and fair dealing as well as explicit ones.  

  impulsive quitters     Workers who quit on the spot with-
out any advance planning.  

  in-basket test     A situational test in which an individ-
ual is presented with items that might appear in the 
in-basket of an administrative officer, is given appro-
priate background information, and then is directed 
to deal with the material as though he or she were 
actually on the job.  

  in-house temporaries     Temporary workers who work 
directly for the hiring organization, as opposed to 
those supplied from temporary agencies.  

  in-plant slowdowns     The action of union workers of 
staying on the job instead of striking, but carrying out 
their tasks “by the book,” showing no initiative and 
taking no shortcuts.  

  incentives     One-time supplements, tied to levels of job 
performance and to the base pay of employees, in-
cluding nonexempt and unionized employees.  

  income-maintenance laws     Laws designed to provide 
employees and their families with income security in 
case of death, disability, unemployment, or retirement.  

  indirect costs of accidents     Costs that cannot be 
avoided by a corporation when an employee has an 
accident, such as wages paid for time lost, cost of 
damage to material or equipment, and any other ex-
pense created in conjunction with the accident.  

  indirect labor     Workers who provide essential services 
to line workers.  

  indirect measures     Measures that do not deal directly 
with cost; expressed in terms of time, quantity, or 
quality.  

  indirect measures of training outcomes     Improvements 
in job performance or decreases in error, scrap, and 
waste.  

  individual analysis     In the assessment of training 
needs, the level of analysis that determines how well 
each employee is performing the tasks that make up 
his or her job.  

  individual equity     Determination of whether or not 
each individual’s pay is fair relative to that of other 
individuals doing the same or similar jobs.  

  individualism     The extent to which members of a cul-
ture emphasize personal rather than group goals.  

  informal recruitment sources     Recruitment sources 
such as walk-ins, write-ins, and employee referrals.  

  informational justice     Justice expressed in terms of pro-
viding explanations or accounts for decisions made.  

  initial screening     In the employee recruitment and 
selection process, a cursory selection of possible job 
candidates from a pool of qualified candidates.  

  innovation strategy     A competitive strategy with the 
primary objective of developing products or services 
that differ from those of competitors.  

  innovator     An individual who creates new approaches 
to motivating and managing people rather than rely-
ing on past procedures; a key role of a human resource 
professional.  

  institutional memories     Memories (primarily of 
workers with long service) of corporate traditions 
and of how and why things are done as they are in 
an organization.  

  integrative bargaining     In negotiations, the bargain-
ing posture that assumes that the goals of the parties 
are not mutually exclusive, that it is possible for both 
sides to achieve their objectives; also known as  win–
win bargaining.   

  integrity tests     (1) Overt (clear-purpose) tests that are 
designed to assess directly attitudes toward dishon-
est behaviors, and (2) personality-based (disguised-
purpose) tests that aim to predict a broad range of 
counterproductive behaviors at work.  

  interactional justice     The quality of interpersonal treat-
ment that employees receive in their everyday work.  

  interest arbitration     A dispute-resolution mechanism 
in which a neutral third party hears the positions 
of both parties and decides on binding settlement 
terms.  

  internal criteria     Measures of reaction and learning 
that are concerned with outcomes of the training pro-
gram per se.  
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  internal equity     Determination of whether or not pay 
rates are fair in terms of the relative worth of indi-
vidual jobs to an organization.  

  international alliance     A collaboration between two 
or more multinational companies that allows them 
jointly to pursue a common goal.  

  interpersonal challenge     The need, as more firms 
move to employee involvement and teams in the 
workplace, for team members to learn behaviors such 
as asking for ideas, offering help without being asked, 
listening and feedback skills, and recognizing and 
considering the ideas of others.  

  interrater reliability     An estimate of reliability ob-
tained from independent ratings of the same sample 
of behavior by two different scorers.  

  job analysis     The process of obtaining information 
about jobs, including the tasks to be done on the jobs 
as well as the personal characteristics necessary to do 
the tasks.  

  job description     A written summary of task require-
ments for a particular job.  

  job evaluation     Assessment of the relative worth of 
jobs to a firm.  

  job families     Job classification systems that group jobs 
according to their similarities.  

  job posting     The advertising of available jobs internally 
through the use of bulletin boards (electronic or hard-
copy) or in lists available to all employees.  

  job satisfaction     A pleasurable feeling that results from 
the perception that a job fulfills or allows for the ful-
fillment of its holder’s important job values.  

  job sharing     An approach that allows two employees 
to share the job responsibilities normally handled by 
only one employee, and to receive salary and benefits 
in proportion to their contribution.  

  job specification     A written summary of worker re-
quirements for a particular job.  

  just cause     As it pertains to arbitration cases, the con-
cept that requires an employer not only to produce 
persuasive evidence of an employee’s liability or neg-
ligence, but also to provide the employee a fair hear-
ing and to impose a penalty appropriate to the proven 
offense.  

  justice     The maintenance or administration of what is 
just, especially by the impartial adjustment of con-
flicting claims or the assignment of merited rewards 
or punishments.  

  key jobs     Jobs that are characterized by stable tasks 
and stable job specifications; also known as bench-
mark jobs.  

  knowledge capital     The value of the knowledge pos-
sessed by people at all levels of an organization.  

  labor market     A geographical area within which the 
forces of supply (people looking for work) interact 
with the forces of demand (employers looking for 
people) and thereby determine the price of labor.  

  leaderless group discussion (LGD)     A situational test 
in which a group of participants is given a job-related 
topic and is asked to carry on a discussion about it 
for a period of time, after which observers rate the 
performance of each participant.  

  leniency     The tendency to rate every employee high or 
excellent on all criteria.  

  liability without fault     The principle that forms the 
foundation for workers’ compensation laws, under 
which benefits are provided not because of any liabil-
ity or negligence on the part of the employer, but as a 
matter of social policy.  

  lifestyle discrimination     Firing of workers for engaging 
in legal activities outside of work, such as refusing to 
quit smoking, living with someone without being mar-
ried, using a competitor’s product, and motorcycling.  

