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PREFACE

Managing Human Resources offers a detailed picture of how successful companies manage
human resources in order to compete effectively in a dynamic, global environment. Be-
cause organizations differ from each other in so many ways—including their locations,
competitive strategies, products and services, and corporate cultures—we use many dif-
ferent companies to illustrate how businesses are addressing the challenge of managing
human resources effectively. Examples of companies in many different industries include
Amazon, Cirque du Soleil, Cisco, Deere & Company, Disney, FedEx, GE, Google,
Haier, IBM, Johnson & Johnson, Kroger, Levi Strauss, Lincoln Electric, Mayo Clinic,
McDonald’s, Novartis, PepsiCo, Starbucks, the Ritz-Carlton, Southwest Airlines, Toyota,
UPS, Walmart, Weyerhaeuser, Yahoo, Zappos, and many, many others. By combining a
respect for established principles of human resource management with a willingness to

experiment and try new approaches, these companies succeed year after year.

AN INTEGRATIVE FRAMEWORK FOR
MANAGING HUMAN RESOURCES

Most chapters in this book focus on specific human resource (HR) activities such as recruit-
ment, training, performance management, compensation, and so on. Together these activi-
ties form a human resource management (HRM) system. An important learning objective
for students of HRM is to develop an understanding of how the many specific HR activities
in the system can work together to improve various aspects of organizational effectiveness.
To instill this important concept, we use the Integrative Framework for Managing Human
Resources through this textbook.

We introduce the Integrative Framework for Managing Human Resources in Chapter 1.
Then we dive deeper into the specific elements of the framework in each subsequent chapter.
We also explore the connections between the various elements of our Integrative Framework.
Understanding these connections is essential to establishing an integrative HRM system. Our
Integrative Framework provides insight regarding the complexities involved in managing people
effectively. After studying this book, you will have a deeper appreciation for how challenging it

can be to develop and maintain alignment amongall the elements in an integrated HRM system.

ALIGNING HR PRACTICES WITH THE ORGANIZA-
TION'’S EXTERNAL AND INTERNAL ENVIRONMENTS

If you have worked in more than one organization, you know from experience that there
are many different approaches to managing human resources. Some employers are highly
selective in whom they hire, while others secem to hire anyone who walks in the door.
Some provide extensive training to employees, while others let new hires sink or swim.
Some pay well and offer large bonuses; others don’t. Many of these differences in how
organizations manage people are due to differences in the environments of organizations.
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HR PROFESSIONAL

Rapid changes in the economic landscape, the political and legal landscape, and in social
conditions, mean that few organizations can effectively compete today by just using the
old tried-and-true approaches of yesterday. Nor can they simply copy other organizations.
As the best organizations realize, continuous change requires continuous learning.
Increasingly, the great companies—the “Most Admired” and the “Best Companies to
Work For”—manage their human resources based upon an understanding of their com-
pany’s strengths and weaknesses and the opportunities and threats of its environment. In
order to recruit the right people with the right competencies and keep these people moti-
vated to do their best work, managers and HR professionals alike need to understand the
demands and nature of the business. A computer company that competes by continually
offering innovative new products and services is likely to manage people differently than
a retailer that competes by offering low-cost goods or a manufacturer that competes by
offering the best quality possible. Furthermore, each of these companies may adopt a dif-
ferent approach during good economic times than when the economy is not performing
well. Managing human resources with this understanding of the nature of the organiza-

tional and external environments is central to managing human resources strategically.

SATISFYING MULTIPLE STAKEHOLDERS

Ultimately, an organization is effective only if it satisfies its major stakeholders. Effective or-
ganizations recognize that there’s more to “success” than just a good bottom line (profits).
The best companies balance their concerns over short-term, bottom-line results with the rec-
ognition that long-term success requires satisfying a varicty of stakeholders. In addition to
satisfying the demands of shareholders, the best organizations also address the concerns of
employees and their families, customers, members of the local communities, government reg-
ulators, unions, public interest groups, and other organizations that they do business with—
suppliers, distributors, alliance partners, and so on. These various stakeholders care deeply
about how businesses conduct themselves, and in particular, how they treat their employees.

Although it’s not always possible to satisty all stakeholders equally well, effective or-
ganizations make a habit of analyzing the available alternatives from multiple perspectives
and seeking solutions that meet as many concerns as possible. The approach of developing
human resource management policies and practices that are responsive to the concerns of
an organization’s key stakeholders is central to the strategic perspective adopted throughout
this book. Throughout this text, we consider how different approaches to managing human

resources can influence the way stakeholders view an organization—for better or for worse.

THE HR TRIAD: MANAGERS, HR PROFESSIONALS,
AND OTHER EMPLOYEES

The challenge of managing people effectively requires the involvement of everyone in the
organization. Of particular importance for our discussions are managers, HR profession-
als, and all the other employees in non-managerial positions who make up the core work-
force of the organization. We refer to these three groups of key players as the HR Triad.
Together, the HR Triad designs, implements, monitors, evaluates, and can benefit from
the various HR activities described in this book.

