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Preface
In his book Power Tools, John Nirenberg asks, “Why are so many well-intended students
learning so much and yet able to apply so little in their personal and professional lives?”
The world of business and human resource management (HRM) has changed, and so
should how it is taught. Increasing numbers of students want more than lectures to gain an
understanding of the concepts of HRM. They want their courses to be relevant and to
show them how to apply what they learn, and they want to develop skills they can use in
their everyday life and at work. It’s not enough to learn about HRM; they want to learn
how to be HR managers. This is why we wrote the book. After reviewing and using a
variety of HRM books for more than a decade, we didn’t find any that (1) could be easily
read and understood by students and (2) effectively taught students how to be HR
managers. We wrote this text out of our desire to prepare students to be successful HR
managers. As the subtitle states, this book not only presents the important HRM concepts
and functions but also takes students to the next level by actually teaching them to apply
the concepts through critical thinking and to develop HRM skills they can use in their
personal and professional lives.
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Market and Course
This book is for undergraduate and graduate-level courses in human resource management
(HRM) including personnel management. It is appropriate for a first course in an HRM
major, as well as required and elective courses found in business schools. This textbook is
also appropriate for HRM courses taught in other disciplines such as education and
psychology, particularly industrial psychology and organizational psychology. The level of
the text assumes no prior background in business or HRM. This book is an excellent choice
for online and hybrid courses in HRM (and earlier editions have been used in online HRM
courses for nearly a decade).
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Learning By Doing: A Practical Approach
I (Lussier) started writing management textbooks in 1988—prior to the calls by the
Association to Advance Collegiate Schools of Business (AACSB) for skill development—to
help professors teach their students how to apply concepts and develop management skills.
Pfeffer and Sutton (The Knowledge Doing Gap, 2000) concluded that the most important
insight from their research is that knowledge that is actually implemented is much more
likely to be acquired from learning by doing, than from learning by reading, listening, or
thinking. We designed this book to give students the opportunity to “learn by doing” with
the following approaches:
A practical “how-to-manage” approach that is strategy driven.
The only HR text where every primary content area identified as required for
undergraduate students listed in the Society of Human Resource Management
(SHRM) 2016 Curriculum Guidebook is specifically identified in the text where the
material is covered (over 210 items). In addition, many of the secondary and graduate
students only items are also identified as they occur in the text.
Six types of high-quality application materials use the concepts to develop criticalthinking skills.
Four types of high-quality, skill-builder exercises help to actually develop HR
management skills that can be utilized in students’ professional and personal lives.
A comprehensive video package reinforces HRM-related abilities and skills.
An approach that meets the preferred learning styles of today’s students.
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A New Generation of Learners
Today’s students, “Millennials” and the early students of the next generation or “Gen Z,”
succeed when they are fully engaged in learning on multiple levels; traditional methods of
teaching do not always meet their needs. They are used to, and in fact demand, instant
opportunities to learn and interact with material that they are interested in. Our text is
flexible enough to accompany lecture-based teaching, and it also offers a wide range of
engaging activities that accommodate a variety of contemporary learning styles. Many of
the specific learning preferences of today’s students have been addressed in the book’s
overall approach, organization, and distinctive features:
Active Learning
A desire for active learning is addressed with a large variety of activities and skillbuilding tools.
Practical Approaches
A desire for application and skills in personal and professional realms is addressed by
a variety of features throughout the text. Immediate application and ongoing selfassessment are found in the Work Application prompts and self-assessment tools.
Organization tools such as checklists, summaries, and “how to” instructions are
integrated throughout, for example, the marginal references to SHRM curriculum
guidelines.
Accessible Content
Chunking of content into easily digested segments helps students to organize study
time. Visual learning preferences are accommodated in colorful exhibits, models, and
figures throughout the text, along with an ancillary package that includes visual
learning options. Internet learning preferences are recognized in a robust Web-based
package that includes video and interactive features for students.
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A Three-Pronged Approach
We have created a comprehensive textbook intended to develop the full range of HRM
competencies. As the title of this book implies, we provide a balanced, three-pronged
approach to the curriculum.

Concepts/Functions
The following features are provided to support the first step in the three-pronged approach.
HRM functions. Chapter 1 presents eight major HRM functions identified by SHRM
with questions that need to be answered. The book is structured around the eight functions
in five parts; see the table of contents for details. These functions are emphasized in order
to show students the depth of knowledge that is required of an HR manager today.
Pedagogical aids. Each chapter includes Learning Objectives, a Chapter Summary, Key
Terms, and Key Terms Review Questions.
SHRM’s Required Content, as well as many Secondary and Graduate-Only HR
Content Areas from the most recent SHRM Human Resource Curriculum: Guidebook and
Templates for Undergraduate and Graduate Programs (SHRM, 2016), are annotated for easy
reference where they appear in each chapter of the text. A margin note identifies the
Curriculum Guide topic being covered, and a reference number links to an appendix
covering all “Required Content” for undergraduate HR programs in the SHRM Curriculum
Guide. Every primary Content Area and Subtopic identified in the SHRM Curriculum
Guidebook is at least introduced within the text, and most are covered in significant depth.

Applications
The following features are provided to support the second step in the three-pronged
approach.
Opening Vignettes, titled Practitioner’s Perspective, illustrate how a real-life Human
Resources manager currently employed by the state of Arkansas works within the various
HRM functions in her daily activities.
Organizational examples of HRM concepts and functions appear throughout the book.
Work Applications incorporate open-ended questions that require students to explain how
the HRM concepts apply to their own work experience. Student experience can be present,
past, summer, full-time, part-time employment, or volunteer work.
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Applying the Concept features ask the student to determine the most appropriate HRM
concept to be used in a specific short example.
Cases: at the end of each chapter are two cases illustrating how specific organizations use
the HRM functions. Critical-thinking questions challenge the students to identify and
apply the chapter concepts that are illustrated in each case. Several longer and more
comprehensive cases are also available to the instructor on the website, either for testing
material or to allow students to apply what they have learned over a significant part of the
course.

Skill Development
The following features are provided to support the third step in the three-pronged
approach.
Self-Assessments help students gain personal knowledge of how they will complete the
HRM functions in the real world. All information for completing and scoring is contained
within the text.
Communication Skills at the end of each chapter include questions for class discussion,
presentations, and/or written assignments to develop critical-thinking communication
skills; they are based on HR Content Areas.
Behavior Modeling showing step-by-step actions to follow when implementing HRM
functions, such as how to conduct a job interview, performance appraisals, and coaching
and disciplining, are presented throughout the text.
Skill Development Exercises teach skills that can be used in students’ personal and
professional lives. Many of the competitor exercises tend to be discussion-oriented exercises
that don’t actually develop a skill that can be used immediately on the job.
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New To The Third Edition
General Updates
The chapters have been completely updated with nearly 80% new references in this
edition to strengthen the text.
All chapters in this third edition have been updated according to the SHRM 2016
Curriculum Guidebook. As in the second edition, all required undergraduate
guidelines are included in the text as well as many secondary and graduate guidelines.
There is one new end-of-chapter case in each of the 16 chapters. The retained cases
have been updated.
There are changes to all of the Applying the Concept box questions and answers in
this edition.
Several examples using today’s best companies are introduced in this new edition of
the text.
Premium Ethical Dilemma videos located in the interactive eBook challenge students
to practice their managerial reasoning and HR decision-making skills.

Chapter 1
There are two new Applying the Concept boxes, each with five questions, making a
total of 4 Application boxes with 30 examples to apply the text concepts.
There are two new Work Application Questions, for a total of 11.
New cases studies.

Chapter 2
Data analytics has been added as a new key term, and outsourcing and sustainability
have been removed.
A new section on data analytics for HRM and desired outcomes has been added.
The section on HRIS has been moved to earlier in the chapter.
Two new trends and issues in HRM have been added on managing data for HRM
decision-making and increased strategic use of social media for HRM planning.
A second case has been added on strategy-driven HR management at Netflix.

Chapter 3
Information on the ADA and the ADAAA Amendment has been included.
The discussion on the EEOC has been expanded.
Updated information on recent Affirmative Action rulings in federal courts has been
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added.
A new trend in HRM has been added on federal agencies becoming more activist in
pursuing discrimination claims.

Chapter 4
An additional major option available for the job analysis process has been added:
subject matter expert panels.
The mnemonic tool to help remember resource inputs has been updated to include
machines, added to material, manpower, and money.
There are now examples of job analysis questionnaires included in this chapter as
well.
There is also more information about job specifications, as well as independent
contractors.
The discussion on labor surplus as it pertains to early retirement has been expanded.
Three new trends in HRM have been added, on O*Net as a job analysis tool,
competency models in job analysis, and sustainability.
A second case has been added on company culture at Honeywell.

Chapter 5
Updated information on external forces acting on recruiting efforts, including the
Affordable Care Act, has been added.
There is a new section on social media recruiting.
New issues in HRM have been added on talent wars and on-demand workforces.
A second case has been added on recruiting and LinkedIn.

Chapter 6
Fitness for duty test has been added as a new key term.
There is now information about state laws as they pertain to job applications and
preliminary screenings in this chapter.
A new section on social media’s role in job selection and Web searches has been
added as well.
Exhibit 6-2 features an updated list of pre-employment inquiries.
There is now more information on medical marijuana as it pertains to employee drug
testing.
A new discussion on fitness-for-duty testing as an alternative to drug testing has been
added.
There is a new section on behavior-based interview questions.
A new trend in HRM has been added on perceived cultural fit and selection.
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A second case has been added on selecting new employees.

Chapter 7
A greater emphasis on the need for job training and development has been
incorporated into this chapter.
Training design and delivery have been combined into a single section.
There is a new section on measuring training success.
New trends and issues in HRM have been added on the gamification of training and
development, and social media for learning.
A second case on Google and their Made with Code project has been added.

Chapter 8
The chapter introduction has been revised.
Information on the American National Standards Institute has been added.
The section discussing the value of peer reviews has been expanded.
There are new sections on frame-of-reference training and continuous appraisals.
New information on Electronic Performance Monitoring (EPM) has been added as
well.
A new case on performance appraisal at Amazon has been added.

Chapter 9
This chapter’s title has been changed from Rights and Employee Development to
Rights and Employee Management.
A new learning object has been introduced: Briefly discuss the stages of the change
process.
New sections on data and device policies; coaching, counseling, and discipline; and
leadership, management, and change have been added.
A new issue in HRM has been added on Google Glass and other privacy issues.
A second case on off-duty misconduct has been added to this chapter as well.

Chapter 10
New research on job satisfaction has been incorporated into this chapter.
There is new data on union membership and new information on union bargaining.
A new trend in HRM has been added on non-union worker protection and the
NLRB.
A second case on constructive discharge and the reinstatement of strikers has been
added to this chapter as well.
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Chapter 11
New research about compensation as it pertains to job satisfaction has been included
in this chapter.
New information on pay secrecy has been incorporated as well.
There is a new discussion about Seattle’s minimum wage hike.
Exhibit 11-3 has been updated with a new list of FLSA exemptions.
Exhibit 11-4 has been updated with new duties tests for general employee
exemptions.
A new trend in HRM on independent contractors has been added as well.
A second case on compensation management at CVS has been added.

Chapter 12
The section on recognition has been updated in this chapter.
There is also new information on motivational incentives.
A new issue for HRM has been added on the ethics of executive compensation.
A second case on incentive pay at Barclays has been added as well.

Chapter 13
The chapter-opening section on the strategic value of benefits programs has been
updated for this edition.
New data about the Patient Protection and Affordable Care Act has been added.
There is a new section on the general provisions of ERISA.
New trends and issues for HRM have been added on new information about
domestic partnership and benefits, and a new section on the personalization of health
care.
A second case on employee benefits at SAS has been added as well.

Chapter 14
New information about OSHA, including employer and employee rights and
responsibilities under the act, has been added.
The Department of Labor posting requirements have been updated.
There is a new section on social media for workplace safety and security.
New trends and issues in HRM have been added on employee wellness and bullying
in the workplace.
The key term Material Safety Data Sheets is now Safety Data Sheets.
A second case on workplace safety at Nike has been added to this chapter.
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Chapter 15
The importance of ethics in business and the cost of unethical behavior is
highlighted.
New information on how incentives can contribute to unethical behavior is provided.
New coverage warning against the slippery slope that is escalating unethical behavior
is included.
There is expanded coverage on general guides to ethical decision making.
Updated examples include Volkswagen, Wells Fargo, Walmart, Costco, American
Express, Patagonia, and Southwest Airlines.
The importance of authority, responsibility, and accountability in creating and
maintaining ethical organizations is expanded upon.
Social entrepreneurs, hybrid organizations, B Corps, and CSR reporting are newly
covered.
Coverage of sustainability-based benefits has been updated.
A new case on the ethics of CEO compensation has been added.

Chapter 16
The global mindset and the importance of understanding cultural values and beliefs
are expanded upon.
Brexit and the Trans-Pacific Partnership are newly discussed.
New, expanded coverage of expatriates is included.
The local-plus approach to compensating a global workforce is introduced.
Significantly revised coverage of the continuing effects of globalization on the field of
HR is provided.
A new case is presented on Sand by Saya, a small business based in New York that has
international manufactures and customers.
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Ancillaries

SAGE edge offers a robust online environment featuring an impressive array of tools and
resources for review, study, and further exploration, keeping both instructors and students
on the cutting edge of teaching and learning.
SAGE edge for Students provides a personalized approach to help students accomplish their
coursework goals in an easy-to-use learning environment.
Mobile-friendly eFlashcards strengthen understanding of key terms and concepts
Mobile-friendly practice quizzes allow for independent assessment by students of
their mastery of course material
Learning objectives reinforce the most important material
Multimedia resources facilitate further exploration of topics
SAGE coursepacks for Instructors makes it easy to import our quality content into your
school’s LMS.
Don’t use an LMS platform? No problem, you can still access many of the online
resources for your text via SAGE edge at edge.sagepub.com/lussierhrm3e.
SAGE coursepacks include:
Our content delivered directly into your LMS
Intuitive, simple format that makes it easy to integrate the material into your course
with minimal effort
Pedagogically robust assessment tools that foster review, practice, and critical
thinking, and offer a more complete way to measure student engagement, including:
Diagnostic chapter pretests and posttests that identify opportunities for
improvement, track student progress, and ensure mastery of key learning
objectives
Test banks built on Bloom’s Taxonomy that provide a diverse range of test
items with ExamView test generation
Activity and quiz options that allow you to choose only the assignments and
tests you want
Instructions on how to use and integrate the comprehensive assessments and
resources provided
Chapter-specific discussion questions to help launch engaging classroom interaction
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while reinforcing important content
Assignable SAGE Premium Video (available via the free interactive eBook version,
linked through SAGE coursepacks) that is tied to learning objectives, curated, and
produced exclusively for this text to bring concepts to life and appeal to different
learning styles, featuring:
Corresponding multimedia assessment options that automatically feed to
your gradebook
Comprehensive, downloadable, easy-to-use Media Guide in the Coursepack for
every video resource, listing the chapter to which the video content is tied,
matching learning objective(s), a helpful description of the video content, and
assessment questions
Management in Action videos illuminate how key concepts function in work
settings.
Video resources that bring concepts to life, are tied to learning objectives, and make
learning easier
Editable, chapter-specific PowerPoint® slides that offer flexibility when creating
multimedia lectures so you don’t have to start from scratch but can customize to your
exact needs
Sample course syllabi with suggested models for customizing your course in a way
that is perfect for you
Integrated links to the FREE interactive eBook that make it easy for your students
to maximize their study time with this anywhere, anytime mobile-friendly version of
the text. It also offers access to more digital tools and resources, including SAGE
Premium Video
All tables and figures from the textbook
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Part I 21st Century Human Resource Management
Strategic Planning and Legal Issues
1. The New Human Resource Management Process
2. Strategy-Driven Human Resource Management
3. The Legal Environment and Diversity Management
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1 The New Human Resource Management Process
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Learning Objectives
After studying this chapter, you should be able to do the following:
1-1 Identify the difference between the traditional view of human resource management (HRM)
and the present view. PAGE 6
1-2 Identify the major challenges that HR managers face in a modern organization; note especially
where we are not doing well. PAGE 9
1-3 Identify and briefly describe the four critical dependent variables that managers must control in
order to compete in a 21st century organization. PAGE 11
1-4 Describe the four major HRM skill sets. PAGE 14
1-5 Discuss the line manager’s six HRM responsibilities. PAGE 16
1-6 Identify and briefly describe the eight major HRM discipline areas. PAGE 17
1-7 List some of the major resources for HRM careers. PAGE 23
1-8 Explain the five parts of the practitioner’s model for HRM and how the model applies to this
book. PAGE 25
1-9 Describe how employee engagement affects productivity. PAGE 28
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Practitioner’s Perspective
Cindy reflected on the current state of the HR field: Choice and change—two things you can rely on today!
No longer merely concerned with hiring, firing, and record keeping, the average human resources
department (HR) increasingly partners with the strategic planners in the executive suite, thanks to HRbased education and certifications. HR certification is available through HRCI with PHR, SPHR, and
GPHR designations, and SHRM also offers its own program of certification with SHRM-CP and SHRMSCP.
My professional progress began with membership in HR organizations. First, I became a SHRM student
member, which provided access to SHRM’s website—which was in turn valuable for research while I was a
student. I still use it frequently. Next, my involvement spread to the local HR association. The chapter
meetings provided excellent opportunities for education through the monthly programs, as well as for
networking and swapping “best practices” with my colleagues.
My involvement inspired me to become certified as a professional. But beyond that, I have found that those
who invest in certification tend to become more involved in their profession and, by extension, more
successful.
I invite you to join me as we explore the field of human resource management (HRM). Chapter 1 gives an
overview of HRM as a profession.
Cindy Wright, PHR, came late to the human resources profession, and perhaps that explains some of her passion
for the field. Wright graduated summa cum laude with a Business Administration degree, HR emphasis. She was
recognized as “Outstanding Graduate” by the Human Resources Management department. After employment as a
benefits administrator for seven thousand telecommunications retirees, then as an HR generalist for a gas well
drilling company of 500 employees, Wright is now working in personnel management for the Department of
Human Services in the Division of Behavior Health Services. Besides membership in the profession’s national
organization—the Society for Human Resource Management (SHRM), Wright has been active in the local
affiliated chapter—the Central Arkansas Human Resources Association (CAHRA). Wright served as vice
president of administration for the chapter’s board as well as chair of the College Relation Committee. She was
recognized by her peers with the “Rising Star” award for her work in creating a student chapter membership and
was involved in the initial efforts to create satellite CAHRA chapters. Wright’s mission is to provide assistance to
others interested in entering into and advancing within the human resources profession.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
A. Employee and Labor Relations (required)
4. Employee engagement
5. Employee involvement
6. Employee retention
20. Attendance
B. Employment Law (required)
21. Professional liability
C. Ethics (required)
8. Codes of ethics
D. HR’s Role in Organizations (required)
1. Generally . . . discuss HR’s role with regard to each of the individual HR disciplines . . . .
J. Strategic HR (required)
5. Sustainability/corporate social responsibility
6. Internal consulting (required—graduate students only)
9. Ethics
11. Organizational effectiveness
O. Globalization (required—graduate students only)
8. Global labor markets
Q. Organizational Development (required—graduate students only)
5. Improving organizational effectiveness
6. Knowledge management
9. Ongoing performance and productivity initiatives
10. Organizational effectiveness

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Trends and Issues in HRM
Employee Engagement Improves Productivity
HRM and Organizational Agility
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Why Study Human Resource Management (HRM)?
It’s natural to think, “What can I get from this book?” or “What’s in it for me?” These are
important questions,1 and the answers to them should be based on evidence.2 Success in
our professional and personal lives is about creating relationships,3 and students generally
understand the importance of relationships.4 The better you can work with people, the
more successful you will be in your personal and professional lives—whether as an
employee, a line manager, or a human resource manager. And that’s what this book is all
about.
There is strong evidence that today’s students want courses to be applied and have practical
relevance.5 Organizations also want their new managers to have the ability to apply
knowledge.6 The role of modern managers also continues to change, requiring today’s
organizational leaders to deal with increasingly dynamic and complex environments.7 This
brings us to the focus of this book; we designed it to be the most relevant “how to” book
ever written on managing others in organizations. As indicated by the subtitle, Functions,
Applications, and Skill Development, this book uses a three-pronged approach, with these
objectives:
To teach you the important functions and concepts of HRM
To develop your ability to apply HRM functions and concepts through critical
thinking
To develop your HRM skills in your personal and professional lives
We offer some unique features to further each of these three objectives, as summarized in
Exhibit 1-1.
Human resource issues are emerging as some of the most prominent concerns for business
owners and managers.8 You’ve probably heard buzzwords floating around about managers
—and particularly human resource managers—needing to be more strategic, business
focused, customer focused, and generally more in tune with the overall operational success
of the organization.9 So what is happening in today’s business environment that might
cause human resource managers to rethink their way of doing business? A key item that is
causing this process of rethinking management is the fact that there is much greater
competition and an external environment that requires a much greater rate of change.10
That creates an absolute requirement to be more adaptable and productive as an
organization.11 As a result, human resource managers as well as operational managers have
been forced to think in more strategic terms about how their organization can win against
their competitors by utilizing their human resources.12
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SHRM
A:5
Employee Involvement

Human resources (HR) The people within an organization

One simple fact is that in the 21st century organization, human resources (HR)—the
people within an organization—are one of the primary means of creating a competitive
advantage for the organization, because management of human resources affects company
performance.13 This is because most organizations of comparable size and scope within the
same industry generally have access to the same material and facilities-based resources that
any other organization within the industry may have. This being the case, it’s very difficult
to create a competitive advantage based on material, facility, or other tangible or economic
resources. What this frequently leaves is people as the organization’s most valuable asset.14
If the organization can manage its human resources more successfully than its competitors
do, if it can get its employees involved in working toward the day-to-day success of the
organization, and if it can get them to stay with the organization, then it has a much greater
chance of being successful—with the term successful defined in this case as being more
productive and more profitable than the competition.15 Managers are responsible for
getting the job done through employees,16 so the organization’s human resources are nearly
always its most valuable resource. If we can get our employees fully engaged, we can make
better decisions, increase employee trust and loyalty, and improve productivity.17 (As you
can see, there is a SHRM Guide box next to this section. We will explain them later in this
chapter in the section titled “Society for Human Resource Management.”)
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SHRM
A:4
Employee Engagement

While employee job satisfaction can be an important aspect of employee engagement, the
overall concept of employee engagement is much larger. It is a combination of job
satisfaction, ability, and a willingness to perform for the organization at a high level and over an
extended period of time. Google is an example of an organization that is taking the concept
of employee engagement very seriously. Google’s “Project Oxygen” was one attempt to
analyze what makes a better boss and use that information to train managers to be more
consistent and interactive.18 This training is designed to create greater employee satisfaction
and engagement, for very practical reasons. According to HR Magazine, companies that fall
into “the top 10% on employee engagement beat their competition by 72% in earnings per
share during 2007–08.”19 A 2009 study showed that companies with high levels of
satisfaction and engagement outperformed those with less engaged employees in return on
investment (ROI), operating income, growth rate, and long-term company valuation.20
In this text, we define engaged employees as those who understand what they need to do to
add value to the organization and are satisfied enough with the organization and their roles
within it to be willing to do whatever is necessary to see to it that the organization succeeds.
This book will teach you how to operate successfully within your organizations and
compete productively in a 21st century organization—as an employee, HR manager, or any
other type of manager—to get your employees engaged and get the results necessary to
succeed against tough competitors in the new century. We will focus on HR management,
but the principles within this text apply to any form of management. The bottom line is
that if you learn these skills and apply them successfully in your role as any type of
manager, you will get your employees engaged and improve productivity.21 That is what
will get you noticed by senior management and allow you to move up the organizational
ladder. So let’s get started!
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Work Application 1-1
How can this course help you in your personal and professional lives? What are your goals, or what do you
want to get out of this course?
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LO 1-1
Identify the difference between the traditional view of human resource management and the present view.

Employee engagement A combination of job satisfaction, ability, and a willingness to perform for the
organization at a high level and over an extended period of time
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HRM Past and Present
Management of the organization’s human resources has probably changed more in the past
15–20 years than in the entire history of organized companies. Technology and the ability
to analyze large data sets have disrupted every industry and the way every company does, or
should do, things—from operating processes to marketing to human resources.22 Let’s do a
quick introduction to technology in Human Resource Management. Because of the
importance of technological change, we will also continue to explore the effects of
technology in HRM as we look at strategy in Chapter 2 and in subsequent chapters
throughout this book.

HRM in the Past
Back in the dark ages, around the mid-1970s—when there weren’t even any computers
available to most managers!—the human resource manager (we usually called them
personnel managers then) was considered to be an easy management job. HR managers
were expected to be only paper pushers who could keep all of the personnel files straight.
They maintained organizational records, but they had very little to do with the
management of the organization’s business processes.
In this environment, most HR departments provided limited services to the organization—
keeping track of job applicants, maintaining employee paperwork, and filing annual
performance evaluations.
In these organizations, the HR department was considered to be a cost center, a division or
department within the organization that brings in no revenue or profit for the organization.
It only costs money for the organization to run this function. As you can easily see, we
don’t want many (or any) cost centers in an organization if we can help it. We need
revenue centers instead. Revenue centers are divisions or departments that generate
monetary returns for the organization. Where cost centers eat up available funds, revenue
centers provide funds for the organization to operate in the future. HRM departments are
not able to generate revenue directly because of their tasking within the organization, but
they can generate significant revenue and profit in an indirect fashion.

Present View of HRM
The old workplace in which managers simply told employees what to do is gone. In today’s
organization, you will most likely work in a team,23 perform lots of quantitative analysis on
business data, and share in decision making and other management tasks. Modern
organizations also expect significantly greater productivity than occurred in their historical
counterparts.
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Productivity Centers
Welcome to the new normal and the productivity center. A productivity center is a
revenue center that enhances profitability of the organization through enhancing the
productivity of the people within the organization. So, why does a modern organization
worry so much about HRM? Today’s HR managers are no longer running an
organizational cost center. Their function, along with that of all other managers within the
organization, is to improve organizational revenues and profits—to be a profit center. But
how does HR create revenue and profits for the organization? They do it by enhancing the
productivity of the people within the organization. Productivity is the amount of output
that an organization gets per unit of input, with human input usually expressed in terms of
units of time.

61

SHRM
Q:9
Ongoing Performance and Productivity Initiatives
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SHRM
Q:5, Q:10, J:11
Improving Organizational Effectiveness; Organizational Effectiveness

We must be more competitive in today’s business environment if we are to survive for the
long term. As managers, we have to do things that will improve the productivity of the
people who work for us and our organization, so we create productivity centers. But, how
can we become more productive? Productivity is the end result of two components that
managers work to create and improve within the organization:
Effectiveness—a function of getting the job done whenever and however it must be
done. It answers the question, “Did we do the right things?”
Efficiency—a function of how many organizational resources we used in getting the
job done. It answers the question, “Did we do things right?”
Both of these are important, but most of the time, we are focused on efficiency.24 Our
people allow us to be more efficient as an organization if they are used, and motivated, in
the correct manner. This course is about how to make our people more efficient.
Cost center A division or department that brings in no revenue or profit for the organization—running this
function only costs the organization money
Revenue centers Divisions or departments that generate monetary returns for the organization
Productivity center A revenue center that enhances the profitability of the organization through enhancing
the productivity of the people within the organization
Productivity The amount of output that an organization gets per unit of input, with human input usually
expressed in terms of units of time
Effectiveness A function of getting the job done whenever and however it must be done
Efficiency A function of how many organizational resources we used in getting the job done

Companies around the world are taking this need for efficiency very seriously, and new
technologies and new ways of working are helping companies improve their efficiency.
Chief Human Resource Officers (CHRO) are concerned about employee engagement and
productivity, and especially about improving efficiency in their respective organizations,25
and companies have learned that they need some of their best managers in the HRM job.26
In addition to improving efficiency, some fairly new research has shown that among
Fortune 500 firms, having a senior HR manager in the “C-suite”—meaning having a
CHRO in addition to having a chief operations officer (COO), a chief finance officer
(CFO), and so on—increased profitability by 105% over peer companies that did not have
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a CHRO!27
Recall that efficiency is a function of how many organizational resources we use up in order
to get the job done. It doesn’t matter what kind of resources we are talking about. We use
up material, monetary, and facility resources doing our jobs. But do we use up human
resources? Well, not literally, though we can burn them out and thus make them useless if
we subject them to intolerable working conditions. But we do use up their time. This is the
value that we have in our people—their time. We physically use up monetary resources,
facility resources, and material resources, but we use up the time available from our people.

©iStockphoto.com/BraunS
HR management deals primarily with improving the efficiency of the people within our
organization. If our people are inefficient over long periods of time, our organization will
fail. If we don’t use our people efficiently, we’re ultimately going to be forced out of
business by somebody who is better at using those resources than we are. So the primary
reason we’re worried about HR management within an organization is to improve the
efficiency of our human beings.
So how do we make our people more efficient? We can’t really directly affect the
performance of individuals within the organization. We can’t force employees to act in a
certain way all of the time within the organization; and while we have the ability to punish
them when they don’t do what we need them to do, we don’t have the ability to directly
control all of their actions. So as managers for the organization, we have to do things that
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will have an indirect effect on our people’s productivity—their efficiency and effectiveness.
And we do have certain things within our control as managers that can cause our people to
do things that we need them to do.
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Work Application 1-2
Recall your most recent job. Did you work in a traditional cost center, a revenue center, or a productivity
center? Briefly describe the firm and department and what made it a cost, revenue, or productivity center.

Technology’s Effect on Efficiency
Senior HR Managers have learned that one way to improve efficiency of their workers is
through use of technology. Old ways of doing work have become too slow in almost all
cases—with competitors constantly innovating processes, and customers and employees
demanding that we use technology tools to speed up both work and feedback on the work
that is done.28 Using technology allows us to gather, analyze and manage large amounts of
data much more quickly than we have ever been able to do before. This in turn allows
managers—including HR managers—to find commonalities in the data that can help them
create new and more efficient processes. One example will help show what we are talking
about:
Sysco, a food service company with more than 50,000 employees, was able to identify
“what actions by management will have the greatest impact on the business” through
the use of survey data. Using some of this information, they were able to improve
retention for their delivery associates from 65% to 85%, which in turn saved the
company about “$50 million in hiring and training costs for new associates.”29

1-1 Applying The Concept
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HRM Past and Present View
Identify each statement as being a present or past HRM view.
1. Past view of HRM
2. Present view of HRM
____ 1. The organization uses productivity centers.
____ 2. The organization focuses on answering the question, “Did we do the right things?”
____ 3. The organization uses cost centers.
____ 4. The organization focuses on answering the question, “Did we do things right?”
____ 5. The organization uses revenue centers.
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The Changing World of HRM
Now let’s look at some of the issues facing today’s HR managers, including new HRM
challenges, the competencies that will be required in order to do the job, and some
demographic factors that we need to be aware of in a tight labor market.
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LO 1-2
Identify the major challenges that HR managers face in a modern organization; note especially where we are
not doing well.

New HRM Challenges
What types of issues are today’s corporate executives concerned with? A recent SHRM
survey of HR and non-HR executives asked what challenges they think will be most
significant over the next 10 years. Here is a brief review of what they said.30
The three biggest challenges according to HR executives:
1. Maintaining high levels of employee engagement
2. Developing next generation organization leaders
3. Maintaining competitive compensation and benefits offerings
The biggest challenges according to non-HR executives were very similar:
1. Developing next generation organizational leaders
2. Managing the loss of key workers and their skill sets
3. Maintaining competitive benefits and compensation offerings
The HR competencies that will be the most critical:31
1. Business acumen: ability to understand and apply information to contribute to the
organization’s strategic plan
2. Organizational leadership and navigation: ability to direct and contribute to
initiatives and processes within the organization
3. Critical evaluation: ability to interpret information to make business decisions and
recommendations
4. HR expertise: ability to apply the principles and practices of HRM to contribute to
the success of the business
Reviewing these challenges, HRM has been reasonably good at identifying and meeting
some of them, while others have gone without significant attention to date in most
companies. We have pursued better selection and retention strategies for a number of years,
and we have recently become much better at identifying future leaders and managing
organizational relationships, culture, and structure.
Where we have still not done as well—at least in most organizations—is in business
acumen, especially in quantitative areas dealing with metrics and data analytics. The ability
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to analyze large data sets allows HRMs to work toward overcoming another of their
challenges—creating strategic agility.32 We will introduce you to some basic HR metrics as
we go through this text so that you have a working understanding of how they might be
used in each functional area of HRM.

Labor Demographics
We face significant demographic changes in the labor force that will be available to our
companies over the next 20 years. “Businesses no longer have a “typical” worker—diversity
in terms of gender, ethnicity and religion abounds within organizations.”33 Aging of the
workforce, skills shortages, and many other factors affect the ability of HR to provide the
organization with the right numbers and types of employees. Let’s quickly review a few of
these issues.
Companies in developed countries are seeing a reduction in the number and quality of
potential skilled employees, as well as greater gender, ethnic, and age diversity than at any
time in the past.34 The lack of skilled workers for increasingly complex jobs is considered to
be a major, ongoing problem.35 Partly as a result of this shortage of skilled labor, we are
seeing more older employees with high-level skill sets remain in the workforce. So as a
manager in a 21st century organization, your workforce will look much older than it has
historically.36
Today’s technology improves the effectiveness and efficiency of HR managers, leading to
higher levels of productivity throughout the organization.
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Your organization will soon look more culturally diverse—even compared to today. The
growth in immigrant workers will be substantial. Hispanic workers (of all nationalities)
alone are predicted to be approximately 20% of the workforce in 2024, but today, they
compose only about 16.3% of the workforce. Asian workers are expected to move up from
about 5.6% now to about 6.6% of the workforce in 2024. But the gender mix will stay
fairly close to what it is today. The percentage of women in the workforce has stabilized at
about 47%–48%.
All of this means that managers of a 21st century organization will need to be more
culturally aware and able to deal with individuals with significantly different work ethics,
cultural norms, and even languages.