  Likert method of summed ratings     A type of behavioral 
checklist with declarative sentences and weighted 
response categories; the rater checks the response 
category that he or she thinks best describes the em-
ployee and sums the weights of the responses that 
were checked for each item.  

  local perspective     A viewpoint that includes no appre-
ciation for cultural differences.  

  localization     The practice of paying expatriates on 
the same scale as local nationals in the country of 
assignment.  

  lockout     The shutting down of plant operations by 
management when contract negotiations fail.  

  long-term disability (LTD) plans     Disability insurance 
plans that provide benefits when an employee is dis-
abled for 6 months or longer, usually at no more than 
60 percent of base pay.  

  long-term versus short-term orientation     Refers to the 
extent to which a culture programs its members to 
accept delayed gratification of material, social, and 
emotional needs.  

  loss-control program     A way to sustain a safety policy 
through four components: a safety budget, safety re-
cords, management’s personal concern, and manage-
ment’s good example.  

  lump-sum bonus     Employees receive an end-of-year 
bonus that does not build into base pay.  

  maintenance of membership     A union-security pro-
vision stipulating that an employee must remain a 
member of the union once he or she joins.  

  managed care     A health care system in which a doc-
tor’s clearance for treatment is required for the em-
ployee before he or she enters the hospital.  
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  managed-disability programs     Disability-insurance 
plans that focus on making sure that employees with 
disabilities receive the care and rehabilitation they 
need to help them return to work quickly.  

  management by objectives (MBO)     A philosophy of 
management with a results-oriented rating method 
that relies on goal-setting to establish objectives for 
the organization as a whole, for each department, for 
each manager, and for each employee, thus providing 
a measure of each employee’s contribution to the suc-
cess of the organization.  

  management controls     Measures instituted by manage-
ment in an attempt to increase safe worker behaviors.  

  managing change     The ongoing managerial process of 
enhancing the ability of an organization to anticipate 
and respond to developments in its external and in-
ternal environments, and to enable employees at all 
levels to cope with the changes.  

  managing diversity     Establishing a heterogeneous 
workforce (including white men) to perform to its po-
tential in an equitable work environment where no 
member or group of members enjoys an advantage or 
suffers a disadvantage.  

  maquiladoras     Border factories that import auto parts 
and electronics, process them, and send them north 
again, all duty-free.  

  market-based pay system     A pay system that uses a di-
rect market-pricing approach for all of a firm’s jobs.  

  masculinity     The extent to which members of a culture 
differentiate very strongly by gender, and the domi-
nant cultural values are work-related.  

  massed practice     Practice sessions that are crowded 
together.  

  meaningfulness of material     Material that is rich in as-
sociations for the trainees and is therefore easily un-
derstood by them.  

  mediation     A process by which a neutral third party 
attempts to help the parties in a dispute reach a set-
tlement of the issues that divide them.  

  mentor     One who acts or is selected to act as teacher, 
advisor, sponsor, and confidant for a new hire—or a 
small group of new hires—in order to share his or 
her knowledge about the dynamics of power and 
politics, to facilitate socialization, and to improve the 
newcomers’ chances for survival and growth in the 
organization.  

  merged-gender mortality tables     Mortality tables that, 
rather than treating males and females separately, 
show the combined number of persons living, the 
combined number of persons dying, and the merged-
gender mortality rate for each age.  

  merit guide charts     Charts that are used to determine 
the size of an employee’s merit increase for a given 
level of performance; the intersection on the chart of 

the employee’s performance level and his or her loca-
tion in a pay grade identifies the percentage of pay 
increase.  

  merit-pay systems     Pay systems, most commonly ap-
plied to exempt employees, under which employees 
receive permanent increases, tied to levels of job per-
formance, in their base pay.  

  meta-analysis     A statistical cumulation of research re-
sults across studies.  

  mid-career plateauing     Performance by mid-career 
workers at an acceptable but not outstanding level, cou-
pled with little or no effort to improve performance.  

  mixed-motive case     A discrimination case in which an 
employment decision was based on a combination of 
job-related as well as unlawful factors.  

  mobility premium     A one-time payment to an expa-
triate for each move—overseas, back home, or to an-
other overseas assignment.  

  modified balance-sheet approach     In terms of interna-
tional compensation, linking salary to a region rather 
than to the home country.  

  modular corporation     A new organizational form 
in which the basic idea is to focus on a few core 
 competencies—those a company does best—and to 
outsource everything else to a network of suppliers.  

  mommy wars     Personal conflicts experienced by 
women in the workforce, especially those in demand-
ing executive positions, as they juggle work and fam-
ily roles.  