Given the importance of addressing the concerns of many stakeholders, it is not surpris-
ing that another quality shared by successful companies is their recognition that managing
human resources is everyone’s responsibility. Naturally, HR professionals carry much of the



responsibility for ensuring that the organization is applying the best knowledge available and
conforming to legal requirements. But day in and day out, line managers and the employees
themselves carry most of the responsibility for managing human resources. Managers translate
the formal policies of the organization into daily practice. Employees, in turn, may be asked to
participate in many HR activities such as interviewing potential new hires, assisting with train-
ing, providing feedback on the performance of colleagues, suggesting improvements, and so on.

This view—that managing human resources is a shared responsibility—is highlighted
throughout this book in a feature called The HR Triad. Within each chapter, it details the
roles and responsibilities of HR professionals, managers, and employees.

FIVE SPECIAL THEMES

As organizations strive to manage employees effectively, they face many challenges. And
as times and conditions change, these challenges also change. We group and discuss the
current challenges under five special themes:

¢ Managing with teams.

¢ Managing with diversity and inclusion.

¢ Managing with ethics and corporate social responsibility (CSR).
¢ Managing with new technologies.

e Managing with metrics and analytics.

Managing with teams

Many managers now believe that improving the teamwork processes in their organiza-
tion is essential for ensuring their organizations’ success. Using team-based organizational
structures, employers hope to achieve outcomes that could not be achieved by individuals
working in isolation. But the payoff from teams isn’t automatic. To create and orchestrate
teams, people need to be selected, appraised, compensated, and trained in ways that reflect
the unique relationships that develop between employees who work together. Examples
of how organizations use human resource practices to maximize team effectiveness are

highlighted in the Managing with Teams feature.

Managing with diversity and inclusion

Just as organizations have come to realize the benefits of teamwork, they have also dis-
covered that the people who were being put into teams are more diverse than ever before.
Today, organizations are finding that management practices must be sensitive to issues of
gender, ethnicity, personality, nationality, religion, sexual orientation, marital and family
status, age, and various other unifying life experiences. The Managing with Diversity and
Inclusion feature in this book describes how effective organizations use HR practices to

leverage employee diversity and create competitive advantage.

Managing with ethics and corporate social responsibility

Organizations have also discovered the importance of ethics and corporate social responsi-
bility. Corporate financial scandals, employee misconduct, and public lawsuits have hurt the
reputation of numerous organizations over the last few years. Managers have come to realize
that serious ethical breaches can not only sully the good name of their company but also put
the very survival of the organization in jeopardy. Many organizations want to instill a culture
of ethical and responsible behavior in their workforce, and human resource practices can play
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an important role in this. HR professionals can support the successful implementation of a
culture of ethics by developing HR practices that encourage employees to do things in an eth-
ical and socially responsible way. The Managing with Ethics and Corporate Social Responsi-
bility feature in this book describes how effective organizations use HR practices to motivate
the ethical behavior of employees for the benefit of the organization as well as society.

Managing with new technologies

Although technology has been used in HR for many decades, two recent technologies that are
just starting to impact human resources are the use of social media and the use of mobile tech-
nologies. Relatedly, technological developments such as social media and mobile technologies
have led to the introduction of the concept of gamification in several different HR practices.
Because social media, mobile technologies, and gamification have important implications for
all aspects of managing human resources, the Managing with New Technologies feature shows
how some companies are using them to increase the effectiveness of their HR activities.

Managing with metrics and analytics

There have always been measures of organization and employee performance, and statistics
were frequently used to predict who will be a good performer and compare pay across com-
panies. However, the numerous ways metrics and analytics can benefit organizations is just
being realized. Today, HR professionals are using a wide variety of metrics and analytics to
systematically measure and predict the contributions of employees, teams, and departments,
as well as the contributions of the HR function. Metrics and analytics are now a critical part
of most HR activities including performance management, compensation, and training.
Examples of how HR practices incorporate metrics and analytics to help the organization
achieve its goals are highlighted in the Managing with Metrics and Analytics feature.

ORGANIZATION OF THIS BOOK

The many topics discussed in this book are organized according to our Integrative Frame-
work for Managing Human Resources as shown in Exhibit 1.2. We begin by discussing the
“big picture,” then we discuss each of the HR activities listed at the center of the exhibit,
and finally we wrap up with a discussion of the HR profession.