Knowledge Workers and the Pace of Change
In the Information Age, we see a new kind of worker. Knowledge workers are workers who
“use their head more than their hands” and who gather and interpret information to
improve a product or process for their organizations. In essence, knowledge workers
manage knowledge for the firm.
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One of the most critical issues that HR managers face is the fact that technology is
outpacing our ability to use it. Computers get faster and faster, but the human beings who
have to use them don’t. This means that if the people in the organization can figure out
ways to take advantage of the technology better and quicker than our competitors can, then
we can create a sustainable competitive advantage. Notice, that we didn’t say create better
technology—that wouldn’t give us a sustainable advantage since our competitors could just
copy the technology and improve it once we designed it. We must continually figure out
ways to use the technology more successfully through hiring and training better and more
capable employees—our human resources. If we do this, then as the technology changes,
our people will continually figure out ways to take advantage of it before our competitors’
people do. This ability within our people is the thing that creates a continuing advantage
over competitors who either don’t have people with numerous and varied knowledge and
skills, or don’t have people who want to assist the organization because they are not
engaged and not satisfied.
Knowledge is precious in an organization. There is a continuous shortage of knowledge
workers, and the United States is not alone. In most countries of the world, the news is the
same—too few knowledge workers and too many knowledge jobs open and waiting for
them. In fact, in one recent study, 38% of worldwide employers reported difficulty in
filling jobs.37 This means that for the foreseeable future, we will have a shortage of
knowledge workers on a global scale.
So each HR manager is going to be competing with every other HR manager in the world
for the pool of knowledge workers. If the organization has a reputation as a difficult place
to work, will they succeed in getting knowledge workers to come to work for the
organization when those workers have so many other opportunities? That would be very
unlikely! Only if the organization manages its human resources successfully and maintains a
reasonable working environment will it have any chance of filling most of the jobs that it
has available.
Knowledge workers Workers who “use their head more than their hands” and who gather and interpret
information to improve a product or process for their organizations
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Understanding HR’s Critical Factors
While there are many factors in successfully managing the organization’s human resources,
a few stand out in today’s business world. Management of people is necessarily different
from managing money or other material resources because people have free will and can do
things in any way they see fit. So HR managers and all other leaders in organizations need
to learn how to indirectly control their human resources, where to lead the people resources
of the company, and what tools are becoming more important in creating advantage for
one business over another. Let’s review these three issues next.
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LO 1-3
Identify and briefly describe the four critical dependent variables that managers must control in order to
compete in a 21st century organization.
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Critical Dependent Variables
Before we go any further in this text, let’s look at some of the things that managers tell us
they must control to compete in today’s business environment, but that they can’t directly
manipulate because people have free will. These items are called dependent variables because
they can be affected only through indirect means. We don’t have the ability to directly
manipulate them. We have to control some other variable—called an independent variable
because we can independently (directly) control it—to affect these items in any meaningful
way.
Every time that we survey managers in any industry or any department about managing
others, they bring up the following issues as being among the most important and most
difficult things that they deal with:38
1. Productivity—previously defined
2. Employee engagement—previously defined
3. Turnover—permanent loss of workers from the organization. When people quit, it is
considered voluntary turnover, while when people are fired, it is involuntary
turnover.
4. Absenteeism—temporary absence of employees from the workplace
Note that all of these issues deal with people—not computers, not buildings, not finances.
Also, managers have no direct control over these things. They only affect these items
through indirect actions. In other words, we can’t force an employee come to work and thus
avoid absenteeism, nor can we force an employee to be happy with their work. We have to
create conditions in which the employee is willing to or even wants to come to work and in
which they can enjoy their job. We can and should do this through employment practices
that the employee perceives as fair and reasonable, such as providing acceptable pay for the
tasks performed by the employee. We have already introduced you to productivity and
employee engagement, but let’s take a moment for a more detailed look at absenteeism and
turnover.
Turnover is the permanent loss of workers from the organization. Does turnover cost the
organization? Absolutely!39 There is strong and “growing recognition that collective
turnover can have important consequences for organizational productivity, performance,
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and—potentially—competitive advantage.”40 What specific issues are associated with
turnover? Well, first is the cost of the paperwork associated with the departing employees;
and if they left involuntarily, we may have increases in our unemployment insurance
payments and might even have some potential security issues. Next, there is finding
someone else to do the job, which incurs job analysis costs, recruiting costs, and selection
costs (we will talk about all of these later). Once we hire someone new, we have orientation
and other training costs, costs associated with getting the new worker up to speed on their
job (something we call a learning curve), and the costs associated with them just not
knowing our way of doing business (every company has a unique culture, and not knowing
how to act within that culture can cause problems). So again, because we have many costs
associated with turnover in the organization, we want to minimize turnover.
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Turnover The permanent loss of workers from the organization
Absenteeism The failure of an employee to report to the workplace as scheduled

On the other hand, absenteeism is the failure of an employee to report to the workplace as
scheduled. So what’s the problem with that? If employees don’t come to work, we don’t
have to pay them, right? Well, some of them anyway—but not when we give paid sick leave
or when they are “exempt” employees (we will talk about exemptions in Chapter 11). So
why do managers worry about absenteeism? Well, for one thing, it does cost the
organization money41—not necessarily directly, but indirectly. On an annual basis,
absenteeism costs in the United States went from an estimated $30 billion in 198442 to
about $225 billion per year in 2015.43 And even if we don’t have to pay employees when
they are absent from work, we still have to maintain benefits like health insurance. We also
likely lose productivity from other employees because of having to do the missing
employee’s work and not being able to do their normal job; that costs us money, too. In
addition, if some of our workers are frequently absent, it causes lower job satisfaction in
others who have to continually “take up the slack” for their absent coworker. And there are
other issues as well. So, we can quickly see that even though we don’t have to pay some of
our workers if they don’t come to work, absenteeism still costs the organization money.
Note that our four dependent variables are interrelated. Absenteeism is costly, is often due
to a lack of employee engagement, and leads to lower productivity.44 People tend to leave
their jobs (turnover) when they aren’t engaged with their work; and while they are being
replaced and sometimes after, productivity goes down.45
So now we can see the importance of these four big issues that managers can’t directly
control. The bottom line is this:
As managers, we always need to be doing things that will improve productivity and
employee engagement and that will reduce absenteeism and turnover. These items are
critical. Everything in HRM revolves around these four things.
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Work Application 1-3
How would you rate your level of productivity, employee engagement, turnover, and absenteeism on your
current job or a past job?

The Importance of Strategic HRM
Strategy and strategic planning look at our organization and environment—both today and
in the expected future—and determine what we as an organization want to do to meet the
requirements of that expected future. We work to predict what this future state will look
like and then plan for that eventuality.
Only in the last 30–40 years has HR management really gone from reactive to proactive in
nature. Instead of waiting for someone to quit and then going out and finding a
replacement, HR managers are now actively seeking out talent for their organizations.46
Good HR managers are constantly looking at processes within the organization and, if
there is something going wrong, figuring out how to assist the line management team in
fixing the problem—whether it is a training problem, a motivation problem, or any other
people-oriented problem. The function of HR has been redesigned to enhance the other
(line) functions of the business.
1-2 Applying The Concept
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Critical Dependent HRM Variables
Identify each statement by its variable.
1.
2.
3.
4.

productivity
employee engagement
turnover
absenteeism
____ 6. I got tired of the poor management, so I left for a better job.
____ 7. Most of us don’t really like management, so we do only enough work to stay out of any
trouble with the boss.
____ 8. I’m fed up with management continuing to lay off employees and expecting the rest of us
to do their work to maintain production quotas.
____ 9. I’m a good worker. You aren’t really going to fire me are you?
____ 10. Of course I take all my sick days; if I don’t I’ll lose them.

Sustainable Competitive Advantage
Why has HRM been redesigned? To make our organizations more competitive and to
create sustainable competitive advantages. This is the basis of strategic HRM.47 Strategy and
strategic planning deal with the concept of creating sustainable competitive advantage, a
capability that creates value for customers that rivals can’t copy quickly or easily and that allows
the organization to differentiate its products or services from those of competitors.
Can we gain an advantage from our buildings, our physical facilities, or our equipment?
Can we create machinery that our competitors can’t create or imitate? Do we have access to
computers that they don’t have access to? Of course not—not in most cases anyway. It is
very rare that we can create any real technological advantage over any significant period of
time, even if our technology is proprietary. If we create a technological advantage in today’s
business environment, it’s usually overcome, or at least closely matched, fairly quickly. So
where within the organization can we create sustainable competitive advantage? The only
place we can consistently create advantage that our rivals can’t quickly match is through the
successful use of our human resources—getting them to be more productive and more
engaged with the organization than are our rivals’ human resources.48 If we can create an
organization where people want to come to work and where they are therefore more
productive, less likely to leave, less likely to be absent, and more creative and innovative—
then guess who wins? We win, you lose, you die. It’s that simple.

The Influence of Social Media
The last factor we will discuss here is the emergence of social media as a major tool for the
workplace. Almost everyone today is familiar with social media in their personal life—
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Facebook, Instagram, Snapchat and LinkedIn are just a few of the many social media
platforms. However, many of you probably don’t know how much social media platforms
have changed the way work is done in HR and other parts of the organization. Let’s quickly
review some of the common areas where social media is put to use. We will also discuss
more about social media as we go through the remainder of the book.
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Work Application 1-4
Recall your most recent job. What is the firm’s competitive advantage, and how would you rate its
sustainability?

• Recruiting and selection. The recruiting process in many companies has almost been taken
over by social media. Recruiters scour social media platforms like LinkedIn for talented
individuals whose profile fits a job the recruiter is attempting to fill.49 On the other side of
the process, many candidates use social media to check out the potential employer, connect
with existing employees of the company, and review the company’s social media tools that
they will have available if they choose to join its workforce.
Selection may be supported by Skype interviewing, where the candidate can personally
interact with members of the company at little or no cost to either party. Other social
media sites like Facebook and LinkedIn are frequently scoured (as long as the state or
country where the selection is taking place allows such reviews) as part of the background
checks done on candidates to help the company make a selection that fits with the
organizational culture.50 These checks are again of little or no cost to the company.
• The onboarding process. Once the person is selected to join the organization, social media
can again be used to assist in many steps needed to get the person up to speed and capable
of contributing to the company. We can use social media to teach organizational culture;
create an FAQ area to answer common questions from new employees; provide mentors or
work buddies to support the new employee; and provide commonly required payroll, equal
opportunity, safety and other information that can be reviewed at any time. We can create
“communities” on the company intranet that can provide the new person with interaction
with other employees all over the company. The use of social media to inform and
enculturate new members of the organization is really unlimited.
Sustainable competitive advantage A capability that creates value for customers that rivals can’t copy
quickly or easily and that allows the organization to differentiate its products or services from those of
competitors

• Training and development. As you will see in Chapter 7, social learning is one of the
primary ways that we learn new things. Social media platforms can easily be used to provide
training for current jobs, or developmental information to employees.51 Many employees
today rate the ability to learn and develop their skills for future jobs as more important than
pay. Here again, formal mentoring and development communities can help with training
and development for the new employee.
• Performance management. Social media platforms give companies the means for
continuous feedback to their employees. Many employees respond better to continuing
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feedback than to quarterly or annual formal appraisal sessions. Many social media platforms
can also provide permanent records of the good, bad, and ugly of each employee’s work.
This can be useful if we ultimately have to go through a disciplinary process. You can pretty
quickly see that social media is invading almost every area of HRM, so HR managers need
a strong understanding of the uses and the dangers of social media. We will continue to
point out areas where social media can be helpful and harmful as we go through the
remainder of this book.
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HRM Skills
What skill sets will an HR manager need in order to succeed in their job? All managers
require a mix of technical, interpersonal, conceptual and design, and business skills in order
to successfully carry out their jobs (see Exhibit 1-2). HR managers are no different, so all
leaders need management skills to improve organizational performance.52 The set of
necessary HR skills is similar to the skills needed by other managers; but, of course, it
emphasizes people skills more than some other management positions do. The recently
promulgated SHRM Competency Model discusses four basic “competency clusters” that
match up well with the following four skill sets.53

84

LO 1-4
Describe the four major HRM skill sets.

Technical Skills
The first skill set that an HR manager must develop to be successful, and also the easiest
one to develop, is the technical skill set.54 Technical skills are defined as the ability to use
methods and techniques to perform a task. Being successful as an HR manager requires many
skills, including comprehensive knowledge of laws, rules, and regulations relating to HR;
computer skills (because everything in HR is now computerized); interviewing skills;
training knowledge and skills; understanding of performance appraisal processes; cultural
knowledge (so we don’t make culture-related mistakes); and many others. This skill set is
part of the SHRM technical expertise competency. We will cover many of these technical
skills in the remaining chapters of this book.

Interpersonal Skills
The second major skill set is interpersonal skills, which comprise the ability to understand,
communicate, and work well with individuals and groups through developing effective
relationships. The resources you need to get the job done are made available through
relationships with people both inside the organization (i.e., coworkers and supervisors) and
outside the organization (i.e., customers, suppliers, and others).55
Technical skills The ability to use methods and techniques to perform a task
Interpersonal Skills The ability to understand, communicate, and work well with individuals and groups
through developing effective relationships
Empathy The ability to put yourself in another person’s place—to understand not only what that person is
saying but why the individual is communicating that information to you

Exhibit 1-2 HRM Skills
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HR managers must have strong people skills. This does not mean that HR managers always
have to be gullible or sympathetic to every sob story, but it does mean that they have to be
empathetic. Empathy is simply being able to put yourself in another person’s place—to
understand not only what he or she is saying but why he or she is communicating that
information to you. Empathy involves the ability to consider what the individual is feeling
while remaining emotionally detached from the situation.
Interpersonal skills also involve the ability to work well with others in teams; to persuade
others; to mediate and resolve conflicts; to gather information from others; and to jointly
analyze, negotiate, and come to a collective decision. This skill set is identified as
interpersonal proficiency in the SHRM competency model. We will focus on interpersonal
skills throughout this book, and you will have the opportunity to develop your skill set
throughout this course.

Conceptual and Design Skills
Conceptual and design skills are another skill set required in a successful HR manager.
Such skills help in decision making. Clearly, the decisions you have made over your lifetime
have affected you today. Likewise, leaders’ decisions determine the success or failure of the
organization.56 So organizations are training their people to improve their decision-making
skills.57 Conceptual and design skills include the ability to evaluate a situation, identify
alternatives, select a reasonable alternative, and make a decision to implement a solution to a
problem. This skill set is a critical part of creating and maintaining the ability to lead in an
organization.
The conceptual part of this skill set is an ability to understand what is going on in our
business processes—the ability to “see the bigger picture” concerning how our department
or division and the overall organization operates. It also includes the ability to see if we are
getting outside expected process parameters. In other words, are we doing things that we
shouldn’t be, or are we not successfully doing things that are necessary for maintaining a
high level of productivity?
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Work Application 1-5
Give examples of how a present or past boss of yours used each of the four HRM skills.

Design skills are the other part of the equation. This is the skill set that allows us to figure
out novel or innovative solutions to problems that we have identified through the use of
our conceptual skills. So, one part of this skill set is identification of any problems that
exist, and the second part is decision making to solve problems and carrying out (leading)
the solution. Learning this skill set is necessary if you are going to become capable in the
SHRM leadership proficiency competency.
Conceptual and design skills The ability to evaluate a situation, identify alternatives, select a reasonable
alternative, and make a decision to implement a solution to a problem

1-3 Applying The Concept
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HRM Skills
Identify each activity as being one of the following types of HRM skills, and write the letter corresponding
to each skill before the activity or activities describing it:
1.
2.
3.
4.

technical
interpersonal
conceptual and design
business
____ 11. The HR manager is working on the strategic-planning process.
____ 12. The HR manager is working on determining why more employees have been coming to
work late recently.
____ 13. The HR manager is filling out a complex government form.
____ 14. The HR manager is talking socially with a few of her staff members.
____ 15. The HR manager is praising a staff member for finishing a job analysis ahead of schedule.
____ 16. The HR manager is assigning projects to various staff members.
____ 17. The HR manager is communicating with employees throughout the company via email.

Business Skills
Finally, SHRM’s business-oriented proficiency competency is a mandatory HRM skill. Like
technical skills, business skills are easier to develop than human relations and conceptual
and design skills. Business skills are the analytical and quantitative skills—including in-depth
knowledge of how the business works and its budgeting and strategic-planning processes—that
are necessary for a manager to understand and contribute to the profitability of the organization.
HR professionals must have knowledge of the organization and its strategies if they are to
contribute strategically. This also means that they must have understanding of the financial,
technological, and other facets of the industry and the organization and be able to
manipulate large amounts of data using data analytics programs and HR metrics.
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LO 1-5
Discuss the line manager’s six HRM responsibilities.
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Line Managers’ HRM Responsibilities
What if you are not planning on becoming an HR manager? Why do you need to
understand the topics that we are discussing throughout this book? Well, line managers are
the first point of contact with most of our employees when they have questions about
human resources policies or procedures. As a result, you have to have a basic understanding
of the management of your organization’s human resources. You need to be able to answer
employee HR questions; and if you don’t follow company HR policies, you can cause legal
problems for your firm, get disciplined and fired, and potentially even spend time in jail. So
in this section, we explain the difference between line and staff management and line
managers’ major HRM responsibilities.

Line Versus Staff Management
Line managers are the individuals who create, manage, and maintain the people and
organizational processes that create whatever it is that the business sells. Put simply, they
are the people who control the actual operations of the organization. A line manager may
have direct control over staff employees, but a staff manager would not generally have any
direct control of line employees.58
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HR managers, on the other hand, would generally be staff managers, individuals who advise
line managers in some field of expertise. These managers act basically as internal consultants
for the company, within their fields of specialized knowledge. As an example, a company
accountant or lawyer would usually have staff authority within a manufacturing firm—they
would be there to advise the operational managers concerning what is legal or illegal.
However, in a law firm, a lawyer would usually be a line manager, because the
organization’s end product is knowledge and application of the law. In this case, the lawyer
would have the ability to control the organization’s processes to produce their output—a
legal briefing, a lawsuit, or a contract agreement for instance.
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Work Application 1-6
Give examples of line and staff positions at an organization where you work or have worked.

Major HR Responsibilities of Line Management
What does a line manager need to know about HR management? A lot! Remember that
every manager’s primary job is to manage the resources of the organization, including the
human resources.59 The following list shows some of the major items that line managers
would need to understand in order to successfully do their job.

Legal Considerations
Line managers can inadvertently violate the law if they don’t know what the various
employment laws say and what actions are prohibited or required in dealing with
employees. Laws that a line manager needs to understand include employment laws,
workplace safety and health laws, labor laws, and laws dealing with compensation and
benefits.

Labor Cost Controls
What can and can’t line managers do to minimize labor costs? All managers need to know
how they can manage labor costs, both from an efficiency standpoint and from the
standpoint of understanding the state and federal laws that limit our options for managing
our labor resources.
Business skills The analytical and quantitative skills—including in-depth knowledge of how the business
works and its budgeting and strategic-planning processes—that are necessary for a manager to understand
and contribute to the profitability of the organization
Line managers The individuals who create, manage, and maintain the people and organizational processes
that create whatever it is that the business sells
Staff managers Individuals who advise line managers in some field of expertise

Leadership and Motivation
Obviously, one of the major reasons to have managers is to provide motivation and
leadership to employees in our organizations. Managers are worth less than nothing if they
don’t improve their workers’ performance and productivity through the use of motivation
and leadership.

Training and Development
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Line managers are generally the first to see a problem with organizational processes. This is
frequently an indication that some type of training is needed. Line managers are also the
individuals who would debrief most employees on their annual performance appraisals.
This is another situation in which a manager might recognize the need for further training
of their workforce. Finally, line managers are the people responsible for making changes to
organizational processes. As a result of these changes, we frequently need to train our people
on the new methods of doing our work.
Line managers are also the people responsible for identifying the talented workers in the
organization whom we need to develop so that they can move into higher-level positions
when they are needed. The organization needs to have these people “in the pipeline” so that
as others leave the company or retire, we have qualified individuals to take their place.

Appraisal and Promotion
Line managers should almost always be responsible for the appraisal (also called evaluation)
of the people who work for them as well as for the process of debriefing those individuals
on their annual (or more frequent) work evaluations. The line manager should also have a
strong voice in who should be eligible for promotions in the organization, since the line
manager’s job is to know their people and their capabilities and limitations.

Safety and Security of Employees
Line management has primary responsibility for maintaining the safety and security of the
organization’s workforce. They must know federal and state laws concerning occupational
safety and health as well as procedures for securing the organization’s workspaces and
people from both outsiders and other employees who would want to harm them. Line
managers need to monitor the areas under their physical control to minimize the hazards
that can occur inside our companies.
So line managers have a lot to do with the human resources in the organization, don’t they?
All line managers need to know all of these things and more in order to be successful in
their jobs.

93

HR Managers’ Responsibilities: Disciplines Within HRM
But what if you are planning to become an HR manager? HR managers take the lead in the
management and maintenance of the organization’s people. It is an exciting field with
many different paths that you can take over the course of your career.60 The field is so
broad that you could do something different each year for a 40-year career and never
exactly duplicate an earlier job.
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LO 1-6
Identify and briefly describe the eight major HRM discipline areas.

So if you have decided that you would like to explore the field of HRM as a career, what
kind of jobs could you expect to fill inside your organization? What are your options for a
career, and what kinds of specialized training and certification are available for you in the
field? Although there are many different jobs in the field, most of them fall into a few
categories. Let’s briefly take a look at each of these disciplines or specialties. We will provide
the details in later chapters.
HRM in Action

HRM Concepts
Most HR jobs are either generalist jobs, in which the HR employee works in many different
areas, or specialist jobs, in which the employee focuses on a specific discipline of HR. What
specialties are available? Below is a partial list of some of the major specialist careers that
you can get into if you desire. But first, complete the self-assessment to help you better
understand your overall interest in HR and which specialties interest you more.
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Work Application 1-7
Give examples of HR responsibilities performed by your present boss or a past boss.

The Legal Environment: EEO and Diversity Management
Equal employment opportunity (EEO) and diversity management specialists are involved
with the management of the organization’s employee-related actions to ensure compliance
with equal opportunity laws and regulations as well as organizational affirmative action
plans (when such plans are required or desired). Such specialists also have responsibilities
related to the management of diverse employee groups within the company. There are
many management-level issues in the diversity effort, including intergroup conflict
management, creating cohesiveness, combating prejudice, and others. We will discuss some
of these issues later in the text.

96

SHRM
D:1
HR’s Role in Organizations

The HR legal and regulatory environment is critical to every organization today. This is
also quite likely the area that changes more than any other in HRM. Every court case that
deals with the human resource environment inside any organization has the potential to
affect every organization because of the results of that case. Even if the court ruling doesn’t
change the way a company has to do business, if a federal or state legislature sees that a
ruling was unfair, they may change the law at either the federal or state levels, and that
affects each organization under their jurisdiction. This is how the Lilly Ledbetter Fair Pay
Act (among other laws) was created. The US Supreme Court heard a case dealing with
unequal pay and made its ruling based on existing laws. Because the US Congress felt that
the ruling was unfair, it enacted a new law to change certain rules on how and when an
equal pay complaint can be filed. We will talk a little more about this law in Chapter 3.
So if every court case that deals with equal opportunity, compensation and benefits,
harassment, or discrimination in any form has the potential to change the way in which
every company does business, then you can quickly see that the HR-related legal
environment is an area of critical importance to your company. Therefore, people with
strong expertise in HR law are equally critical to the organization. So if you want a job
where you really never do the same thing twice, look at becoming an HR legal specialist.
Part of the diversity in today’s workforce is people retiring later in life and working parttime.
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Staffing
Staffing includes all of the things that we need to do to get people interested in working for
our company—going through the recruiting process, selecting the best candidates who
apply, and getting them settled into their new jobs. This is likely one of the most rewarding
areas in HRM. We get to hire people into the organization who want to work for us.
However, it is also a highly complex job in which we have to understand the other jobs for
which we are hiring, the people who apply to fill those jobs, and the legalities involved with
the hiring process. This is the first line of defense for the company. This area can literally
make or break the organization in its ability to be productive.61 If we attract and hire the
right types of people with the right attitudes and skills, then the organization will have a
good start at being successful. If we hire the wrong types—people who don’t want to work
or don’t have the correct skill sets—then the organization will have a very difficult time
being successful in the long term.

Training and Development
Next, we have the training and development discipline. This is where the education and
training function occurs in organizations. A modern organization won’t get very far
without constantly training its employees. Research supports the idea that employees who
participate in more training and development are less likely to leave the company (i.e., less
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likely to cause turnover) and less likely to engage in neglectful behavior.62 We train people
for a variety of reasons, from teaching them their basic job to teaching them the things that
they will need to move up in the organization as people above them resign or retire. If you
enjoy teaching and learning, this might be an area to consider as a career field in HRM.
Many HR managers stay in training and development for their entire career, because they
like it. They get to interact with many different people within the organization and get to
learn about many different parts of the company as they go through the training processes.
As a training and development specialist, you would have responsibility for the training
processes within the organization, as well as for the development of curricula and lesson
plans and the delivery of training courses. You would also be involved with the
development of talent within the company so that employees are trained and ready to move
into more senior positions as those positions become vacant.

Employee Relations
This specialty covers a very wide array of items associated with management and employee
relations. It involves such things as coaching, conflict resolution, counseling, and
disciplining the workforce as needed. It also involves leadership and team-building efforts
within the organization. Virtually every organization today operates with at least some
teams as part of its structure, and teams create unique problems within the company that
employee relations managers must address.
We also measure and evaluate job satisfaction and employee engagement as part of
employee relations. HR managers in this function have to keep up with the many and
varied laws relating to employee relations, and this specialty also involves the management
of employee communication.

Labor and Industrial Relations
The labor and industrial relations specialist works with the laws and regulations that
control the organization’s labor-related relationships with their workforce. This is also the
area that manages any relationships the organization has with unions. HR managers who
work in this area might be involved in union votes, negotiations for union agreements,
contract collective bargaining, handling grievances, and other items that affect the
union/management relationship within the organization. This area also includes all labor
relations activities, even in nonunion businesses. These managers have to maintain a
working knowledge of all of the federal labor laws such as the National Labor Relations Act
and the Taft-Hartley Act. Again, we will cover this in more detail later.

Compensation and Benefits
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A compensation and benefits specialist might find jobs in compensation planning, salary
surveys, benefits management, incentive programs, and more. This area deals with how we
reward the people who work for us. Rewards come in many styles and types, and the
compensation and benefits specialist helps decide the total compensation package that the
organization will use to attract and retain the best mix of people with skills that are
specifically suited to the organization. Here again, a manager will have to understand the
federal and state laws that deal with compensation management within businesses,
including the Fair Labor Standards Act plus EEO and discrimination laws. Compensation
management also includes issues such as pay secrecy, comparable worth, and wage
compression—topics that we will cover in some detail in later chapters.
1-1 Self-assessment
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HR Disciplines
The following are 24 HR activities that you could be involved in. Rate your interest in each specialty with a
number (1–7) that represents your interest in the activity.
I’m not really interested in doing this I’m really interested in doing this
1 2 3 4 5 6 7
1. _____ Working to make sure everyone in the firm is treated fairly
2. _____ Working against discrimination and helping minorities to get hired and promoted
3. _____ Knowing the laws, helping the firm implement laws, and reporting how the firm complies
with the HR laws
4. _____ Working to get people to apply for jobs, such as writing advertisements and attending job
fairs
5. _____ Interviewing job candidates
6. _____ Orienting new employees to the firm and their jobs
7. _____ Teaching employees how to do their current jobs
8. _____ Developing employees’ general skills so they can progress in the firm
9. _____ Designing curricula and lesson plans for others to teach employees
10. _____ Coaching, counseling, and disciplining employees whose work quality is not up to standards
11. _____ Working with teams and helping resolve conflicts
12. _____ Working to understand and improve the level of job satisfaction throughout the firm
13. _____ Working with union employees
14. _____ Collective bargaining with unions
15. _____ Solving employee complaints
16. _____ Working to determine fair pay for different jobs, including investigating competitors’ pay
scales
17. _____ Creating incentives to motivate and reward productive employees
18. _____ Finding good benefits providers, such as lower-cost and higher-quality health insurance
providers
19. _____ Making sure that employees don’t get hurt on the job
20. _____ Working to keep employees healthy, such as developing diet and exercise programs
21. _____ Ensuring the security of the facilities and employees, issuing IDs, and keeping employee
records confidential
22. _____ Ensuring that employees are ethical, such as developing and enforcing codes of ethics
23. _____ Enforcing ethical standards, such as maintaining methods for employees to confidentially
report ethics violations
24. _____ Working to help the organization develop methods to improve efficiency while protecting
our environment
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Scoring and Interpreting Total Discipline Results
Place your rating numbers (1–7) below and total the three scores for each discipline. Then rank your totals
from 1 to 8 to determine which disciplines interest you most:
Legal Environment: Equal Employment Opportunity (EEO) and Diversity Management
1 _____
2 _____
3 _____
_______ Total (Rank this total: _____ [1–8])
Staffing
4 _____
5 _____
6 _____
_______ Total (Rank this total: _____ [1–8])
Training and Development
7 _____
8 _____
9 _____
_______ Total (Rank this total: _____ [1–8])
Employee Relations
10_____
11_____
12_____
_______ Total (Rank this total: _____ [1–8])
Labor and Industrial Relations
13_____
14_____
15_____
_______ Total (Rank this total: _____ [1–8])
Compensation and Benefits
16_____
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17_____
18_____
_______ Total (Rank this total: _____ [1–8])
Safety and Security
19_____
20_____
21_____
_______ Total (Rank this total: _____ [1–8])
Ethics and Sustainability
22_____
23_____
24_____
_______ Total (Rank this total: _____ [1–8])
The higher your total in each discipline, the greater your interest in that area of HR at this point in time.
Of course, your interest levels can change as you learn more about each discipline. You will also be doing
self-assessments in all the other chapters that relate to these eight disciplines.
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Scoring and Interpreting Individual Discipline Results
Now add up your grand total interest score (from all 24 activities) and write it here: ________ Then
compare it to the continuum below to gauge your overall level of interest in working in human resources:
Low interest in HR 24 50 75 100 125 150 168 High interest in HR
The higher your score, the greater is your overall interest in HR―again, at this time only.
You should realize that this self-assessment is designed only to show your current level of interest. It may
not predict how much you will enjoy working in any HR discipline in the future. For example, if you get a
real job in an area where you gave yourself a low score today, you could end up finding it very interesting.
The self-assessments throughout this book are designed to give you a better understanding of your interest
and aptitudes at the present time, and they are open to your interpretations. For example, some people tend
to rate themselves much lower or higher than others even though they have the same level of interest—so
don’t be too concerned about your score. There are no correct answers or scores. Some people with lower
scores may actually enjoy the course more than those with higher scores. The purpose of these selfassessments is to help you gain self-knowledge and get you thinking about how the topic of HRM relates to
you.
So at this point, you should have a better idea of what the eight HR disciplines are and which areas are of
more and less interest to you. But as you read the rest of this chapter and the others and learn more about
each discipline, you may change your mind.

In this specialty, you would have a hand in setting pay scales, managing pay of various
types, and administering benefits packages. All of the processes within this discipline are
designed to help the organization attract and keep the right mix of employees. You would
also deal directly with all of the federal and state compensation laws to ensure compliance
in organizational pay and benefits procedures.

Safety and Security
We also need to protect our human resources. In the safety and security discipline, a
manager might work in the area of occupational safety and/or health to make sure we don’t
injure our people or cause them to become sick because of exposure to some substance they
work with. This discipline also includes fields such as stress management and employee
assistance programs, which help employees cope with the demands of their jobs on a daily
basis. And finally, this function works to ensure that employees are secure from physical
harm inflicted by other workers, outsiders, or even acts of nature. We have to protect our
people if we are going to expect them to do their jobs.
As a safety and security specialist, the HR manager works to ensure that the work
environment is safe for all workers so that on-the-job injuries, illnesses, and other negative
events are minimized to the greatest extent possible. You also have responsibility for
managing the organization’s plans for securing the workforce, both from being harmed by
other people as well as from natural disasters such as earthquakes or tornados. Maintaining
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the privacy of employees’ confidential HR files is also part of this specialty.

Ethics and Sustainability
In this specialty, you would bear responsibility for seeing to it that the organization acts in
an ethical and socially responsible manner. You would work on codes of ethics and also
make sure employees live by those codes, such as by maintaining ways in which employees
can report violations of ethics (also known as whistle-blowing).
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SHRM
J:5
Sustainability/Corporate Social Responsibility

Environmental issues are major social concerns today,63 and sustainable development has
become one of the foremost issues facing the world.64 Sustainability is meeting the needs of
today without sacrificing future generations’ ability to meet their needs.65 All developed
societies and a growing number of developing countries expect sustainability, and that
includes wanting managers to use resources wisely and responsibly; protect the
environment; minimize the amount of air, water, energy, minerals, and other materials
used in the final goods we consume; recycle and reuse these goods to the extent possible
rather than drawing on nature to replenish them; respect nature’s calm, tranquility, and
beauty; and eliminate toxins that harm people in the workplace and in communities.66
Some companies have historically done a relatively poor job of maintaining the
environment in some less developed countries in which they operated. In fact, in many
cases, companies decided to operate out of a particular country to minimize their costs
associated with conservation and sustainability.
Sustainability Meeting the needs of today without sacrificing future generations’ ability to meet their needs

Line and staff employees can work more effectively together with today’s technology.
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If you take a look at the table of contents as well as the practitioner’s model below, you will
realize that this book is organized to discuss the eight areas of HRM listed above. We have
gone through the disciplines pretty quickly thus far, but we will deal with each in much
more detail as we continue through this text. For right now, just understand that there are
many different functions and areas in which an HR manager can work as part of their
organization. So, it is pretty much guaranteed that you won’t get bored in your role as a
21st century HR manager if you don’t want to.
Next, let’s take a look at some of the professional organizations that are out there to help
you get where you want to go in HRM.
1-4 Applying The Concept
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HRM Disciplines
Identify each HRM discipline and write the letter corresponding to it before the activity involving it:
1.
2.
3.
4.
5.
6.
7.
8.

Legal Environment: EEO and Diversity Management
Staffing
Training and Development
Employee Relations
Labor and Industrial Relations
Compensation and Benefits
Safety and Security
Ethics and Sustainability
____ 18. The HR manager is writing an ad to recruit a job candidate.
____ 19. The HR manager is investigating an employee complaint of racial discrimination.
____ 20. The HR manager is taking a class in preparation for the exam to become certified as a
Professional in Human Resources (PHR).
____ 21. The HR manager is working with an insurance company to try to keep the high cost of
health insurance down.
____ 22. The HR manager is replacing the office copier with a more energy-efficient model.
____ 23. The HR manager is having a new software program installed to protect employee records
from theft.
____ 24. The HR manager is working on the new collective bargaining contract with the Teamsters
Union.
____ 25. The HR manager is looking for potential new employees at the LinkedIn website.
____ 26. The HR manager is filling out an accident report with a production worker who got hurt
on the job.
____ 27. The HR manager is reviewing a company report that compares its wages and salaries to
other businesses in the area.
____ 28. The HR manager is giving priority to promoting a member of a minority group to a
management position.
____ 29. The HR manager is teaching the new employee how to use the HR software program.
____ 30. The HR manager is referring an employee to a marriage counselor.
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Resources for HRM Careers
If you are interested in HRM as a career, there are several professional associations and
certification programs associated with HR management that will help you get into these
jobs and help you advance more quickly in the future. We’ve listed some of them below,
and there are several others within specific HR disciplines that are not discussed here.
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Work Application 1-8
Give brief examples of the HR disciplines performed by the HR department (or individuals responsible for
HR) where you work or have worked.

Society for Human Resource Management (SHRM)
The Society for Human Resource Management (SHRM) is the largest and most recognized
of the HRM advocacy organizations in the United States. According to its website, SHRM is
“the world’s largest HR professional society . . . representing more than 285,000 members
in over 165 countries.”67
What does SHRM do? Probably the biggest part of its work is dedicated to (1) advocacy for
national HR laws and policies for organizations and (2) training and certification of HR
professionals in a number of specialty areas. SHRM also provides its members with a place
to network and learn from their peers, plus a vast library of articles and other information
on HR management.
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LO 1-7
List some of the major resources for HRM careers.

Society for Human Resource Management (SHRM) The largest and most recognized of the HRM
advocacy organizations in the United States

SHRM is an outstanding organization that anyone thinking about a career in human
resources should consider joining. Student memberships have always been and continue to
be very inexpensive, especially considering all that is available to members of the
organization. If you are a college or university student, does your school have a student
SHRM chapter? If it does, and you are serious about a career in HR—join. If your school
doesn’t have a chapter, consider starting one.
SHRM also provides a curriculum guide for colleges and universities that offer HRM
degree programs. The guide identifies specific areas in which SHRM feels students should
gain competence as HRM majors. It breaks down curriculum areas into required,
secondary, and integrated sections. Because SHRM is such a significant force in each of the
HRM fields, we have decided to show you where each of the required curriculum areas is
covered within this text. In each chapter, you will see notes on the side of the page when a
SHRM required topic is discussed. These notes are alphanumerically keyed to the
information in the Appendix: SHRM 2016 Curriculum Guidebook. You might want to pay
special attention to these side notes if you have plans to become an HR manager.
If you do decide to work toward a goal of becoming an HR manager, you will need to
think about taking the SHRM-CP Exam. To get more information about the SHRM-CP
Exam and when you are eligible to take it, go to the SHRM website at
http://www.shrm.org/assessment/.