  money-purchase plan     A defined-contribution pen-
sion plan in which the employer contributes a set 
percentage of each vested employee’s salary to his 
or her retirement account; annual investment earn-
ings and losses are added to or subtracted from the 
account balance.  

  motion study     A method of studying how a job is done.  

  narrative essay     Simplest type of absolute rating 
system, in which a rater describes, in writing, an 
employee’s strengths, weaknesses, and potential, to-
gether with suggestions for improvement.  

  needs assessment     The process used to determine 
whether training is necessary.  

  negligent hiring     The failure of an employer to check 
closely enough on a prospective employee, who then 
commits a crime in the course of performing his or 
her job duties.  

  neuroticism     The degree to which an individual is in-
secure, anxious, depressed, and emotional, versus 
calm, self-confident, and cool.  

  no-compete agreements     Clauses in a contract that bar 
an individual from working for a competitor for a 
fixed period of time if he or she is fired, if the job is 
eliminated, or if the individual leaves voluntarily.  
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  noncontributory plan     The employer pays the full cost 
of insurance premiums for employees.  

  nonfinancial rewards     The component of an organi-
zational reward system that includes everything in 
a work environment that enhances a worker’s sense 
of self-respect and esteem by others, such as training 
opportunities, involvement in decision making, and 
recognition.  

  norms of behavior     Local customs created from a cul-
ture’s value system.  

  objective career     A sequence of positions occupied by 
a person during the course of a lifetime; commonly 
referred to simply as one’s  career.   

  objective personality and interest inventories     In-
ventories that provide a clear stimulus and a clear set 
of responses from which to choose.  

  obsolescence     As it pertains to human resource man-
agement, the tendency for knowledge or skills to be-
come out of date.  

  ombudspersons     People designated to investigate 
claims of unfair treatment or to act as intermediar-
ies between an employee and senior management 
and recommend possible courses of action to the 
parties.  

  open-door policies     Organizational policies that allow 
employees to approach senior managers with prob-
lems that they may not be willing to take to their im-
mediate supervisors.  

  openness     Posting salary ranges, experts contend, is a 
public show of trust in employees.  

  openness to experience     The degree to which an indi-
vidual is creative, curious, and cultured, versus prac-
tical with narrow interests.  

  operational planning     Short- to middle-range busi-
ness planning that addresses issues associated with 
the growth of current or new operations, as well as 
with any specific problems that might disrupt the 
pace of planned growth; also known as  tactical 
planning.   

  operations analysis     In the assessment of training 
needs, the level of analysis that attempts to identify 
the content of training—what an employee must do 
in order to perform competently.  

  organization     In business, a group of people who per-
form specialized tasks that are coordinated to en-
hance the value or utility of some good or service that 
is wanted by and provided to a set of customers or 
clients.  

  organization analysis     In the assessment of training 
needs, the level of analysis that focuses on identifying 
where within the organization training is needed.  

  organization development     Systematic, long-range 
programs of organizational improvement.  

  organizational citizenship behaviors     Discretionary 
behaviors performed outside an employee’s formal 
role, which help other employees perform their jobs 
or which show support for and conscientiousness to-
ward an organization.  

  organizational commitment     The degree to which an 
employee identifies with an organization and is will-
ing to put forth effort on its behalf.  

  organizational culture     The pattern of basic assump-
tions developed by an organization in learning to adapt 
to both its external and its internal environments.  

  organizational entry     The process of becoming more 
involved in a particular organization.  

  organizational reward system     A system for provid-
ing both financial and nonfinancial rewards; includes 
anything an employee values and desires that an 
employer is able and willing to offer in exchange for 
employee contributions.  

  organizational support     The extent to which an orga-
nization values employees’ general contributions and 
cares for their well being.  

  orientation     Familiarization with and adaptation to a 
situation or an environment.  

  outsourcing     Shifting work other than the organiza-
tion’s core competencies to a network of outside sup-
pliers and contractors.  

  overlearning     Practicing far beyond the point where a 
task has been performed correctly only several times 
to the point that the task becomes “second nature.”  

  paired comparisons     A behavior-oriented rating method 
in which an employee is compared to every other em-
ployee; the rater chooses the “better” of each pair and 
each employee’s rank is determined by counting the 
number of times she or he was rated superior.  

  paradigm shift     In management philosophy, a dra-
matic change in the way of thinking about business 
problems and organizations.  

  parallel forms reliability estimate     The coefficient of 
correlation between two sets of scores obtained from 
two forms of the same test.  

  passive nondiscrimination     An organization’s commit-
ment to treat all races and both sexes equally in all 
decisions about hiring, promotion, and pay, but with 
no attempt to recruit actively among prospective 
minority applicants.  

  pattern bargaining     Negotiating the same contract 
provisions for several firms in the same industry, 
with the intent of making wages and benefits uniform 
industrywide.  