THE BIG PICTURE

Chapter 1 describes each component of our Integrated Framework for Managing Human
Resources shown in Exhibit 1.2. This important chapter provides an orientation for think-
ingabout why it is so important—and difficult—for organizations to develop effective HR
policies and practices. Then Chapters 2 and 3 describe in more detail the external and in-
ternal environments, which include the economic landscape, the demographic landscape,
the socio-cultural landscape, and the political and lcgal landscape. In these chapters we also
describe competitive strategies, technology, company culture, and other organizational re-
sources in order to show how the internal and external environments help shape the for-
mulation and implementation of a company’s human resource management strategy. As
these chapters make clear, managing human resources effectively starts at the top of the
organization with leaders who understand the importance of people and are committed to
addressing the needs of their employees.



SPECIFIC HR ACTIVITIES

Having described the environment that shapes a company’s strategy of how to manage
their human resources, we then turn to descriptions of the specific HR policies and prac-
tices that organizations use to manage their workforces. Chapter 4 describes how job anal-
ysis and competency modeling can be used to develop an understanding of the work and
the competencies employees need in order to maximize their performance in current jobs
as well as their longer-term success.

To get work done, organizations must engage in workforce planning to understand
their demand and supply of talent, attract people to apply for jobs, and retain those who
do their jobs well. Chapter 5 describes how companies conduct workplace planning, re-
cruit applicants to apply for job openings, and reduce unwanted turnover. After applicants
have applied for a position, but before they are made a job offer, the process of selection
occurs. As described in Chapter 6, employers want to select employees who will be able
and willing to learn new tasks and continually adapt to changing conditions. They also
want employees who fit well with the organizational culture.

With rapid changes in job requirements, existing employees must be both willing and
able to develop new competencies, become proficient in new jobs, and even change their
occupations. Chapter 7 describes trainingand development practices that enable employees
to develop themselves and remain employable despite rapid changes in the world of work.
Chapter 8 describes principles for performance management, measurement and feedback,
and thus sets the stage for a discussion of using rewards to further motivate employees.

Employees work in exchange for compensation, whether monetary or otherwise. A total
compensation package typically includes base wages or salary, some form of incentive pay,
and various types of benefits. Chapter 9 describes how organizations design the total com-
pensation package. To ensure that employees perform satisfactorily and receive appropriate
compensation, performance must be measured and employees must receive usable feedback
and the support needed to identify and correct performance deficiencies. When appropriate
performance standards, measures, and feedback are provided, capable employees become a
high-performance workforce. Then Chapter 10 describes the use of incentives, bonuses, and
other forms of rewards that employers offer to motivate employees to perform at their peak.

The best companies often become targets for recruitment by competitors. Offering
innovative benefits packages and employee services that address a wide array of employees’
concerns is one tactic for warding off such poaching, as described in Chapter 11. In addition
to the benefits that employers offer voluntarily, Chapter 11 describes benefits required by law.

Chapter 12 focuses on what employers can do to ensure that the workplace is safe
and that employees are healthy. Exposure to toxic chemicals and dangerous equipment
remains a concern in some work environments, but more often air quality and ergonomic
concerns top the agenda. Increasing concern about violence in the workplace is another
unfortunate development described in Chapter 12.

Chapter 13 addresses the current state of unionization and collective bargaining. Be-
cause unions have maintained their strength in many other countries, they play a vital role
in companies that strive to be globally competitive and profitable.

The book concludes with a return to the big picture, exploring how the global land-
scape affects the organization’s internal and external environment, as well as all the specific
HR activities described carlier. Chapter 14 shows how the global landscape, and the rela-
tively new world of globalization, changes how companies manage human resources when
doing business in different countries around the globe.
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FEATURES OF THIS EDITION

We have already referred to a few features that appear throughout this book, but others
have yet to be mentioned. Following are descriptions of all the special features that we use
to reinforce key ideas and bring the topic of managing human resources to life.

COMPANY EXAMPLES

As an introduction to each chapter, we provide a brief company example that illustrates the
strategic importance of the HR activity to be discussed in the chapter. This opening exam-
ple and many other company examples are used throughout the chapter to illustrate basic
principles and to show how companies use HR activities to gain a competitive advantage.
Also in each chapter you will see many examples that illustrate how some of the best and
most admired companies manage human resources to deal with the challenges in the special
themes of today—Managing with Teams, Managing with Diversity and Inclusion, Manag-
ing Ethics and Corporate Social Responsibility, Managing with New Technologies, and
Managing with Metrics and Analytics. By the end of each chapter, you will come to know
many companies and how they manage their human resources in some detail.

The company examples reinforce two important lessons. First, successful companies
follow well-established principles for managing human resources, and second, they also are
willing to experiment with new ideas in order to improve upon what is known. Through these
examples, we hope to convince readers that managing human resources effectively requires
mastering what is known and then having the confidence to venture into the unknown.

THE HR TRIAD

The HR Triad feature summarizes the key points and highlights the role that cach member
of the triad plays in designing and implementing effective HR policies and practices. It
provides a quick overview of the key topics discussed in the chapter; it also serves to rein-
force the need for HR professionals, managers, and all other employees to work together
in order to ensure the effectiveness of an organization’s HRM system.