Other HR Organizations
In addition to SHRM, there are three organizations that have certification programs that
are recognized in many countries around the world. The first one is the Association for
Talent Development (ATD). As its name implies, ATD primarily focuses on supporting
those who develop the knowledge and skills of employees in organizations around the
world.68 Its major certification is the Certified Professional in Learning and Performance
(CPLP). According to the ATD websites, CPLP certification is designed to “Validate your
knowledge and skills in the talent development profession.”69
The Human Resource Certification Institute (HRCI) is the second organization that
provides some of the most respected certifications for HR personnel anywhere in the
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world.70 The three biggest HRCI certification programs are the PHR, SPHR, and GPHR
certifications. PHR stands for Professional in Human Resources, SPHR stands for Senior
Professional in Human Resources, and GPHR stands for Global Professional in Human
Resources. These certifications are recognized by organizations worldwide as verification of
a high level of training.
The other major organization is WorldatWork. Certifications from this organization
include Certified Compensation Professional (CCP), Advanced Certified Compensation
Professional (ACCP), Certified Benefits Professional (CBP), Global Remuneration
Professional (GRP), Work-Life Certified Professional (WLCP), Certified Sales
Compensation Professional (CSCP), and Certified Executive Compensation Professional
(CECP). As you can quickly see, WorldatWork mainly deals with compensation, benefits,
and performance management programs.71
All of the above certification bodies are quite high in quality within their areas of focus.
Each of them has extensive websites (the primary sites are https://www.td.org;
https://hrci.org; and http://worldatwork.org). If you are interested in these certifications,
take a look as you have time.
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Work Application 1-9
Are you joining or will you join a professional association, and will you seek certification? Explain why or
why not.
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Professional Liability
One of the more important things that you need to understand if you are thinking about
becoming an HR manager is the issue of professional (personal) liability for the actions that
you take on behalf of the organization. It is not a well-known fact that HR managers can be
held personally liable for some of the actions that they take as part of their job. For
instance, two federal laws—the Fair Labor Standards Act and the Family and Medical
Leave Act (which we will discuss in more detail in later chapters)—“have both been
construed by courts to provide for individual liability.”72 Both the organization and
managers who have authority to make decisions for the organization can be sued by an
employee who feels that their rights under these laws have been violated. This is one of the
many reasons why if you plan to manage people, you really want to understand all of the
HRM concepts as well as possible. These are only two examples of potential professional
liability that an HR manager can incur if they fail to take federal and state laws into
account. There are many others, so you need to be aware of the potential for personal
liability, and in some cases, you may even need to consider professional liability insurance
—for instance, if you are an HRM consultant to outside organizations.
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Practitioner’s Model for HRM
We have given you a (very) brief history of current HRM practices and what HR
management does for the organization. Now we need to get into the particulars of the
matter and start talking about some of the detailed information that you will need to know
in order to be a successful manager for your organization. How will we do that? We are
going to work through what you need to know using a practitioner’s model for HRM,
shown in Exhibit 1-3.
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LO 1-8
Explain the five parts of the practitioner’s model for HRM and how the model applies to this book.

Exhibit 1-3 The Practitioner’s Model for HRM End Result = Organizational Success
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The Model
The practitioner’s model is designed to show you how each of the sections of HRM interact
and which items you must deal with before you can go on to successfully work on the next
section—kind of like building a foundation before you build a house. The model first
provides you with knowledge of which organizational functions are critical to ensure that
the organization can be viable over the long term—so that it will operate legally and work
toward the goals that it has identified as critical to gaining success. Second, the model helps
you learn what things the organization needs to do in order to sustain itself and its human
resources over the long term—including identifying and setting up different jobs, finding
the right people, and getting them into the organization and ready to work. Next, the
model discusses the critical issues in managing those human resources successfully—training,
developing them for the future, evaluating and improving their performance, and
maintaining a strong relationship between management and employees. Fourth, the model
discusses how to maintain your workforce through managing the compensation and benefits
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provided to your people—including determining fair pay and incentives for work
completed, as well as what benefits to provide to workers. Finally we look at some special
issues that have become far more important to organizational success: safety and health,
ethics and social responsibility, and global issues.

Sections of the Model
Let’s discuss the details of each section of the model separately.

Section I: 21st Century HRM, Strategic Planning, and HR Laws
You have already begun Section I, where we discuss the modern form of HRM, including
the necessity of having strategy-driven HRM and a strong understanding of the basic HR
legal environment. This is the basis for everything else that an HR manager will do, so it is
the foundation of our diagram. These are the things that are most critical to the
organization’s basic stability and success, because if we don’t get them right, we will
probably not be around long enough as an organization to be successful in the sections
resting on this one.
Exhibit 1-4 Section I: Practitioner’s Model for HRM

Section II: Staffing
Now that we have a stable organization with some form of direction, we start to look at
getting the right people into the right jobs in Section II. This section includes the items
that will allow the organization to get its work done successfully over long periods of time.
We first look at identifying the jobs that will need to be filled and then work through how
to recruit the right numbers and types of people to fill those jobs. Finally, we find out what
our options are concerning methods to select the best of those job candidates whom we
have recruited. The items in Section II are absolutely necessary for long-term organizational
sustainability and success.
Exhibit 1-5 Section II: Practitioner’s Model for HRM
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Section III: Developing and Managing
In the third section, we learn how to manage our people once they have been selected in to
the organization. We have to train (and retrain) our people to do jobs that are ever
changing in today’s organization; we have to evaluate them in some formal manner so that
they know how well they are doing in the eyes of their management; and we have to
develop them so that they can fill higher-level positions as we need people to step up into
those positions. We sometimes have to coach, counsel, and/or discipline our employees as
well, so we need to learn how to do those things so that we can improve motivation when
possible; and if we can’t improve motivation or overcome poor work behaviors, we will
know how to correctly and humanely separate (i.e., terminate) the individual from the
organization. Finally, Section III addresses the role of employee and labor relations, with
emphasis on the function of unions within organizations. So Section III shows us how to
manage our human resources on a routine basis.
Exhibit 1-6 Section III: Practitioner’s Model for HRM

Section IV: Compensating
The fourth section will cover the compensation and benefits packages that we work with to
keep our people satisfied (or at least not dissatisfied). Both direct compensation, in the form
of base pay and incentives, and indirect pay, in the form of worker benefits, provide us with
some level of control over what our employees decide to do for the organization (since we
cannot directly make them more productive). Section IV shows us how to reward and
maintain our workforce, since they are so critical to our ongoing success.
Exhibit 1-7 Section IV: Practitioner’s Model for HRM

Section V: Protecting and Expanding Stakeholder Reach
The last section’s topics include managing safety and health, providing ethical and social
responsibility guidelines to members of the organization, and the globalization issues
involved in working in multiple countries and cultures. The area of worker safety and
health is critical because the employees of a 21st century organization are almost always the
basis of at least some of our competitive advantage over our rivals in any industry, so we
need to keep them healthy and happy. In addition to safety and health, two other areas
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have become far more important since the beginning of the information age in the early
1980s: ethical, sustainable, and socially responsible organizations; and the ability to operate
in a global business environment. We wind up the text with these topics.
Exhibit 1-8 Section V: Practitioner’s Model for HRM
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Trends and Issues in HRM
In each chapter of this book, we will discuss some of the most important issues and trends
in HRM today. These issues and trends will cover areas such as the use of technology in
HRM, social media, ethical issues, HR metrics, and diversity and equal opportunity. For
this chapter, we have chosen the following issues: Employee Engagement Improves
Productivity, and HRM and Organizational Agility.
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LO 1-9
Describe how employee engagement affects productivity.

Employee Engagement Improves Productivity
Remember that employee engagement is defined as a combination of job satisfaction,
ability, and a willingness to perform for the organization at a high level and over an
extended period of time. This combination of satisfaction, ability, and willingness is a more
critical predictor of company performance today than ever before.73 Many of our global
employees are highly talented and extremely difficult to replace, but lots of them just aren’t
being made an integral part of the organization through the use of management techniques
that would cause them to become more interested in both their work and the work of the
organization overall.
One Gallup survey recently noted that around 32% of US workers are engaged with their
work, and worldwide it is even worse at a dismal 13% engagement.74 In another survey,
Gallup reported that companies with the most engaged workforce had 147% higher
earnings per share, better productivity and profitability, and lower absenteeism and
turnover than their competitors; so there is certainly strong reason to work toward a more
engaged workforce.75
Many managers and employees think that compensation is the most important item in
employee engagement, but that is simply not the case—at least in most organizations.76
Engaging employees is not an easy task, but we do have some evidence of things that work
—at least in some cases. Overall compensation and benefits matter, but they are not
enough. So how do we improve engagement? Take a look at the following tips.
Increasing engagement:
1. Give them the right tools—Mobile, social, digital tools that provide immediate
information and feedback.77
2. Create trust—“walk the talk,” as Jack Welch says.78
3. Listen—and then act on the information received. “Not only does a comprehensive
approach to listening help an organization pinpoint and quickly address problems, it
makes people feel valued.”79
4. Employees are more important than clients/customers. Manage and lead the
individual employee—they are individuals!80
5. Treat all employees with respect. This was the number one factor in job satisfaction,
and therefore in employee engagement, in a 2016 SHRM survey.81
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Obviously, this is a cursory look at engagement, but we will discuss every one of these issues
in more depth as we go through the remainder of the text. For now, just understand the
importance of improved employee engagement.
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Work Application 1-10
Explain how an organization motivates employees to be engaged.

HRM and Organizational Agility
One of the words being used to describe successful organizations in today’s environment is
agile. The agile organization not only accepts change and disruption but also thrives in such
environments. Because nearly every industry is being disrupted by technology, agility is
becoming a requirement in order to become, or remain, an industry leader.82 How can
HRM help the organization become agile?
• Create a digital culture.83 To do this, HR and line managers must become comfortable
with mobile and on-demand technology that allows the organization to be more agile and
to respond more quickly to outside forces. Introduce HR technology to manage and inform
the workforce; make it part of daily operations, and have leadership endorse its use. Digital
technology can be used in nearly every area of HRM,84 including recruiting, selection,
organizational safety, training and development, performance management and appraisal,
and tracking individual compensation. Organization culture will be discussed more in
Chapter 2; but for now, understand that we can design characteristics into the culture that
will enhance the ability of all of our employees to adopt, and adapt to, new technology
easily and quickly.
• Develop the ability not only to survive, but to thrive on change.85, 86 Along with creating
a culture that is comfortable with digital technology and tools, the business needs to pay
close attention to making people at all levels comfortable with immediate and continuing
change. Change will be discussed in more detail in Chapter 9.
• Explore the value of “on-demand” workers. The historical stable, large employee
workforce is not always going to be the most valuable option in an agile organization.87
Working with all types of individual contributors will need to become the norm. Full-time
employees need to work seamlessly with consultants, temporary workers, part-timers, and
partner organization employees. They will need to be able to create and maintain these
relationships as long as necessary, modify them when needed, and cut off their interaction
when the relationship no longer adds value. We will discuss options for managing labor in
more detail in Chapter 4.
• Review legacy processes and structures for adaptability to the agile workplace. Many
companies have internal structures and processes that were designed to improve efficiency,
but at the expense of adaptability.88 When we design standard ways to do work and train
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people on those procedures, they become ingrained into the company—they are “the way
we do things.” Unfortunately, along with being very efficient, they can prevent employees
from seeing the value in doing something in a new way using new tools. If the organization
is going to be able to become agile, we have to review the company structure and processes
to see what can be kept without significant effect on the ability to adapt to new
environments and what has to be modified. Organizational structure will also be discussed
in Chapter 2.
Let’s wrap-up this chapter by taking a look at what we have accomplished. We started out
by showing you how HRM has changed in the past several decades and how it has become
much more important to the organization due to continuing demands to increase
productivity. We showed you how productivity, employee engagement, turnover, and
absenteeism are issues that companies have to deal with but have no direct control over;
and we showed you how these factors affect work in organizations. We then identified
several skills that you will need to be successful as a 21st century line or HR manager, and
we identified the functional areas and the specialties that you can choose from if you decide
to pursue a career in HRM. Finally, we gave you a model for success as a practitioner of
HR management, and we showed you just a few of the issues that HR managers will face in
the coming years.
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Work Application 1-11
Select an organization and describe how it is and/or is not agile.

Want a better grade?
Get the tools you need to sharpen your study skills. Access practice quizzes, eFlashcards, video and
multimedia, and more at edge.sagepub.com/lussierhrm3e.

128

Digital Resources

* premium video only available in the interactive eBook

129

Chapter Summary
1-1 Identify the difference between the traditional view of HRM and the present
view.
The traditional view holds that human resource management is a cost center, meaning
a department or division within an organization that uses up organizational resources
but doesn’t create revenues for the company. In the 21st century organization, we
view HRM as a productivity center for the company. As a productivity center, HR
fulfills a revenue-generating function by providing the organization with the right
people in the right place and with the right skills so that organizational productivity
can be improved.
1-2 Identify the major challenges that HR managers face in a modern
organization; note especially where we are not doing well.
The combined major challenges are:
Maintaining high levels of employee engagement
Developing next generation organization leaders
Maintaining competitive compensation and benefits offerings
Managing the loss of key workers and their skill sets
Where we are doing poorly is primarily in the area of business acumen, especially in
quantitative areas such as metrics and data analytics.
1-3 Identify and briefly describe the four critical dependent variables that
managers must control in order to compete in a 21st century organization.
The four critical variables are productivity, employee engagement, turnover, and
absenteeism.
1. Productivity is the amount of output that an organization gets per unit of input,
with human input usually expressed in terms of units of time. The two parts of
productivity are efficiency and effectiveness.
2. Employee engagement is a combination of job satisfaction, ability, and a
willingness to perform for the organization at a high level and over an extended
period of time.
3. Turnover is permanent loss of workers from the organization. When people
quit, it is considered voluntary turnover, while when people are fired, it is
involuntary turnover.
4. Absenteeism is temporary absence of employees from the workplace.
1-4 Describe the four major HRM skill sets.
The HRM skill sets include technical skills, interpersonal skills, conceptual and
design skills, and business skills. Technical skills include the ability to use methods
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and techniques to perform a task. Interpersonal skills provide the ability to
understand, communicate, and work well with individuals and groups through
developing effective relationships. Conceptual and design skills provide the ability to
evaluate a situation, identify alternatives, select an alternative, and implement a
solution to the problem. Finally, business skills provide analytical and quantitative
skills, including the in-depth knowledge of how the business works and of its
budgeting and strategic-planning processes that is necessary for a manager to
understand and contribute to the profitability of the organization.
1-5 Discuss the line manager’s six HRM responsibilities.
Line managers require knowledge of each of the following topics:
Legal considerations. Line managers must know all of the major employment
laws so that they don’t accidentally violate them in their daily interactions with
their employees.
Labor cost controls. Line managers have to understand what they are legally and
ethically allowed to do to control labor costs.
Leadership and motivation. Probably the most significant function of a line
manager is that of being a leader and motivator for the people who work for
him or her. Managers are worth less than nothing if they don’t improve
employee performance.
Training and development. Line managers are typically the first point of contact
to determine whether or not their workforce needs training or development to
perform at a high level. They are also the people responsible for making
changes to organizational processes. Training in these new processes is typically
required to create maximum productivity in our workforce.
Appraisal and promotion. Line managers are the primary individuals who
evaluate subordinates’ work performance, and they should have a strong voice
in who should be eligible for promotions in the organization, since their job is
to know their people and each of their capabilities and limitations.
Employee safety and security. Line managers have primary responsibility for the
safety and security of the workers in an organization. They have to know the
laws that deal with occupational safety and health as well as security procedures
to protect their people from individuals who might want to do them harm.
1-6 Identify and briefly describe the eight major HRM discipline areas.
The legal environment: EEO and diversity management. This discipline deals
with equal opportunity laws and regulations as well as management of a diverse
workforce.
Staffing. This discipline manages the processes involved in job analysis,
recruiting, and selection into the organization.
Training and development. This discipline has responsibility for the training
processes within the organization, for developing curricula and lesson plans,
and for delivery of training courses. It is also involved with development of
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talent within the company to provide a group of employees who will be able to
move into more senior positions that become vacant.
Employee relations. This area involves the coaching, counseling, and discipline
processes, along with employee communication and stress management. It is
also typically responsible for the management of job satisfaction and employee
engagement.
Labor and industrial relations. This discipline works with the laws and
regulations that control the organization’s relationships with their workforce. It
also works with any union-management contracts, including but not limited to
union votes, grievances, contract negotiations, and bargaining with union
representatives.
Compensation and benefits. This discipline works with pay of various types and
with benefits packages, all of which are designed to attract and keep the right
mix of employees in the organization. It also deals directly with all of the
federal and state compensation laws to ensure compliance.
Safety and security. This discipline works to ensure that the environment on the
job is safe for all workers so that on-the-job injuries and illnesses are minimized
to the greatest extent possible. It also involves managing the organization’s
planning for securing the workforce, both from being harmed by other people
and from natural disasters such as earthquakes or tornados.
Ethics and sustainability. This discipline bears responsibility for seeing to it that
the organization acts in an ethical and socially responsible manner, to minimize
harm to the environment and its various stakeholders. It involves managing the
sustainability efforts in the organization to minimize the organization’s
“footprint” on the environment—in other words, to minimize the depletion of
worldwide resources caused by the organization’s carrying out its processes.
1-7 List some of the major resources for HRM careers.
The major resource for most HR managers is the Society for Human Resource
Management, or SHRM. SHRM maintains information on all of the HR functions
that we mentioned in Chapter 1. Other sources for information include ATD (The
Association for Talent Development), which focuses on training and developing
employees in organizations; and WorldatWork, which primarily focuses on total
compensation of the workforce in all types of organizations.
1-8 Explain the five parts of the practitioner’s model for HRM and how the
model applies to this book.
The practitioner’s model is designed to show the relationships between each of the
functions and disciplines within HRM.
On the first level are the items that are absolutely critical to the organization if
it is going to continue to operate (and stay within federal and state laws while
doing so) and be stable and successful for a significant period of time.
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The second level encompasses those things that are required to identify the
kinds of jobs that must be filled and then to recruit and select the right types of
people into those jobs so the company can maximize productivity over the long
term. These are the items that will allow the organization to get its work done
successfully over long periods of time.
As we get into the third tier, we concern ourselves with management of the
human resources that we selected in the second level. We have to get them
training to do their jobs and allow them to perform those jobs for a period of
time. We then have to appraise their performance and, if necessary, correct
their behaviors that are not allowing them to reach their maximum potential.
We do the latter through the coaching, counseling, and disciplinary processes.
As this is occurring, we need to ensure that we maintain positive relationships
with our employees so that they remain engaged with the organization and
productive. We manage these positive relationships in many ways, from
measuring and assessing job satisfaction periodically to managing relationships
with union employees.
In the fourth tier, we look at how to reward and maintain employees.
Compensation and benefits can help keep employees satisfied and motivated.
Finally, in the top tier, we want to make sure that we reward and maintain our
workforce to minimize unnecessary turnover and dissatisfaction. We do this
through fair and reasonable compensation planning and through the
maintenance of a safe and secure workplace.
1-9 Describe how employee engagement affects productivity.
Employee satisfaction, ability, and willingness are critical factors to an organization’s
success. Compensation and benefits are not enough to improve employee
engagement. Employers also need to provide the right tools, create trust, listen and
act, and treat employees with respect and as individuals. Employers also need to keep
employees engaged to help them better adapt to change, as organizations increasingly
need to become agile to navigate new technologies and changing organizational
structures.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms:
1. __________ consists of the people within an organization.
2. __________ is a combination of job satisfaction, ability, and a willingness to
perform for the organization at a high level and over an extended period of time.
3. __________ is a division or department within an organization that brings in no
revenue or profit; in other words, it costs money for the organization to run this
function.
4. __________ is a division or department that generates monetary returns for the
organization.
5. __________ is a revenue center that enhances the profitability of the organization
through enhancing the productivity of the people within the organization.
6. __________ is the amount of output that an organization gets per unit of input,
with human input usually expressed in terms of units of time.
7. __________ answers the question, “Did we do the right things?” It is a function of
getting the job done whenever and however it must be done.
8. __________ is a function of how many organizational resources we used in getting
the job done; it answers the question, “Did we do things right?”
9. __________ are workers who “use their head more than their hands” to gather and
interpret information to improve a product or process for their organizations.
10. __________ is the permanent loss of workers from the organization.
11. __________ is the failure of an employee to report to the workplace as scheduled.
12. __________ is a capability that creates value for customers that rivals can’t copy
quickly or easily and that allows the organization to differentiate its products or
services from those of competitors.
13. __________ include the ability to use methods and techniques to perform a task.
14. __________ are the ability to understand, communicate, and work well with
individuals and groups through developing effective relationships.
15. ___________ is being able to put yourself in another person’s place—to understand
not only what they are saying but why they are communicating that information to
you.
16. ___________ are made up of the ability to evaluate a situation, identify alternatives,
select a reasonable alternative, and make a decision to implement a solution to a
problem.
17. __________ are the analytical and quantitative skills, including in-depth knowledge
of how the business works and of its budgeting and strategic-planning processes, that
are necessary for a manager to understand and contribute to the profitability of the
organization.
18. __________ create and manage the organizational processes and the people that
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create whatever it is that a business sells.
19. __________ are the individuals who advise line management of the firm in their area
of expertise.
20. __________ is meeting the needs of today without sacrificing future generations’
ability to meet their needs.
21. __________ is the largest and most recognized of the HRM advocacy organizations
in the United States.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Why is it important for all business majors to take this course in HRM?
2. Are you interested in becoming an HR manager? Why or why not?
3. Do you agree with the statement “Effectively utilizing the human resources within
the organization is one of the few ways to create a competitive advantage in a modern
business”? Why or why not?
4. Is employee engagement possible in an age when people tend to have very little
loyalty to their employers and vice versa? How would you work to increase employee
engagement as a manager?
5. Can HRM really create revenue for the organization? If so, how?
6. Identify some things that could be done by a manager to increase productivity and
employee engagement, and decrease absenteeism and turnover. Make a list for each
item.
7. If you were the HR manager for your organization, what would you do to increase
the number of applicants who apply for “knowledge worker” positions in your
organization? Assume you can’t pay them more.
8. Is there anything that an individual within an organization can do to help improve
relations among diverse workers? If so, what?
9. Some say that for managers, hard skills (technical and business skills) are more
important than soft skills (human relations and conceptual and design skills). What
do you think, and why?
10. Are external certification programs (in all jobs) becoming more important? Why?
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Case 1-1 Ba-Zynga! Zynga Faces Trouble in FarmVille
In late 2011, Zynga’s employees were showing serious frustration with long hours, highstress deadlines, and especially the leadership of the company. Responses to a quarterly staff
satisfaction survey provided lots of criticism of both the company culture and of Mr. Mark
Pincus—the CEO. One individual was so disenchanted that he openly expressed his intent
to “cash out” and leave after the company’s initial public offering (IPO) in December
2011.
Zynga was one of the fastest growing web-based companies at that point in time. It
operated with an almost military command-and-control structure, with autonomous units
in charge of each game (most of you will recognize the games FarmVille and CityVille). At
times, it was “a messy and ruthless war.”89 Employees worked long hours while “managers
relentlessly track[ed] progress, and the weak links [were] demoted or let go.”90 The entire
environment could be described as intense.
There were serious concerns about the long-term viability of this culture, though. “While
some staff members thrive in this environment, others find it crushing. Several former
employees describe emotionally charged encounters, including loud outbursts from Mr.
Pincus, threats from senior leaders, and moments when colleagues broke down [in]
tears.”91 A number of former employees spoke about how the high-pressure culture might
become a major liability as the company continued to grow. The consensus of these former
workers appeared to be that the company might not continue to be able to attract and
retain the top engineering and programming talent that they would need going forward.
“While from the outside Zynga may have the fun and whimsy of the Willy Wonka
chocolate factory, the organization thrives on numbers, relentlessly aggregating
performance data, from the upper ranks to the cafeteria staff.”92 Everything was measured
and mapped, and results were used to identify the top performers along with the “not-sotop” performers and their groups. (Top teams had been known to be rewarded with
vacations for the entire team, with spending money provided by the company!) Mr. Pincus
personally tracked large amounts of data showing performance levels for the 3,000
employees and their work teams.
It wasn’t that Zynga was failing, or even that there was an open fear of failure. Zynga was
one of the rare Internet start-ups that were actually making money. Zynga had garnered
$828.9 million in revenue in the first nine months of 2011 and had earned $121 million
since the start of 2010. However, the company culture was purely performance driven. The
best employees were rewarded very well, while people who couldn’t “hit the numbers” were
likely to disappear.
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Other local companies and their human resources managers were looking on in
anticipation. They also had talent acquisition problems, but many had a much more
collaborative culture than Zynga did, and they thought they would be able to use these
cultural attributes to steal talent from Zynga after the IPO concluded. They knew that
most of Zynga’s early employees who had some type of stock or options in the company
would not be likely to leave until the IPO was finalized, but that many would be looking
around soon after.
Questions
1. Imagine you are the new HR director at Zynga. What do you think you might do in
this situation to limit the potential loss of a large number of very talented employees?
2. Are there any benefits or incentives that you can think of that might make more
people want to stay on at Zynga after the IPO is complete and they can “get their
money”?
3. HR managers frequently have to teach other senior managers how to deal with their
employees better. What do you think you can do about Mr. Pincus? Is there anything
you can do? Can you coach him concerning his management style? Do you think this
will be effective?
4. Do you think that big cash and stock rewards for top performers and “the boot” for
poor performers is the appropriate way to manage talent in this type of high-tech
business? Why or why not?
Case written by Herbert Sherman, Long Island University
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Case 1-2 Fracturing the Labor Market—Employment in the
Oil Services Industry
When oil hit $26.21 a barrel in 2016, down from nearly $100 a barrel from five years
earlier, jobs in the oil service industry were rare and people were out of work. “Everyone
[was] so hungry, it [was] like we were hanging a steak in front of a bunch of starving
people,” said Joseph Triepke, founder of the industry research company Infill Thinking in
Dallas. A year later with oil at $55 a barrel, an employer like Piotr Galitzine is having a
hard time keeping up with his orders and is running 24/7 one of his Houston-based, steelpipe shops.(1)
The rising oil prices are fueling orders with the oilfield-equipment giant National Oilwell
Varco Inc. as well, with a ten-year shift in their business from offshore gear to land-based.
“It’s tough,” said the chief executive officer of Agility Energy Inc. “We’ve got commitments
that are very difficult to keep right now because we can’t get the drivers.”(2) Surprising,
since truckers who haul fracking sand have a starting pay of around $80,000 per year.
Yet the shift of employment in this market segment is not evident when looking at the
larger labor picture, since unemployment for the most part has been unchanged. The
Bureau of Labor Statistics (the government agency charged with tracking US employment)
reported that long-term unemployment, defined as those being out of work for more than
26 weeks, remained stable at 1.8 million in February 2017. This constituted 23.8% of total
unemployment. The annual rate of total unemployment dropped from 4.9% to 4.7% with
the total number of unemployed remaining constant at 7.5 million.
Construction employment did account for the largest growth in February 2017.
Construction in general over the last six months accounted for job growth of 177,000 with
a one-month gain of 58,000 jobs. Heavy and civil engineering construction added 15,000,
while specialty trade contractors accounted for 36,000.(3)
With the price of crude oil doubling over the past three years, oil companies are quite busy.
This growth has been supported by new technology that allows for faster drilling, more
intelligent fracking, and locating a greater quantity of rich oil deposits. This boom could be
very short-lived, given the fact that finding good shale formations are hit-or-miss. Once
found, the fracking process begins—the adjacent rock is bombarded with chemicals, water,
and sand. The most stress-free drilling is in pancaked layered formations (predominately
found in the Permian Basin of New Mexico and West Texas).
When business booms, so does employment. Canada and the United States are outpacing
worldwide expenditures on production and exploration by 4:1, with the U.S. outpacing the
last oil surge with an additional 125,000 barrels a day since September 2016.
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“Every time I push that computer button that says ‘approved’ on the rehire, I feel
better.”(4) CEO Galitzine of pipe-supplier TMK Ispco, the US unit of Russia’s TMK
PJSC, said that just over the past four months, he has hired nearly 300 employees,
increasing the number of his workers to the highest level since January of 2016; yet he feels
this boom of oils prices may not last.
“When we were at $100, to look at $50 would have been very scary. . . . Now, the
confidence $100 used to instill can probably be had at $65. . . . That’s how much cost has
been squeezed out of the supply chain. So $65 is the new $100.”(5)
Is Galitzine right? Supply and demand drives the industry; and Galitzine is tracking how
growth in shale drilling is offsetting the November reduction of 1.2 million barrels a day of
crude from the 13-member Organization of Petroleum Exporting Countries and Russia.
Bryan Sheffield, chief executive officer of Parsley Energy Inc. is worried that the boom/bust
cycle will repeat itself; he just doesn’t know when. “For every barrel that OPEC cuts, the
American shale drillers are putting on half a barrel. If that remains, then I think we’re
okay.” If shale fields start churning out much more, “then who knows what’s going to
happen to the price of oil,” he said. “Probably nothing good.”(6)
Questions
1. One of the two main goals of strategic HRM is to ensure the correct number of
employees with the types of skills the organization requires. Given the boom/buster
nature of the oil services industry, what external factors in this case should an HRM
manager monitor to ensure that employment needs are met?
2. What types of jobs and related skill sets seem to be in short supply currently in the oil
supply industry, given the increase in construction employment in the past year?
Which of the three new HRM challenges and four critical dependent variables does
this issue most closely address?
3. HR managers have several disciplines of responsibilities—which disciplines does this
case directly and indirectly address?
4. Given the feast/famine cycle in the oil supplier industry, what trends and issues in
HR address the necessity of retaining these firms’ best employees?
5. The people quoted in the case are all CEO’s of their firms and not HRM managers.
Why would CEO’s concern themselves with HR issues if these issues are the
responsibility of HR managers?
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Skill Builder 1-1 Getting to Know You
Objectives
1. To get acquainted with some of your classmates
2. To gain a better understanding of what the course covers
3. To get to know more about your instructor
Skills
The primary skills developed through this exercise are as follows:
1. HR management skill—Human relations
2. SHRM 2016 Curriculum Guidebook—A: Employee Relations
Procedure 1 (5–8 minutes)
Break into groups of five or six, preferably with people you do not know. Have each
member tell the group his or her name and two or three significant things about himself or
herself. Then have all group members ask each other questions to get to know each other
better.
Procedure 2 (4–8 minutes)
Can everyone in the group address every other person by name? If not, have each member
repeat his or her name. Then each person in the group should repeat the names of all the
group members until each person knows everyone’s first name.
Application
What can you do to improve your ability to remember people’s names?
________________________________________________________
________________________________________________________
________________________________________________________
Procedure 3 (5–10 minutes)
Elect a spokesperson for your group. Look over the following categories and decide on
some specific questions you would like your spokesperson to ask the instructor from one or
more of the categories. The spokesperson will not identify who asked the questions. You do
not have to have questions for each area.
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Course expectations. What do you expect to cover or hope to learn from this course?
Doubts or concerns. Is there anything about the course that you don’t understand?
Questions about the instructor. List questions you’d like to ask the instructor to get to
know him or her better.
Procedure 4 (10–20 minutes)
Each spokesperson asks the instructor one question at a time until all questions have been
answered. Spokespeople should skip questions already asked by other groups.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
________________________________________________________
________________________________________________________
________________________________________________________
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Skill Builder 1-2 Comparing HR Management Skills and HR
Responsibilities
Objective
To better understand the importance of good HR management skills and implementing
HR responsibilities effectively
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—A: Employee Relations
Compare Your Supervisors’ HR Management Skills and HR Responsibilities
Effectiveness
Recall the best supervisor or boss you ever worked for and the worst one you ever worked
for (preferably line managers, not HR managers). Compare these two people by writing
brief notes in the following chart about each person’s HR management skills and HR
responsibilities.
HR Management Skills and HR Responsibilities
Best Supervisor or Boss Worst Supervisor or Boss
Technical Skills
Interpersonal Skills
Conceptual and Design Skills
Business Skills
Legal Considerations Responsibilities
Labor Cost Control Responsibilities
Leadership and Motivation Responsibilities
Training and Development Responsibilities
Appraisal and Promotion Responsibilities
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Safety and Security Responsibilities
Based on your own experiences with a good boss and a poor one, what do you believe are
the key differences between good and poor managers?
Apply It
What did I learn from this exercise? How will I use this knowledge in the future?

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________
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Learning Objectives
After studying this chapter, you should be able to do the following:
2-1 Identify and explain the major components of the external environment. PAGE 40
2-2 Discuss how having a vision and mission helps organizations design a strategy and focus their
resources. PAGE 44
2-3 Identify the three types of strategy, two methods to analyze strategy, and the objective writing
model. PAGE 47
2-4 Identify and describe the major components of organizational structure and why it is important
to understand them. PAGE 53
2-5 Discuss how organizational culture affects the members of the organization. PAGE 56
2-6 Identify areas of HRM where data analytics and other HR technologies can have an effect on
organizational success. PAGE 59
2-7 Describe human resource management systems (HRMS) and identify how they can help HR
make decisions. PAGE 61
2-8 Identify the common measurement tools for strategic HRM. PAGE 62
2-9 Discuss the role of culture, technology, and globalization in HRM. PAGE 64
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Practitioner’s Perspective
Cindy notes that one thing many family get-togethers have in common is storytelling—reminiscing about
common experiences and outstanding members. These stories are part of the ties that bind and define the
group, and the same is true for your work “family.”
For example, take this story about Bill, an executive who started work as an emergency medical technician.
One time while Bill was moving a nursing home resident, the resident’s bedridden roommate feebly
attempted to say good-bye. Young and impatient, Bill didn’t stop to let the two talk but hurried off to the
hospital with his passenger. The next time he was at that location, Bill was pulled aside by a nurse who said,
“What I am about to say will break your heart, but it will make you a better man. The woman you
transported died in the hospital that night. The roommate was her husband of 70 years, and you didn’t give
him time to say good-bye.” Ever afterward in his career, Bill’s motto was “patients first,” and that goal
permeates his institution even today in everything it does.
What else defines company culture? Chapter 2 examines strategies, mission statements, vision, and values—
all important pieces of a company’s identity.
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Strategy and Strategic Planning: The Organization and the
Environment
The concepts of strategy and strategic planning were introduced briefly in Chapter 1. As
indicated there, strategy and strategic planning deal with a process of looking at our
organization and its environment—both today and in the expected future—and
determining what our organization decides to do to meet the requirements of that expected
future (see Exhibit 2-1). This process of strategic analysis and building a coherent strategy is
more critical today than it has ever been before. This is because in most worldwide
industries today, we have far more competition and capacity than ever before, making it
more difficult to create the sustainable competitive advantage that we need in order to
survive over the long term.1, 2, 3
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LO 2-1
Identify and explain the major components of the external environment.