  Paul principle     The phenomenon that over time, peo-
ple become uneducated, and therefore incompetent, 
to perform at a level at which they once performed 
adequately.  
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  pay compression     A narrowing of the ratios of pay be-
tween jobs or pay grades in a firm’s pay structure.  

  pension     A sum of money paid at regular intervals to 
an employee who has retired from a company and is 
eligible to receive such benefits.  

  performance-accelerated shares     Stock that vests 
sooner if the executive meets goals ahead of schedule.  

  performance appraisal     A review of the job-relevant 
strengths and weaknesses of an individual or a team 
in an organization.  

  performance definition     A way to ensure that indi-
vidual employees or teams know what is expected 
of them, and that they stay focused on effective per-
formance by paying attention to goals, measures, and 
assessment.  

  performance encouragement     Provision of a sufficient 
amount of rewards that employees really value, in a 
timely, fair manner.  

  performance facilitation     An approach to management 
in which roadblocks to successful performance of 
employees are eliminated, adequate resources to get a 
job done right and on time are provided, and careful 
attention is paid to the selection of employees.  

  performance management     A broad process that re-
quires managers to define, facilitate, and encourage 
performance by providing timely feedback and con-
stantly focusing everyone’s attention on the ultimate 
objectives.  

  performance shares     Essentially stock grants awarded 
for meeting goals.  

  performance standards     Criteria that specify  how well,  
not  how,  work is to be done, by defining levels of ac-
ceptable or unacceptable employee behavior.  

  personality     The set of characteristics of a person that 
account for the consistent way he or she responds to 
situations.  

  placement     In the employee recruitment and selection 
process, the assignment of individuals to particular 
jobs.  

  plateaued workers     Employees who are at a standstill 
in their jobs, either organizationally, through a lack of 
available promotions, or personally, through lack of 
ability or desire.  

  point-of-service plans     Health care plans that offer the 
choice of using the plan’s network of doctors and 
hospitals (and paying no deductible and only small 
copayments for office visits) or seeing a physician 
outside the network (and paying 30 to 40 percent of 
the total cost); an in-network gatekeeper must ap-
prove all services.  

  portability     Tax-free transfer of vested benefits to an-
other employer or to an individual retirement ac-
count if a vested employee changes jobs and if the 
present employer agrees.  

  positive discipline     An alternative discipline procedure 
that includes the following steps: an oral reminder; 
a written reminder; and a decision-making leave, 
which is the employee’s last chance to reform.  

  power distance     The extent to which members of a 
culture accept the unequal distribution of power.  

  practicality     Implies that appraisal instruments are easy 
for managers and employees to understand and use.  

  pre-employment training programs     Programs devel-
oped by industry-specific, community-based coali-
tions, where member companies contribute time, 
money, and expertise to design training, and they 
also contribute employees to teach courses.  

  preferential shop     A union-security provision stipu-
lating that union members be given preference in 
hiring.  

  preferred-provider organization (PPO)     A health-
care system, generally with no gatekeeper, in which 
medical care is provided by a specified group of 
physicians and hospitals; care from outside the net-
work is available at additional cost to the individual 
employee.  

  premium-price options     Stock options granted at a 
price higher than the market price.  

  preplanned quitters     Workers who plan in advance to 
quit at a specific time in the future.  

  pretest–posttest only design     A study in which a con-
trol group is not used and the performance of the 
trained group is evaluated before and after the train-
ing program.  

  prima facie case     A case in which a body of facts is 
presumed to be true until proved otherwise.  

  privacy     The interest employees have in controlling 
the use that is made of their personal information and 
in being able to engage in behavior free from regula-
tion or surveillance.  

  procedural justice     Justice that focuses on the fairness 
of the procedures used to make decisions—the extent 
to which the decisions are consistent across persons 
and over time, free from bias, based on accurate in-
formation, correctable, and based on prevailing moral 
and ethical standards.  

  process     In a process-based organization of work, a 
collection of activities cutting across organizational 
boundaries and traditional business functions that 
takes one or more kinds of input and creates an out-
put that is of value to a customer.  

  productivity     A measure of the output of goods and 
services relative to the input of labor, material, and 
equipment.  

  profit sharing     An organizationwide incentive program 
in which employees receive a bonus that is normally 
based on some percentage of the company’s profits 
beyond some minimum level.  
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  progressive discipline     A discipline procedure that 
proceeds from an oral warning to a written warning 
to a suspension to dismissal.  

  projective measures     Measures that present an indi-
vidual with ambiguous stimuli (primarily visual) and 
 allow him or her to respond in an open-ended fashion.  

  promotions     Upward internal moves in an organization 
that usually involve greater responsibility and authority 
along with increases in pay, benefits, and privileges.  

  protected health information     Medical information 
that contains any of a number of patient identifiers, 
such as name or social security number.  

  protection     Paying supplements to expatriates in 
home-country currency.  

  psychological success     The feeling of pride and per-
sonal accomplishment that comes from achieving 
one’s most important goals in life.  

  public policy exception     An exception to employment 
at will; an employee may not be fired because he or 
she refuses to commit an illegal act, such as perjury 
or price fixing.  

  punitive damages     In civil cases, damages that are 
awarded to punish a defendant or to deter a defen-
dant’s conduct.  

  pure diversity-based recruitment     An organization’s 
concerted effort to expand actively the pool of ap-
plicants so that no one is excluded because of past 
or present discrimination; the decision to hire or to 
promote is based on the best-qualified individual re-
gardless of race or sex.  