MARGIN NOTES

Throughout the chapters, margin notes reinforce and extend key ideas. The fast facts offer
tidbits of information that may be particularly interesting and useful. The quotations il-
lustrate the perspectives of real managers and HR professionals. We selected some quo-
tations because the people who spoke them are well-known executives or public figures.
Other quotations come from typical employees. These employees may not be well-known,
but they know what organizational life is like and are willing to tell it like it is. Although
you may not recognize all the names, we think you'll agree that their insights are worth

remembering.

CURRENT ISSUES

Because the organizational environment is constantly changing, human resource manage-
ment is constantly changing in response. Thus, important new issues frequently emerge
to influence human resource management. In a section at the end of each chapter titled,
Current Issues, we briefly comment on new topics that are currently being discussed ex-
tensively by HR professionals, managers and academics. Through these sections you will



become familiar with up-to-date issues and challenges that human resource professionals,
managers, and employees are currently confronting,

CHAPTER SUMMARY WITH LEARNING GOALS

Each chapter begins with several Learning Goals. These are provided to help guide your
focus and thinking as you read through the chapter materials. We then summarize each
chapter with these same Learning Goals. Of course, our summary is brief: your summary of
each of these Learning Goals will probably be much longer and more detailed.

TERMS TO REMEMBER

Throughout the chapters, key terms are shown in bold and defined in italic. A complete
list of all the key terms described in the chapter is provided at the end of the chapter. The
list of key terms makes it easy for you to check whether you recall and understand the key
vocabulary associated with the content of the chapter. If you see a term you aren’t sure
about, you may want to go back and review that section of the chapter again, or ask the
instructor to help clarify the meaning for you.

QUESTIONS FOR DISCUSSION AND REFLECTIVE
THINKING

The discussion questions at the end of each chapter seck to determine your understanding
of the material found in the chapter. Questions for discussion and reflective thinking chal-
lenge you to think critically about the material and consider its implications for managing
human resources. By the time you finish reading and studyingall the chapters, you should
know a great deal about basic principles for managing human resources, about what par-
ticular companies are doing today, and about what companies should be preparing to do
as they face the future.

PROJECTS TO EXTEND YOUR LEARNING

To further enrich your understanding, each chapter includes supplemental projects:

¢ Integration and Application
o Using the Internet
o Experiential Activity

Integration and application

The Integration and Application project focuses your attention on the human resource
management activities used by the two companies portrayed in integrative cases—Lincoln
Electric and Southwest Airlines. By comparing and contrasting how these two companies
manage their human resources, you will gain a deeper understanding of how the char-
acteristics of an organization and the organization’s external environment influence its
approach to managing human resources.

Using the Internet

The project called Using the Internet directs you to explore several useful Internet re-
sources that can be used to investigate companies, become familiar with relevant profes-
sional associations and the services they offer, find out about the products and services
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offered by HR consultants and vendors, explore government information to understand
greater depth of relevant laws and agencies, and in many other ways enrich your under-
standing of managing human resources effectively.

Experiential activity

Another feature is the Experiential Activity at the end of each chapter, which asks you to
extend your learning about the topics covered in the chapter. Some experiential activities re-
quire you to complete a short questionnaire that can be used to gauge your own knowledge
and improve your understanding of your own attitudes about current issues. Some activities
provide interview questions that you can use to learn more about the perspective of manag-
ers and employees in various types of work settings. Some activities provide suggestions for
discussions to hold with classmates as a means for learning from them. And some activities
require you to develop a personal action plan. In all cases, the goal is to challenge you to
grapple with the practical implications of the material covered in the chapter.

END-OF-CHAPTER CASES

A casc at the end of most chapters offers challenge and variety. It is up to you to analyze
what is going on and suggest improvements. In some instances, discussion questions are
presented to guide your thinking; in other instances, you are on your own to determine
the issues most relevant to the material in the chapter. Many of the companies in these
cases are disguised, but their problems and challenges are real and they are likely to be

familiar to many experienced managers.

ENDNOTE CITATIONS

At the end of the text, you will find an extensive list of endnotes, which provide full ci-
tations to the materials used in preparing the chapters. For anyone wishing to dig deeper
into the content of each chapter, the endnotes are an excellent starting point. Included are
citations to the latest academic research as well as citations for coverage that has appeared

in the public press and relevant Internet addresses.

SUPPORT MATERIALS

We designed a comprehensive set of support materials to guide instructors and students
through the many issues involved in managing human resources effectively. Supplementary
materials for Managing Human Resources are available at the textbook website, http://www.
oup.com/us/jackson. When you adopt Managing Human Resources, you and your students
will have access to a rich array of teaching and learning resources that you won't find anywhere
else. This outstanding site includes PowerPoint slides, an instructor’s manual, and comput-
erized test banks for instructors. For students, there are chapter overviews and learning ob-
jectives, video clips with related quizzes, self-quizzes, key terms and concepts, and flashcards.
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CHAPTER 1

MANAGING HUMAN
RESOURCES

LEARNING GOALS

After reading this chapter, you should be able to:

1. Describe the importance of managing human resources.

2. Explain how to gain and sustain a competitive advantage through human
resources.

3. Use an integrative framework for managing human resources effectively.
4. Describe the HR Triad.
5. Describe five special themes in managing human resources.