Strategic planning is about planning for the long-term future; and to be successful, you
need to plan using goals and measurable standards.4 There is an old saying: “When you fail
to plan, you plan to fail.” Research supports this saying and confirms the importance of
planning.5 Some managers complain that they don’t have time to plan, yet research shows
that managers who plan are more effective and efficient than nonplanners. Before we get
into the details of strategic planning, complete Self-Assessment 2-1 to determine your level
of planning.
Our internal (company) and external (competitors, customers, governments, etc.)
environments largely determine how we as managers must act to provide the organization
with the right combination of people to help us reach our strategic goals. HRM is a critical
component of meeting organizational goals, because without the right people with the right
types of education, skills, and mind-set, we cannot expect to accomplish the objectives that
we set for ourselves.6 Again, people are one of the most difficult organizational resources to
imitate; and, therefore, the right people give us a powerful competitive advantage over our
rival firms.
In this chapter, we focus primarily on the organization’s environment. The environment
has two parts: internal and external. First, let’s briefly discuss the external environment.
Then, in the next section, we will describe in detail three key aspects of the internal
environment: strategy, structure, and culture.
Strategic planning is a key part of the foundation of an organization’s success.
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The External Environment
The external environment consists of a series of influences that originate outside the
organization and that the company cannot control. Each of these forces acts on the firm
and requires it to change and adapt, usually in the form of strategic responses to these
environmental changes.7 The nine major forces originating in the external environment are
shown in Exhibit 2-2, along with an explanation of each.
• Customers. Customers have more power today than ever before, as they have a major effect
on the organization’s performance through their purchase of products and services.
Without customers, there’s no need for an organization. Therefore, companies must
continually improve products and services to create value for their customers.8 This process
of improvement requires skilled employees who are willing to use their creativity to add to
the organization’s knowledge and thereby help manage products and services for customers.
During a recent takeover effort of Safeway grocery stores by Sobeys, Inc., CEO Marc
Poulin was removed as CEO when Safeway amassed a significant number of customer
complaints “about out-of-stock products” as well as other internal issues that angered
customers and disturbed employees.9
• Competition. Businesses must compete for customers, and their performance is not simply
a function of their own actions. Each firm’s performance must be understood relative to the
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actions of its competitors.10 For example, Walmart has historically worn the title of the lowprice leader in retail sales for many years, which provides it a competitive advantage over its
rivals. However, Amazon has now taken over in many segments as not only the low-price
leader, but also by providing delivery to your doorstep. Walmart is fighting back, partially
by buying Jet.com and through many others competitive moves, but it is likely to be a long
and difficult fight.11 Organizations also frequently compete for the same employees and
sometimes for suppliers;12 and almost everyone has heard of one organization stealing
employees from another similar organization, especially in high-technology fields.13 Also,
changes in competitors’ strategy often affect the performance of the organization.
Exhibit 2-1 Strategic Choice

Exhibit 2-2 The External Environment
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• Suppliers. Organizations buy resources from suppliers. Therefore, partnerships with
suppliers also affect firm performance.14 The Japanese earthquake and tsunami in
Fukushima, for instance, affected virtually every company in the auto industry because
electronic components made in northern Japan were unavailable for an extended period of
time.15 Therefore, it is important to develop close working relationships with your
suppliers; and building close relationships requires employees who have the ability to
communicate, empathize, negotiate, and come to mutually advantageous agreements.
• Labor force. The employees of and the talent pool available to an organization have a
direct effect on the organization’s performance. The US labor market has rebounded
somewhat from the recession of 2007–2008, but current predictions for future labor force
participation show a slower growth rate for the foreseeable future. This prediction holds in
the United States and in many other industrialized countries, due to slower population
growth overall.16 Management recruits human resources from the available labor force
outside the company’s boundaries, so slow population growth will limit the available talent
pool. Unions can sometimes provide employees for the organization, but they are
considered an additional external factor because they collectively bargain for those
employees. Nevertheless, some companies are growing rapidly, even in the current labor
market. Facebook planned to hire more than 3,000 people in 2017 just to improve their
ability to review questionable posts, along with thousands of others for various other jobs
within the company.17
• Shareholders. The owners of a corporation, known as shareholders, influence
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management. Most shareholders of large corporations are generally not involved in the dayto-day operation of the firm, but they do vote for the directors of the corporation. The
board of directors is also generally not involved in the day-to-day operation of the firm, but
it may hire or fire top management. The top manager reports to the board of directors; and
if the organization does not perform well, the board can fire that manager and others.18
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Work Application 2-1
Give examples of how customers, competitors, and suppliers have affected an organization where you work
or have worked.

2-1 Self-assessment
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Level of Planning
Write a number from 1 to 5 before each statement to indicate how well each statement describes your
behavior.
Describes me

Does not describe me

5 4 3 2 1
_____ 1. Whenever I start a project of any kind, I have a specific end result in mind.
_____ 2. When setting objectives, I state only the end result to be accomplished; I don’t specify
how the result will be accomplished.
_____ 3. I have specific and measurable objectives; for example, I know the specific grade I want to
earn in this course.
_____ 4. I set objectives that are difficult but achievable.
_____ 5. I set deadlines when I have something I need to accomplish, and I meet those deadlines.
_____ 6. I have a long-term goal (what I will be doing in 3–5 years) and short-term objectives that
will get me there.
_____ 7. I have written objectives stating what I want to accomplish.
_____ 8. I know my strengths and weaknesses, am aware of threats, and seek opportunities.
_____ 9. I analyze a problem and consider alternative actions, rather than immediately jumping in
with a solution.
_____ 10. I spend most of my day doing what I plan to do, rather than dealing with emergencies
and trying to get organized.
_____ 11. I use a calendar, appointment book, or some form of to-do list.
_____ 12. I ask others for advice.
_____ 13. I follow appropriate policies, procedures, and rules.
_____ 14. I develop contingency plans in case my plans do not work out as I expect them to.
_____ 15. I implement my plans and determine if I have met my objectives.
Add up the numbers you assigned to the statements to see where you fall on the continuum below.
Planner

Nonplanner

75 65 55 45 35 25 15
Don’t be too disappointed if your score isn’t as high as you would like. All of these items are characteristics
of effective planning. Review the items that did not describe you and consider making an effort to
implement those characteristics of planning.

• Society. Our society, to a great extent, determines what acceptable business practices are.19
Individuals and groups of stakeholders work in various ways to pressure businesses to make
changes. For example, protesters held up completion of the Dakota Access oil pipeline for
almost a year when they were concerned for the safety of a source of drinking water for
Native Americans.20 In other cases, people who live in the same area as the business do not
want it to pollute the air or water or otherwise abuse natural resources.
• Technology. Few organizations operate today as they did even a decade ago. Products not
envisioned a few years ago are now being mass-produced. New 3-D printers can even make
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a car body from basic materials (e.g., the new Urbee by KOR Ecologic).21 Computers and
the Internet have changed the speed at which, and the manner in which, organizations
conduct and transact business; and they are often determining factors in the firm’s business
processes. Changing technologies require technologically savvy employees who have the
ability to adapt to new processes.22 Without employees who are comfortable with changing
technologies, organizations today will soon find themselves unable to compete.
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Work Application 2-2
Give examples of how society and technology have affected an organization where you work or have worked.

• The economy. No corporation has control over economic growth, inflation, interest rates,
foreign exchange rates, and so on. In general, as measured by gross domestic product
(GDP), businesses do better during times of economic growth than during recessions.
During periods of inflation, businesses experience increased costs. When interest rates are
high, it costs more for companies to borrow money. Foreign exchange rates also affect
businesses both at home and abroad. Thus, the economy has a direct impact on the firm’s
performance and profits. We always have to take the economy into account when
performing strategic-planning activities.
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Work Application 2-3
Give examples of how the economy and government have affected an organization where you work or have
worked.

• Government. National, state, and local governments all set laws and regulations that
businesses must obey. According to the National Association of Manufacturers, the
annual cost of complying with all federal government regulations averages $19,564 per
employee.23 The Occupational Safety and Health Administration (OSHA) sets safety
standards, and the Environmental Protection Agency (EPA) sets pollution standards that
must be met. Companies like Pfizer, Novartis, and Merck cannot market drugs without
Food and Drug Administration (FDA) approval, and virtually every employer must
follow wage guidelines from the Department of Labor (DOL). As a result, to a large
extent, business may not do whatever it wants to do; the government tells business what it
can and cannot do.24 So government matters, as it affects how business is conducted.25
Due to the financial crisis of 2007–2009, Congress decided to create new financial
regulations to help prevent another crisis and recession. One was the Regulatory Flexibility
Act, which lowered costs of compliance for small businesses by about $2.5 billion in
2013.26 Federal and state governments create both opportunities and obstacles for
businesses. Allstate insurance left the state of Massachusetts because of the unfavorable
regulatory environment there. To learn more about the US federal government, visit its
official web portal at http://www.usa.gov/.
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J:8
Competitive Strategy

In addition to our analysis of the major external environmental factors above, we need to
review some internal organizational factors to decide what we want to do as an organization
as we move into the future. The major factors in our analysis of our internal environment
are shown in Exhibit 2-3 and are discussed in the next three sections.

165

LO 2-2
Discuss how having a vision and mission helps organizations design a strategy and focus their resources.
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Strategic Vision and Mission
Strategy and the strategic-planning process have a long history, and businesses have adapted
the principles of strategic planning to their own use. As G. F. Keller said, “Many military
historians and contemporary business students view the Chinese military strategist Sun Tzu
(ca. 500 BCE) as the developer of ‘the Bible’ of strategy. . . . Sun Tzu’s principles are
divided into two components: 1) knowing oneself and 2) knowing the enemy.”27 To put
Sun Tzu’s words in a contemporary business context, one should know one’s internal and
external environments. But how does a modern business go about creating and
implementing a strategic plan? Well, strategic planning follows a process,28 so let’s discuss
that process now.
Exhibit 2-3 The Internal Environment

2-1 Applying the Concept
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The External Environment
Read each statement and write in the letter corresponding to the external environmental factor it refers to.
1.
2.
3.
4.
5.
6.
7.
8.
9.

customers
competition
suppliers
labor force
shareholders
society
technology
the economy
governments
____ 1. The CEO was fired by the owners because our company is not profitable.
____ 2. GE wanted to acquire our company, but the Securities and Exchange Commission (SEC)
said that would be in violation of antitrust laws, thereby preventing the deal.
____ 3. Karen bought a new oven that will cook our pizza in half the time and make it taste even
better.
____ 4. eHarmony online dating service is losing some customers to other services focusing on
Christian, African-American, and older people seeking matches.
____ 5. Our purchasing agent just closed a deal that will let us buy sugar for a few cents less per
pound, saving us thousands of dollars per year.
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What Is Strategy?
Research has shown that HRM is an important strategic business function that influences
the performance of both large and small firms.29 But what is strategy? At its most basic
level, a strategy is a plan of action designed to achieve a particular set of objectives. And what
does strategy take into account? It looks at the external (industry and macro-) environment
and the internal (organizational) environment in order to create strategic advantage.
Strategic advantage occurs when you analyze the environment better and react to it quicker
than your competitors do while using all of your internal resources efficiently, thus creating
the sustainable competitive advantage that we introduced in Chapter 1.
In this section, we look at the following three major strategic questions to analyze what
kind of strategic plan we need:30
1. What is our present situation (where are we now)?
2. Where do we want to go?
3. How do we plan to get there?
These questions are both very simple and very complex. On the surface, you would think
that answering question 1 would be easy—but you must answer many other questions
before you can confidently answer the question, “Where are we now?” These other
questions include: “Are we making a profit?” “Do our products satisfy our customers’
current needs?” “Do we have the right kind of workforce in place at this time?” “Is our
technology working like it should?” “Do we have sufficient physical resources like plant,
machinery and equipment, and retail locations?” “Are our advertising and marketing
programs successful?” and many more. Answering these questions creates a picture of your
organization at a particular point in time; and that picture has to be comprehensive so that
you know what is happening, good and bad, within the organization in significant detail. If
you think about each of these other questions for just a second, you will see how complex
answering question 1 really becomes.
Strategy A plan of action designed to achieve a particular set of objectives
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Answering questions 2 and 3 is just as complex. Question 2 is basically asking what we plan
to “look like” as an organization at a particular point in the future—meaning it’s asking
what our vision and mission are for the organization. Answering question 3 gives us the
necessary information to create the plan that will allow us to reach the goals that we
identify in our answer to question 2 so that we can become the organization that we
envision and, at the same time, create a sustainable competitive advantage.
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Visions and Missions
A vision and a mission are two of the most critical components of any successful corporate
strategy. Together, they provide the information necessary to focus every employee on the
company’s goals and objectives. Let’s take a look at them now.

The Vision
A vision is what we expect to become as an organization at a particular point in time in the
future. The vision, by necessity, is a fuzzy thing; it is not specific, in that it doesn’t say how
we’re going to achieve it. But we identify the vision as a future state of being. It is who we
are, what we stand for, what we believe in, and what we want to become. Despite their
fuzziness, visions are very powerful when used correctly. A vision provides a focus point for
the future; it tells the company where it is headed.31 It allows the company leaders to look
into the future and see what they want to look like as a company at that time—basically, it
lets them answer the question of what they want to be when they “grow up.” If everyone is
focused on the same future end state, they will work toward that same end state.
So, basically the vision answers the question, “What do we want to become as an
organization?” But the firm is successful only when the followers share the leader’s vision,32
and HR is where many organizations perform the culture training that promotes a shared
vision within the organization.

The Mission
In contrast, the mission is where we start to become specific. The mission statement lays
out our expectations of what we’re going to do in order to become the organization that we have
envisioned. The mission statement is a statement of what the various organizational units
will do and what they hope to accomplish, in alignment with the organizational vision. The
mission is generally narrower and more specific than the vision, which means that it
generally must be a bit longer-winded. The mission statement takes into account things like
whom we serve (in terms of customer groups, types of products and services, technologies
we use, etc.) and how we serve them. Fundamentally, it answers the question, “What do we
need to do in order to become what we have envisioned?”

Putting the Vision and Mission Together
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Let’s use as an example the vision and mission statements of the College of Business of the
University of Arkansas at Little Rock. Its vision statement is as follows: “The College of
Business serves as a catalyst to advance education and economic development in the State of
Arkansas.”33 Notice that this vision statement does not tell you how the college will be a
catalyst. It doesn’t say what the college is going to do. All it tells you is that it expects to be
a catalyst. But what is a catalyst? It’s “a substance that modifies and increases the rate of a
reaction without being consumed in the process.”34 So, that means the college is going to
be an organization that increases the rate of change in education and economic
development in its home state.
Vision What we expect to become as an organization at a particular point in time in the future
Mission statement A statement laying out our expectation of what we’re going to do in order to become the
organization that we have envisioned

However, this vision does not tell us anything about how the college is going to do this. For
that information, we look at the mission of the organization, which tells us how the
organization expects to do what the vision puts forth. So let’s look at the mission statement
of this college of business. It says, “The mission of the College of Business is to prepare
students to succeed as business professionals in a global economy and to contribute to the
growth and viability of the region we serve.”35 So this means the college of business will
achieve its vision by providing education that gives its students the tools they need to
succeed in business and create change in the state. This, in turn, will act to improve the
state’s economic fortunes.
When you put the vision and mission together, the people—executives, managers, and staff
—in the organization get a more complete picture of the direction in which they are
expected to go. This allows all the people in the organization to focus on going in that
direction, and that in turn makes it much easier for them to help the organization achieve
its goals. The fact that they create a focus is the thing that makes a vision and mission so
powerful. If everyone in the organization is focused on the same end result, it is much
more likely that the organization will achieve that end result.
This focus on an end result also gives everyone a clearer picture of what is expected of them
individually. Think of it as follows: If you’re a bricklayer and you’re laying bricks, you may
not pay attention to each of the bricks you lay if you have no mental picture of the finished
project. However, if you’re building a beautiful art museum and you have been shown a
picture of what the museum will look like when finished, you’re more likely to pay close
attention to each brick because you will want to be able to say that you helped create
something beautiful.
Ben Cohen and Jerry Greenfield created a three-part mission for Ben & Jerry’s: to make
great ice cream, to create prosperity, and to make the world a better place through ethical
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sourcing.
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Work Application 2-4
Identify the vision and mission of an organization where you work or have worked.

A strong vision and a good mission statement are critical parts of the strategic-planning
process. Everything else in strategic planning comes from the vision and mission.

Finally, organizations go through a series of analyses of both external and internal factors to
come up with the plan of action that answers question 3. Strategic planners look at each of
the environmental factors that we noted above, and they analyze the company’s capabilities
and limitations to come up with a workable plan. We will discuss some of these factors in
the following sections.
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Strategy Types and Analysis
Types of Strategies
There are several generic strategy types that we are able to categorize. Some researchers
break these down into just two or three categories, while others list several more. We will
try to keep this as simple as possible right now because, for our purposes, we need to know
only the major categories. So we will break the types of strategies down into three
categories: cost leadership, differentiation, and focus or niche strategies.36
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LO 2-3
Identify the three types of strategy, two methods to analyze strategy, and the objective writing model.

Cost Leadership
Cost leaders do everything that they can to lower the organizational costs required to
produce their products or services. However, cost leaders do not necessarily provide their
products or services to the customer for a lower price. They can choose to keep their prices
down and maintain the same margin as their higher-cost competitors, or they can choose to
charge the same price as their competitors and thus increase their profit margin above that
of their competitors on each of the goods or services they sell. Walmart has had great
success with this strategy; and during the recession and coming out of it, Walmart reduced
its prices even more aggressively to combat loss of business to “dollar” stores.37 However,
low-cost strategies can have a downside as well. Tata Motors’ cheap Nano automobile at
first failed because potential customers saw it as “too cheap” and therefore thought, “It
must be unreliable.” So, Tata is now building more expensive Nanos, hoping that they will
catch on with young buyers.38

Differentiation
This strategy attempts to create an impression of difference for the company’s product or
service in the mind of the customer. The differentiator company stresses its advantage over
its competitors.39 If a company like Apple is successful in creating this impression, it can
charge a higher price for its product or service than can its competitors. Differentiation, it
should be noted, is not necessarily based on real difference but on the perception of
difference, which is often created through advertising.40 Nike, Harley Davidson,
Margaritaville, and others place their corporate name prominently on their products to
differentiate those products from those of the competition. According to Coca-Cola, the
three keys to selling consumer products are differentiation, differentiation, and
differentiation, which it achieves with its scripted name logo and contour bottle.
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Work Application 2-5
Identify the strategy of an organization where you work or have worked and explain how the organization
uses the strategy against its competitors to gain customers.

Focus or Niche
With this strategy, the company focuses on a specific portion of a larger market. For
instance, the company may focus on a regional market, a particular product line, or a buyer
group. Within a particular target segment or market niche, the firm may use differentiation
or a cost leadership strategy. Businesses can win big by thinking small.41 It is hard to
compete head-on with the big companies like Coca-Cola and Pepsi, but the much smaller
Dr Pepper Snapple Group’s two non-colas have a differentiated taste for a much smaller
target market. However, it is still very profitable.42

How Strategy Affects HRM
There are several areas where the generic corporate strategy affects how we do our jobs
within HR. Let’s take a look at a few of the significant differences between generic
strategies. A little later in this chapter, we will also review how HRM affects the ability to
commit to a particular corporate strategy. We will continue to discuss these areas in greater
detail as we progress through the book.

HRM and Cost Leadership
If our organization is following a generic cost leadership strategy, we are going to be most
interested in minimizing all internal costs, including employee costs. So we are concerned
with maximum efficiency and effectiveness.43 Because we are concerned with maximum
efficiency, we will probably create highly specialized jobs within the organization so that we
have people doing the same thing repeatedly, like McDonald’s. This will generally cause
employees to get much better and faster at their jobs. We will also have a specific job
description for each position and job-specific training with very little, if any, cross-training.
We will hire new workers based on technical skills and abilities, and we will most likely
emphasize performance pay by which the employees get paid more if they perform their job
faster and better. We may also provide incentives that emphasize cost controls and
efficiency. Finally, it’s quite likely that managers will use narrowly focused performance
appraisals as a control mechanism to allow them to weed out less efficient and less effective
employees.
2-2 Applying the Concept
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Strategy
Identify which strategy is used by each brand or company listed, and write the letter corresponding to the
company’s strategy by the company’s name.
1. cost leadership
2. differentiation
3. focus or niche
____ 6. iPhone
____ 7. Bodybuilder magazine
____ 8. Rolex watches
____ 9. TOMS shoes
____10. Walmart

HRM and Differentiation
On the other hand, if our organization is following a differentiator strategy, we’re going to
be more concerned with employees who are flexible and adaptable, who have the ability to
innovate and create new processes, and who can work in uncertain environments within
cross-functional teams.44 In a differentiator organization, we will most likely have much
broader job classifications, as well as broader work-planning processes. Individuals will be
hired and paid based on individual knowledge and skill sets, not specifically based on skills
related to the job they fill upon entering the organization. Training will be broad, and
designed to provide flexibility in operating the business. Here, our incentive programs will
reward innovation and creativity. Finally, in the differentiator organization, performance
appraisals will generally be used as a tool to develop the skill sets of the valuable knowledge
workers within the organization, not as a tool to punish and weed out poor performers. So
you can see very quickly that HRM will need to do its job in a significantly different way
based on the type of generic strategy that the company decides to follow.

Strategic Analysis
There are two primary components of strategic analysis used by most organizations. The
first is called five-forces analysis, and it is a tool that organizations use to analyze the
external competitive environment. The second is called SWOT analysis (SWOT stands for
strengths, weaknesses, opportunities, and threats), and it is used to analyze the companyspecific environment. There are many other strategic analysis tools, but let’s save those for
another course.

Five-Forces Analysis
Five-forces analysis is again brought to us by Michael Porter, who identified competition
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within an industry as being a composite of five competitive forces that should be considered
in analyzing competitive situations.45 See Exhibit 2-4 for a list of the five forces.
1. Rivalry among competitors. Porter calls this scrambling and jockeying for position.46
Businesses do this in different ways, including competing for customers on the basis
of price, quality, or speed of delivery. How much rivalry there is among competitors
determines things like how competitive the industry is and which competitors are
targeting the same customer groups. Rivals need to anticipate each other’s moves.
Coke and Pepsi are long-time rivals in the soft drink industry, while Nissan and
Toyota are long-time rivals in the auto industry.
2. Threat of substitute products and services. Companies in other industries may try to
take a company’s customers away. For example, newer methods of storing and
playing music and videos—like the streaming music services YouTube and Pandora
—are taking significant market share from manufacturers of MP3/MP4 players,
which previously took significant market share from CD and DVD manufacturers.
3. Potential new entrants. How difficult and costly is it for new businesses to enter the
industry as competitors? Does the company need to plan for new competition? Are
there significant barriers to entry that would prevent such new competition? In many
industries today, all it takes to enter is the ability to create and host a website.47 If it
is easy to enter an industry and profitability is significant, then the threat of new
entrants is much higher. If it’s more difficult to enter an industry, for instance
because of high capital equipment costs or other barriers to entry, and profitability is
lower, possibly because the product is a commodity (think about the steel
manufacturing industry), then the threat of new entrants is significantly lower.
4. Power of suppliers. How much does our business depend on its suppliers? If the
business has only one major supplier of a critical component, with no alternatives
available, then the supplier has greater bargaining power over the business. However,
if our business can get its major supplies from any one of many different suppliers,
then the suppliers will have very little power over the business.
5. Power of buyers. How much does our business depend on its buyers? If one buyer or a
few large buyers purchase most of what we provide, then the buyer has significant
bargaining power over our company. As an example, almost every business student
has heard of the power Walmart holds over its suppliers because of the volume of
goods that it buys. However, if we provide products or services to many different
buyers, none of which provides us with a major portion of our business, then the
buyers may have very little bargaining power.
Exhibit 2-4 Five-Forces Competitive Analysis
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Companies use the five-forces analysis and other industry and competitive situation analysis
tools primarily at the corporate level to make decisions regarding which lines of business to
enter and exit and how to allocate resources among existing lines of business.
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Work Application 2-6
Conduct a five-forces competitive analysis for an organization where you work or have worked.

SWOT Analysis
While five-forces analysis is a primary tool for analyzing the external environment, SWOT
analysis is a tool to analyze the organization’s internal environment, meaning its specific
capabilities and limitations. In the process of SWOT analysis, the organization creates a list
of its strengths, weaknesses, opportunities, and threats. See Exhibit 2-5 for a format in
which to list SWOTs. Once this list is created, the organization evaluates each of the
sections of the list in order to decide where it can use its resources most effectively.
Exhibit 2-5 SWOT Analysis

If, for example, we have an organizational strength that is critical to maintain in order to
serve our most important customer groups, then we will allocate resources toward
maintenance of that strength. If, however, we have strengths on our list that no longer
provide us with the potential for advantage over our competitors, then we may choose not
to use organizational resources to maintain those strengths. So as you can see, the process of
SWOT analysis is a process of balancing our available resources in order to make the most
of our strengths and opportunities and to minimize any danger to the organization from its
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weaknesses and threats.
American Airlines’ strategy includes starting new routes and having a strong customer
loyalty program; however, it risks both competition from airlines with lower fares and the
increasing costs of fuel and labor.

FG/Bauer-Griffin/GC Images

Designing a Strategy
Once we have identified an organizational vision and mission, decided which generic
strategic type we’re going to pursue, and done some analysis of the external environment
and our organizational capabilities, we’re ready to start designing our organization’s
strategy. The next steps in the design process include setting objectives, creating a strategic
plan, implementing that plan, and monitoring and evaluating its success. Let’s take a brief
look at each of these steps.
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Work Application 2-7
Conduct a SWOT analysis for an organization where you work or have worked.

Setting Objectives
Successful strategic management requires a commitment on the part of managers to a
defined set of objectives. Successful managers have a goal orientation,48 which means they
set and achieve objectives. Goal orientation can also be learned.49
After developing our vision and mission and completing a situation analysis, the next step is
to set objectives that flow from the mission to address strategic issues and problems
identified through situation analysis. Objectives state what is to be accomplished in singular,
specific, and measurable terms, with a target date. The organization has to write at least one
objective for every major goal that is set forth in its strategy. You must begin with the end
in mind. Objectives do not state how they will be accomplished—just the end result you
want to accomplish.50
Here is a model adapted from Max Weber to help you write effective objectives, followed
by a few company examples.
To + action verb + singular, specific, measurable result + target date
Tesla:51 To + increase + vehicles sales to 500,000 annually + by 2020
Anheuser-Bush InBev:52 To increase revenues to $100 billion by 2020
Honda:53 To make two-thirds of overall unit sales from plug-in hybrid or hybrid
vehicles and zero-emission vehicles by 2030
We will talk a little more about organizational objectives a little later.

183

SHRM
J:3
Strategy Formulation

184

Work Application 2-8
Write an objective for an organization where you work or have worked that is specific, that is measurable,
and that has a target date.

Create a Strategy
Once we’ve identified our set of objectives, the next step is to weave them into a cohesive
organizational plan. This is the point at which we determine what we’re going to do to
achieve the objectives that we have set. Taking into account the vision and mission that we
have decided on—and having determined our environment and each of our strengths,
weaknesses, opportunities, and threats—we begin to plan activities within the organization
that will allow us to reach those objectives. Looking at this process, you should be able to
quickly see that no organization should ever just copy another organization’s strategy—
even if that strategy has been successful for the company that is being copied. Why? The
simple answer is that no two organizations have the same vision and mission; organizational
environment; or strengths, weaknesses, opportunities, and threats. As a result, no two
organizations should have the same objectives. Therefore, no two organizations could ever
expect to be successful by following the same strategy.
Objectives Statements of what is to be accomplished in singular, specific, and measurable terms, with a
target date

2-3 Applying the Concept
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Writing Objectives
For each objective, write in the letter corresponding to which “must” criteria is not met.
1.
2.
3.
4.

single result
specific
measurable
target date
____ 11. To start working out aerobically within a few weeks
____ 12. To double ticket sales
____ 13. To sell 7% more sandwiches and 15% more chips in 2019
____ 14. To decrease the number of sales returns by end of year 2019
____ 15. To be perceived as the best restaurant in the Boston area by 2019

Implementing, Monitoring, and Evaluating Strategies
Green Bay Packers coach Vince Lombardi was known to have said, “The best game plan in
the world never blocked or tackled anybody.”54 This is true, no matter the organization
and the strategic plan—execution of the plan is the key. The last items in the strategicplanning process are implementing and then monitoring and evaluating the plan’s success.
The goal here is to ensure that the mission and objectives of the organization are achieved.
Successful implementation of strategies requires effective and efficient support systems
throughout the organization. It also requires a dedication to the plan at all levels of the
organization. Although strategic planning usually goes well, implementation is often a
problem.55 One reason is that strategic plans often end up getting buried in bottom
drawers; all too frequently, no action is taken to implement the strategy.
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As strategies are implemented, they must also be monitored and evaluated. Controlling is
the process of establishing and implementing mechanisms to ensure that objectives are
achieved. An important part of controlling is measuring progress toward the achievement of
the objective and taking corrective action when needed. Another important part of
controlling is staying within budgets when appropriate or changing them when necessary to
meet changes in the environment.
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Quality management is one example of where the controlling process allows the company
to adjust its internal processes to reach a predetermined level of quality control. Quality
must consistently be monitored—because while quality costs, lack of quality costs much
more. So as part of strategy execution, we always need to watch quality through the
controlling process.

How HR Promotes Strategy
So, HR managers need to recruit, select, train, evaluate, and interact with employees
differently based on different organizational strategies. We showed you earlier how we
might manage people differently based on different generic strategies. The same holds true
when looking at different sets of objectives, different competitors, different organizational
strengths and weaknesses, and many other industry and company characteristics. If the
objective is to win a race, you wouldn’t hire an Uber driver to drive a Formula One race
car! Both the cabbie and the Formula One driver can drive, but they do it differently to
achieve different goals. HR managers have to evaluate all of the organizational
characteristics to determine what kinds of people to bring into the organization and then
how to maintain those people once they have become a part of the company. This is the
reason that it’s so critical for HR managers to understand organizational strategy.56 In fact,
as you go through the remainder of this book, you will see continuing references to how
HRM will affect the company’s ability to do its work over the long term. Everything that
HR does must mesh with the chosen strategy to provide the right kinds of employees, who
will learn and do the right types of jobs so that the company can achieve its goals.
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Structure
The selection of a proper organizational structure is critical to successfully implement
strategy and therefore to business success.57 Organizational structure refers to the way in
which an organization groups its resources to accomplish its mission. There must be a sound
organizational structure if a strategy is to be successfully implemented.58 Why do you see
firms that seem to be equal in size and capability execute at different levels of efficiency?
The answer lies in how their resources are differently structured and managed.59
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LO 2-4
Identify and describe the major components of organizational structure and why it is important to
understand them.

In HRM, managers need to have an understanding of organizational structure to do their
jobs correctly. An organization is a system that is typically, but not always, structured into
departments such as finance, marketing, production, human resources, and so on. Each of
these departments affects the organization as a whole, and each department is affected by
the other departments. Organizations structure their resources to transform inputs into
outputs. All of an organization’s resources must be structured effectively if it is to achieve its
mission.60 As a manager in any department, you will be responsible for part of the
organization’s structure.
Organizational structure The way in which an organization groups its resources to accomplish its mission

Basics of Organizational Structure
One way to look at organizational structure is to identify a series of fundamental
components. Each of these components identifies a way in which we divide the
organization up and group its resources to make them more efficient and effective. Let’s
discuss complexity, formalization, and centralization as structural components.
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Complexity
Complexity, the first major component of organizational structure, is the degree to which
three types of differentiation exist within the organization. These three types of differentiation
are vertical differentiation, horizontal differentiation, and spatial differentiation. Each of
these three subcomponents demonstrates a way in which we break the organization up into
smaller and more differentiated pieces. How one does this is very important. For example,
Microsoft is currently working through how it wants to change its organizational structure
under new CEO Satya Nadella because its historical structure has become too expensive.61
Vertical differentiation deals with how we break the organization up vertically, meaning how
many layers there are in the organization from the top to the bottom. How many bosses are
there, and whom does each one report to? Whom does the HR manager report to? You also
need a clear overall boss who is accountable for results.62 The organizational chart is
typically used to show the chain of command. The federal government’s General Schedule
(GS) Pay System has 15 vertical grades, plus 10 steps within each grade for a whopping 150
vertical tiers!63
Horizontal differentiation identifies how we break the organization up horizontally. We
usually do this by breaking the organization up into departments. For example, HR is
commonly a department within the organizational structure, advising and assisting all the
other departments in the firm. But there are other ways in which we can segment the
organization horizontally, including by customer type, product or process type, geographic
divisions, and so on. Zappos famously changed to a “holacracy” form of structure, meaning
a structure in which there are no departments, job titles, or managers. This is a radical way
to wipe out vertical and horizontal differentiation.64
Spatial differentiation deals with the physical separation of different parts of the
organization. For instance, we may have headquarters in Los Angeles, California, while we
may have a production plant in Indonesia. Spatial differentiation can make it much more
difficult to manage the organization due to the fact that the organization is spread out
among many locations. For example, GE operates in more than 160 countries.65 Now that
is complex!
So complexity involves the way in which we divide the organization into different
segments, both physically and within artificial boundaries such as departments. Why does
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this matter to the organization’s managers? The more the organization is broken into
segments, the more difficult it becomes to manage within it. If we have many vertical layers
in the organization (vertical differentiation) and many horizontal divisions of the
organization (horizontal differentiation), and if the organization has many different
physical locations (spatial differentiation), then it is much more difficult to conduct
business than if there were fewer divisions. More complexity makes it more difficult to
communicate between the different parts of the organization, makes it more difficult to
make decisions within the organization, and makes it more difficult to find information
that we need when it’s in another part of the organization. In fact, duplication of processes
is a common problem in highly complex organizations.66 As a result of this difficulty in
making decisions and communicating, the cost of managing an organization goes up as it
becomes more complex and bureaucratic. As an example, in a February 2014 article,
Bloomberg noted that as college and university bureaucracies in the United States get larger,
the cost of college goes up for students.67 This means that we want to minimize complexity
as much as possible in order to minimize organizational costs.
Complexity Degree to which three types of differentiation exist within the organization

Formalization
Formalization, the second major component of organizational structure, is the degree to
which jobs are standardized within an organization, meaning the degree to which we have
created policies, procedures, and rules that “program” the jobs of the employees. If we make
things routine by creating standard operating procedures and other standard processes, we
can usually increase the efficiency and effectiveness of the people within the organization, in
turn making the entire organization more productive on a per-unit basis.68 So the more
that we can formalize the jobs within the organization, the easier it is to manage the people
in those jobs. We also tend to see lower costs in organizations that are highly formalized,
because jobs in such organizations are done in a routine, repetitive manner—at least when
it is possible to do so.
As a result, we generally want to formalize all of the processes that we can within the
organization, but we can’t always formalize everything that we do. How much we’re able to
formalize jobs within the organization depends on what the organization is designed to do.
If the organization is designed to do the same thing over and over, such as producing a lowcost commodity, then we can usually formalize many of its procedures. On the other hand,
if the organization is designed to do unique and nonroutine things as a differentiator
(meaning it never does the same thing twice), then we will probably not be able to
formalize very much of what the organization does.69

Centralization
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Centralization, the third major component of organizational structure, is the degree to
which decision making is concentrated within the organization. The degree of centralization in
an organization has to do with dispersion of authority for decision making and delegation
of authority. If we can concentrate authority in decision making with one or a few
individuals, we can concentrate on hiring people who are very good at making business
decisions in those few positions and not worry about the decision-making skills of the rest
of our employees.70
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Work Application 2-9
Briefly describe the complexity, formalization, and centralization of the organizational structure where you
work or have worked.

Centralization of decision making tends to create greater control within the organization,
because the organization’s few decision makers will soon find that they make similar
decisions over and over. They thereby become very good at determining the best course of
action in a particular situation. In other words, there is a learning curve in decision making.
The more decisions you make, the better you get at making high-quality decisions.71
However, there’s a tradeoff to centralized decision making. As the organization gets larger,
we may have to go through many layers of the organization in order to get a decision made.
This can slow down the processes within the firm—in some cases, to such an extent that by
the time a decision is made, it becomes irrelevant. For example, TEPCO was criticized for
having a complex bureaucratic decision-making process that led to the meltdown of three
reactors at one of its nuclear plants in Japan.72 So we have to balance centralization and
decentralization within our firms, and the current trend has been toward decentralization.73
However, we know that centralized decision making gives us greater control and thus
generally tends to lower our costs for decision making. So other things being equal, we
would rather have highly centralized decision making.