  Pygmalion effect     The phenomenon of the self-fulfill-
ing prophecy; with regard to training, the fact that the 
higher the expectations of the trainer, the better the 
performance of the trainees.  

  qualified individual with a disability     An individual 
with a disability who is able to perform the essential 
functions of a job with or without accommodation.  

  qualified job applicants     Applicants with disabilities 
who can perform the essential functions of a job with 
or without reasonable accommodation.  

  qualitative parity     A commitment to offer employees 
worldwide something from each of four categories of 
benefits: core, required, recommended, and optional.  

  quality challenge     Ongoing needs to meet the product 
and service needs of customers.  

  quality of work life (QWL)     A set of objective organiza-
tional conditions and practices designed to foster qual-
ity relationships within the organization; employees’ 
perceptions of the degree to which the organizational 
environment meets the full range of human needs.  

  quality-enhancement strategy     A competitive strategy 
with the primary objective of enhancing product or 
service quality.  

  quantitative parity     In terms of benefits provided by 
multinationals, it is an effort to treat employees around 
the globe equitably from a total-cost perspective.  

  quid pro quo harassment     Sexual harassment—when 
sexual favors are a condition of gaining or keeping 
employment.  

  quotas     Inflexible numbers or percentages of underrep-
resented group members that companies must hire or 
promote to comply with equal employment opportu-
nity and affirmative action requirements.  

  race-norming     Within-group percentile scoring of 
 employment-related tests.  

  realistic job preview (RJP)     A recruiter’s job overview 
that includes not only the positive aspects but also 
the unpleasant aspects of a job.  

  reasonable accommodations     Adjustments in the work 
environment to allow for the special needs of indi-
viduals with disabilities.  

  recency error     A rating error occurring when an ap-
praiser assigns a rating on the basis of the employee’s 
most recent performance rather than on long-term 
performance.  

  recruitment     A market-exchange process in which em-
ployers attempt to differentiate their “products” (job 
opportunities) among “consumers” (job applicants) 
who vary in their levels of job-relevant knowledge, 
abilities, and skills.  

  recruitment pipeline     The time frame from the receipt 
of a résumé to the time a new hire starts work.  

  red-hot-stove rule     The theory that discipline should 
be immediate, consistent, and impersonal, and 
should include a warning.  

  redeployment     Transfer of an employee from one posi-
tion or area to another—often resulting from a busi-
ness slowdown or a reduced need for certain skills 
and usually coupled with training for the transition 
to new job skills and responsibilities.  

  reengineering     Review and redesign of work processes 
to make them more efficient and to improve the quality  
of the end product or service.  

  relative rating systems     Rating formats that compare 
the performance of an employee with that of other 
employees.  

  relevance     In an effective appraisal system, a require-
ment that there be clear links between the performance 
standards for a particular job and the organization’s 
goals, and clear links between the critical job elements 
identified through a job analysis and the dimensions 
to be rated on an appraisal form.  

  relevant labor market     Determined by which jobs 
to survey and which markets are relevant for each 
job, considering geographical boundaries as well as 
product- market competitors.  
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  reliability     The consistency or stability of a measure-
ment procedure.  

  repatriation     The process of reentering one’s native 
culture after being absent from it.  

  repetitive-motion injuries     Injuries caused by perform-
ing the same task (or similar tasks) repeatedly, such 
as typing or using a computer mouse, for extended 
periods of time.  

  representation election     A secret-ballot election to de-
termine whether a particular union will be certified 
as the exclusive bargaining representative of all the 
employees in the unit.  

  required qualifications     In job specifications, those 
qualities and skills that are absolutely necessary for 
the performance of a particular job.  

  restricted stock     Common stock that vests after a spec-
ified period.  

  restricted stock units     Shares awarded after time to defer 
taxes.  

  restructuring     The process of changing a company by 
selling or buying plants or lines of business, or by 
laying off employees.  

  results-oriented rating methods     Rating formats that 
place primary emphasis on what an employee pro-
duces.  

  Resumix Human Skills Management System     An au-
tomated résumé-processing system that uses elec-
tronic technology to process résumés, input data 
into an applicant database, and provide online ac-
cess to résumé and skills information on available 
job candidates.  

  retaliatory discharge     Retaliation for filing a claim or 
bringing a charge against an employer; in such cases, 
the employee may seek damages under an exception 
to the employment-at-will doctrine.  

  retention     Initiatives taken by management to keep 
employees from leaving, such as rewarding employ-
ees for performing their jobs effectively; ensuring 
harmonious working relations between employees 
and managers; and maintaining a safe, healthy work 
environment.  

  return on investment (ROI)     A measure comparing a 
training program’s monetary benefits with its cost.  

  reverse culture shock     A condition experienced by an 
expatriate who has become accustomed to foreign 
ways and who, upon reentry, finds his or her home 
country customs strange and even annoying.  

  reverse discrimination     Discrimination against whites 
(especially white males) and in favor of members of 
protected groups.  

  reverse mentoring     A mentoring program in which 
an older manager meets with a younger subordinate 
to learn about technologies such as the Internet and 
e-commerce.  

  right-to-work laws     Laws that prohibit compulsory 
union membership as a condition of continued 
 employment.  

  secondary boycott     A boycott occurring when a union 
appeals to firms or other unions to stop doing busi-
ness with an employer who sells or handles struck 
products.  

  secret-ballot election     An election supervised by the 
National Labor Relations Board, in which each eli-
gible member of a bargaining unit casts a secret ballot 
for or against union representation.  

  selection     The process of choosing among candidates 
or employees for hire or promotion.  

  selection ratio     The percentage of applicants hired, 
which is used in evaluating the usefulness of any 
predictor.  

  self-assessment     In career management, a process in 
which employees focus on their own career goals.  

  seniority     Privileged status attained by length of em-
ployment.  

  seniority system     An established business practice 
that allots to employees ever-improving employment 
rights and benefits as their relative lengths of perti-
nent employment increase.  