6. Discuss two current issues in managing human resources.

“If you treat your employees right, they’re happy and proud and participative with respect to what
they’re doing. They manifest that attitude to your customers and your customers come back. And

that’s what business is all about—having your customers come back, which makes the shareholders
happy.”

Herb Kelleher, Legendary Chairman, Co-founder and Former CEO
Southwest Airlines



“It’s all about people. Everybody can buy coffee beans and open stores. So when it comes to being
successful, it’s all about how you manage your people.”

Howard Schultz, Chair and Chief Global Strategist
Starbucks

“The underlying notion is, ‘How can we make this a great place to work, so that people are excited
about contributing here, and are able to be efficient both here and in their personal lives? Are people
delighted? How do they work and play together? And how can we make that better?”

Laszlo Bock, Senior Vice President of People Operations
Google

MANAGING HUMAN RESOURCES AT
GOOGLE

Founded in 1998 by Larry Page and Sergey Brin, Google has grown from a two-person
company with no revenue to a company with more than 50,000 employees that is valued
at more than $300 billion. Google created and continues to transform the world of online
search and computer services. It is one of the biggest brand names in the world, a brand
that is built upon a culture that is high on trust, low on politics, dedicated to sharing
resources and sharing the wealth, and full of meaning and significance.

Google is also one of the best companies to work for in America. More than one
million people apply to work at Google every year. The voluntary turnover rate of Google
employees is less than 5% per year.

From the very beginning of the company, Google’s founders focused on getting the
best employees possible and giving them everything they needed to create and innovate.
Creativity and innovation drive Google’s business strategy and vision.

As a company, Google strives to maintain its commitment to doing good. Almost
all of its employees say that management is honest and ethical in its business practices.
Google has initiated programs to reduce greenhouse gas emissions and improve energy
efficiency. They also encourage employees to volunteer their time in the community. They
are transparent about their HR practices and encourage other employers to treat their
employees well (see the website rework.withgoogle.com).

The Google philosophy is to treat employees the same way you want them to treat
their customers. Implementing this philosophy begins with a well thought-out human
resource management strategy and extensive workforce planning. It involves thoughtful
recruitment and selection. It requires investing in training and development. It means
holding managers accountable for effective performance management. And, it helps to
provide employees with generous and fair compensation and benefits! Google provides
20% of the work week to employees for their creative pursuits. That HR policy has reaped
rich rewards and highlights the tight relationship between Google’s business strategy and
its approach to managing its human resources.!
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LEARNING ‘ 1

GOAL

“The way to gain good
reputation is to endeavor
to be what you desire to

appear.”

Socrates

FAST FACT

When surveyed, 83% of MBA
students said they would
take a 15% salary cut “for a
job that makes a social or
environmental difference in
the world.”

THE STRATEGIC IMPORTANCE
OF MANAGING HUMAN RESOURCES

Leaders such as Lazlo Bock of Google, Howard Schultz of Starbucks, and Herb Kelleher
of Southwest Airlines see human resources as assets that need to be managed conscien-
tiously and in tune with their organizations’ needs. Today’s most competitive organiza-
tions are working to ensure that—now and a decade from now—they have employees who
are eager and able to address competitive challenges. Increasingly this means attracting
and retaining superior talent and stimulating employees to perform at peak levels. When
brainpower drives the business, as it does at Google, attracting and keeping great intellec-
tual talent are essential. When customer service is important to the business, as it is with
Starbucks, attractingand keepingemployees who deliver excellent service day in and day out
even to the most difficult customers is essential. While many factors influence the success
of a company, it is very difficult to succeed without managing human resources effectively.

How firms manage their human resources matters. Numerous studies have shown
that the approaches companies take to managing human resources can increase financial
performance, including profitability, profit growth, annual sales per employee (productiv-
ity), market value, and earnings-per-share growth.? Years ago, the prevailing view was that
a firm’s only goal was to return profits to the sharcholders. However, today, the success
of an organization, as well as its reputation, is determined by the happiness of an array of
stakeholders with many interests other than financial performance.’

SATISFYING MULTIPLE STAKEHOLDERS

An organization’s approach to managing human resources is central to its ability to sat-
isfy its many stakcholders. Stakeholders are individuals or groups with interests, rights, or
ownership in an organization and its activities. Stakeholders benefit from the organization’s
successes and can be harmed by its failures and mistakes. Conversely, the organization has
an interest in maintaining the general well-being and effectiveness of key stakeholders. If
some of the stakeholder groups break off their relationships with the organization, the
organization may suffer.