Is There One “Best” Structure?
No. The best structure is one that fits the firm’s current competitive situation as well as its
internal capabilities and that enables it to implement its strategies successfully. Warren
Buffett advises businesses to keep things simple.74 Peter Drucker may have said it as well as
anyone when he noted: “The simplest organization structure that will do the job is the best
one. What makes an organization structure ‘good’ is the problems it does not create. . . . To
obtain both the greatest possible simplicity and the greatest ‘fit,’ organization design has to
start out with a clear focus on KEY ACTIVITIES needed to produce KEY RESULTS.”75
Formalization Degree to which jobs are standardized within an organization, meaning the degree to which
we have created policies, procedures, and rules that “program” the jobs of the employees
Centralization Degree to which decision making is concentrated within the organization

How Does Structure Affect Employee Behavior?
We now know that structure is made up of complexity, formalization, and centralization.
Does the way in which we combine these components cause employees within the
196

organization to act in different ways? In fact, it does. Think for a second of an organization
that in your mind is a bureaucracy. It might be a government agency, a corporation that
you’ve worked for, or the college or university at which you study. Chances are that this
organization is highly complex, has many standard procedures or ways of doing things
(formalization), and is probably at least partially centralized (meaning only certain
individuals can make major decisions). If you are part of this organization and someone
asks you to do something that is outside the scope of your job, then you most likely would
say, “That’s not my job,” and tell them to go to a different person to accomplish that task.
You don’t have the authority or the knowledge to be able to help them.
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Now let’s look at a different kind of organization. You have taken a job with a brand-new,
entrepreneurial firm—like Zappos. There are no departments or standard procedures, and
you were hired at least in part because of your ability to “think on your feet” and make
decisions. Someone again asks you to do something that is outside the scope of your normal
job. In this environment, you’re much more likely to take upon yourself the task of figuring
out a way to assist the other person instead of passing them to someone else. The structure
of the organization has changed the way that you react to a request to do something that is
outside the scope of your job. Either that, or the request becomes your job.
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How Does Structure Affect HRM?
As the HR manager, would your job change if your organization adopted the structure of
one of the two companies above? In a small entrepreneurial firm, there usually is no HRM
department, but someone has to perform the HR functions. Would you need to recruit and
hire different types of people in a bureaucratic organization than you would in an
entrepreneurial organization? Indeed, you would. In the more bureaucratic organization,
you would most likely look for and hire people who had significant depth of expertise in a
narrow area within their field of knowledge, so that they could apply that expertise in a
highly efficient manner. That would make the organization more productive over the long
term. Your training programs would also probably be more specific and geared toward
particular jobs. In addition, your performance appraisal processes would be aimed at
evaluating more specific tasks and functions than would be the case in the entrepreneurial
organization. In fact, the organizational structure will affect virtually every function of the
HR manager. So in order to be a successful HR manager, you have to understand and
adapt to the particular organizational structure of your firm.
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LO 2-5
Discuss how organizational culture affects the members of the organization.
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Organizational Culture
Organizational culture is another characteristic that affects how the HR manager operates
within the firm. Fostering the right organizational culture is one of the most important
responsibilities of the CEO and other corporate executives.76 Management needs to be
involved in establishing shared values, beliefs, and assumptions so that employees know
how to behave.77 Every group of humans that gathers together anywhere at any point in
time creates a unique group culture. They have their own group standards, called norms,
which create pressure for the group’s members to conform. Social groups have societal
cultures, nations have national cultures, and organizations have their own distinct
organizational cultures.
Organizational culture The values, beliefs, and assumptions about appropriate behavior that members of an
organization share

What Is Organizational Culture?
Organizational culture consists of the values, beliefs, and assumptions about appropriate
behavior that members of an organization share. Culture describes how employees do what
they do (behavior) and why they do what they do (values, profits, customers, employees,
society). Every organization has a culture, and success depends on the health and strength
of its culture.78 Therefore, leaders should spend a lot of time building the organization’s
culture.79 Organizational culture is primarily learned through observing people and events
in the organization.
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Work Application 2-10
Briefly describe some of the organizational culture artifacts where you work or have worked.

Artifacts of Organizational Culture
There are five artifacts of organizational culture that help employees learn the culture:
1. Heroes, such as founders Steve Jobs of Apple, Sam Walton of Walmart, Mark
Zuckerberg of Facebook, Elon Musk of Tesla, and others who have made
outstanding contributions to their organizations.
2. Stories, often about founders and others who have made extraordinary efforts. These
include stories about Sam Walton visiting every Walmart store yearly, or someone
driving through a blizzard to deliver a product or service. Public statements and
speeches can also be considered stories.
3. Slogans, such as at McDonald’s. Q, S, C, V (or quality, service, cleanliness, and
value)
4. Symbols, such as plaques, pens, jackets, or a pink Cadillac at the cosmetics firm Mary
Kay.
5. Ceremonies, such as awards dinners for top achievers at Mary Kay.

Three Levels of Culture
The three levels of culture include behavior, values and beliefs, and assumptions. Exhibit 26 illustrates the three levels of culture.

Level 1: Behavior
Behavior includes the observable things that people do and say or the actions employees
take. Artifacts result from behavior and include written and spoken language, dress, material
objects, and the organization’s physical layout. Heroes, stories, slogans, symbols, and
ceremonies are all part of behavior-level culture. The behavior level is also called the visible
level. Values, beliefs, and assumptions are considered the invisible level, as you cannot
actually observe them.

Level 2: Values and beliefs
Values represent the way people believe they ought to behave; and beliefs represent “if,
then” statements like “If I do X, then Y will happen.” Values and beliefs provide the
operating principles that guide decision making and shape the behaviors that result in level1 culture. Values and beliefs cannot be observed directly; we can only infer from people’s
behavior what they value and believe.
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Although organizations use heroes, stories, symbols, and ceremonies to convey important
values and beliefs, slogans are critical to level-2 culture. A slogan expresses key values.
Slogans are part of organizational mission statements, while a philosophy (e.g., FedEx’s
philosophy of people-service-profit) is a formal statement of values and beliefs.
Exhibit 2-6 Culture Artifacts and Levels of Culture

Level 3: Assumptions
Assumptions are values and beliefs that are so deeply ingrained that they are considered
unquestionably true. Because assumptions are shared, they’re rarely discussed. They serve as
an automatic pilot to guide behavior. In fact, people often feel threatened when
assumptions are challenged. If you question employees about why they do something or
suggest a change, they often respond with statements like, “That’s the way it’s always been
done.” Assumptions are often the most stable and enduring part of culture and are difficult
to change.
Notice that behavior is at the top of the diagram in Exhibit 2-6. Assumptions, values, and
beliefs affect behavior, not the other way around; in other words, cause and effect work
from the bottom up.

How Culture Controls Employee Behavior in Organizations
Because organizational culture is based at least partly on assumptions, values, and beliefs, it
is a very powerful force in controlling how people act within its boundaries. For instance, if
the culture says that we value hard work and productivity but an individual on one of the
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teams fails to do his or her part, work hard, and be productive, then the other members of
the team are quite likely to pressure that individual to conform to the culture or to leave the
organization. Since assumptions, values, and beliefs are so strong, shirking individuals will
most likely change their actions to conform to those that the culture values.
You may not believe that culture has the ability to cause you to change the way you act, but
it does. Have you ever done something to fit in, or have you ever done something you
really didn’t want to do because of peer pressure? Doesn’t peer pressure control most people
—at least sometimes? Think about the way you act as part of your family, and then
compare that to the way you act as a student at school, with a group of your friends, or as
an employee at work. Chances are quite high that you act differently within these different
“cultures.” We all act to conform, for the most part, to the culture that we happen to be in
at that point in time, because the culture’s values push us to act that way.
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Work Application 2-11
Give examples of how culture controls employee behavior where you work or have worked.

HRM in Action

Organizational Culture

Social Media and Culture Management
Recall that there is an internal and an external environment that every organization is
concerned with. See Exhibit 2-7 for a review of the components making up the
environment.
Social media is one of the mechanisms that we now use to both monitor and—at least
partially—control organizational environments.80 Whether it is finding that an employee
posted some things she should not have when the company was monitoring social media
and happened to find the posting she made, or using a company Facebook page to provide
sustainability information to customers and workers, social media can be used to identify
and defend the company and its values. This is a form of monitoring and managing both
the internal and external environment, which gives management more control over the
culture within the organization.
Companies can also actively seek out information internally using various forms of social
media81 and can even ask company members to interact on social media platforms such as
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LinkedIn and Facebook. Have you ever known a friend whose organization asked
employees to “like” them on Facebook? This mechanism is becoming more important every
day and will continue to do so for the immediate future.
The same is true for the external environment, from following competitors on social media
sites to following government Web pages and media links. Governments and other entities
are even using social media to extend their reach into communities that are generally hard
to reach, because they don’t pay much attention to standard methods of communication
like State of the Union addresses and regulatory bulletins. In the United States, President
Obama’s administration turned to social media to attract younger individuals (who don’t
tend to get as involved with government issues) to the federal health care exchanges. The
administration did this because the Affordable Care Act required younger people to sign up
to offset the higher cost of insuring older individuals.82
Exhibit 2-7 The Internal and External Environment
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Work Application 2-12
Give examples of how you have used social media at work.

So as you can see, social media continues to become more important to business and
government. You can bet that governments will pay more attention to social media in the
future, since many of the “Arab Spring” uprisings were coordinated via social media.83 This
is just one example of the power of social media sites.
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Identify areas of HRM where data analytics and other HR technologies can have an effect on organizational
success.
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An Introduction to Data Analytics and HR Technology
According to a recent SHRM symposium, “HR is ripe for disruption and
transformation.”84 HR managers will have to become even more knowledgeable of data
management and manipulation in order to continue to do their jobs. One area of required
knowledge is data analytics. Data analytics is the process of accessing large amounts of data in
order to analyze those data and gain insight into significant trends or patterns within
organizations or industries. Computing power has obviously been increasing at a remarkable
rate for the past 25 years, as has the ability to both create and store large amounts of data
and information. This ability to create huge amounts of data has led to the concept of “big
data.”
2-4 Applying the Concept
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The Internal Environment
Identify which internal environmental factor is referred to in each statement, and then write the letter
corresponding to that factor before the statement.
1. strategy
2. structure
3. culture
____ 16. “At Victoria’s Secret, we focus on selling clothes and other products to women.”
____ 17. “At the SEC, we have several layers of management.”
____ 18. “At Ford, quality is job one.”
____ 19. “Walking around the office, I realized that I would have to wear a jacket and tie every
day.”
____ 20. “I work in the production department, and she works in the marketing department.”

Big data involves the collection of extremely large data sets—so large, in fact, that data
analytics on these data sets would have been impossible until recently, since we just did not
have the computing power or the programs available. With the advent of faster computers
and new analytics programs, we can now find patterns in these massive data sets that allow
us to make important organizational decisions—especially strategic decisions.

A Brief on Data Analytics
Companies like Google grew up on data analytics and big data. Director of Research Peter
Norvig said recently, “We don’t have better algorithms than anyone else; we just have more
data.”85 And Google analyzes all of that data looking for patterns that it can use. Many
other companies have joined this movement, including some powerful outsourcers like
IBM and Oracle, who are selling big data services.86 Other companies are doing their own
big data analysis. Amazon and Harrah’s in the United States, Tesco in the United
Kingdom, and Telco Smart Communications in the Philippines all have successfully used
big data as a competitive weapon, according to a McKinsey & Company report.87
The Coffee Bean uses data analytics to appraise employees’ performance, including the
revenue each employee brings in at the cash register. This creates an incentive for
employees to upsell products.
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Analysis of big data is providing information that companies can immediately act on as
well. A New York Times article notes that a recent analytical study showed that “the
communication skills and personal warmth of an employee’s supervisor are often crucial in
determining the employee’s tenure and performance.”88 A lot of HR managers have
anecdotally passed this information on to their line managers for many years, but now there
is at least some hard evidence supporting the view that the manager’s skill set matters when
working to improve productivity.
Because of big data, we can now analyze thousands or even millions of instances of
interaction between people in and between organizations and look for patterns to those
interactions. According to the Harvard Business Review, “We can measure, and therefore
manage, more precisely than ever.”89 If we find a pattern, it may tell us what we should do
based on data rather than instinct. We can “directly translate that [pattern] knowledge into
improved decision making and performance.”90
Data analytics Process of accessing large amounts of data in order to analyze those data and gain insight into
significant trends or patterns within organizations or industries

HR Technology
Data analytics has a place in HRM, just as it does in other areas of management. HR
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managers must become comfortable with collecting and analyzing big data to drive
results.91 Analytics tools and other HR technology can be used for many HR functions,
such as talent acquisition and management, training and development, work and job
analysis, productivity analysis, motivation, retention, and engagement.92 However,
according to a recent set of studies from Accenture and the United Kingdom’s Chartered
Institute of Personnel and Development (CIPD), organizational silos, skills shortages, and
suspicion about reducing human beings to data points are “preventing HR departments
from effectively using talent analytics.”93
The convergence of HRM and big data is sometimes called workforce science. Peter Capelli,
director of the Center for Human Resources at the University of Pennsylvania at Wharton,
says, “This is absolutely the way forward.”94 The ability to measure actions and reactions in
large numbers and find patterns in them is going to change the management of people in
organizations—not just in the long term, but in the immediate future. In fact, it is already
happening. Again, Google uses data analysis in HR just as much as it does in the marketing
of products and services. Google knows, for instance, that its most innovative workers “are
those who have a strong sense of mission about their work and . . . have autonomy.”95
In addition to analytics, HR has begun using other technologies to reach and inform
workers to a much greater extent than in the past. Part of this shift is because of the
comfort level of most employees with using technology. Virtually all HR recordkeeping in
business today is done through databases where information has to be entered only one
time. According to Insperity, an HR technology company, just about every aspect of
employment, from selection and onboarding to training, compensation and benefits,
performance reviews and mobile workforce management is being managed through a
variety of computers and personal technology devices like smartphones and tablets.96

Desired Outcomes
Companies shouldn’t do anything without good reason. What are the outcomes that we
seek from data analytics and HR Technology? A recent Boston Consulting Group (BCG)
study found that “companies that are highly skilled in core HR practices experience up to
3.5 times the revenue growth and as much as 2.1 times the profit margins of less capable
companies.”97 That is a shocking differential between skilled and less skilled organizations.
Successful discovery and utilization of data in HR metrics is one major point of difference
between top companies and others. HR managers who can use such metrics can gain their
“seat at the table” when strategy is being discussed in their firms.
A study by Accenture also noted that businesses are increasingly looking at internal people
processes in order to predict the impact of those processes on their business results.98 There
is no doubt that data analytics is becoming a critical area of expertise for HR managers—
especially at higher management levels.
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A couple of quotes from a recent Harvard Business Review research report summarize these
issues nicely: “The evidence is clear: data-driven decisions tend to be better decisions,” and
“Smart leaders across industries will see using big data for what it is: a management
revolution.”99
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Work Application 2-13
How does the HR department where you work or have worked use HRMS? If you don’t know, ask an HR
manager
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Human Resource Management Systems (HRMS)
Strategic planning requires the management and manipulation of large amounts of data
through the use of the data analytics processes introduced above, and HR serves as a broadbased organizational system using data to influence business performance.100 As a result,
most organizations today use complex computer systems to manage and manipulate those
data. Human resource management systems (HRMS) are one type of system used to
manage and analyze data in organizations.
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LO 2-7
Describe human resource management systems (HRMS) and identify how they can help HR make
decisions.

Human resource management systems (HRMS) Interacting database systems that aim at generating and
delivering HR information and allow us to automate some human resource management functions

What Are HRMS?
Human resource management systems (HRMS) are interacting database systems that
“aim at generating and delivering HR information and allow us to automate some human
resource management functions.”101 A slightly older term for such systems that you may
hear is Human Resource Information System or HRIS. Some of the most common features
in HRMS include modules for tracking attendance and leave, job, and pay history and for
logging appraisal scores and review dates. Others include modules for benefits enrollment
and tracking, succession management, training management, and time logging. There are
additional modules available, depending on the size and type of the organization.102

How Do HRMS Assist in Making Decisions?
According to a recent HR Magazine article, “HRMS platforms have come a long way. . . .
[T]oday’s systems include such key features as workforce management, performance
monitoring of the recruiting process, e-mail alert systems, and predictive analytics.”103 And
these new systems are very user-friendly. If we are planning a new strategic initiative that is
going to require certain training and skill sets, we can immediately search the HRMS
database to see how many individuals have the requisite skills and training. We can also use
the information stored in the database to make daily decisions within the HR department.
For example, since training records are available in the HRMS, if we need to determine
who has completed conflict management coursework for a new team being created in the
company, we can quickly identify those individuals with that skill set. We can also use the
same databases when considering promotions, transfers, and many other daily activities that
are required inside the organization.
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LO 2-8
Identify the common measurement tools for strategic HRM.
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Measurement Tools for Strategic HRM
Housed within many HRMS are statistical packages for HRM. Just as we have to quantify
and measure other parts of the organization, we also have measurement tools specific to
HRM. Some of the most common tools are economic value added (EVA) balanced
scorecards, including organizational scorecards and HR scorecards, and return on
investment (ROI). Let’s take a brief look at each of these tools.
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SHRM
G:1
Economic Value Added

Economic Value Added (EVA)
Economic value added (EVA) is designed as a method for calculating the creation of value
for the organization’s shareholders. Economic value added (EVA) is a measure of profits
that remain after the cost of capital has been deducted from operating profits. It provides
shareholders and managers with a better understanding of how the business is performing
overall. As an equation, EVA would look like this:104

So EVA is a measure of how much money we made through our operations minus the
amount of money that we had to spend or borrow (at a particular interest rate) in order to
perform those operations. For a company to grow, it must generate average returns higher
than its capital costs.

220

SHRM
G:7
Return on Investment (ROI)

Return on Investment (ROI)
The concept of ROI is, at its core, very simple. Return on investment (ROI) is a measure
of the financial return we receive because of something that we do to invest in our organization
or its people. ROI is most commonly used in financial analyses, but many areas of HR lend
themselves to ROI calculations. These areas include training, outsourcing, benefits,
diversity, and many others. In each of these areas, we can calculate the cost of the process—
whether that process is training, diversity management, or anything else—and compare that
to the returns we get from the process.
Economic value added (EVA) Measure of profits that remain after the cost of capital has been deducted
from operating profits
Return on investment (ROI) Measure of the financial return we receive because of something that we do to
invest in our organization or its people

To calculate ROI, you need two figures: the cost of the investment and the gain that you
receive from making the investment. From there, the calculation is pretty simple:

Let’s use a quick example to illustrate. Assume that we create a training course to improve
the skills of our assembly workers, and also assume that we send those workers through that
program. To send all of the workers through the training costs us $1,000,000. We know
that historically, during a normal year of production, the assembly workers have been able
to assemble $5,000,000 worth of our product. However, after the training is complete, we
measure our assembly process over the ensuing year and find that our amount of product
created that year has increased to $8,000,000. This gives us a $3,000,000 gain from the
investment. We can plug these numbers into our calculation and find out the following:

So in this case, our return on investment over the course of 1 year is 2 times the cost of the
investment.
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It is always important to calculate at least a rough ROI for any investment in organizational
resources. There’s a definite need to understand how much we get in return for an
investment in our people. Don’t just assume that the return on investment is always
positive—because it’s not.

Balanced Scorecard (BSC)
Is your organization achieving its mission? If you don’t have a quick and accurate answer,
then besides financial measures, you need a BSC.105 The BSC is one of the most highly
touted management tools today.106 The BSC concept, credited to Robert Kaplan and
David Norton,107 basically states that measurement of an organization’s success using
purely financial measures is not sufficient. The organization also has to take into account
nonfinancial measures, like the learning and growth rate of its human resources pool,
designed to help the organization compete strategically within its industry.108
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SHRM
G:2/G:9
Balanced Scorecard/Organizational Scorecard

The balanced scorecard (BSC) measures financial, customer service, internal process, and
learning and growth (or sustainability) measures. All four dimensions of the scorecard are
equally important, because the results in each area affect the other areas of performance.
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HR Scorecard
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Work Application 2-14
Which measurement tools are used where you work or have worked? If you don’t know, ask a financial
manager whether EVA, ROI, BSC, and/or an HR scorecard are used.

Balanced scorecard (BSC) A scorecard measuring financial, customer service, internal process, and learning
and growth (or sustainability) measures
HR scorecard A score identifying HR deliverables and HR system alignment; compares HR alignment with
strategy, and measures organizational gains created by HR practices

HR Scorecard
In addition to the organization’s balanced scorecard, an HR scorecard has been designed
and is being used by many businesses in operation today. The HR scorecard identifies HR
deliverables and HR system alignment, compares HR alignment with strategy, and measures
organizational gains created by HR practices.109 Let’s explain each of these four dimensions
of the HR scorecard.
1. Identifying HR deliverables. What functions does HR perform, and what services does
HR deliver that provide value to the organization? These functions include many
things we will introduce you to in this book—recruiting, selection, training,
employee development, compensation and incentives, and many more.
2. Identifying HR system alignment through the use of a high-performance work system
(HPWS). HPWS is a set of HR practices—including comprehensive employee
recruitment and selection procedures, compensation and performance management
systems, information sharing, and extensive employee involvement and training—
that can improve the acquisition, development, and retention of a talented and
motivated workforce.110
3. Aligning the system with company strategy. This is the process of comparing the HPWS
with the organization’s strategic plan and making sure that the HR procedures being
followed match well with a strategic direction of the company. In other words, if we
are a differentiated producer, we need to make sure all of the recruiting, selection,
training, and other processes are aligned with that differentiation strategy.
4. Identifying HR efficiency measures. This is the process of measuring the returns that
the organization gets from its HR management policies through the use of items such
as the EVA and ROI calculations above.
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Trends and Issues in HRM
Here we continue our discussion of some of the most important issues and trends in HRM
today. In this chapter, we chose the following issues: the misalignment of structure, culture,
and the rate of technological change; and the continuing globalization of business, which
increases the need for strategic planning. Let’s discuss each of these topics separately.
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LO 2-9
Discuss the role of culture, technology, and globalization in HRM.

Structure, Culture, and Technology Are Misaligned
A 2017 Deloitte Global Human Capital Trends report noted that “Technology is
advancing at an unprecedented rate. Individuals are relatively quick to adapt to ongoing
innovations, but organizations move at a slower pace. Many still retain industrial age
structure and practices that are long outdated.”111 These structural and cultural issues
plague corporations in all industries and all parts of the world—most of them don’t adapt
quickly to change. We briefed you on the general issue of organizational agility in the
Chapter 1 Trends and Issues section, but here we want to quickly review the inertia that is
caused by organizational structure and culture and show why companies have to make a
concerted effort to modify those elements to become more agile.
Recall from earlier in the chapter that strong (centralized, formalized, and moderately
complex) organizational structures can provide strong control over what happens within a
company. This control is a desired state for the leaders because it helps stabilize the firm—
nobody likes losing control of their business. So, in order to adapt to technologies that are
“advancing at an unprecedented rate” companies will need to let go of some of that control,
and that’s not easy for managers who have maintained control for many years as leaders of
their business. Managers and executives will have to decentralize, allowing members of the
company to make decisions within their areas of responsibility. Leaders will also have to
lower formalization and allow processes to adapt to new ways to accomplish tasks, and they
probably have to allow even more complexity so that line employees can react quickly when
necessary.
Similarly, a strong culture can be a serious impediment to fast adaptation, or agility.
Remember that culture is based on a collective set of values that members of the
organization share, and is one of the most powerful controlling forces in an organization.
Also, remember that values are deeply held beliefs and, as a result, are extremely hard to
change—at least quickly. Some cultures have adaptability built in, but most do not. So
strong, rigid cultures will resist quick rates of change in the business. If a company is going
to need to adapt fast to many different changes in lots of areas, inflexible cultures will have
to be modified. In a battle between culture and market forces, culture will win almost every
time. So we have to modify the culture to be more agile in adopting and in figuring out
new uses for the technology that is becoming readily available, or we will never be able to
create or maintain a sustainable competitive advantage over competitors.
Going global takes effective strategic planning. As Nissan continues evaluating its global
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strategy, they emphasize utilizing local human resources in each market. They also
emphasize the value of diversity in discussing its global corporate culture in its strategic
plan for globalization.