  sensitivity     The capability of a performance appraisal 
system to distinguish effective from ineffective per-
formers.  

  severity     The tendency to rate every employee low on 
the criteria being evaluated.  

  severance pay     Payments, usually based on length of 
service, organization level, and reason for termina-
tion, provided to employees whose employment is 
terminated.  

  sexual harassment     Unwelcome sexual advances, re-
quests for sexual favors, and other verbal or physical 
conduct of a sexual nature when submission to or re-
jection of this conduct explicitly or implicitly affects 
an individual’s employment, unreasonably interferes 
with an individual’s work performance, or creates an 
intimidating, hostile, or offensive work environment.  

  short-term disability      An insurance plan that provides 
income replacement for employees whose illness or 
injury causes absence from work. Short-term disabil-
ity usually starts after a one- to two-week absence.  

  shrinkage     Losses due to bookkeeping errors and em-
ployee, customer, and vendor theft.  

  silent generation     People born between 1930 and 1945, 
who dedicated themselves to their employers, made 
sacrifices to get ahead, and currently hold many posi-
tions of power.  

  simple ranking     Requires only that the rater order all 
employees from highest to lowest, from “best” em-
ployee to “worst” employee.  
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  sit-down strike     Workers refuse to leave the premises 
until employers agree to meet their demands for 
recognition.  

  six sigma     An effort to make error-free projects 99.9997 
percent of the time, or just 3.4 errors per million op-
portunities. It is based on 5 steps: define, measure, 
analyze, improve, and control (or DMAIC, pro-
nounced “dee-may-ic”).  

  simplified employee pension     A defined-contribution 
pension plan under which a small-business employer 
can contribute a certain percentage or amount of an 
employee’s salary tax-free to an individual retirement 
account; the employee is vested immediately for the 
amount paid into the account but cannot withdraw 
any funds before age 59  1 /2 without penalty.  

  situational interview     An employment interview in 
which candidates are asked to describe how they think 
they would respond in certain job-related situations.  

  situational tests     Standardized measures of behavior 
whose primary objective is to assess the ability to  do  
rather than the ability to  know , through miniature 
replicas of actual job requirements; also known as 
 work-sample tests.   

  skip-level policy     An employee-voice mechanism that 
allows an employee with a problem to proceed di-
rectly to the next higher level of management above 
his or her supervisor.  

  SMART objectives     Objectives that are Specific, Mea-
surable, Appropriate (consistent with the vision and 
mission), Realistic (challenging but doable), and 
Timely.  

  social challenge     In the context of training, it refers to 
the number of unskilled and undereducated youth 
who will be needed for entry-level jobs, and the need 
to train currently underutilized groups of racial and 
ethnic minorities, women, and older workers.  

  social learning theory     The theory that individuals 
in groups learn appropriate behaviors and attitudes 
from one another.  

  socialization     In the employee recruitment and selec-
tion process, the introduction of new employees to 
company policies, practices, and benefits through 
an orientation program; the mutual adaptation of the 
new employee and the new employer to one another.  

  soft-quota system     An organizational recruitment pol-
icy that systematically favors women and minorities 
in hiring and promotion decisions; also known as 
 diversity-based recruitment with preferential hiring.   

  spatial-relations ability     The ability to visualize the 
effects of manipulating or changing the position of 
objects.  

  speed strategy     A competitive strategy with the pri-
mary goal of being the fastest innovator, producer, 

distributor, and responder to customer feedback; also 
known as a  time-based strategy.   

  spillover effect     Employers seek to avoid unionization 
by offering the workers the wages, benefits, and work-
ing conditions that rival unionized firms do.  

  spot bonus     If an employee’s performance has been ex-
ceptional, the employer may reward him or her with a 
one-time bonus shortly after the noteworthy actions.  

  staffing     The managerial activities of identifying work 
requirements within an organization; determining 
the numbers of people and the skills mix necessary to 
do the work; and recruiting, selecting, and promoting 
qualified candidates.  

  status     In an organization, the value ascribed to an in-
dividual because of his or her position in the organi-
zation’s hierarchy.  

  stock options     The right (primarily of executives) to 
buy a company’s stock sometime in the future at a 
fixed price, usually the price on the day the options 
are granted.  

  strategic human resource management (HRM)     An 
approach to HRM that has the goal of using people 
most wisely with respect to the strategic needs of the 
organization.  

  strategic job analyses     Future-oriented analyses that 
identify skill and ability requirements for jobs that do 
not yet exist.  

  strategic partner     An individual who works with man-
agers to help them better understand the value of 
people and the consequences of ineffective or effec-
tive HRM; a key role of an HR professional.  

  strategic planning     Long-range business planning that 
involves fundamental decisions about the very nature 
of the business, including defining the organization’s 
philosophy; formulating statements of identity, pur-
pose, and objectives; evaluating strengths, weaknesses, 
and competitive dynamics; determining organizational 
design; developing strategies; and devising programs.  

  strategic workforce planning     Identification of the 
numbers of employees and the skills needed to per-
form available jobs, based on an understanding of 
available competencies and changes in jobs required 
by corporate goals.  

  subjective career     A sense of where one is going in 
one’s work life based on one’s perceived talents and 
abilities, basic values, and career motives and needs.  