Owners and investors, customers, employees, society, and other organizations such as
suppliers, unions, and joint-venture partners are examples of stakeholders. Different stake-
holders have different concerns as illustrated in Exhibit 1.1. Because the varying goals of
stakeholders can work against each other, trying to keep all these stakeholders happy can
be tricky.* Effective managers determine the interests of their multiple stakeholders and
work with them to find solutions that address everyone’s concerns.

In the chapters that follow, we argue that approaches to managing human resources
can provide organizations with effective solutions to the challenge of how best to satisfy
the objectives of its multiple stakeholders, even when the objectives of different stakehold-
ers seem to conflict. In more cases than not, appropriate HR practices make it possible to
create win-win situations.

Organizations that manage their human resources effectively have policies and prac-
tices that support the goals of providing good products and services to customers, creating
financial returns on the investments of owners and shareholders, contributing to society,
and meeting the needs of employees. Addressing the concerns of all stakeholders is cen-
tral to the concept of sustainability, which is the commitment by organizations to balance
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EXHIBIT 1.1 Stakeholders and Examples of Their Concerns

ORGANIZATION MEMBERS
* Good pay and benefits
* Good quality of work life
e Long-term employability

OTHER ORGANIZATIONS
(suppliers, unions, alliance,
partners)

* Reliability

* Trustworthiness

* Collaborative problem
solving

OWNERS AND INVESTORS

e Financial returns
» Corporate reputation
¢ Long-term survival

™~

STAKEHOLDERS OF
THE ORGANIZATION

CUSTOMERS
¢ Quality

* Speed and responsiveness
* Low prices

* Innovation

* Convenience

SOCIETY

* Legal compliance
* Social responsibility
» Ethical practices

financial performance with contributions to the quality of life of their employees, society at
large, and the environment. A recent survey of HR professionals found:

* 50% of organizations have a formal policy regarding sustainability.

*  90% of respondents believed that sustainability was important or very important to
create a positive employer brand that attracts top talent.

o 86% of respondents believed that sustainability was important or very important to
improve employee retention.

o 1% of respondents believed that the return on investment for sustainability efforts was

negative.’

One measure of sustainability is the triple bottom line, which looks at organizational FAST FACT

performance as a combination of financial, envivonmental, and social performance. To ad- .
Seventy-two percent of busi-

nesses engage in sustainable
business practices, and of

OWNERS AND INVESTORS those 58% make sustainability

part of the organization’s
Most owners and investors invest their money in companies for financial reasons. At a goals.

dress sustainability and develop a stakeholder-friendly approach to managing human re-
sources, managers must understand the concerns of each stakeholder group.

minimum, owners want to preserve their capital for later use. Ideally, they want to see
growth in their capital. To achieve these goals, they should invest their capital primarily
in profitable companies.

The job of institutional investors, which is to make money by choosing companies to

invest in, has become increasingly complex as difficult-to-measure assets have become more
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“There is no doubt about
it; the more effectively
you manage your people,
the more profitable your
company will be.”

Mark Huselid

Professor
Northeastern University

“Our CEO believes that
doing well and doing
good are inextricably

linked.”

John Pazzani
Vice President
Timberland

important. To determine a firm’s value in the economy, some investors focus on measuring
tangible assets. Tangible assets are relatively easy to measure and include such assets as inven-
tory, equipment, real estate, and financial assets. Investors also recognize that many intangible
assets can be just as valuable as tangible asscts. Intangible human assets are comparatively
social in nature and include such organizational characteristics as an employer-of-choice repu-
tation, the depth of employee talent and loyalty, and the ability to innovate and change.

Intangible assets influence a company’s profitability through complex chains of
causes and effects. Suppose a chemical manufacturing firm treats its employees well and so
develops a talented and loyal workforce. As a result, absenteeism and turnover are low, and
so overall labor costs are low, which means greater productivity. Through this complex
chain of causes and effects, the firm’s talented and loyal workforce contributes to the firm’s
bottom-line financial performance.®

Some organizations, such as consulting firms and advertising agencies, have nothing
except intangible human assets to offer. Investing in such companies often means hoping
that the best employees will continue working at and for the company.” As one study of
initial public offerings showed, companies that attend to human resource management
issues are rewarded with more favorable initial investor reactions as well as longer-term
survival.® Accountants may have difficulty attaching monetary values to a firm’s human
resources, but this doesn’t stop investors from paying attention.