Bloomberg/Kiyoshi Ota/Bloomberg via Getty Images

Continuing Globalization Increases the Need for Strategic
HRM Planning
You may think that with the current state of affairs, where federal governments from North
America to the European Union are retrenching and breaking off trade and business
partnerships with former partners in other countries, globalization is becoming a less
significant issue. However, you would be wrong. As business in most industries continues
to globalize out of necessity, competition will inevitably increase. Competitors need to gain
access to more markets; and as more competitors gain access to more and more markets,
competition will steadily increase. This increasing competition puts pressure on businesses
to create a plan to overcome their competitors’ advantages.
As we noted earlier in this chapter, the process of strategic planning is designed to analyze
the competitive landscape that our organization faces and to create a workable plan that
will allow us to compete within that landscape. So as competition increases, developing a
good, solid “global” strategy and implementing continuous reviews of our strategic plans
become more and more significant.
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Companies must become more competent global competitors. For HRM, this means that
HR managers will need to become better at managing expatriate employees, paying wages
across national borders, managing disparate country laws and regulations, and much more.
We will discuss the globalization issues for HRM in more detail in Chapter 16.
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Chapter Summary
2-1 Identify and explain the major components of the external environment.
There are nine major external forces:
Customers. Companies must continually improve products to create value for
their customers.
Competition. Organizations compete against each other for customers, for the
same employees, and sometimes for suppliers. Competitors’ strategic moves
affect the performance of the organization.
Suppliers. The firm’s performance is affected by its suppliers. Therefore, it is
important to develop close working relationships with your suppliers; and close
relationships require employees who have the ability to communicate,
empathize, negotiate, and come to mutually advantageous agreements.
Labor force. The recruits available to, and the employees of, an organization
have a direct effect on its performance. Management recruits human resources
from the available labor force outside the company’s boundaries.
Shareholders. The owners of a corporation, known as shareholders, influence
management. Most shareholders of large corporations are not involved in the
day-to-day operation of the firm, but they do vote for the board of directors,
and the top manager reports to the board of directors.
Society. Individuals and groups within society pressure business for changes.
People who live in the same area with the business do not want it to pollute the
air or water or otherwise abuse natural resources.
Technology. Technology has changed the speed and the manner in which
organizations conduct and transact business. Changing technologies require
technologically savvy employees who have the ability to adapt to new processes.
The economy. No organization has control over economic growth, inflation,
interest rates, foreign exchange rates, and so on. In general, businesses do better
when the economy is growing than they do during recessions.
Governments. National, state, and local governments all set laws and regulations
that businesses must obey. Governments create both opportunities and
obstacles for businesses. To a large extent, business may not do whatever it
wants to do; the government sets guidelines.
2-2 Discuss how having a vision and mission helps organizations design a strategy
and focus their resources.
The vision is fuzzy; it is not specific in that we don’t say how we’re going to do a
particular thing. Instead, we identify a future state for the organization. So, the
question that we answer with the vision is, “What do we want to become as an
organization?”
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In contrast, the mission is more specific. It is a statement of what the various
organizational units will do and what they hope to accomplish, in alignment with the
organizational vision. So, the mission statement answers the question, “What do we
need to do in order to become what we have envisioned?”
When you put the vision and mission together, the people in the organization get a
more complete picture of what direction they are expected to go in. This allows the
people in the organization to focus on going in that particular direction. Once
everyone is focused on going in the same direction, it becomes much easier for the
organization to design and achieve goals in keeping with the mission and vision. This
focus on moving in the same direction is the thing that makes a vision and mission so
powerful. If everyone in the organization is focused on the same end result, it is much
more likely that the organization will achieve that end result.
2-3 Identify the three types of strategy, two methods to analyze strategy, and the
objective writing model.
The three types of strategy are: cost leadership focusing on keeping the cost of
producing products or services; often selling at lower prices. Differentiation focusing
on creating an impression of difference and charging higher prices. Focus or niche
focusing on a specific portion of a larger market.
The two methods of strategic analysis are: The five-force analysis to determine the
external competitive situations; analyzing the rivalry among competitors, threat of
substitute products or services, potential new entrants, power of suppliers, and power
of buyers. The SWOT analysis analyzes the internal environment of strengths,
weaknesses, opportunities, and threats.
The writing objective model is:
To + action verb, + singular, specific, measurable result + target date
2-4 Identify and describe the major components of organizational structure and
why it is important to understand them.
All of an organization’s resources must be structured effectively if it is to achieve its
mission. Structure is made up of three major components:
Complexity, which is the degree to which three types of differentiation exist
within the organization. These three types are vertical differentiation,
horizontal differentiation, and spatial differentiation. The more the
organization is divided—whether vertically, horizontally, or spatially—the
more difficult it is to manage.
Formalization, which is the degree to which jobs are standardized within an
organization. The more we can standardize the organization and its processes,
the easier it is to control those processes.
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Centralization, which is the degree to which decision making is concentrated
within the organization at a single point—usually at the top. A highly
centralized organization would have all authority concentrated at the top, while
a decentralized organization would have authority spread throughout. If
authority can be centralized, we can take advantage of learning curve effects
that help to improve our decision making over time.
2-5 Discuss how organizational culture affects the members of the organization.
Organizational culture consists of the values, beliefs, and assumptions about
appropriate behavior that members of an organization share. Organizational culture
is primarily learned through observing people and events in the organization.
Because organizational culture is based at least partly on assumptions, values, and
beliefs, the culture can control how people act within its boundaries. Since
assumptions, values, and beliefs are such strong influences, individuals will generally
act to conform to the culture. For the most part, we all act to conform to the culture
that we happen to be in at any given point in time, and that’s because cultural values
push us to act that way.
2-6 Identify areas of human resource management (HRM) where data analytics
and other HR technologies can have an effect on organizational success.
Analytics can tell us what to do based on data rather than instinct. We can directly
translate historical patterns that we find into improved decision making and
performance. Virtually every aspect of HR in organizations is being affected by this
and other technologies. Insperity, an HR technology company says: from selection
and onboarding to training, compensation and benefits, performance reviews and
mobile workforce management is being managed through a variety of computers and
personal technology devices like smartphones and tablets.
2-7 Describe human resource management systems (HRMS) and identify how
they can help HR make decisions.
Human resource management systems (HRMS) are interacting database systems that
aim to generate and deliver HR information and allow us to automate some HRM
functions. They are primarily database management systems, designed especially for
use in HR functions.
HRMS allow us to maintain control of our HR information and make it available for
use during the strategic-planning process. Having this information immediately
available makes the strategic-planning process both quicker and smoother. We can
also use the information stored in the database to make daily decisions within the HR
department, such as a decision on whom to send to a particular training class. We
can also use these databases when considering promotions, transfers, team
assignments, and many other daily activities that are required inside the organization.
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2-8 Identify the common measurement tools for strategic HRM.
We discussed four common tools in this chapter: economic value added (EVA),
return on investment (ROI), the balanced scorecard (BSC), and the HR scorecard.
EVA is a measure of profits that remain after the cost of capital has been deducted
from operating profits. ROI is a measure of the financial return we receive because of
something that we do to invest in our organization or its people. The BSC says that
measurement of an organization’s success using purely financial measures is not
sufficient. The organization also has to take into account nonfinancial measures
designed to help the organization compete strategically within its industry. While
financial measurement is one of the four perspectives in the organization’s BSC, the
BSC also includes customer measures, internal process measures, and learning and
growth (or sustainability) measures.
Many businesses today use the HR scorecard. The four dimensions of the HR
scorecard are (1) identifying HR deliverables, (2) identifying HR system alignment
through use of the high-performance work system, (3) aligning the system with
company strategy, and (4) identifying HR efficiency measures.
2-9 Discuss the role of culture, technology, and globalization in HRM.
Managers and executives will need to foster a culture where individuals can adapt to
workplace changes driven by technology and globalization. They may do this through
decentralization of responsibility, and lower formalization to allow employees to
work more quickly amid increasing complexity. By modifying inflexible cultures,
organizations can be better suited to the modern workplace, which includes accessing
more markets and navigating increased competition.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. __________ is a plan of action to achieve a particular set of objectives.
2. __________ is what we expect to become as an organization at a particular future
point in time.
3. __________ consists of our expectations of what we’re going to do in order to
become the organization that we have envisioned.
4. __________ state what is to be accomplished in singular, specific, and measurable
terms, with a target date.
5. __________ refers to the way in which an organization groups its resources to
accomplish its mission.
6. __________ is the degree to which three types of differentiation exist within the
organization.
7. __________ is the degree to which jobs are standardized within an organization.
8. __________ is the degree to which decision making is concentrated within the
organization at a single point—usually at the top of the organization.
9. __________ consists of the values, beliefs, and assumptions about appropriate
behavior that members of an organization share.
10. __________ is the process of accessing large amounts of data in order to analyze
those data and gain insight into significant trends or patterns within organizations or
industries.
11. __________ are interacting database systems that aim at generating and delivering
HR information and that allow us to automate some human resource management
functions.
12. __________ is a measure of profits that remain after the cost of capital has been
deducted from operating profits.
13. __________ is a measure of the financial return we receive because of something that
we do to invest in our organization or its people.
14. __________ measures financial, customer service, internal process, and learning and
growth (sustainability).
15. __________ identifies HR deliverables, identifies HR system alignment, compares
HR alignment with strategy, and measures organizational gains created by HR
practices.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Can you name a business that you know of in which competition has increased
significantly in the past few years? Why do you think competition has increased in
this case?
2. What are some of the ways in which the environmental factors that we discussed in
this chapter directly affect the organization?
3. Do you agree that every organization needs a strategic plan? Why or why not?
4. Think about the technological changes that have occurred since you were born. Do
you think those changes have affected the strategic-planning process? How?
5. What should a mission statement focus on—customers, competitors,
products/services, the employee environment, or something else? Identify why you
chose a particular answer.
6. We discussed the three major generic strategies in this chapter. Can you think of
examples of each of the three strategies in specific businesses you know of? In your
opinion, how successful have these companies been with their strategy?
7. If you were going to design the structure for a new, innovative start-up company,
what kind of structure would you try to create in regard to level of complexity,
formalization, and centralization? Why would you set up this type of structure?
8. Which of the five artifacts, or important ways in which employees learn about
culture, do you think is most important? Why?
9. Name some situations in HRM when you would want to use either economic value
added (EVA) or return on investment (ROI) as an analytical tool.
10. Do you agree that balanced scorecards are good tools for evaluating the organization’s
overall performance? Why or why not? What measures would you add to the
scorecard to improve it?
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Case 2-1 Catalya Hats: Pulling a Rabbit out of the Hat or
Coming up Empty Handed?(1)
Catalya Hats, a millinery company began from a simple design of a Panama hat in Ricardo
Catalya’s home in Ecuador. Mr. Catalya had no idea that when he created his first Panama
hat in 1906 to protect himself from the sun, it would become an iconic fashion classic. His
hats were crafted from the finest natural toquilla straw fiber; no fibers were ever the same.
In fact, each hat had its own character because the materials were different in shape and
color. Toquilla comes from a straw plant, which cannot be woven by a machine. It can be
woven only by hand. Depending on the weave count, one hat could take anywhere between
one week and three months to manufacture.
It did not take long for many powerful businesspersons and celebrities from the United
States to take recognition of these handcrafted pieces at the time. The company’s strategy
was to become a globally integrated, quality hat company. For over 100 years, the industry
has praised the company, and helped the company raise its annual revenue to $25.5 million
by 2006.
Nearly all of the top managers started their careers with the firm and had worked their way
up to their positions. The firm’s practice, started by its founder, was for all employees to
learn the business from the ground up, starting with working on the production line
assisting the hat makers (regardless of their actual field of expertise), and then rotating
through every job dealing with hat production and distribution, including actual hat
making. This approach to employee training ensured that everyone in the firm, regardless
of their specific tasks and responsibilities, had a personal connection not only to every job
performed but also to most of the people who performed them.
The company’s accomplishments were due in no small part to its cross-functional corporate
structure, a structure that reinforced egalitarian decision making. By definition, the
company’s team or project members came from more than one functional area of the
company, working together toward a common goal and a common bond: a love of hats.
This structure ensured that the work groups were able to carry out the company’s mission
of making every hat a unique experience. Catalya’s organizational culture was therefore
family-based and family-driven, as enlivened through the managers’ and employees’ work
attitudes and behaviors. The top-level managers were leaders who set and implemented
these values and beliefs, as well as how an employee should be treated; they role-modeled
how an employee should perform when representing the firm, both within and without.
The firm finally maxed out its production capacity at the turn of the 21st century, stalling
the family’s plans for international growth and expansion. Although profitable, the family
did not have the financial wherewithal to support a sizable plant investment and thereby
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continued to focus on process and production improvements through technological
innovation. In 2016, the firm was reluctantly sold to a private investor, Ralph Dweck, who
had the capital needed to expand the name and brand. Essential parts of the purchasing
agreement were that Mr. Dweck agreed to retain the current employees and staff for a
minimum of two years and that he would remain true to the quality and traditions of the
firm. Mr. Dweck understood that his new staff might not see or agree with his “big
picture,” his vision for international growth and expansion, and he hoped that he could
move them out of their “familial” surroundings and transition them into a more corporate,
professional milieu and mind-set.
At the first major executive meeting, he rolled out his plans to enter into new international
markets and distribution channels. Everyone seemed onboard with these growth plans until
Mr. Dweck discussed the need to find international business partners in order to expand
the firm’s operation. These partners, specifically firms with innovative technology and
excess production capability, would dramatically increase the firm’s production capacity
while leveraging Catalya’s good name. Some form of outsourcing of production seemed to
make the most sense to Mr. Dweck, given the limited financial investment required.
Nonetheless his proposal received opposition from many of the top managers within the
firm.
Brian Bianco, the vice president of operations, argued that no one could make Catalya hats
like Catalya employees and that unless these “partners” were going to be trained by Catalya
hat makers that the products would be of inferior quality. He proposed instead to increase
the current plant size and capacity, take on a larger work force, and continue the tradition
of producing high-quality hats made in Ecuador. He felt that local monitoring and quality
control techniques would ensure that the firm would maintain high production standards,
standards that would allow the firm to continue to excel as a top-flight connoisseur hat
maker.
Evelyn Choi, manager of production, echoed Bianco’s concerns about outsourcing
production reminding everyone of Ricardo Catalya’s legacy and the pride employees had in
working for such a prestigious firm. Janice Warling in Public Relations thought that they
would garner far more public support by “making local, being global” and that they could
leverage the “fair trade” movement by touting how well their workers were paid as well as
their pristine working conditions. She thought that they could even seek government
funding and support to help them grow the business (low or no interest loans, tax
abatements or rebates, etc.). Tori Baugmart, the vice president of human resources,
reinforced these sentiments and indicated that labor was plentiful, fairly well skilled, and
was not overly costly as compared to other workforces.
In response to these negative comments, Mr. Dweck tried to explain to his team the need
to ride the wave of consumer demand for these hats without committing a huge amount of
resources for gearing up production. He was afraid that this increased demand might be
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short-lived, having quadrupled in the last five years, and that the firm might get caught in a
fad downturn rather than climbing up the surging wave of a fashion trend. Outsourcing
seemed to be the best short-term solution to solving the supply gap, a gap that could not be
shrunk through price increases.
Questions
1. What is Catalya Hats’s vision/mission and how might it explain why the Catalya
family sold their firm to a private investor, Ralph Dweck?
2. What external environmental factors underlie the discussion of whether production
of Catalya hats should or should not be outsourced?
3. What is the strategy of Catalya Hats, and how does it affect its HR policies?
4. The discussion around outsourcing of production to foreign partners is an example of
which five forces of competitive analysis?
5. What was the firm’s basic structure, and how did it reinforce their strategy?
6. How did the firm’s culture support their strategy?
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Case 2-2 Strategy-Driven HR Management: Netflix, A
Behind-the-Scenes Look at Delivering Entertainment
Netflix is a highly successful retailer of movie rental services, with a market value of over
$25 billion. It offers a subscription service that allows its members to stream shows and
movies instantly over the Internet on game consoles, Blu-ray players, HDTVs, set-top
boxes, home theater systems, phones, and tablets. Netflix also includes a subscription
service for those who prefer to receive discs via the US mail (rather than streaming),
without the hassle of due dates or late fees.
The idea of a home delivery movie service came to CEO Read Hastings when he was forced
to pay $40 in overdue fines after returning a video of the movie Apollo 13 to Blockbuster.
He realized that he could capitalize on an existing distribution system (the US Post Office)
that did not require renters to leave their homes. The Netflix website was launched on
August 29, 1997, with only 30 employees and 925 movies available for rent. It used a
traditional pay-per-rental model, charging $0.50 per rental plus US postage, and late fees
applied. Netflix introduced the monthly subscription concept in September 1999, and then
it dropped the single-rental model in early 2000. Since that time, the company has built its
reputation on the business model of flat-fee unlimited rentals without due dates, late fees,
or shipping and handling fees. In addition, its online streaming service doesn’t have pertitle rental fees.(1) Throughout 2014, Netflix’s total sales grew by 21%, generating a net
income of $112 million.(2) Subscribers increased by almost 40% that year, reaching 46
million, and the stock value tripled from 2012 to 2014. But how did they reach that point?
(3)
There are many reasons why Netflix’s strategy is successful, yet the numbers tell only the
results and not the behind-the-scenes story. According to Read Hastings and former chief
talent officer (CTO) Patty McCord, this success is not a surprise at all, given Netflix’s
business model. But more important, they say, is Netflix’s HR strategy, which is to create
an environment of fully motivated employees who understand the culture of the company
and perform exceptionally well within it. Hastings and McCord had the foresight to
document their HR strategy via PowerPoint, and soon these slides went viral, with more
than 5 million views on the Web. McCord described Netflix’s HR strategy as consisting of
the following steps:
1. Selecting new employees/recruiting. Hire employees who care about, understand, and
then prioritize the company’s interests. This will eliminate the need for formal
regulations and policies, because these employees will strive to grow the company for
their own self-satisfaction. This sets Netflix apart from the many companies that do
not hire employees who would be a great fit with the company’s culture and that
therefore still spend great amounts of time and money on enforcing their HR policies
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—policies that target only 3% of their workforce.(4)
2. Talent management/matching employees with jobs. To avoid high employee turnover, a
company must recruit talented people with the right skills, although mismatches may
occur. Layoffs and firings are also inevitable, given changing business cycles. In such
cases, it is HR’s duty to place employees in departments that match the employees’
skill sets, as well as to train employees to meet changing business needs.(5)
3. Send the right messages. To boost overall employee morale, most HR departments
throw parties or give away free items. But when stock prices are decreasing or sales
numbers are not as high as predicted, what use would a company have for an office
party? Netflix executives stated that they have not seen an HR initiative that truly
improved morale. Instead of cheerleading, employees need to be educated about how
the company earns its revenue and what behaviors will drive its success. By receiving
clear messages about how employees should execute and commit to their duties,
employees will be more informed about the criteria they will need to meet to receive
their bonuses, and they will therefore be more apt to receive those bonuses. Knowing
what to do and how to do it, employees’ motivation will increase; and with increased
motivation, morale and performance will improve.(6)
4. Performance evaluation. Netflix implemented informal 360-degree reviews after
realizing that formal review sessions were not effective. These informal 360-degree
sessions allowed workers to give honest opinions about themselves and colleagues—
focusing on whether certain policies should stop, start, continue, or change. Instead
of relying on bureaucratic measures, employees valued these conversations as an
organic part of their work; and those conversations have been demonstrated to
increase employee performance.(7) For example, Netflix found that when its
employees perceived their bosses as less than expert in their field, employee
performance dropped. Employees indicated that managers who relied on charm or
IQ were not trusted and received low subordinate appraisals.
Questions
1. Netflix was a pioneer in the online video rental market, making “old-fashioned”
DVD rentals a thing of the past and putting Blockbuster out of business. Using the
five-forces model, describe how Netflix changed the entertainment rental industry.
2. What is Netflix’s competitive strategy? What does it believe is the driving force that
makes this strategy so successful? Do you agree?
3. In terms of sustaining the company’s competitive advantage, what is the most
important step that Netflix has taken, as noted by Hastings and McCord?
4. “Where we want to be, how to get there, and where are we now” are key points of a
successful company’s strategy. How do the company’s HR policies support the firm’s
strategy?
5. How does Netflix monitor its employees’ performance? Would you prefer to be
evaluated this way or through a balanced scorecard (BSC) approach? Explain your
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position.
6. How would you create a link between customers and the way employees perform to
assure that incentives are distributed evenly and equally at Netflix?
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Skill Builder 2-1 Writing Objectives
For this exercise, you will first work at improving ineffective objectives. Then you will write
nine objectives for yourself.
Objective
To develop your skill at writing objectives
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—conceptual and design
2. SHRM 2016 Curriculum Guidebook—J: Strategic HR
Part A
Indicate which of the criteria each of the following objectives fails to meet in the model and
rewrite the objective so that it meets all those criteria. When writing objectives, use the
following model:
To + action verb + single, specific, and measurable result + target date
1. To improve our company image by the end of 2020
Criteria not met: ________________________________________
Improved objective: _____________________________________
______________________________________________________
______________________________________________________
2. To increase the number of customers by 10%
Criteria not met: ________________________________________
Improved objective: _____________________________________
______________________________________________________
______________________________________________________
3. To increase profits during 2020
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Criteria not met: ________________________________________
Improved objective: _____________________________________
______________________________________________________
______________________________________________________
4. To sell 5% more hot dogs and 13% more soda at the baseball game on Sunday, June
14, 2020
Criteria not met: ________________________________________
Improved objective: _____________________________________
______________________________________________________
______________________________________________________
Part B
Write three educational, three personal, and three career objectives you want to accomplish.
These may be short-term (something you want to accomplish today), long-term (something
you want to have accomplished 20 years from now), or medium-term objectives. Be sure to
structure your objectives using the model and meeting the criteria for effective objectives.
Educational Objectives
1. __________________________________________________
___________________________________________________
___________________________________________________
2. __________________________________________________
___________________________________________________
___________________________________________________
3. __________________________________________________
___________________________________________________
___________________________________________________
Personal Objectives
1. __________________________________________________
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___________________________________________________
___________________________________________________
2. __________________________________________________
___________________________________________________
___________________________________________________
3. __________________________________________________
___________________________________________________
___________________________________________________
Career Objectives
1. __________________________________________________
___________________________________________________
___________________________________________________
2. __________________________________________________
___________________________________________________
___________________________________________________
3. __________________________________________________
___________________________________________________
___________________________________________________
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
_______________________________________________________
Your instructor may ask you to do this Skill Builder in class in a group. If so, the instructor
will provide you with any necessary information or additional instructions.
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Skill Builder 2-2 Strategic Planning at Your College
This exercise enables you to apply the strategic-planning process to your college or
university as an individual and/or a group. Complete each step by typing or writing out
your answers. You can also conduct this exercise for another organization.
Objective
To develop your strategic-planning skills by analyzing the internal environment of strategy,
structure, and culture
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—conceptual and design
2. SHRM 2016 Curriculum Guidebook—J: Strategic HR
Part A: Strategy
Step 1: Develop a Mission
1. What is the vision and mission statement of your university/college or
school/department?
2. Is the mission statement easy to understand and remember?
3. How would you improve the mission statement?
Step 2: Identify a Strategy
Which of the three generic strategies does your school or department use?
Step 3: Conduct Strategic Analysis
1. Conduct a five-forces competitive analysis, like that in Exhibit 2-4 (page 50).
2. Complete a SWOT analysis, like that in Exhibit 2-5 (page 51).
3. Determine the competitive advantage (if any) of your university/college or
school/department.
Step 4: Set Objectives
What are some objectives of your university/college or school/department?
Step 5: Implement, Monitor, and Evaluate Strategies
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How would you rate your university/college’s or school/department’s strategic planning?
How could it be improved?
Part B: Structure
Describe your school or department’s organizational structure in terms of its complexity,
formalization, and centralization.
Part C: Culture
Identify artifacts in each of the categories of heroes, stories, slogans, symbols, and
ceremonies.
Identify the cultural levels of the organization’s behaviors, values and beliefs, and
assumptions.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
_______________________________________________________
Your instructor may ask you to do this Skill Builder in class in a group. If so, the instructor
will provide you with any necessary information or additional instructions.
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3 The Legal Environment and Diversity
Management
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Learning Objectives
After studying this chapter, you should be able to do the following:
3-1 Describe the OUCH test and its four components, and identify when it is useful in an
organizational setting. PAGE 76
3-2 Identify the major equal employment opportunity (EEO) laws and the groups of people that
each law protects. PAGE 79
3-3 Briefly describe the EEOC’s functions, employee rights, and employer responsibilities in
conjunction with EEO laws. PAGE 91
3-4 Discuss the differences among equal employment opportunity, affirmative action, and diversity.
PAGE 93
3-5 Identify the two primary types of sexual harassment and how to reduce company risk from
harassment lawsuits. PAGE 99
3-6 Discuss the employer accommodations that are required to avoid unnecessary religious
discrimination. PAGE 102
3-7 Discuss trends in HRM including the role of technology in diversity management and sexual
orientation and gender identity discrimination. PAGE 102
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Practitioner’s Perspective
Cindy says: One of the reasons some agree with the Dilbert comic strip depiction of the HR manager as
devoid of feeling is due to the necessity of fair and uniform enforcement of government rules and
regulations, as well as the company’s own policies and procedures. Aaron—a favorite with the patients and a
willing overtime worker—misread the schedule and missed a day of work at the hospital. A no-call/no-show
merits a written warning, but Aaron’s supervisor didn’t want to administer the discipline.
“Well,” I asked, “what if we were talking about another less exemplary employee? What about, oh, let’s say
—Sandy? What would you do if she was NC/NS?”
“Hey, no problem there—I’d write up Sandy in an instant!” replied the supervisor.
“Wait—wouldn’t that be discrimination?” Different treatment of individuals who are in similar
circumstances opens the door to legal liability. In Chapter 3, we’ll explore why HR is required to advise and
assist with compliance issues—no matter how “heartless” it may appear.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
B. Employment Law (required)
1. Age Discrimination in Employment Act of 1967
2. Americans with Disabilities Act of 1990 and as amended in 2008
3. Equal Pay Act of 1963
4. Pregnancy Discrimination Act of 1978
5. Title VII of the Civil Rights Act of 1964 and 1991
6. Executive Order 11246 (1965)
10. Rehabilitation Act (1973)
15. Uniformed Services Employment and Reemployment Rights Act of 1994 (USERRA)
17. Enforcement agencies (EEOC, OFCCP)
24. Disparate impact
25. Disparate treatment
27. Unlawful harassment
Sexual
Religious
Disability
Race
Color
Nation of origin
28. Whistle-blowing/retaliation
29. Reasonable accommodation
ADA
Religious
31. Lilly Ledbetter Fair Pay Act
32. Genetic Information Nondiscrimination Act (GINA)
35. Immigration Reform and Control Act (IRCA)
38. Immigration and Nationality Act (INA)
E. Job Analysis/Job Design (required)
6. Compliance with legal requirements
Equal employment (job-relatedness, bona fide occupational qualifications, and the
reasonable accommodation process)
F. Managing a Diverse Workforce (required)
1. Equal employment opportunity (EEO)
2. Affirmative action (AA)
4. Individuals with disabilities
6. Racial/ethnic diversity
7. Religion
8. Reverse discrimination
9. Sex/gender issues
12. Business case for diversity
I. Staffing: Recruitment and Selection (required)
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15. Bona fide occupational qualifications (BFOQs)

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
The Legal Environment for HRM and a User’s Guide to Managing People
Protecing Your Organization
The OUCH Test
Objective
Uniform in Application
Major Employment Laws
Equal Pay Act of 1963
Title VII of the Civil Rights Act of 1964 (CRA)
Age Discrimination in Employment Act of 1967 (ADEA)
Vietnam Era Veterans Readjustment Assistance Act of 1974 (VEVRAA)
Pregnancy Discrimination Act of 1978 (PDA)
Americans With Disabilities Act of 1990 (ADA), as Amended in 2008
Civil Rights Act of 1991
Uniformed Services Employment and Reemployment Rights Act of 1994 (USERRA)
Veterans Benefits Improvement Act of 2004 (VBIA)
Title II of the Genetic Information Nondiscrimination Act of 2008 (GINA)
Lilly Ledbetter Fair Pay Act of 2009 (LLFPA)
Immigration Laws Relating to Employment and Equal Opportunity
Reminder: State and Local EEO Laws May Be Different
Equal Employment Opportunity Commission (EEOC)
What Does the EEOC Do?
Employee Rights Under the EEOC
Employer Rights and Prohibitions
EEO, Affirmative Action, and Diversity: What’s the Difference?
Affirmative Action (AA)
The Office of Federal Contract Compliance Programs (OFCCP)
Diversity in the Workforce
Sexual Harassment: A Special Type of Discrimination
Types of Sexual Harassment
What Constitutes Sexual Harassment?
Reducing Organizational Risk From Sexual Harassment Lawsuits
Religious Discrimination
Trends and Issues in HRM
Technology May Create New Dangers in Equal Opportunity and Diversity Management
Sexual Orientation and Gender Discrimination
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The Legal Environment for HRM and a User’s Guide to
Managing People
Let’s begin this chapter by discussing the legal environment and the need to protect your
organization from discrimination. Next, we present the OUCH test as a guide to managing
people without discrimination.
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LO 3-1
Describe the OUCH test and its four components and identify when it is useful in an organizational setting.

Protecting Your Organization
The HRM legal environment has become significantly more complex in the past 30 years.
There have been a significant number of laws enacted just in the past ten years that affect
how organizations must do business. In addition, we have grown to believe in the value of a
diverse workforce, much more so than in the 1960s and ’70s.1 In this chapter, we will
explore some of the laws that HR managers have to work with on a daily basis, and we will
also look in some more depth at diversity and why it is valuable in an organization.
Recall from the first chapter that one of the primary jobs of an HR manager in any
organization is to assist in avoiding any discriminatory employment situations that can
create legal, ethical, or social problems with employees, former employees, the community,
or other stakeholders. As a result, one of the first things we need to do in this chapter is
define discrimination, which is the act of making distinctions or choosing one thing over
another; in HR, it is making distinctions among people. So you can quickly see that we all
discriminate, every day. If managers don’t discriminate, then they’re not doing their jobs.
However, we want to avoid illegal discrimination based on a person’s membership in a
protected class (we will discuss protected classes shortly), and we want to avoid unfair
treatment of any of our employees at all times. Illegal discrimination is making distinctions
that harm people and that are based on those people’s membership in a protected class. This
chapter will teach you some of the tools that we can use to avoid illegal discrimination.

The OUCH Test
Before we start talking about equal employment opportunity and all of the forms of illegal
discrimination in the workplace, let’s take the opportunity to introduce you to the OUCH
test.2 The OUCH test is a rule of thumb used whenever you are contemplating any
employment action, to maintain fairness and equity for all of your employees or applicants. You
should use this test whenever you are contemplating any action that involves your
employees. For example you should use it when hiring new people, promoting employees,
deciding whether or not to give someone a raise, analyzing potential disciplinary action
against an employee, or in any other job-related action.
OUCH is an acronym that stands for Objective, Uniform in application, Consistent in
effect, Has job relatedness (see Exhibit 3-1).
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Work Application 3-1
Select an employment policy at the company where you work or at a company where you have worked.
Give it the OUCH test, stating whether it does or does not meet each of the four criteria.

Objective
Is the action objective, or is it subjective? Something that is objective is based on fact,
cognitive knowledge, or quantifiable evidence, not on personal feelings or prejudices.3
Something that is subjective is based on your emotional state, your opinion, or how you
feel in a certain circumstance, not on your cognitive knowledge. You should make your
employment actions as objective as possible, in all cases.
Discrimination The act of making distinctions or choosing one thing over another; in HR, it is making
distinctions among people
Illegal discrimination The act of making distinctions that harm people and that are based on those people’s
membership in a protected class
OUCH test A rule of thumb used whenever you are contemplating any employment action, to maintain
fairness and equity for all of your employees or applicants

Uniform in Application
Is the action being uniformly applied? In other words, if you apply an action in an
employment situation, are you applying that same action in all cases of the same type? For
example, if you have one applicant for a position take a written test, are you also having all
the applicants for that same position take the same written test, under the same conditions,
to the best of your ability? Making your actions uniform in application is more difficult
than you probably think it is.
If you ask someone to perform a test (whether written, verbal, or physical), you need to
create the exact same testing circumstances, as much as you can control them. For instance,
if you asked people to take a written exam, you would need to provide the exact same type
of setting for the test. If one person took the exam in a quiet room and the other in a noisy
hallway, your actions would not be uniform in application.
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Consistent in Effect
Does the action taken have a significantly different effect on one or more protected groups
than it has on the majority group? Determining consistency in effect is a bit more difficult
than the other three OUCH test characteristics. There are many protected groups in US
law. We have to try to make sure that we don’t affect one of these protected groups
disproportionately with an employment action. But how can we know?
The Department of Labor and the Equal Employment Opportunity Commission (EEOC)
have given us the Four-Fifths Rule,4 which is a test used by various federal courts, the
Department of Labor, and the EEOC to determine whether disparate impact exists in an
employment test. If the selection ratio for any group (e.g., Asian males) is less than four-fifths
of the selection rate for the majority group (e.g., white males) in an employment action
(e.g., promotions), then it constitutes evidence of potential disparate impact (we will
discuss the term “disparate impact” in more detail shortly).
Four-Fifths Rule A test used by various federal courts, the Department of Labor, and the EEOC to
determine whether disparate impact exists in an employment test

In the first example, the selection rate of African-American males (the protected group in this case) was 17%,
which is above the Four-Fifths Rule threshold of 16%. Therefore, we are “consistent in effect,” based on the
Four-Fifths Rule. However, in the second example, the selection rate of African-American males was 22.5%, and
the minimum value by the Four-Fifths Rule was 23.2%. As a result, we would be outside the boundaries of being
consistent in effect in this case.

The best way to quickly explain the Four-Fifths Rule is to give you a simplified example.
Take a look at Exhibit 3-2. Let’s suppose that we live in an area that is basically evenly split
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between African-American and white, non-Hispanic populations. You are planning on
hiring about 40 new employees for a general position in your company. You decide to give
each of the potential employees a written test. If the results of the test disproportionately
rule out the African-American portion of the population, then your written test is not
consistent in effect. So let’s use the Four-Fifths Rule to find out whether or not you were
being consistent. Look at the numbers in Exhibit 3-2.
If we are out of compliance with the Four-Fifths Rule, have we automatically broken the
law? No.5 We do have to investigate why we are outside the four-fifths parameter, though.
If there is a legitimate reason (we will discuss this shortly) for the discrepancy that we can
prove in a court, then we are probably OK with a selection rate that is outside the
parameters. By the way, we can also look at six-fifths to determine the possibility of reverse
discrimination—reverse discrimination is discrimination against the majority employee group
based on a legally protected factor, such as race or religion—so we would want to have between
16 and 24 African-American males selected in the first example, since 6/5 of 20 is 24.
Consistency in effect is by far the most complex of the four OUCH test factors. However,
it is also very important for us to show consistency in our actions as managers in an
organization.
HRM in Action

Religious Diversity and Management
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SHRM
F:8
Reverse Discrimination

Has Job Relatedness
Is the action directly related to the primary aspects of the job in question? The word
“primary” will become very important later, when we discuss the Americans with
Disabilities Act (ADA), which calls these factors “essential functions.” For right now, just
understand that our actions have to be directly job related.6 In other words, if your job has
nothing to do with making coffee for the office in the morning, I cannot base any
employment action such as a hiring or firing on whether or not you do a good job making
the coffee.
Remember that the OUCH test is a rule of thumb and does not work perfectly. It is not a
legal test by itself. It is a good guide to nondiscriminatory practices, but it is only a guide.
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Major Employment Laws
In any management position within any organization today, you need a basic
understanding of the major employment laws that are currently in effect. If you don’t
understand what is legal and what isn’t, you can inadvertently make mistakes that may cost
your employer significant amounts of money and time; and if that happens, your employer
may not remain your employer for very long. You don’t want that to happen, so let’s take a
chronological look at some of the laws listed in Exhibit 3-3.
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LO 3-2
Identify the major equal employment opportunity (EEO) laws and the groups of people that each law
protects.
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B:3
Equal Pay Act of 1963

The EEOC has also set up a website to teach younger employees about the rights and
responsibilities at work. You may want to visit this site and remember it for future use
when you are managing others. It will help your employees understand what they can and
can’t do in the workplace. The site is called Youth@Work, and it is available at
www.eeoc.gov/youth/index.html7
Reverse discrimination Discrimination against the majority employee group based on a legally protected
factor, such as race or religion

Equal Pay Act of 1963 (EPA)
The first modern equal employment opportunity (EEO) law that we will review is the
Equal Pay Act. The act requires that women who do the same job as men, in the same
organization, must receive the same pay. It defines equal in terms of “equal skill, effort, and
responsibility, and . . . performed under similar working conditions.”8 Members of the US
Women’s Soccer Team filed an Equal Pay complaint with the EEOC in 2016 based on a
disparity in the per-game and win-incentives paid to the men’s and women’s team
members.9 They claim that if the US men’s team won a game, they would receive average
compensation of $13,166 while if the women’s team won a game, their compensation
would average $4,950.10 The EPA says that if pay differences are the result of differences in
seniority, merit, quantity or quality of production, or any factor other than sex (e.g., shift
differentials, training programs), then those differences are legally allowable.11 However,
based on the players’ allegations and the records of the US men’s and women’s teams at the
time the suit was filed, these factors should probably not play a part in deciding the
compensation differentials that the women claim. While the EPA was designed to equalize
pay between men and women, the act was never fully successful; but the next law we will
discuss added serious consequences to such unequal treatment.
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Title VII of the Civil Rights Act of 1964 (CRA)
This act was probably the most significant single piece of legislation regulating EEO in the
history of the United States.12 It changed the way that virtually every organization in the
country did business, and it even helped change employers’ attitudes about discrimination.
Even in cases where the law does not directly apply to an organization, it has been used to
evaluate internal policies to attempt to ensure fairness and equity for all of our workers.
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SHRM
B:5
Title VII of the Civil Rights Act of 1964 and 1991

The 1964 CRA states that it is illegal for an employer “(1) to fail or refuse to hire or to
discharge any individual, or otherwise to discriminate against any individual with respect to
his compensation, terms, conditions, or privileges of employment, because of such
individual’s race, color, religion, sex, or national origin; or (2) to limit, segregate, or classify
his employees or applicants for employment in any way which would deprive or tend to
deprive any individual of employment opportunities or otherwise adversely affect his status
as an employee, because of such individual’s race, color, religion, sex, or national origin.”13
The act applies to organizations with 15 or more employees who are working 20 or more
weeks a year and who are involved in interstate commerce. Why does the organization have
to be involved in interstate commerce? Mainly because of the 10th Amendment to the US
Constitution, which deals with states’ rights. The federal government can’t make any laws
that apply wholly within the borders of a single state. The law also generally applies to state
and local governments; educational institutions, public or private; all employment agencies;
and all labor associations of any type.
Let’s discuss some of the important concepts introduced by the CRA of 1964 including:
Disparate treatment
Disparate (also called adverse) impact
Pattern or practice
Bona fide occupational qualification (BFOQ)
Business necessity
Job relatedness

Types of Discrimination
The 1964 CRA identified, really for the first time, three specific types of discrimination.
While it didn’t name them, it did describe the process of each of the three in some detail.14
Once this was done, court rulings helped to further define the three types, which we have
come to call disparate treatment, disparate impact, and pattern or practice. Disparate
treatment and impact are also called adverse treatment or impact.
In addition to the three types of discrimination that were more or less directly identified in
the 1964 CRA, a fourth and fifth type have been determined to exist by federal courts
based on the wording of the CRA. These other two types of discrimination are religious
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discrimination and sexual harassment.15 But for now, let’s discuss the three forms of
discrimination that were directly identified in the CRA. We will save the fourth and fifth
items for later in the chapter.

Disparate (Adverse) Treatment
Disparate treatment exists when individuals in similar situations are intentionally treated
differently, and the different treatment is based on an individual’s membership in a
protected class. In a court case, the plaintiff must prove that there was a discriminatory
motive—that is, that the employer intended to discriminate—in order to prove disparate
treatment.16 Disparate treatment is generally illegal unless the employer can show that there
was a “bona fide occupational qualification” (or BFOQ—we will talk about these shortly)
that caused the need to intentionally disallow members of a protected group from applying
for or getting the job. One place where disparate treatment still occurs with some frequency
is in access to mentoring and leadership development, where women and minority
individuals are still “substantially underrepresented.”17

Disparate (Adverse) Impact
Disparate impact occurs when an officially neutral employment practice disproportionately
excludes the members of a protected group; it is generally considered to be unintentional, but
intent is irrelevant. For there to be discrimination under disparate treatment, there has to be
intentional discrimination. Under disparate impact, intent does not matter.18
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B:25
Disparate Treatment

Disparate treatment When individuals in similar situations are intentionally treated differently, and the
different treatment is based on an individual’s membership in a protected class
Disparate impact Occurs when an officially neutral employment practice disproportionately excludes the
members of a protected group; it is generally considered to be unintentional, but intent is irrelevant

As an example, some characteristics (e.g., height, strength) are not distributed equally across
race and gender groups, and in some jobs, these characteristics may be related to successful
performance in the job. Therefore, disparate impact is not necessarily illegal. The important
question is whether the characteristic is related to successful performance on the job,
meaning whether it has job relatedness. Disparate impact is generally judged by use of the
Four-Fifths Rule that we discussed earlier. Both the Department of Labor (through their
Uniform Guidelines on Employee Selection Procedures) and the EEOC have expressed a
preference for using the Four-Fifths Rule to determine disparate impact.19 If the four-fifths
requirement is not satisfied, discrimination is considered to have occurred but illegal
discrimination has not necessarily occurred.
The Four-Fifths Rule requires that if we fall outside of its boundaries, we must investigate
to ensure that we haven’t used an illegal protected class characteristic to bias an employment
outcome. If our investigation shows that an employment test or measure was biased toward
or against a certain group, then we have to correct the test or measure unless there was a
legitimate reason to measure that particular characteristic (as discussed below). However, if
our investigation shows that the test was valid and reliable and that there was some other
legitimate reason why we did not meet the four-fifths standard, then illegal discrimination
may not exist. We always need to investigate thoroughly if we fall outside the four-fifths
standard.
Effective HRM practices can help to prevent lawsuits. Firefighter Mark Broach filed a
complaint against two white captains at the Cincinnati Fire Department for discrimination.
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Pattern or Practice
Pattern or practice discrimination occurs when a person or group engages in a sequence of
actions over a significant period of time that is intended to deny the rights provided by Title VII
of the 1964 CRA to a member of a protected class. If there is reasonable cause to believe that
any organization is engaging in a pattern or practice that denies the rights provided by Title
VII, the US Attorney General may bring a federal lawsuit against it.20 In general, no
individual can directly bring a pattern or practice lawsuit against an organization. As with
the disparate treatment concept, it must be proven that the employer intended to
discriminate against a particular class of individuals and did so over a protracted period of
time.
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See Exhibit 3-4 for types of discrimination and types of organizational defenses against
illegal discrimination charges.

Organizational Defenses Against Discrimination Charges
The organization does have some ways to defend against charges of illegal discrimination.
We can defend ourselves by showing either that there was a need for a particular
characteristic or qualification for a specific job or that there was a requirement that the
business do certain things in order to remain viable and profitable so that we didn’t harm
all of our employees by failing and shutting down. Let’s review these defenses now.
Pattern or practice discrimination When a person or group engages in a sequence of actions over a
significant period of time that is intended to deny the rights provided by Title VII of the 1964 CRA to a
member of a protected class
Bona fide occupational qualification (BFOQ) A qualification that is absolutely required in order for an
individual to be able to successfully do a particular job

Bona Fide Occupational Qualification (BFOQ)
The first defense is a bona fide occupational qualification (BFOQ), a qualification that is
absolutely required in order for an individual to be able to successfully do a particular job. The
qualification cannot just be a desirable quality within the job applicant—it must be
mandatory.21 A BFOQ would be a legitimate defense against a charge of disparate
treatment. As an example, in 2012 in a case brought by the EEOC against Exxon-Mobil, a
US District Court judge in Texas ruled that terminating pilots from corporate employment
at age 60 was legal because federal aviation regulations required commercial pilots to be
under 60 years old. The judge deemed that this regulation created a BFOQ of “age” for
both corporate and commercial pilots, since the corporate pilots acted in the same general
way as commercial pilots do, by flying passengers all over the world.22 Another example of
a BFOQ is a requirement that only persons of particular religious faith be allowed to apply
for a job as a worker within a mosque, church, or synagogue. In this case, there’s a
reasonable expectation that people who do not share the same faith would not have the
knowledge (qualifications) to be able to fill the job and would in fact almost certainly
violate some of the rules of the faith if they were to be employed in such a position.
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On the other hand, there was a very famous case of an employer attempting to use the
BFOQ defense in response to a lawsuit where the defense did not work. In 1971, a man
named Celio Diaz sued Pan American World Airways in the United States for
discrimination based on the fact that he had been denied the opportunity to apply for a
flight attendant position with the airline. At the time, the airline required that flight
attendants be female. In court, the airline defended the requirement that flight attendants
be female based on the fact that passengers expected the role of a flight attendant to be filled
by a woman. The company maintained that the passengers’ expectation was tantamount to
a requirement. However, the courts ruled against the airline. The reasoning of the courts
was that expectation or “customer preference” does not create a requirement in the eyes of
the law.23 A BFOQ defense can be used against both disparate impact and disparate
treatment allegations.

Business Necessity
Business necessity exists when a particular practice is necessary for the safe and efficient
operation of the business and when there is a specific business purpose for applying a
particular standard that may, in fact, be discriminatory. A business necessity defense is
applied by an employer in order to show that a particular practice was necessary for the safe
and efficient operation of the business and that there is a specific business purpose for
applying a particular standard that may, in fact, be discriminatory.
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Work Application 3-2
Give examples of BFOQ for jobs at an organization where you work or have worked.

Business necessity defenses must be combined with a test for job relatedness (discussed
next). If an organization can show a legitimate business necessity for the test that they apply
in an employment action, then they have a legitimate defense against charges of disparate
impact. However, business necessity is specifically prohibited as a defense against disparate
treatment.24

Job Relatedness
Job relatedness exists when a test for employment is a legitimate measure of an individual’s
ability to do the essential functions of a job. For job relatedness to act as a defense against a
charge of discrimination, the organization’s action first has to be a business necessity, and
then the employer must be able to show that the test for the employment action was a
legitimate measure of an individual’s ability to do the job.25 This test doesn’t have to be a
paper and pencil test. The federal government defines a “test for employment action” as the
full range of assessment techniques, including written exams, performance tests, training
programs, probationary periods, interviews, reviews of experience or education, work
samples, and physical requirements.26
As an example of business necessity and job relatedness, the 5th Circuit Court of Appeals
agreed that the National Park Service was allowed to transfer a park ranger out of the field
due to the onset of a disability (Type I diabetes). The Park Service claimed the transfer was
job related and consistent with business necessity, and the Court agreed. In the ruling, the
Court noted that in the specific standards under which Atkins was transferred, the “focus
on the physical consequences of uncontrolled diabetes was ‘related to the specific skills and
requirements’ of being a park ranger and, therefore, job-related,” and “the Standards also
‘substantially promote[d]’ [National Park Service] needs, consistent with business
necessity.”27
Business necessity When a particular practice is necessary for the safe and efficient operation of the business
and when there is a specific business purpose for applying a particular standard that may, in fact, be
discriminatory
Job relatedness When a test for employment is a legitimate measure of an individual’s ability to do the
essential functions of a job

There is one thing that all good managers, especially HR managers, should keep in mind,
though. The best way to defend against illegal discrimination charges is to avoid actions
that could bring such charges about. If the company follows the laws and regulations,
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charges of discrimination become significantly less likely, so HR needs to ensure that we do
everything possible to avoid those charges.
3-1 Applying The Concept
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BFOQ
State if each of the following would or wouldn’t meet the test of a BFOQ:
1. It is a legal BFOQ
2. It is NOT a legal BFOQ
____ 1. For the job of modeling women’s clothing, applicants must be female.
____ 2. For a job of loading packages onto trucks to be delivered, applicants must be able to lift 35
pounds.
____3. For the job of teaching business at a Catholic college, applicants must be practicing
Catholics.
____4. For the job of attendant in a men’s locker facility at a gym, applicants must be male.
____5. For the job of a guard in a prison with male inmates, applicants must be men.