  succession planning     The process of identifying re-
placement candidates for key positions, assessing 
their current performance and readiness for promo-
tion, identifying career-development needs, and inte-
grating the career goals of individuals with company 
goals to ensure the availability of competent execu-
tive talent.  
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  sympathy strikes     Refusals by employees of one bar-
gaining unit to cross a picket line of a different bar-
gaining unit.  

  system     A network of interrelated components.  
  systemic discrimination     Any business practice that re-

sults in the denial of equal employment opportunity.  
  systems approach     An approach to managing human 

resources that provides a conceptual framework for 
integrating the various components within the sys-
tem and for linking the human resource management 
(HRM) system with larger organizational needs.  

  talent inventory     The human resource planning activ-
ity that assesses current human resources skills, abili-
ties, and potential, and analyzes how those resources 
are currently being used.  

  team     A group of individuals who are working together 
toward a common goal.  

  team-coordination training     Focusing on teamwork 
skills that facilitate information exchange, coopera-
tion, and coordination of job-related behaviors.  

  teleworking     Work carried out in a location that is 
remote from central offices or production facilities, 
where the worker has no personal contact with co-
workers but is able to communicate with them using 
electronic means.  

  telecommuting     An approach made possible by the 
use of computer and electronic technology, in which 
an employee works either full-time or part-time from 
his or her home.  

  test-retest reliability     An estimate of reliability ob-
tained from two administrations of the same test at 
two different times.  

  third-country national     An expatriate who has trans-
ferred to an additional country while working abroad.  

  360-degree feedback     Performance assessments from 
above, below and at the same level as an employee. It 
may also include feedback from customers.  

  “Three-C” logic     An approach to organizational de-
sign based on the strategies of command, control, and 
compartmentalization.  

  time study     A study conducted to determine how fast a 
job should be done.  

  time-based strategy     A competitive strategy with the 
primary goal of being the fastest innovator, producer, 
distributor, and responder to customer feedback; also 
known as a  speed strategy.   

  total health and productivity management     A develop-
ing trend toward integrating disability coverage with 
workers’ compensation and, eventually, with group 
health care; also known as  managed health.   

  tournament model of upward mobility     A model 
of career success based on the assumption that an 

 individual must have a challenging first job and 
receive quick, early promotions in order to be suc-
cessful in his or her career; so called because, as in 
a tournament, everyone has an equal chance in the 
early contests but the losers are not eligible for the 
later, major contests.  

  training     Planned programs designed to improve per-
formance at the individual, group, and/or organiza-
tional levels.  

  training and development phase of training     The 
phase of training whose purpose is to design the 
environment in which to achieve the objectives de-
fined in the assessment phase by choosing methods 
and techniques and by delivering them in a sup-
portive environment based on sound principles of 
learning.  

  training outcomes     The effectiveness of a training pro-
gram based on cognitive, skill-based, affective, and 
results outcomes.  

  training paradox     The seemingly contradictory fact 
that training employees to develop their skills and 
improve their performance increases their employ-
ability outside the company while simultaneously 
increasing their job security and desire to stay with 
their current employer.  

  transfer     The extent to which competencies learned in 
training can be applied on the job.  

  transfer of training     The use of knowledge, skills, and 
behaviors learned in training on the job.  

  transnational collective bargaining     Unions in more 
than one country negotiate jointly with the same 
company.  

  transnational corporation     Uses geodiversity to great 
advantage, placing its top executives and core cor-
porate functions in different countries to gain a 
competitive edge through the availability of talent, 
capital, low costs, or proximity to its most important 
customers.  

  troubled employee     An individual with unresolved 
personal or work-related problems.  

  trust gap     A frame of mind in which employees mis-
trust senior management’s intentions, doubt its com-
petence, and resent its self-congratulatory pay.  

  turnover     Any permanent departure of employees be-
yond organizational boundaries.  

  two-tier wage schemes     Wage practices that set lower 
starting pay and smaller increments in pay for new 
employees.  

  type A behavior pattern     A hard-driving, aggressive, 
competitive, impatient pattern of behavior.  

  unauthorized aliens     Foreign-born U.S. residents not 
legally authorized to work in the United States.  
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  uncertainty avoidance     The extent to which members of 
a culture feel threatened by ambiguous situations and 
thus emphasize ritual behavior, rules, and stability.  

  uncontrollable costs     Costs that are beyond the control 
of an organization.  

  unequal treatment     Disparate treatment of employees 
based on an intention to discriminate.  

  unfair-labor-practice strikes     Strikes that are caused or 
prolonged by unfair labor practices of the employer.  

  union shop     A union-security provision stipulating 
that, as a condition of continued employment, an 
individual must join the union that represents em-
ployees after a probationary period.  

  union-security clause     In a contract, a clause designed 
to force all employees to join the union in order to 
remain working.  

  unprotected strikes     Both lawful and unlawful work 
stoppages, such as sit-down strikes, slowdowns, and 
wildcat strikes, in which participants’ jobs are not 
protected by law; thus the participants may be dis-
charged by their employer.  

  utility analysis     A method of converting measures of 
staffing or training outcomes into the metric of dollars.  

  validity     Evidence regarding the appropriateness or 
meaningfulness of inferences about scores from a 
measurement procedure.  

  validity generalization     The assumption that the re-
sults of a validity study conducted in one situation 
can be generalized to other similar situations.  

  variable-pay systems     Pay programs that are linked to 
profit and productivity gains.  

  vesting     The legal right of an employee to receive the 
employer’s share of retirement benefits contributed on 
his or her behalf after a certain length of employment.  