Because intangible human assets—such as how employees feel and behave—can
influence financial performance, business analysts pay attention to how people are man-
aged. For over 20 years, the staff at Fortune magazine has conducted extensive interviews
with employees to create their annual lists of “100 Best Companies to Work For.”” Google
is frequently #1 on that list. To determine just how important it is to have happy employ-
ees, Fortune’s research staff conducted research to see if happy employees resulted in happy
investors. They compared shareholder returns for the “100 Best Companies to Work for
in America” to those of the Russell 3000, an index that includes comparable companies.
The bottom line: If you had invested $1,000 in the Russell 3000, you would have had
$3,976 after ten years. If you had invested $1,000 in the “100 Best Companies to Work
for in America,” you would have had $8,188 after ten years. You could earn more than
twice as much by investing in the “100 Best Companies to Work for in America.”'® Such
research shows that organizations can manage employees in ways that satisfy investors as

WCH as cmployees.“

SOCIETY

For organizations such as public schools, nonprofit foundations, and government agen-
cies, the concerns of owners—that is, taxpayers and contributors—are essentially those of
society at large. But for privately owned and publicly traded companies, the concerns of
owners and investors may be quite different from those of socicty in general.

Under free market capitalism, the primary managerial obligation is to maximize share-
holders’ profits and their long-term interests. Nobel Prize—winning economist Milton
Friedman is probably the best-known advocate of this approach.'? Friedman argued that
using resources in ways that do not clearly maximize investor interests amounts to spend-
ing the owners’ money without their consent—the equivalent to stealing. According to
Friedman, a manager can judge whether a decision is right or wrong by considering its
consequences for the company’s economic needs and financial well-being. If it improves
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the bottom line, it’s right; if it detracts from the bottom line, it’s wrong. According to
this logic, a company might be justified in hiring economically disadvantaged youth if an
analysis showed that hiring them paid off financially in terms of government tax incentives
and wage subsidies. But the firm could not justify such hiring simply on the basis that it’s
the right thing to do for society.

Unlike Friedman, the average American believes that making money is not the only
role of business or the only responsibility of managers. To meet the concerns of employees
and of society in general, the best employers go beyond what is minimally required and
seck to have a positive impact on society. Increasingly, the best companies are striving to
serve society and sharcholders at the same time."* Two ways to do this are through scrupu-
lous legal compliance and strong community relationships.

Legal compliance

Codes of conduct for some aspects of business behavior take the form of formal laws, and
many such laws have implications for managing human resources. Businesses are subject to
regulation through several federal agencies, as well as through various state and city equal
employment commissions and civil rights commissions.

By complying with laws and regulations, firms establish their legitimacy and gain ac-
ceptance and support from the community. Ultimately, they increase their chances for
long-term survival.'* Because they affect virtually all human resource management activ-
ities, many different laws, regulations, and court decisions are described throughout this
book, beginning with the overview presented in Chapter 3.

Community relations

Formal laws and regulations establish relatively clear guidelines for how society expects
a company to behave, but effective companies respond to more than these formal state-
ments. They understand that the enactment of formal laws and regulations often lags
behind public opinion by several years.

Long before legislation is agreed to, citizens communicate their expectations and
attempt to hold organizations accountable for violations of those expectations. Proactive
organizations stay attuned to public opinion and use it as a source of information that
shapes their own management practices. With heightened public interest in corporate
social responsibility, many companies are discovering that they can’t avoid having people
evaluate how well they perform in this respect.”®

Community involvement can include sponsoring charitable fundraising events, pro-
viding time off for employees to volunteer, grants, scholarships, and donations of money,
services, or products. For example, Timberland, the sportswear company, has 5,000
employees worldwide. Each year, about half of them work on community projects focused
on the environment and community improvements.'® At Perfetti Van Melle, a candy and
gum manufacturer, the employees themselves are empowered to organize community
efforts with the encouragement of HR and upper management.

Tory Burch is a fashion company that sells products such as handbags, eye wear, fra-
grances, and various types of women’s accessories. Founder Tory Burch runs a successful
company thatincludes 150 freestandingstores, and the branded products can also be found
in more than 3,000 department and specialty stores. She has been named by Forbes mag-
azine as one of the most powerful women in the world. Her company is about more than
being highly profitable, however. Social responsibility is also important to Burch, which

“Community
involvement helps create
value for the company
and an opportunity for
the employee to make a
difference.”

Brenda Gumbs

Vice President of Human

Resources
Perfetti Van Melle, USA

“What we realized

is because of the
foundation, it’s affecting
the bottom line, it’s
really amazing for our
business. It’s attracting
incredible talent who
want to work for our
company and our
consumer is loving the
fact that we have this.”
Tory Burch

Designer and Founder
Tory Burch LLC
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“We see our customers
as invited guests to a
party, and we are the
hosts. It’s our job every
day to make every
important aspect of the
customer experience a
lictle bit better.”

Jeffrey Bezos

President, Chief Executive

Officer, and Chair
Amazon.com, Inc.

is why she launched the Tory Burch Foundation. The focus of the Tory Burch Foundation
is supporting the economic empowerment of American women—owned small businesses.
By providing loans, mentorship, and entrepreneurial education, the foundation is invest-
ing in the success and sustainability of female entreprencurs and their families. Such com-
mitments to community development can have major implications for managing human
resources including staffing, performance management, and compensation and benefits.