Age Discrimination in Employment Act of 1967 (ADEA)
The ADEA prohibits discrimination against employees age 40 or older. In this case, it
applies if the organization has 20 or more workers instead of 15. The wording of this act
almost exactly mirrors Title VII with the exception of the 20-worker minimum. This
mirroring of the 1964 CRA is true of nearly all of the protected class discrimination laws
that came about after 1964.
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Why did Congress pass the ADEA? It was passed in response to a business practice that
started to become a significant issue in the 1960s. Companies began to lay off older
workers who tended to have higher salaries and then hire younger workers who would
usually work for significantly less money. Congress became aware of these actions and
decided that this was an unfair form of discrimination against people who had spent many
years of their lives working for these same companies. The law that resulted was the ADEA.
Age discrimination complaints make up one-fifth to one-quarter of all actions filed with the
EEOC, and these cases can be very costly. In one 2017 case, Texas Roadhouse agreed to
pay $12 million and change its recruiting and hiring practices in order to settle an age
discrimination lawsuit. The suit alleged that the company had refused to hire many older
workers for front-of-the-house positions based on their age. The agreement also “includes
an injunction preventing Texas Roadhouse from discriminating on the basis of age in the
future and requires the company to establish a diversity director and pay for a decree
compliance monitor.”28

Vietnam Era Veterans Readjustment Assistance Act of 1974
(VEVRAA)
This act again provides basically the same protection as the CRA does, but for Vietnam
veterans. However, it applies only to federal contractors. Why was this law enacted? It was
primarily due to the fact that after the war with Vietnam, military veterans came home to a
public that was largely opposed to our participation in the war. As a result, some employers
would discriminate against Vietnam veterans for taking part in a war that they personally
had been opposed to. Congress decided that it was not acceptable for employers to single
out veterans who had done only what the country had required of them, so they passed
VEVRAA to prohibit such behaviors. The law requires that “employers with federal
contracts or subcontracts of $100,000 or more provide equal opportunity and affirmative
action for Vietnam era veterans, special disabled veterans, and veterans who served on active
duty during a war or in a campaign or expedition for which a campaign badge has been
authorized.”29
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Pregnancy Discrimination Act of 1978 (PDA)
The Pregnancy Discrimination Act requires that employers treat any woman who is
pregnant in the same manner as they would treat any other employee with a medical
condition. It prohibits discrimination against women affected by pregnancy, childbirth, or
related medical conditions as unlawful sex discrimination under Title VII and requires that
they be treated as all other employees for employment-related purposes, including
benefits.30
Here, too, one wonders why this law was, or is now, necessary. As health insurance costs
started to rise in the 1970s, companies started to look for ways to lower those costs. One
way they found was to exclude pregnancy from their health insurance policies. By the mid1970s, only a minority of employers covered pregnancy and related illnesses in their health
policies, even though women made up about 45% of the workforce.31 Finally, in 1976, a
Supreme Court decision ruled that denying benefits for pregnancy-related disability was not
discrimination based on sex.32 This ruling outraged many women’s advocacy organizations
that in turn put pressure on Congress, which passed the PDA in 1978. Again, this law is
mandatory for companies with 15 or more employees, including employment agencies,
labor organizations, and state and local governments.
We would like to think that companies are beyond this type of discrimination today.
However, there continue to be many examples of such discrimination, such as a 2016 case
of a Chipotle employee who was terminated when she became pregnant. Her supervisor
initially required that she report to coworkers when she needed a bathroom break, and
ultimately allegedly terminated her in front of employees and customers for “leaving work
early to go to a prenatal doctor’s appointment”.33 The case was settled before trial for
$550,000.

Americans with Disabilities Act of 1990 (ADA), as Amended
in 2008
The first major federal law dealing with discrimination against disabled individuals was the
Rehabilitation Act of 1973. This act stated that agencies of the federal government, federal
contractors, and subcontractors with contracts exceeding $10,000 had to take affirmative
280

action and could not discriminate on the basis of disabilities in any employment actions.34
However, this act applied only to a relatively small number of companies in the United
States. Conversely, the ADA is one of the most significant employment laws ever passed in
the United States. It also prohibits discrimination based on disability in all employment
practices, such as job application procedures, hiring, firing, promotions, compensation, and
training. However, it applies to virtually all employers with 15 or more employees in the
same basic ways as the CRA of 1964 does.
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The ADA defines a disability as a physical or mental impairment that substantially limits one
or more major life activities, a record of having such an impairment, or being regarded as having
such an impairment.35 According to rulings on the law, conditions such as obesity,
substance abuse, and left-handedness are not covered disabilities. (You may laugh, but it’s
true!) However, something like obesity—if caused by a medical condition that would
qualify as a disability, or if the obesity causes other medical conditions that would be
covered (e.g., high blood pressure or heart problems)—could be covered in some cases.
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The definition of a disability is interesting because of the fact that anyone who has a record
of having had an impairment covered by the ADA is considered in the same manner as
someone who has a current disability. It is the same with someone who is regarded as
having an impairment. How can someone be regarded as being impaired or disabled when
they currently aren’t? Well, as an example, if you have ever seen someone who has been
severely burned on the face and hands, you may have had some questions as to whether the
individual was disabled or not. Under the ADA, you must treat that person as disabled
because of your concerns that the person may have a disability.
Disability A physical or mental impairment that substantially limits one or more major life activities, a
record of having such an impairment, or being regarded as having such an impairment

What Does the ADA Require of Employers?
An organization must make “reasonable accommodations” to the physical or mental
limitations of an individual with a disability who was otherwise qualified to perform the
“essential functions” of the job, unless it would impose an “undue hardship” on the
organization’s operation.36
So, what is a reasonable accommodation? A reasonable accommodation is an
accommodation made by an employer to allow someone who is disabled but otherwise qualified
to do the essential functions of a job to be able to perform that job. Reasonable
accommodations are usually inexpensive and easy to implement. Here again, an example
works best. If a job in a particular company requires that the employee use a computer
keyboard and a blind individual applies for that job, the organization can make a
reasonable accommodation to the individual by purchasing a Braille keyboard. In this case,
Braille keyboards are inexpensive and provide the blind individual with the ability to do the
job based on the reasonable accommodation provided.
HRM should focus on the ability to do the job and should not eliminate applicants based
on non-job-related disabilities.
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In defining reasonable accommodations, it is also necessary to distinguish between
“essential” and “marginal” job functions. Although essential functions are noted in the
ADA, they are not defined there. Our understanding of essential functions comes mainly
from court decisions concerning ADA cases. Based on these court cases, essential functions
are the fundamental duties of the position. A function can generally be considered essential if
it meets one of the following criteria:
1. The function is something that is done routinely and frequently in the job.
2. The function is done only on occasion, but it is an important part of the job.
3. The function may never be performed by the employee; but if it were necessary, it
would be critical that it be done right.
Marginal job functions, on the other hand, are those that may be performed on the job but
need not be performed by all holders of the job. Individuals with disabilities cannot be denied
employment if they cannot perform marginal job functions.37
What would be an example of a marginal job function? Let’s say that in a clerical job, one
of the job holder’s duties is to file paperwork. However, the filing cabinet is a vertical fivedrawer cabinet, and someone in a wheelchair would not be able to file papers in the upper
drawers. The person in the job only spends about 5 minutes per day filing and only a
portion of that filing in the upper two drawers of the filing cabinet. So would filing be an
essential function in this job? No, it wouldn’t—for a couple of reasons. First, it takes up a
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very small part of the day, so it is not something that the employee would do a lot. Second,
in most cases, the company could buy horizontal filing cabinets that the disabled individual
could reach, thus providing a reasonable accommodation to the disability. Finally, if for
some reason, the company could not put horizontal filing cabinets into the area (e.g., if
there were severe space limitations and no way to expand at a reasonable cost), then
someone else could do the filing in the upper drawers for a couple of minutes per day. So in
this case, filing would be a marginal job function.
Generally, though not always, we find a list of the essential functions of the job in the
organization’s job descriptions and specifications (as discussed in Chapter 4). If the
function is not listed as essential in the job description and specifications, we may have
difficulty using it as a defense in a disability case. Therefore, we generally want to ensure
that we list all of the essential functions of the job in the job description and specification
documents.
Reasonable accommodation An accommodation made by an employer to allow someone who is disabled
but otherwise qualified to do the essential functions of a job to be able to perform that job
Essential functions The fundamental duties of the position
Marginal job functions Those functions that may be performed on the job but need not be performed by
all holders of the job

So we have to make reasonable accommodations, but do employers have to take the
initiative to make every job disability friendly? No. Under the ADA, employers are38
not required to make reasonable accommodations if the applicant or employee does
not request it;
not required to make reasonable accommodations if applicants don’t meet required
qualifications for a job;
not required to lower quality standards or provide personal use items such as glasses
or hearing aids to make reasonable accommodations; and
not required to make reasonable accommodations if to do so would be an undue
hardship.
An undue hardship exists when the level of difficulty for an organization to provide
accommodations, determined by looking at the nature and cost of the accommodation and the
overall financial resources of the facility, becomes a significant burden on the organization. In
general, the Department of Labor notes that most accommodations are relatively easy and
inexpensive (usually costing less than $500—think of the Braille keyboard above, which
costs about $25).39 However, we must note that an undue hardship may be different for
different companies. For instance, a small company with only a few million dollars in
revenue per year may have an undue burden based on a relatively low-cost accommodation
to a disabled individual, while a larger company could not claim undue hardship for the
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same accommodation.
An example helps here, too. If we were the owners of a small company housed on the
second floor in a downtown historic-district building, and if we had an applicant for a job
who was wheelchair bound, would we be required to consider that applicant for a job and
accommodate that individual by rebuilding the historic building? The answer is most likely
no, because of the fact that the accommodation required in one of the historic houses in
such a district would require a major rebuilding effort, since stairways and doors in such
houses are typically very narrow. This effort would cost a significant amount of money—an
amount that would be unreasonable for the organization to pay. However, if we were faced
with the same disabled individual and we were a large company headquartered in a modern
building, then we would certainly be required to make the reasonable accommodations
necessary to allow an individual in a wheelchair to work within the confines of our
building.
The biggest problem that employers have with the ADA is the fact that it contains a
number of words and phrases that can be interpreted in a wide variety of ways. Many of
these were further defined in the 2008 ADA Amendments Act (ADAAA), but there still
remains significant room for interpretation of many of these terms. For example, the term
“reasonable accommodation” is open to broad interpretation because it is not defined very
specifically in the ADA. “Essential function” is another term that can be defined in a wide
variety of ways, although continuing court cases have narrowed it down some over the past
20 years. Because of these poorly defined terms, companies have had a difficult time in
applying the ADA in a consistent manner, and as a result, they have quite likely been
involved in more lawsuits per disabled employee than with any other protected group.40
Companies have worked for nearly 30 years to get clarification of the meaning of some of
these words in the ADA, but without success to this point.
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Civil Rights Act of 1991
The CRA of 1991 was enacted as an amendment designed to correct a few major omissions
of the 1964 CRA as well as to overturn several US Court decisions.41 One of the major
changes in the amendment was the addition of compensatory and punitive damages in
cases of intentional discrimination under Title VII and the ADA, when intentional or
reckless discrimination is proven.42 Compensatory damages are monetary damages awarded
by the court that compensate the injured person for losses. Such losses can include future
pecuniary loss (potential future monetary losses like loss of earnings capacity), emotional
pain, suffering, and loss of enjoyment of life. Punitive damages are monetary damages
awarded by the court that are designed to punish an injuring party that has intentionally
inflicted harm on others. They are meant to discourage employers from intentionally
discriminating, and they do this by providing for payments to the plaintiff beyond the
actual damages suffered.
Undue hardship When the level of difficulty for an organization to provide accommodations, determined
by looking at the nature and cost of the accommodation and the overall financial resources of the facility,
becomes a significant burden on the organization
Compensatory damages Monetary damages awarded by the court that compensate the injured person for
losses
Punitive damages Monetary damages awarded by the court that are designed to punish an injuring party
that has intentionally inflicted harm on others

Recognizing that one or a few discrimination cases could put an organization out of
business, adversely affecting many innocent employees, the CRA of 1991 provides for a
sliding scale of upper limits or “caps” on the combined amount of compensatory and
punitive damages based on the number of employees employed by the employer. The
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limitations are shown in Exhibit 3-5.43
Another major area in which the 1991 Act changed the original CRA is in the application
of quotas for protected group members. Many companies, after the 1964 CRA, created and
used quotas for hiring and promotion. The quotas were made explicitly illegal by the 1991
act. In addition, the act prohibits “discriminatory use” of test scores, which is commonly
called race norming. Race norming exists when different groups of people have different scores
designated as “passing” grades on a test for employment. One group may have higher
requirements for passing grades while another is allowed to pass at a lower level. The 1991
act basically equated this with quotas and, as such, made it illegal.44

Uniformed Services Employment and Reemployment Rights
Act of 1994 (USERRA)
USERRA was passed to ensure the civilian reemployment rights of military members who
were called away from their regular (nonmilitary) jobs by US government orders. Unlike
other EEO laws, there is no minimum number of employees required for coverage by
USERRA—all employers must comply with the law.45 Per the US Department of Labor
website, “USERRA is intended to minimize the disadvantages to an individual that occur
when that person needs to be absent from his or her civilian employment to serve in this
country’s uniformed services. USERRA makes major improvements in protecting service
member rights and benefits by clarifying the law and improving enforcement
mechanisms.”46
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USERRA covers virtually every individual in the country who serves or has served in the
uniformed services, and it applies to all employers in the public and private sectors,
including federal employers. It also provides protection for disabled veterans, requiring
employers to make reasonable efforts to accommodate their disabilities.47 Under USERRA,
the employee returning from military service is not only entitled to the job that they had
when they left, but they are entitled to any “escalation,” or any job or pay/benefits increase
they would have attained, if they had not been called away.48
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Veterans Benefits Improvement Act of 2004 (VBIA)
The VBIA was enacted as an amendment to USERRA. It made two significant changes to
USERRA: it extended the requirement for employers to maintain health care coverage for
employees who were serving on active duty in the military (originally, this period was 18
months, but the VBIA changed it to 2 years); and it required employers to post a notice of
benefits, duties, and rights under USERRA/VBIA in a place where it would be visible to all
employees who might be affected.49
Race norming When different groups of people have different scores designated as “passing” grades on a test
for employment

Title II of the Genetic Information Nondiscrimination Act of
2008 (GINA)
Title II of the Genetic Information Nondiscrimination Act of 2008 (GINA) “prohibits the
use of genetic information in employment, prohibits the intentional acquisition of genetic
information about applicants and employees, and imposes strict confidentiality
requirements.”50
As with previously mentioned laws, some of you may be wondering why this law was
enacted. GINA was created basically because of recent advances in genetic testing. We are
now able to identify some genetic information that relates to a predisposition to contract
certain diseases or disorders, such as Alzheimer’s and Huntington’s diseases. In order to
prevent increases in medical premiums, some companies were starting to use these tests as a
decision-making tool in hiring of employees, and some insurance companies were using
such tests to determine health care coverage. There was some question about “preexisting
conditions”—if you have the genetic marker for a disease, does that mean it is a preexisting
condition and therefore not covered by some insurance policies?
Because companies were starting to use these tests to make employment and health care
decisions, Congress decided to address their use. The result was GINA. The law prohibits
discrimination based on genetic information and restricts acquisition and disclosure of such
information. Congress enacted this law so that the general public would not fear adverse
employment-related or health coverage–related consequences for having a genetic test or
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participating in research studies that examine genetic information.51

Lilly Ledbetter Fair Pay Act of 2009 (LLFPA)
This law amended Title VII of the 1964 CRA, as follows: “(3)(A) For purposes of this
section, an unlawful employment practice occurs, with respect to discrimination in
compensation in violation of this title, when a discriminatory compensation decision or
other practice is adopted, when an individual becomes subject to a discriminatory
compensation decision or other practice, or when an individual is affected by application of
a discriminatory compensation decision or other practice, including each time wages,
benefits, or other compensation is paid, resulting in whole or in part from such a decision
or other practice.”52
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So, what does this mean? In practical terms, the LLFPA extends the period of time in
which an employee is allowed to file a lawsuit for compensation (pay) discrimination. The
1964 CRA only allowed 180 days from the time of the discriminatory action for an
individual employee to file a lawsuit. The LLFPA allows an individual to file a lawsuit
within 180 days after “any application” of that discriminatory compensation decision,
including every time the individual gets paid, as long as the discrimination is continuing,
which would usually be for the entire period of their employment.
One of the most significant aspects of the LLFPA is that the amendments to the time
allowed to file a discrimination complaint could also be determined by the courts to apply
to other antidiscrimination laws like the Age Discrimination in Employment Act and the
Americans with Disabilities Act, which borrow Title VII’s limitations period.
President Barack Obama with Lilly Ledbetter in 2016, on the seventh anniversary of his
signing the Lilly Ledbetter Fair Pay Act into law.
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Immigration Laws Relating to Employment and Equal
Opportunity
Immigration and the employment of immigrant workers are controlled by a series of federal
laws. In general, these laws are designed for two purposes: to require verification of the legal
right to work within the United States and to prevent potential discrimination against
immigrant workers who are legally allowed to work in the country. The two major laws in
this area are the Immigration and Nationality Act of 1952 (as amended) and the
Immigration Reform and Control Act of 1986. While immigration law is extremely
complex, for our purposes in an introductory HR text, we will discuss only the basic
employment provisions of these two laws.

Immigration and Nationality Act of 1952 (INA)
The INA was designed to take a variety of different immigration laws and combine them
into a single act. Before INA, a number of federal laws governed immigration, but they
were not consistent and were not organized in one location under one authority.53 INA
allows companies in the United States to employ immigrant workers in certain specialty
occupations through the use of an H-1B visa. For example, foreign workers such as
engineers, teachers, computer programmers, medical doctors, and physical therapists may
be employed under the H-1B program.54 However, specific requirements apply to such
employment, and there are annual limits to the number of workers who can apply for work
visas in these specialty occupations.
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One company recently found out how expensive it can be to try to circumvent INA.
Infosys paid the largest fine in history—$35 million—to the US government for visa fraud.
The company intentionally used a B-1 visa, which is meant for short business visits, instead
of the H1-B visa, which is the work visa that foreign individuals need in order to work
legally in the United States.55 Make sure you heed this warning not to try to ignore work
rules for immigrant employees—no matter what country you are in or where you source
your employees.
3-2 Applying The Concept
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Employment Laws
Review the laws listed below and then write the letter corresponding to each law before the statement(s)
describing a situation where that law would apply.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.

Equal Pay Act
Title VII CRA 1964
ADEA
VEVRAA
PDA
ADA
CRA 1991
USERRA
VBIA
GINA
LLFPA
Immigration laws
____ 6. I had to take a medical test, and the company found out that I am at high risk to get
cancer. So it decided not to hire me so it could save money on medical insurance.
____ 7. Although I was the best qualified, I was intentionally not promoted because I am a woman.
____ 8. I can’t understand why this firm doesn’t want to hire me just because I served my country.
I didn’t want to go and fight overseas, but I was drafted into the Army in 1969 and had no choice; I
didn’t want to go to jail for draft evasion.
____ 9. My boss is laying me off because I serve in the National Guard and will be deployed
overseas for six months. As a result, I will have to find a new job when I get back.
____10. The firm is laying me off to hire some younger person to save money. Is this what I deserve
for my 20 years of dedication?
____11. The company I work for is in trouble with the INS because it never asked me any
questions about my being legally eligible to work in America.
____12. I’m being paid less than the men who do the same jobs, just because I’m a woman.
____ 13. The firm hired this new guy and bought a special low desk because he is so short.
____ 14. I’m suing the firm for lost wages because they intentionally discriminated against me and
fired me when I complained about it.

Because Congress foresaw the potential for companies to discriminate against all alien
workers to avoid any accusation of hiring undocumented workers, INA also has a
nondiscrimination requirement when dealing with alien workers who have the right to
work in the United States. Such workers become another protected class for the purposes of
EEO.

Immigration Reform and Control Act of 1986 (IRCA)
Under IRCA, employers may hire only individuals who are authorized to legally work in
the United States. IRCA has a provision that prohibits employers from knowingly hiring
undocumented workers, and it requires employers to verify each employee’s eligibility for
employment. The employer is required to verify the identity and employment eligibility of
anyone it hires, through the use of a form called the Employment Eligibility Verification
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Form (I-9). However, the act also provides employers complying “in good faith” with the
requirements of IRCA with what is called an affirmative defense to inadvertently hiring an
unauthorized alien. An affirmative defense means basically that if we made a legitimate and
complete effort to verify a person’s legal status and it turns out that person provided false
documents, or that we were tricked or lied to in some other way, we won’t be held liable for
any potential fines that would have otherwise been assessed for hiring undocumented
workers.56
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Reminder: State and Local EEO Laws May Be Different
As with any introductory textbook, we can’t tell you all of the laws that would apply in the
various locations across the United States, and we certainly can’t go into all the labor laws
in other countries around the world. We can cover only the major laws that affect virtually
everyone in each of the United States. Each state, as well as many cities, has its own equal
opportunity laws that employers within that jurisdiction must follow. It’s up to the HR
manager to keep up to date on the local and state laws and regulations concerning equal
opportunity, as well as following federal laws.
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Work Application 3-3
Give examples of how major employment laws have affected an organization where you work or have
worked, preferably as the law relates directly to you. Be sure to specify the law and what the firm does or
doesn’t do because of the law.
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Equal Employment Opportunity Commission (EEOC)
The various federal equal employment opportunity (EEO) laws are enforced by the Equal
Employment Opportunity Commission (EEOC). The EEOC was created by the 1964
CRA as an enforcement arm for the act. It is a federal agency that has significant power
over employers in the process of investigating complaints of illegal discrimination based on
“race, color, religion, sex (including pregnancy), national origin, age (40 or older),
disability, or genetic information.”57
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LO 3-3
Briefly describe the EEOC’s functions, employee rights, and employer responsibilities in conjunction with
EEO laws.

What Does the EEOC Do?
The EEOC is the federal agency primarily charged with enforcement of the federal equal
employment opportunity laws. The EEOC has three significant responsibilities: (1)
investigating and resolving discrimination complaints through either conciliation or
litigation, (2) gathering and compiling statistical information on such complaints, and (3)
running education and outreach programs on what constitutes illegal discrimination.58
Additionally, every company with more than 100 employees or with more than 50
employees and with federal contracts totaling $50,000 or more must file an EEO-1 report
with the EEOC each year.59 The EEO-1 identifies the company’s EEO compliance data
based on protected classifications within federal law. In addition, the EEO-1 has started
including requirements for the reporting of compensation data from companies with more
than 100 employees. This data will be used “to enable staff to assess pay disparities based on
sex, ethnicity, or race.”60
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Deadlines for filing complaints vary widely, but general EEO timelines for complaints are as
follows: 61, 62
Individuals must typically file a complaint within 180 days of the incident (or the last
occurrence of the incident if it is ongoing).
The complainant must give the EEOC as much as 180 additional days to investigate
the complaint.
Generally, if the complainant is dissatisfied with the outcome, or the EEOC has not
acted within 180 additional days, legal charges may be filed by the individual within
an additional 90-day period. If not, the case likely cannot go forward in court.
However, recall that the LLFPA increases the length of time that complainants have
to file a lawsuit in at least those cases relating to pay or other compensation.
The complainant has sole responsibility for ensuring that deadlines are met. If the
individual does not file required items by their due dates, then the case is generally
not able to be taken forward.
If the EEOC determines that discrimination has taken place, it will attempt to provide
reconciliation between the parties. If the EEOC cannot come to an agreement with the
organization, there are two options: 63
1. The agency may aid the alleged victim in bringing suit in federal court.
2. It can issue a “right-to-sue” letter to the alleged victim. A right-to-sue is a notice from
the EEOC, issued if it elects not to prosecute an individual discrimination complaint
within the agency, that gives the recipient the right to go directly to the courts with the
complaint.
If the EEOC does not believe the complaint to be valid or fails to complete the
investigation, the complainant still may sue in federal court on their own. However,
without a right-to-sue letter, it will generally be difficult for a complainant to succeed in
getting a judgment against the employer.

Employee Rights Under the EEOC
Employees have the right to bring discrimination complaints against their employer by
filing a complaint with the EEOC. They also have the right to participate in an EEOC
investigation, hearing, or other proceeding without threat of retaliation; rights related to the
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arbitration and settlement of the complaint; and the right to sue the employer directly in
court over claims of illegal discrimination, even if the EEOC does not support their claim.
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Employer Rights and Prohibitions
The employer has a right to defend the organization using the defenses noted earlier:
BFOQ, business necessity, and job relatedness. However, the employer does not have a
right to retaliate against individuals who participate in an EEOC action, either through
filing charges or through participating in the above investigations, hearings, or
proceedings.64 The employer also is prohibited from creating a work environment that
would lead to charges of constructive discharge. Both of these items are prohibited in each
employment law that deals with discrimination.
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Retaliation
In addition to providing defenses against discrimination claims, the 1964 Civil Rights Act
identifies a situation in which organizations can be held liable for harming the employee
because of retaliation.65 Retaliation is a situation where the organization takes an “adverse
employment action” against an employee because the employee brought discrimination charges
against the organization or supported someone who brought discrimination charges against the
company. An adverse employment action is any action such as firings, demotions, schedule
reductions, or changes that would harm the individual employee.
Right-to-sue A notice from the EEOC, issued if it elects not to prosecute an individual discrimination
complaint within the agency, that gives the recipient the right to go directly to the courts with the complaint
Retaliation A situation where the organization takes an “adverse employment action” against an employee
because the employee brought discrimination charges against the organization or supported someone who
brought discrimination charges against the company
Adverse employment action Any action such as firings, demotions, schedule reductions, or changes that
would harm the individual employee

Retaliation is a form of harassment based on an individual filing a discrimination claim.
Each of the EEO laws identifies retaliation as illegal harassment based on the protected class
identified within that law. The EEOC is responsible for enforcing compliance with all EEO
laws and has been cracking down on retaliation.66 As stated on the EEOC website, “All of
the laws we enforce make it illegal to fire, demote, harass, or otherwise ‘retaliate’ against
people (applicants or employees) because they filed a charge of discrimination, because they
complained to their employer or other covered entity about discrimination on the job, or
because they participated in an employment discrimination proceeding (such as an
investigation or lawsuit).”67
Managers need to be aware that there are severe penalties for engaging in retaliation against
an employee or applicant for participating in protected activity. In 2013, over 40% of all
EEOC complaints had a retaliation claim as at least a component of the complaint.68 Every
manager needs to be aware of this concept in order to avoid actions that might be
construed as retaliatory.

Constructive Discharge
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The organization can also be accused of “constructive discharge” due to discriminatory
actions on the job.
Constructive discharge exists when an employee is put under such extreme pressure by
management that continued employment becomes intolerable and, as a result, the employee quits,
or resigns from the organization. In a Supreme Court decision in 2004,69 the court noted
that the US Court of Appeals had identified constructive discharge as the following: “(1) he
or she suffered harassment or discrimination so intolerable that a reasonable person in the
same position would have felt compelled to resign . . . ; and (2) the employee’s reaction to
the workplace situation—that is, his or her decision to resign—was reasonable given the
totality of circumstances.”
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Work Application 3-4
Has an organization where you work or have worked had any potential or actual cases brought to the EEOC
against it? If so, explain the complaint(s). The HR staff at your employer may not be too eager to talk about
this, but you can do some research on larger corporations.

So if an individual can show that constructive discharge caused them to resign from the
organization, then the individual would be eligible for all employee rights associated with
being involuntarily terminated from the company. If, in fact, the individual suffered sexual
harassment or discrimination that resulted in their constructive discharge, the organization
would also suffer liability for those employment actions. The EEOC would be the agency
charged with investigating and arbitrating the results of this conduct by the employer. The
2004 Supreme Court case set new standards for demonstrating constructive discharge from
a company, and in so doing, it created a more difficult employment environment for
employers. Every employer or manager needs to understand this concept.
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EEO, Affirmative Action, and Diversity: What’s the
Difference?
As a manager, you need to understand the terms equal employment opportunity (EEO),
affirmative action, and diversity. These are significantly different concepts, but many
employees and employers, and even some educators, tend to use them interchangeably.
EEO is the term that deals with a series of laws and regulations put in place at the federal
and state government level over the last 45 years. As such, EEO is very specific and
narrowly defined within federal and state laws.
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LO 3-4
Discuss the differences among equal employment opportunity, affirmative action, and diversity.

On the other hand, affirmative action was created in the 1960s through a series of policies
at the presidential and legislative levels in the United States. Affirmative action, except in a
few circumstances, does not have the effect of law.70 We will discuss those circumstances in
the next section. Therefore, affirmative action is a much broader concept based on policies
and executive orders (orders from the president); EEO is more narrowly based on law.
Finally, diversity is not law, nor necessarily even policy within organizations. Diversity is a
very broad set of concepts that deal with the differences among people within
organizations. Today’s organizations view diversity as a valuable part of their human
resources makeup. However, there are no specific laws that create requirements for diversity
within organizations, beyond the EEO laws that specifically identify protected class
members and require that organizations deal with those protected class members in an
equal way when compared to all other members of the organization.
Constructive discharge When an employee is put under such extreme pressure by management that
continued employment becomes intolerable and, as a result, the employee quits, or resigns from the
organization

While this certainly creates some greater diversity in organizations, the concept of diversity
goes much further than just EEO. We have already discussed many of the major equal
employment opportunity laws. Now, let’s take a look at affirmative action and the concept
of diversity. Exhibit 3-6 provides a summary of these three concepts.

Affirmative Action (AA)
Affirmative action is a series of policies, programs, and initiatives that have been instituted by
various entities within both government and the private sector that are designed to prefer hiring
of individuals from protected groups in certain circumstances, in an attempt to mitigate past
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discrimination. However, affirmative action policies and programs do not generally have the
same effect as EEO laws. There are actually only two specific cases in which affirmative
action can be mandated or required within an organization.71 In all other cases today,
creation of an affirmative action program is strictly voluntary. The two situations where
affirmative action is mandatory are as follows:
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Executive Order 11246
If the company is a contractor to the federal government and receives more than $10,000
per year, they are required by presidential order (Executive Order 11246) to maintain an
affirmative action program. Exemptions from this order include the following:
The order “shall not apply to a Government contractor or subcontractor that is a
religious corporation, association, educational institution, or society, with respect to
the employment of individuals of a particular religion to perform work connected
with the carrying on by such corporation, association, educational institution, or
society of its activities. Such contractors and subcontractors are not exempted or
excused from complying with the other requirements contained in this Order.”72
“The Secretary of Labor may also provide, by rule, regulation, or order, for the
exemption of facilities of a contractor that are in all respects separate and distinct
from activities of the contractor related to the performance of the contract: provided,
that such an exemption will not interfere with or impede the effectuation of the
purposes of this Order: and provided further, that in the absence of such an
exemption all facilities shall be covered by the provisions of this Order.”73
Affirmative action A series of policies, programs, and initiatives that have been instituted by various entities
within both government and the private sector that are designed to prefer hiring of individuals from
protected groups in certain circumstances, in an attempt to mitigate past discrimination

Federal Court Orders for AA Programs
If an organization is presented with a federal court order to create an affirmative action
program to correct past discriminatory practices, it must comply. This is usually done only
when there is an egregious history of past discriminatory practices in the organization.
The following web links do an excellent job of telling you about the current body of
information on the concept of affirmative action and its history to date:
http://www.infoplease.com/spot/affirmative1.html
http://plato.stanford.edu/entries/affirmative-action/
The Bakke decision of 1978, noted in the above Stanford University link, is the basis for
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the concept of reverse discrimination that we mentioned earlier in the chapter while
discussing the OUCH Test.
There have been a number of recent affirmative action rulings in federal courts that have
upheld limits to affirmative action. For example, the Supreme Court ordered a lower court
to reconsider a “race-conscious” admissions plan at Texas state universities,74 and it also
upheld a voter-backed affirmative action ban in Michigan’s universities.75 Additionally,
other states are looking at possible partial or full bans on affirmative action. This will be an
area to watch in HRM over the next few years.
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Work Application 3-5
Has an organization where you work or have worked had an affirmative action program? If so, describe it.
Also, has there been any reverse discrimination?

The Office of Federal Contract Compliance Programs
(OFCCP)
The OFCCP is in charge of monitoring and enforcing Executive Order (EO) 11246,
Section 503 of the 1973 Rehabilitation Act, and the 1974 VEVRAA.76 We have already
discussed VEVRAA above, so let’s take a look at EO 11246 and the Rehabilitation Act as
they relate to the OFCCP.
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The OFCCP is in charge of federal contract compliance, and both EO 11246 and the
Rehab Act require that federal contractors who receive more than a certain dollar value per
year in contracts from the federal government provide equal opportunity and take
affirmative action toward protected class individuals. In the case of EO 11246, those
groups are based on race, color, religion, sex, and national origin; and in the case of the
Rehab Act, the designated group is disabled individuals. There is currently some discussion
on merging the OFCCP into the EEOC, but it is considered unlikely to happen. Even so,
anyone planning on becoming a manager should be aware that this is a possibility.77

Diversity in the Workforce
Diversity is simply the existence of differences—in HRM, it deals with different types of people
in an organization. This brings up a number of questions. Why do we want to have
diversity in organizations? What are the advantages that we create by having a more diverse
workforce? Are there any disadvantages to having a more diverse work group? What can we
do about any disadvantages? Let’s discuss diversity, as it provides both opportunities and
challenges.78

Demographic Diversity
Is diversity really all that important? The answer is yes.79 There is currently a shortage of
skilled workers—and there will be for the foreseeable future, so to exclude a qualified
person because that individual is different in some way is counterproductive to business
success. Also, as we have already discussed, discrimination based on protected characteristics
is against the law.
According to the United Nations, in late 2011, the world population hit 7 billion people.80
However, the world Caucasian population is shrinking as more whites die each year than
are born. It takes about 2.1 children per woman (the fertility rate) to replace the current
generation, but the estimated 2016 fertility rate in the European Union was 1.61, and in
the United States it was 1.87–while worldwide, it is 2.42.81
As of 2012, white births were also no longer a majority in the United States.82 White
women are having fewer children than nonwhites, while the growth of mixed marriages has
led to more multiracial births. Among Hispanics, there are roughly nine births for every
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one death, compared with about a one-to-one ratio for whites.83
It should be clear that increasing cultural diversity in the workforce poses one of the most
challenging human resource and organizational issues of our time.84

Why Do We Need Diversity?
Diversity is important and needed because as the white population continues to shrink and
minority populations grow, interacting with a wide array of customers and suppliers
increases sales, revenues, and profits—in other words, embracing diversity creates business
opportunities.85 Organizations today have begun to value the diversity of their workforces
simply due to the fact that as they become more diverse, they can serve a larger and more
diverse customer base. Diverse employees allow us to see the diversity around us, in our
customers and other stakeholders, much better than we would if our work groups were
more homogenous. As a result, we are better able to provide products and services that will
appeal to the larger and more diverse groups that we come into contact with during the
course of doing business.86
Diversity The existence of differences—in HRM, it deals with different types of people in an organization

What Are the Advantages of a Diverse Workforce?
The primary advantages of a diverse workforce come from the ability to stimulate and
provide more creative and innovative solutions to organizational problems.87 How does a
more diverse workforce add to the creativity and innovation in an organization? Creativity
is a basic ability to think in unique and different ways and apply those thought processes to
existing problems, and innovation is the act of creating useful processes or products based on
creative thought processes.
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Basically, if we look at a problem from different perspectives, we find out that there are
more facets to the problem than we originally realized. Have you ever been in a situation
where you just couldn’t find something, you asked someone else to help you search for it,
and they found it almost immediately? A diversified group looking at a problem will look at
the problem from different directions and in different ways, and therefore, it will discover
more of the aspects of the problem than would a single person or a more homogeneous
work group.88
But why is creativity necessary in a business today? Organizations in today’s fast-moving
industries have to be able to innovate and change to adapt to their external environment—
their competitors, their customers, and changes in technology. If an organization is unable
to rapidly innovate, it will almost certainly die in today’s business world.
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Work Application 3-6
Discuss how demographic diversity and the need for diversity is affecting an organization you work for or
have worked for. What are some of the advantages and challenges faced by the firm? Also, describe how
diversity is managed at the organization.