  virtual corporation     A new organizational form in 
which teams of specialists come together to work on a 
project and then disband when the project is finished.  

  virtual job fair      Computer-based use of video, voice, 
and text to connect job seekers with recruiters. On-
line visitors can listen to presentations, visit booths, 
leave résumés and business cards, participate in live 
chats, and get contact information from recruiters, 
HR managers, and even hiring managers.  

  virtual organization     An organizational form in which 
teams of specialists come together through technol-
ogy to work on a project, and disband when the proj-
ect is finished.  

  virtual workplace     A new organizational form based 
on the idea of working anytime, anywhere—in real 
space or in cyberspace.  

  visioning     Conceptualizing what should be happening 
in the future, and having the ability to excite and in-
spire others in making the vision a reality.  

  voice systems     Organizational systems that provide in-
dividuals and groups with the capacity to be heard, 
with a way to communicate their interests upward.  

   Weingarten  rights     Rights defined by the Supreme 
Court in  NLRB v. J. Weingarten, Inc.,  stating that a 
union employee has the right to demand that a union 
representative be present at an investigatory inter-
view that the employee reasonably believes may re-
sult in disciplinary action.  

  wellness programs     Programs that focus on preven-
tion to help employees build lifestyles that will en-
able them to achieve their full physical and mental 
potential.  

  whistle-blowing     Disclosure by former or current orga-
nization members of illegal, immoral, or illegitimate 
practices under the control of their employers.  

  willful violations     Violations of OSHA requirements 
in which an employer either knew that what was be-
ing done constituted a violation of federal regulations 
or was aware that a hazardous condition existed and 
made no reasonable effort to eliminate it.  

  win–lose bargaining     In negotiations, the bargaining 
posture that assumes that the goals of the parties are 
irreconcilable; also known as  distributive bargaining.   

  win–win bargaining     In negotiations, the bargaining 
posture that assumes that the goals of the parties are 
not mutually exclusive, that it is possible for both 
sides to achieve their objectives; also known as  inte-
grative bargaining.   

  work-life program     An employer-sponsored benefit or 
working condition that helps employees to balance 
work and nonwork demands.  

  work planning and review     Emphasizes periodic review 
of work plans by both supervisor and subordinate in 
order to identify goals attained, problems encountered, 
and needs for training.  

  “Work-Out” program     General Electric’s program to 
involve every employee in improving efficiency and 
to foster communication between lower-level em-
ployees and bosses.  

  work-sample tests     Standardized measures of behav-
ior whose primary objective is to assess the ability to 
do rather than the ability to  know  through miniature 
replicas of actual job requirements; also known as 
 situational tests.   

  workers’ compensation programs     Programs that pro-
vide payments to workers who are injured on the job, 
or who contract a work-related illness.  

  workforce forecasting     The purpose is to estimate 
 labor requirements at some future time period.  

  workforce utilization     A means of identifying 
whether the composition of the workforce—
 measured by race and sex—employed in a particular 
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job category in a particular firm represents the 
composition of the entire labor market available to 
perform that job.  

  workload standards     Standards that provide relatively 
objective definitions of jobs, give employees targets 
to shoot for, and make it easier for supervisors to as-
sign work equitably.  

  workplace aggression     Efforts by individuals to harm 
others with whom they work, or have worked, or 
their organization.  

  yearly renewable term insurance     Group life insur-
ance in which each employee is insured one year at 
a time.     
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   Foreign-service employee,   633   
   Fortune Brands,   158   
   Fortune magazine  

  100 Best Companies to Work for 
in America,   30, 315  

  top 5 companies to work for 
(2007),   117   

   Foundation Week,   315–316   
   401(k) plan,   482–484, 495   
   Fourteenth Amendment,   79, 81   
   Frame-of-reference (FOR) training,   

357–358   
   Free trade,   631   
   Frito-Lay Latino Employee 

Network,   127   
   Full retirement payments,   466   

   Gainsharing,   448–449   
   Gap, Inc.,   88   
   Gases and vapors,   603   
   Gatekeeper system,   477–478   
   Gay, lesbian, bisexual, and trans-

gender (GLBT) employees,   118, 
140–141   

   GE Medical Systems,   210   
   Genentech,   117   
   General Electric Company (GE)  

  forced distributions,   329  
  HRM objectives,   7  
  leader nurturing,   19–20  
  Six Sigma,   17  
  succession planning,   155, 180, 188   

   General mental ability (GMA),   
646, 648   

   General Mills,   433   
   General Motors (GM)  

  EAPs,   606–607  
  employee benefits,   463  
  IDL technology,   287  
  retirement,   399  
  sexual harassment,   97   

   Generation X (born 1965–1980),   
134, 137–138   

   Generation Y (born 1980 to about 
2000),   134–135, 137–138   

   Generic drugs,   477   
   Genpact,   15–16   

   Geocentrism,   645–646   
   Giant Eagle, Inc.,   88   
   Gift matching,   489–490   
   GlaxoSmithKline,   319   
   GLBT.      See   Gay, lesbian, bisexual, 

and transgender employees    
   Global Business Coalition on HIV/

AIDS,   605   
   Global corporations,   630–635   
   Globalization,   122  

  backlash against,   632–633  
  companies,   4  
  definition,   10  
  headquarters country,   4  
  HRM,   11  
  intellectual capital,   4  
  Internet,   630–631  
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