Some organizations use recognition programs to encourage employee voluntarism,
while others provide paid time off. Employees, customers, suppliers, and other stakehold-
ers are usually part of the local community, so community involvement will be seen as a
positive by other stakeholders. The return on investment from community involvement
includes opportunities for employee development, greater employee engagement and re-
tention, an improved company image, better brand recognition, stronger ties to commun-
ity leaders, and increased customer loyalty."”

CUSTOMERS

For Google, Amazon, and many other firms, improving customer satisfaction is a pri-
mary means through which HR activities contribute to company success. Creating new
products, reducing costs, improving product quality, and improving service quality are all
ways to improve customer satisfaction.' Whatever approach is used to satisfy customers,
success depends on how employees are managed. Human resource executives understand
this, and so do chief financial officers (CFOs). In fact, a survey of 200 CFOs revealed that
92% believed managing employees effectively can improve customer satisfaction.’

To meet customers” demands for high quality, successful companies like Google and
Amazon encourage the full participation of employees and support their personal and
career growth. When the climate of the organization is positive, with employees generally
getting along well and not leaving the company at a rapid pace, customers report they’re
more satisfied.?’

Improving customer satisfaction often requires finding ways to improve the com-
pany’s ability to understand the customer’s perspective. For example, through its hiring
practices, a company can make sure that its employees are demographically similar to cus-
tomers. The assumption is that communication improves when employees and customers
share similar experiences. Such reasoning led American Express to recruit gay and lesbian
financial advisers to improve service for gay and lesbian customers. They also sought to
improve customer satisfaction among this group by educating financial advisers about the
special financial needs of the gay and lesbian market.?!

OTHER ORGANIZATIONS

Companies of all types are becoming increasingly interdependent with other organiza-
tions. Other entities that can be considered major stakeholders include suppliers, unions,
and alliance partners.

Suppliers

Suppliers provide the resources a company needs to conduct its business. In addition to
the capital of owners and investors, the resources needed by most companies include ma-
terial and equipment, information, and people. Other companies usually supply material
and equipment. Suppliers of people might include schools, the professional associations
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that serve specific occupational groups, state employment agencies, and companies that
offer electronic recruiting services.

Unions

Unions may also serve as suppliers of people. When employees are represented by a union,
the employer involves the union in joint discussions on issues such as improving produc-
tivity, outsourcing policies, improving safety, compensation, benefits, and various other
conditions of work. In recent years, union leaders and union members have moved away
from their traditional adversarial relationship with management to a more collaborative,
problem-solving relationship. Despite this general trend, work slowdowns and strikes
remain threats to companies in which unions represent the employees. Such work dis-
ruptions often reach far beyond the firm itself. When strikes involve transportation or
communications workers, the entire country feels their effects. Increasingly, companies
are asking their unions to moderate their wage demands and even take reductions in pay.
Unions will be discussed in great detail in Chapter 13.

Alliance partners

Through cooperative alliances with other firms, a company seeks to achieve goals that are
common to all members of the alliance. Some alliances are formed to influence govern-
ment actions. Research and development needs are another common reason for alliance
formations. International Sematech, for example, is a multilateral alliance that supports
learning through collaborative research. Through joint participation, semiconductor
manufacturers from several countries share knowledge and expertise in ways that ultim-
ately influence the entire industry.

Joint ventures between two or more companies represent yet another basis for form-
ing alliances. Joint ventures often involve companies in different countries, so managing
employees from different cultures becomes important. For example, General Mills, the
cereal company based in Michigan, has two international joint ventures that account for
16% of the company’s sales: Cereal Partners Worldwide is a 50-50 partnership between
General Mills and Nestlé that began in 1991 and now sells cereal products in 130 coun-
tries. Haagen-Dazs Japan is another international joint venture of General Mills, which
was formed to sell premium ice cream through shops in Japan.

ORGANIZATIONAL MEMBERS (THE EMPLOYEES)

Organizational members make up another key stakeholder group. Unlike the other stake-
holders discussed previously, organizational members reside within the organization.
Included in this group are a// of the employees who hold positions within the organiza-
tion, including the CEO and top-level executives, other managers and supervisors, pro-
fessionals and administrative specialists, line employees, part-time employees, and so on.
Because they are such a diverse stakeholder group, they have a great variety of concerns.
Nevertheless, most members of this stakeholder group share concerns about pay and
benefits, quality of work life, and employability.

Pay and benefits

Most organizational members want to be paid well and they want to be paid fairly. Many
employees feel that their employers don’t live up to this expectation. Also important are

“We're not giving
these benefits to our

,
employees because we're
a successful company.
We're successful because
we’re giving to our

»

people.
Dave Pace

Executive Vice President
Starbucks