Also, creativity is a rare commodity in organizations. Why is it so hard to be creative? Most
of us have learned not to be creative—we have been told over and over as we grow up that
we should do things the way everyone else does them. In other words, we have been trained
not to be innovative! Over time, this has the effect of causing most of us to give up on
being very creative and just go along with the way that the majority of people do
something. We lose the ability to think differently. This ability, called divergent thinking,
is necessary in order to come up with creative solutions to a problem.89 Divergent
thinking is the ability to find many possible solutions to a particular problem, including unique,
untested solutions.
By introducing diversity into our workforce, we assist the process of divergent thinking.
Different people think differently because they have different backgrounds and have solved
problems differently in the past. We all bring this unique set of problem-solving skills to
our work. Luckily, we don’t all have the same background, so this has the effect of
increasing the creativity and innovation in the organization without the individual having
to relearn the ability to be highly creative.
Creativity A basic ability to think in unique and different ways and apply those thought processes to
existing problems
Innovation The act of creating useful processes or products based on creative thought processes
Divergent thinking The ability to find many possible solutions to a particular problem, including unique,
untested solutions
Conflict The act of being opposed to another
Functional conflict How organizations go through the process of creating new things—the opposition itself
drives the organization to change
Dysfunctional conflict When conflict gets to the point where creativity is stifled and, in fact, almost all
work becomes difficult or impossible because of the conflict’s intensity

Are There Any Challenges to Diversity?
Of course there are. There are several things that can cause diversity to break down the
organization instead of allowing it to become better and more creative.90 The first issue is
conflict. Conflict is simply the act of being opposed to another. Conflict occurs in all
interactions between individuals. There are many reasons for conflict. However, conflict is
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typically greater when people are significantly different from each other, which means that
if we create a more diverse workforce, there’s a greater likelihood for more significant
conflict.
Is conflict bad? Not necessarily. Conflict can basically be broken down into functional
conflict and dysfunctional conflict.91 Functional conflict is how organizations go through
the process of creating new things—the opposition itself drives the organization to change. If we
don’t have conflicts, the organization never changes. However, dysfunctional conflict
occurs when conflict gets to the point where creativity is stifled and, in fact, almost all work
becomes difficult or impossible because of the conflict’s intensity. Dysfunctional conflict breaks
down the organization, while functional conflict allows it to grow.
The second big issue is group cohesiveness. Cohesiveness is an intent and desire for group
members to stick together in their actions. In organizations, we have learned that in order for a
work group to become as good as it possibly can be, the group has to become cohesive. The
members have to learn to want to be part of the group and want to interact with other
members of the group in order for the group to perform at a high level. So we need high
cohesiveness in order to get good performance out of a group. However, the more diversity
there is within the group, the more difficult it is to create the cohesiveness necessary for
high performance. So, more diverse groups tend to be less cohesive—not always, but as a
general rule.92
A third significant issue in diversity is resistance to change. If organizations are used to being
less diverse, then diversity can be something that is scary to the people in the organization.
If they are uncomfortable with the change, they will resist. This resistance can be taken care
of in several ways including the creation of a more participative decision-making
environment, creating cognitive dissonance, coercion, and a number of other methods.
There are several other things that make diversity a challenge. The above items are some of
the most significant; but if you are interested, you can always find out more by reading
about the topic in the organizational management, psychology, or sociology literature.

Managing Diversity
Diversity affects bottom-line profits, but so do some of the challenges associated with
diversity, like conflict and reduced cohesiveness. In other words, if our diverse employees
don’t work well together, the organization does not work well.93 Creating a cohesive,
operational, and highly successful diverse workforce doesn’t just happen. Management has
to work to create success with diversity. Managing diversity so that we gain the benefits
available is one of the most critical jobs of a 21st century manager. Diversity can be
managed successfully only in an organizational culture that values diversity.94 While the
details of a diversity management program are a topic for discussion in another course, we
can briefly review what managers need to be concerned with.
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Exhibit 3-7 illustrates the process of managing diversity. Successfully managing diversity
requires top management support and commitment.95 Senior managers have to “walk the
talk” of the diversity program if it is going to succeed. Employees throughout an
organization look to top management to set an example. If the management is committed to
maintaining a diverse workplace characterized by dignity, others at all levels of the
organization will be as well.
Managing diversity further requires leadership.96 Diversity leadership refers to having toplevel managers who are responsible for managing diversity. The diversity leaders must also
set policies and practices relating to maintaining diversity.
Cohesiveness An intent and desire for group members to stick together in their actions

Exhibit 3-7 Managing Diversity

Finally and most importantly, employees must be provided with training so that they can
work together as teams despite differences in race, gender, age, ability, and other factors.97
Therefore, corporations are providing diversity training for their managers and
employees.98 In fact, training is one of the most common activities included in diversity
initiatives.99 The primary goal of diversity training is to remove obstacles faced by members
of the organizations that might prevent their professional and personal growth.100
Through managing diversity, affirmative action and diversity programs have been used to
help women and minorities advance in organizations. Complete Self-Assessment 3-1 to
determine your attitude toward women and minorities advancing at work.
3-1 Self-assessment
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Attitudes About Women and Minorities Advancing
Be honest in this self-assessment, as your assessment will not be accurate if you aren’t. Also, you should not
be asked to share your score with others.
Each question below is actually two questions. It asks you about your attitude toward women, and it also
asks you about your attitude toward minorities. Therefore, you should give two answers to each question:
one regarding women and the other regarding minorities. Write the number corresponding to your answer
(5 = agree, 3 = don’t know, 1 = disagree) about women in the Women column, and write the number
corresponding to your answer about minorities in the Minorities column.
Agree Disagree
5 4 3 2 1

Women: To determine your attitude score toward women, add up the total of your 10 answers in the
Women column and place the total on the Total line and on the following continuum. The higher your
total score, the more negative your attitude.
10 ________________ 20 ________________ 30 __________________ 40
________________________ 50
Positive attitude

Negative attitude

Minorities: To determine your attitude score toward minorities, add up the total of your 10 answers from
the Minorities column and place the total on the Total line and on the following continuum. The higher
your total score, the more negative your attitude.
10 ________________ 20 ________________ 30 __________________ 40
________________________ 50
Positive attitude

Negative attitude

Each statement is a negative attitude about women and minorities at work. However, research has shown all
of these statements to be false; they are considered myths. Such statements stereotype women and minorities
unfairly and prevent them from advancing in organizations through gaining salary increases and
promotions. Thus, part of managing diversity and diversity training is to help overcome these negative
attitudes to provide equal opportunities for ALL.
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Sexual Harassment: A Special Type of Discrimination
Sexual harassment is a special type of discrimination identified as part of the 1964 CRA
(the prohibition of discrimination based on sex), but it is one of the two items we
mentioned earlier in the chapter that was not specifically recognized as a separate type of
discrimination until federal courts started hearing cases on the act. In the case of sexual
harassment, it was a Supreme Court decision in the 1980s that finally identified such
harassment as specifically violating the CRA. The case was Meritor Savings Bank v.
Vinson,101 and it confirmed the intent of the 1964 CRA that sexual harassment was
specifically prohibited by the act. Sexual harassment is a pervasive issue in organizations;
and as managers, we need to understand what it is and how to avoid creating a situation
where it can occur at work.
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LO 3-5
Identify the two primary types of sexual harassment and how to reduce company risk from harassment
lawsuits.

Types of Sexual Harassment
Sexual harassment is defined by the EEOC as “unwelcome sexual advances, requests for sexual
favors, and other verbal or physical conduct of a sexual nature constitutes sexual harassment
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.”102 There are two types of sexual
harassment specifically delineated in the Vinson case: quid pro quo harassment and hostile
work environment.103 Both are discussed below.
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Quid Pro Quo Harassment
Literally, quid pro quo means “This for that.” Quid pro quo harassment is harassment that
occurs when some type of benefit or punishment is made contingent upon the employee
submitting to sexual advances. “If you do something for me, I will do something for you; or
conversely, if you refuse to do something for me, I will harm you.” Quid pro quo is a direct
form of harassment aimed at an individual and is most commonly seen in supervisorsubordinate relationships, although this is not always the case. It is, however, based on the
power of one individual over another. If the harasser has no power to reward or punish the
individual who is the object of the harassment, then it is difficult for quid pro quo
harassment to exist. In the case of coworkers where one is pressuring the other concerning a
relationship, the situation would more likely be considered to be a hostile work
environment. An excellent recent example of allegations of quid pro quo harassment was
the case of Roger Ailes, the Chairman of Fox News. Ailes was accused of coercing a
number of women who worked for–or wanted to work for–Fox to have sexual relationships
with him. Just one of the claims was settled, with Fox News personality Gretchen Carlson
receiving $20 million.104
Sexual harassment As defined by the EEOC, “unwelcome sexual advances, requests for sexual favors, and
other verbal or physical conduct of a sexual nature constitutes sexual harassment 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”
Quid pro quo harassment Harassment that occurs when some type of benefit or punishment is made
contingent upon the employee submitting to sexual advances
Hostile work environment Harassment that occurs when someone’s behavior at work creates an
environment that is sexual in nature and that makes it difficult for someone of a particular sex to work in
that environment
Reasonable person The “average” person who would look at the situation and its intensity to determine
whether the accused person was wrong in their actions

Hostile Work Environment
Hostile work environment is a very specific legal term in HRM meaning harassment that
occurs when someone’s behavior at work creates an environment that is sexual in nature and that
makes it difficult for someone of a particular sex to work in that environment. Hostile work
environment sexual harassment happens when a “reasonable person” determines that the
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behavior in question goes beyond normal human interaction and the jokes and kidding that
accompany such interaction, instead rising to a level that such a reasonable person would
consider the act or acts to be both harassing and sexual in nature.105 For the purposes of
the law, a reasonable person is the “average” person who would look at the situation and its
intensity to determine whether the accused person was wrong in their actions.

What Constitutes Sexual Harassment?
Can sexual harassment in any form occur between a female supervisor and a male
subordinate? Can sexual harassment occur between two male employees or two female
employees? Absolutely! Sexual harassment does not have to occur between a male supervisor
and female subordinates. For example, there is a famous Supreme Court case of male-onmale harassment on an offshore oil platform. In Oncale v. Sundowner Offshore Services,106
Joseph Oncale quit his job on an oil rig and filed a harassment suit against his employer for
same-sex harassment. The Court ruled that he was harassed to the point that it met the
standard where a reasonable person would have considered it sexual harassment.
Inappropriate and unwelcome sexual advances are forms of sexual harassment.
Organizations may be liable for harassment in the workplace and should take active steps to
ensure that all employees are clear on what it is and what the consequences will be.

©iStockphoto.com/mediaphotos
As in other forms of illegal discrimination, the plaintiff has to show only a prima facie
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(literally “on the face of it,” meaning it looks like harassment to our reasonable person) case
that harassment has occurred. To qualify as a prima facie case of sexual harassment, the
work situation must include the following characteristics:107
1.
2.
3.
4.

The plaintiff is a member of a protected class;
The harassment was based on sex;
The person was subject to unwelcome sexual advances; or
The harassment was sufficiently severe enough to alter the terms, conditions, or
privileges of employment.

In order for the organization to be considered for liability, two critical conditions must
exist:108
1. The plaintiff did not solicit or incite the advances.
2. The harassment was undesirable and severe enough to alter the terms, conditions,
and privileges of employment.
Some cases are clearly sexual harassment on the first offense, such as requesting sex as part
of the job and any unwanted sexual touching. However, some offenses are not so obvious,
such as touching on an arm or shoulder or asking a person to go on a date. In these gray
areas, affected employees should tell the harasser that they find the behavior offensive and
will report the person for sexual harassment if the behavior is repeated.

Reducing Organizational Risk From Sexual Harassment
Lawsuits
Once the plaintiff has shown a prima facie case for the accusation, and once it has been
determined that the harassment was potentially severe enough to alter the terms,
conditions, and privileges of work (and assuming that the organization can’t show the
plaintiff invited or incited the advances, as in the case of quid pro quo harassment); then
the courts will determine whether the organization is liable for the actions of its employee
based on the answers to two primary questions:
1. Did the employer know about, or should the employer have known about, the
harassment?
2. Did the employer act to stop the behavior?
3-3 Applying The Concept

330

Sexual Harassment
Write the letter and number codes listed below before each statement to indicate the kind of behavior it
describes.
1. sexual harassment: After the harassment letter, write in if it is (1) quid pro quo or (2) hostile work
environment harassment (i.e., write a/1 or a/2).
2. not sexual harassment
____ 15. Karen tells her coworker Jim an explicitly sexual joke, even though twice before, Jim told
her not to tell him any dirty jokes.
____ 16. Ricky-Joe typically puts his hand on his secretary’s shoulder as he talks to her, and she is
comfortable with this behavior.
____ 17. José, the supervisor, tells his secretary, Latoya, that he’d like to take her out for the first
time today.
____ 18. Cindy tells her assistant, Juan, that he will have to go to a motel with her if he wants to be
recommended for a promotion.
____ 19. Jack and Jill have each hung up pictures of nude men and women on the walls near their
desks, in view of other employees who walk by.
____ 20. As coworker Rachel talks to Carlos, he is surprised and uncomfortable because she gently
rubbed his buttock.

In general, if the employer knew or should have known about the harassment and did
nothing to stop the behavior, then the employer can be held liable. So how do you protect
your organization from liability in case of a charge of sexual harassment, either quid pro
quo or hostile work environment? Exhibit 3-8 shows five important steps to follow.109
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Work Application 3-7
A high percentage of people, especially women, have been sexually harassed. Have you or anyone you know
been sexually harassed at work? Briefly describe the situation, stating if it was quid pro quo or a hostile work
environment.

In general, management in the organization should probably institute and communicate a
zero-tolerance policy for sexual harassment. It should be a “one strike and you’re out”
offense—a major disciplinary infraction for which a person should be terminated. Why
should we have zero tolerance for this type of behavior? Well, consider if you had an
employee who was guilty in the past of harassing another employee. You did the
investigation, found that the harassment did occur, and disciplined but did not terminate
the harasser. What if, months or even years later, the same employee acted in the same
manner toward another individual in your organization? You might be put in the position
where you would have to go to court and defend your earlier actions.
In a case such as this, it would be very difficult to claim that you and the organization did
not know or could not have known that more harassment might occur. The result would
quite likely be that your organization would lose this case in court and might have to pay a
significant settlement to the aggrieved individual, as in the Ailes/Fox News case we noted
above. Sexual harassment should be treated very seriously, because the consequences can be
grave for the organization if it doesn’t do what it should to prevent the harassment.
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Religious Discrimination
Religion-based discrimination and the ability of employers to create work rules that may
affect religious freedom continue to be an issue in the workplace.110 For instance, the issue
of standards of dress in a number of religions, most notably Islam’s standards for women’s
attire in public (including the hijab or niqab), has become a point of contention in some
workplaces. If an employer sees the niqab as a symbol of repression, can the employer deny
the right to wear such head coverings and use the antidiscrimination statutes concerning
gender as justification? Can an employer require drivers who work for them to deliver
alcohol to customer warehouses when the drivers may have a religious opposition to
drinking alcohol?111 There are many religious freedom questions that we are dealing with
in companies today, and there are certainly no easy answers.
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LO 3-6
Discuss the employer accommodations that are required to avoid unnecessary religious discrimination.
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SHRM
B:29
Reasonable Accommodation—Religious
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SHRM
F:7
Religion

Remember, the federal courts have determined that religious discrimination is a violation of
the 1964 CRA because it identifies religion as a protected class. Because religion was
specifically identified in the CRA, we can’t use it as a factor in making “any employment
decision” with our employees. Religion is a less obvious characteristic than gender or race,
so it is usually not a characteristic on which we base decisions. However, if a person’s
religion requires a certain type of dress or observation of religious holidays or days of
worship that is not in keeping with the normal workday practices of the organization, and
if the individual requests accommodation for these religious beliefs, then we generally
would need to make every reasonable effort to accommodate such requests.
Employers are required to provide such a “reasonable accommodation” for requests that are
based on “employees’ sincerely held religious beliefs or practices, unless doing so would
impose an ‘undue hardship’ on their business operations.”112 We have already defined
reasonable accommodations and undue hardship earlier in this chapter, but the general result
of a series of federal court rulings on religion and religious practices has been that if such
practices can be accommodated by the organization without creating an excessive burden
on the organization, then they must be accommodated, under penalty of law.
However, if the job description and specifications require employees to work specific days
and hours of the day, or complete certain tasks that might violate some personal religious
beliefs, and if an applicant accepts the job, then the employer does not need to
accommodate any employee requests not to work during those hours or days. For example,
many health care workers are religious Christians and don’t want to work on Christmas,
Good Friday, Easter, and other holy days; but they do because it is part of the job. On the
other hand, if a Muslim wants to take a break at a certain time of the work day to pray, that
would generally be a reasonable to accommodate unless they had been informed of the need
to forgo such breaks in the job description. Some companies have even built quiet rooms
for prayer, meditation, or simple relaxation.
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Work Application 3-8
Describe the sexual harassment policy where you work or have worked. If you are not sure, check the
company HR handbook or talk to an HR department staff member to get the answer.
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LO 3-7
Discuss trends in HRM including the role of technology in diversity management and sexual orientation
and gender identity discrimination.
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Trends and Issues in HRM
Again, we end this chapter with some significant trends and issues that are affecting HRM.
In this section, we will cover two items that have been recent issues with employers—both
large and small. These issues include a brief on using technology blindly when taking
employment actions, and information on sexual orientation discrimination.

Technology May Create New Dangers in Equal Opportunity
and Diversity Management
Many people in today’s workforce have grown up with the idea that technology will solve
all of their problems. However, if this is the case, then why are virtually all of the major
technology companies being criticized over their lack of diversity? A quick Internet search
shows that Qualcomm settled a gender-bias lawsuit for $19.5 million in 2016113 while HP
was accused of age-bias the same year.114 “Airbnb, Uber, and Lyft were all accused of
discrimination against black customers trying to book lodging and hail rides.”115 Yahoo
was accused of gender bias, against men, and Palantir of a bias against Asian engineers. And
this is all just in 2016. In 2017, Google was accused of systematically underpaying female
employees, as was Oracle. And Susan Fowler, an engineer for Uber, filed a rather lurid
sexual harassment claim against the company.116
What is going on? Google, for example, is known for trying to take the bias out of hiring
by creating algorithms to identify candidates for employment. But how do the algorithms
get created? By looking at successful past hires that are overwhelmingly white males and
trying to identify commonalities among those hiring successes. This method would almost
have to create a bias, unless the researchers made a concerted effort to take any factors that
correlated with gender, age, ethnicity, race, and multiple other bias categories out of the
equations. A reasonably new concept of “candidate personas” is being used in creating
many of these algorithms. Notes one HR technology provider, “The easiest way to begin a
candidate persona is to research the people who have been hired before in the role.”117
However, such a beginning may knock out people who haven’t had the opportunity to
walk a particular path at work and therefore can never meet the ideal candidate
requirements. Technology has a tendency to make these problems even more significant
than having a manager hire new employees based on their opinion, because biases are now
built-in to the system that then throws out all of the candidates who are not ideal. In
“Weapons of Math Destruction: How Big Data Increases Inequality and Threatens
Democracy” author Cathy O’Neil says that these algorithms are “ticking time-bombs that
are well-intended but ultimately reinforce harmful stereotypes.”118
What does an HR manager need to be aware of when using computer programs for
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recruiting or other employment actions? First, you need to understand that just because a
candidate pool was generated by a computer does not mean that it is unbiased. Remember
the “garbage-in, garbage-out” rule of computing. Second, analyze the inputs to the
algorithm (assuming it was designed by your company or you can get the input
information from the firm that did design it). Look for implicit biases in the input data.
Finally, test the candidate pools that result from such algorithms against the OUCH test,
and specifically against the Four-Fifths Rule to look for disparate impact.119

Sexual Orientation and Gender Identity Discrimination
Is sexual orientation discrimination illegal? That depends on who you ask. As of early 2017,
two federal appeals courts had provided rulings that said that sexual orientation
discrimination was not explicitly prohibited under Title VII of the 1964 Civil Rights Act.
In fact, “Federal courts have by an overwhelming margin refused to apply Title VII to
claims of sexual orientation discrimination.”120 However, at the same time, the EEOC–the
federal agency charged with investigating claims of discrimination–has stated that sexual
orientation or gender identity discrimination is a form of sex discrimination, and many
experts in HR law are recommending to companies that they not participate in any
discrimination based on sexual orientation or gender identity for solid business reasons.
It also appears as if business has listened and is willing to provide equity and fairness to all
of their employees to the best of their collective abilities. According to the Corporate
Equality Index from the Human Rights Campaign Foundation, as of 2017, 92% of the
Fortune 500 firms include sexual orientation in their non-discrimination policies and 82%
include gender identity.121 There are also other outside pressures on business that have
increased the willingness of organizations to provide equity to all employees. Remember
that states and even cities have the ability to make laws concerning equal opportunity and
fairness in the workplace. According to SHRM:122
22 states and the District of Columbia prohibit discrimination relating to sexual
orientation
19 states and the District of Columbia prohibit discrimination in private and public
employment related to gender identity
More than 255 local municipalities provide protections in private and public
employment against discrimination based on sexual orientation and/or gender
identity
In this situation, as in so many other issues of potential bias in hiring, it just does not make
sense to discriminate. Logic says that if we artificially remove the people of any group from
consideration for employment (including promotion and all other employment actions), we
are almost certain to be removing some of the best qualified individuals from the candidate
pool. With significant shortages of skilled employees in almost every area of work, this is
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simply foolish and will harm the organization in its ability to field the best talent on a daily
basis. So even though the issue has not been determined in court or in Congress, it just
makes sense to treat all individuals the same.
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Chapter Summary
3-1 Describe the OUCH test and its four components, and identify when it is
useful in an organizational setting.
The OUCH Test is a rule of thumb you should use whenever you are contemplating
any employment action. You use it to maintain fairness and equity for all of your
employees or applicants. OUCH is an acronym that stands for Objective, Uniform
in application, Consistent in effect, and Has job relatedness. An employment action
should generally be objective instead of subjective; we should apply all employment
tests the same way, every time, with everyone, to the best of our ability; the
employment action should not have an inconsistent effect on any protected groups;
and the test must be directly related to the job to which we are applying it.
3-2 Identify the major equal employment opportunity (EEO) laws and the groups
of people that each law protects.
The Equal Pay Act of 1963 requires that women be paid equal to men if they are
doing the same work.
Title VII of the Civil Rights Act of 1964 prohibits discrimination on the basis of
race, color, religion, sex, or national origin, in all areas of the employment
relationship.
The Age Discrimination in Employment Act of 1967 prohibits age discrimination
against people 40 years of age or older, and it restricts mandatory retirement.
The Vietnam Era Veterans Readjustment Assistance Act of 1974 prohibits
discrimination against Vietnam veterans by all employers with federal contracts or
subcontracts of $100,000 or more. It also requires that affirmative action be taken.
The Pregnancy Discrimination Act of 1978 prohibits discrimination against women
affected by pregnancy, childbirth, or related medical conditions; and it treats such
discrimination as unlawful sex discrimination.
The Americans with Disabilities Act of 1990 strengthened the Rehabilitation Act of
1973 to require employers to provide “reasonable accommodations” to allow disabled
employees to work.
The Civil Rights Act of 1991 strengthened civil rights by providing for possible
compensatory and punitive damages for discrimination.
The Uniform Services Employment and Reemployment Rights Act (USERRA)
ensures the civilian reemployment rights of military members who were called away
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from their regular (nonmilitary) jobs by US government orders.
The Veterans Benefits Improvement Act of 2004 amends USERRA to extend health
care coverage while away on duty; and it requires employers to post a notice of
benefits, duties, and rights of reemployment.
The Genetic Information Nondiscrimination Act of 2008 prohibits the use of genetic
information in employment, prohibits intentional acquisition of the same, and
imposes confidentiality requirements.
The Lilly Ledbetter Fair Pay Act of 2009 amends the 1964 CRA to extend the period
of time in which an employee is allowed to file a lawsuit alleging pay discrimination.
3-3 Briefly describe the EEOC’s functions, employee rights, and employer
responsibilities in conjunction with EEO laws.
The EEOC is a federal agency that investigates allegations of illegal discrimination
based on race, color, religion, sex (including pregnancy), national origin, age (40 or
older), disability, or genetic information.
The EEOC has three significant functions: investigating and resolving discrimination
complaints through either conciliation or litigation, gathering and compiling
statistical information on such complaints, and running education and outreach
programs on what constitutes illegal discrimination.
Employee rights include:
Bring a discrimination complaint
Participate in an EEOC investigation, hearing, or other proceeding without
threat of retaliation
Rights related to arbitration and settlement of the complaint
Right to sue employers directly for claims of illegal discrimination
Employer responsibilities include:
Avoid retaliation for employees participating in their rights above
Avoid creating a work environment that would lead to constructive discharge
3-4 Discuss the differences among equal employment opportunity, affirmative
action, and diversity.
Equal employment opportunity deals with a series of laws and regulations put in
place at the federal and state government levels in the last 45 years. As such, equal
employment opportunity is very specific and narrowly defined within US law and
various state laws.
Affirmative action, except in a few circumstances, does not have the effect of law.
Therefore, affirmative action is a much broader concept based on policy than is EEO,
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which is more narrowly based on law.
Finally, diversity is not law, nor necessarily even policy within organizations. Diversity
is a very broad set of concepts that deal with the differences among people within
organizations. Today’s organizations view diversity as a valuable part of their human
resources makeup, but there are no specific laws that deal with requirements for
diversity within organizations beyond the EEO laws.
3-5 Identify the two primary types of sexual harassment and how to reduce
company risk from harassment lawsuits.
Quid pro quo harassment occurs when some type of benefit or punishment is made
contingent upon the employee submitting to sexual advances. In other words, if you
do something for me, I will do something for you; or conversely, if you refuse to do
something for me, I will harm you.
Hostile work environment harassment occurs when someone’s behavior at work
creates an environment that is sexual in nature and makes it difficult for someone of a
particular sex to work in that environment. Hostile environment sexual harassment
happens when a “reasonable person” would determine that the environment went
beyond normal human interactions and rose to the level that such a reasonable
person would consider the act or acts to be both harassing and sexual in nature.
Companies reduce their potential liability by doing five things:
1. Develop policies clearly stating that harassment will not be tolerated.
2. Communicate the policy routinely–make sure everyone is aware.
3. Develop a mechanism for reporting harassment that encourages people to
speak out.
4. Ensure that just cause procedures are followed when investigating complaints.
5. Prepare, and carry out disciplinary action against those who commit sexual
harassment.
3-6 Discuss the employer accommodations that are required to avoid unnecessary
religious discrimination.
As in other forms of discrimination, employers are required to provide reasonable
accommodation for requests that are based on employees’ sincerely held religious
beliefs or practices, unless doing so would impose an “undue hardship” on their
business operations. However, if the job description and specifications require
employees to work specific days and hours of the day, or to complete certain tasks
that might violate some personal religious beliefs, and if an applicant accepts the job,
then the employer does not need to accommodate employee requests not to work
during those hours or days.
3-7 Discuss trends in HRM including the role of technology in diversity
management and sexual orientation and gender identity discrimination.
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Recently, technology companies have faced scrutiny regarding discrimination by race,
sexual orientation, and gender identity. As organizations work to increase diversity in
their organizations, HR managers need to be aware of how technology can reinforce
discrimination because of biases built-in to the systems and the data the managers
work with.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. __________ is the act of making distinctions or choosing one thing over another—
in HR, it is distinctions among people.
2. __________ is making distinctions that harm people by using a person’s
membership in a protected class.
3. __________ is a rule of thumb used whenever you are contemplating any
employment action, to maintain fairness and equity for all of your employees or
applicants.
4. __________ is a test used by various federal courts, the Department of Labor, and
the EEOC to determine whether disparate impact exists in an employment test.
5. __________ is discrimination against members of the majority employee group
based on a legally protected factor, such as race or religion.
6. __________ exists when individuals in similar situations are intentionally treated
differently and the different treatment is based on an individual’s membership in a
protected class.
7. __________ occurs when an officially neutral employment practice
disproportionately excludes the members of a protected group; it is generally
considered to be unintentional, but intent is irrelevant.
8. __________ occurs when, over a significant period of time, a person or group
engages in a sequence of actions that is intended to deny the rights provided by Title
VII (the 1964 CRA) to a member of a protected class.
9. __________ is a qualification that is absolutely required for an individual to
successfully do a particular job.
10. __________ exists when a particular practice is necessary for the safe and efficient
operation of the business, and when there is a specific business purpose for applying a
particular standard that may, in fact, be discriminatory.
11. __________ exists when a test for employment is a legitimate measure of an
individual’s ability to do the essential functions of a job.
12. __________ is a physical or mental impairment that substantially limits one more
major life activities, a record of having such an impairment, or a condition of being
regarded as having such an impairment.
13. __________ is an accommodation made by an employer to allow someone who is
disabled but otherwise qualified to do the essential functions of a job to be able to
perform that job.
14. __________ consist of the fundamental duties of the position.
15. __________ are those that may be performed on the job but need not be performed
by all holders of the job.
16. __________ occurs when the level of difficulty for an organization to provide
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17.
18.
19.
20.

21.

22.
23.

24.

25.
26.
27.
28.
29.
30.
31.

32.
33.

accommodations, determined by looking at the nature and cost of the
accommodation and the overall financial resources of the facility, becomes a
significant burden on the organization.
__________ consists of monetary damages awarded by the court that compensate
the person who was injured for their losses.
__________ consist of monetary damages awarded by the court that are designed to
punish an injuring party that intentionally inflicted harm on others.
__________ occurs when different groups of people have different scores designated
as “passing” grades on a test for employment.
__________ is a notice from the EEOC, if they elect not to prosecute an individual
discrimination complaint within the agency, that gives the recipient the right to go
directly to the courts with a complaint.
__________ is a situation in which the organization takes an “adverse employment
action” against an employee because the employee brought discrimination charges
against the organization or supported someone who brought discrimination charges
against the company.
__________ consist of any action such as firings, demotions, schedule reductions, or
changes that would harm the individual employee.
__________ exists when an employee is put under such extreme pressure by
management that continued employment becomes intolerable for the employee and,
as a result of the intolerable conditions, the employee resigns from the organization.
__________ is a series of policies, programs, and initiatives that have been instituted
by various entities within both government and the private sector to create
preferential hiring of individuals from protected groups in certain circumstances, in
an attempt to mitigate past discrimination.
__________ is the existence of differences—in HRM, it deals with different types of
people in an organization.
__________ is a basic ability to think in unique and different ways and apply those
thought processes to existing problems.
__________ is the act of creating useful processes or products based on creative
thought processes.
__________ is the ability to find many possible solutions to a particular problem,
including unique, untested solutions.
__________ is the act of being opposed to another.
__________ is how organizations go through the process of creating new things—
the opposition itself drives the organization to change.
__________ occurs when conflict gets to the point where creativity is stifled and, in
fact, almost all work becomes difficult or impossible because of the conflict’s
intensity.
__________ is an intent and desire for group members to stick together in their
actions.
__________ consists of unwelcome sexual advances, requests for sexual favors, and
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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.
34. __________ is harassment that occurs when some type of benefit or punishment is
made contingent upon the employee submitting to sexual advances.
35. __________ is harassment that occurs when someone’s behavior at work creates an
environment that is sexual in nature and makes it difficult for someone of a particular
sex to work in that environment.
36. __________ is the “average” person who would look at the situation and its
intensity to determine whether the accused person was wrong in their actions.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you agree that applying the OUCH test to an employment situation will
minimize illegal discrimination? Why or why not?
2. Are there any groups of people in the United States that you think should be covered
by federal laws as a protected group but are not currently covered? Why or why not?
3. In your opinion, is most discrimination in the United States unintentional (disparate
impact), or is most discrimination intentional (disparate treatment)? Why do you
think so?
4. What is your opinion of organizations using bona fide occupational qualifications
(BFOQs) to limit who they will consider for a job?
5. Do we really need all of the laws that protect the equal employment opportunities of
different groups (age, military veterans, pregnant women, etc.)? Why or why not?
6. Do you agree that most employers probably want to obey the Americans with
Disabilities Act but don’t know exactly what they are required to do under the law?
Do you think that most employers would rather not hire disabled people? Justify
your answer.
7. How would you define the terms “reasonable accommodation” and “undue hardship”
if you were asked by one of your company managers?
8. Has affirmative action gone too far in creating a preference for historically
underrepresented groups over other employees and applicants instead of treating
everyone equally?
9. Is illegal immigration really hurting this country, when most illegal immigrants take
jobs that Americans don’t want to do anyway?
10. Do you think that sexual harassment in the workplace is overreported or
underreported? Justify your answer.
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Case 3-1 You Can’t Get There From Here: Uber Slow on
Diversity
Established in 2009, Uber provides an alternative to taxi cab service in 460 cities and nearly
60 countries worldwide. The trick? Their mobile application for smartphones allows riders
to arrange for transportation with drivers who operate their personal vehicles. A dual rating
system (drivers and customers rate each other) serves as a quality control device keeping
Uber standards high.(1)
As an international technology firm, Uber has been challenged, along with other tech giants
like Google and Twitter, to demonstrate that they are attuned to the specific needs of their
employees, more specifically people of color and women. In Uber’s own words:
At Uber, we want to create a workplace that is inclusive and reflects the diversity of
the cities we serve: where everyone can be their authentic self, and where that
authenticity is celebrated as a strength. By creating an environment where people from
every background can thrive, we’ll make Uber a better company—not just for our
employees but for our customers, too.(2)
Yet actions speak louder than words. Uber employees describe the firm’s work environment
amid some managers as Machiavellian and merciless. Many blame Travis Kalanick, Uber’s
founder and former chief executive, for establishing such a negative culture. Uber’s fast
growth approach to the market has rewarded employees and managers who have
aggressively pushed for greater revenues and fatter profits at the seeming cost of human
dignity.
For example, Uber has had its share of troubles addressing issues of sexual misconduct and
workforce diversity. These issues came to light when a former employee, Susan Fowler,
reported in her personal blog that she was being sexually harassed by her manager and that
human resources had been informed of these infractions.(3) Susan Fowler said in her blog:
On my first official day rotating on the team, my new manager sent me a string of
messages over company chat. He was in an open relationship, he said, and his
girlfriend was having an easy time finding new partners but he wasn’t. He was trying
to stay out of trouble at work, he said, but he couldn’t help getting in trouble, because
he was looking for women to have sex with. It was clear that he was trying to get me
to have sex with him, and it was so clearly out of line that I immediately took
screenshots of these chat messages and reported him to HR.(4)
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Uber’s first reaction was to call Ms. Fowler’s accusations as “abhorrent and against
everything Uber stands for and believes in.”(5) Ms. Fowler purported that her manager was
not punished because he “was a high performer”; yet other female employees reported
similar incidents with the same manager, leading Ms. Fowler to believe that HR was
covering up for her manager.
Uber was in trouble as more and more scandals emerged and they quickly took the
following actions: (a) apologized for some of their managers’ actions, (b) had a board
member and several female executives provide testimonials on the firm’s positive work
environment, and (c) began to probe workplace policies and procedures.
Arianna Huffington, a board member, repeatedly labeled new employees as “brilliant
jerks.”(6) Huffington said that this investigation would be different when Eric H. Holder
Jr., the former United States Attorney General (as well as some others), were hired to
conduct their investigation.
Uber released its first diversity report on March 28, 2017, one month after these
allegations. This report indicated that women and nonwhite employees are
underrepresented at the firm, not overly dissimilar from other technology-based firms.
Some of the most egregious statistics include: (a) racial configuration―6% Hispanic, 9%
black, 50% white, and (b) 85% of all technology jobs are held by men, with a mere 36% of
the total workforce comprised of women.(7)
Liane Hornsey, Uber’s chief human resource officer, acknowledged, “We need to do better
and have much more work to do.”(8) Here are Uber’s next steps:
We’re dedicating $3 million over the next three years to support organizations
working to bring more women and underrepresented people into tech. This year, our
recruiting team is also embarking on a college tour to recruit talented students at
colleges across the country, including a number of Historically Black Colleges and
Universities (HBCUs) and Hispanic Serving Institutions (HSIs). Our employee
resource groups play a huge role in all our recruiting events that are focused on hiring
women and people of color at Uber.
In recruiting, we’ve updated our job descriptions to remove potentially exclusionary
language, and we are running interview training to make our hiring processes more
inclusive for women in tech. We’re also rolling out training to educate and empower
employees, covering topics like “why diversity and inclusion matters,” “how to be an
ally,” and “building inclusive teams.” Training is not a panacea, but educating
employees on the right behaviors is an important step in the right direction.
This is just the beginning of our efforts. Whether you’re a veteran returning from
service or a person with a disability and regardless of your religious beliefs, your sexual
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orientation, your gender identity, or the country you call home, at Uber, we want to
create an environment where you can be yourself. By deepening our commitment to
diversity, we will strengthen our business and better serve our customers in over 450
cities in more than 70 countries.(9)
Only time will tell if this fast growth firm can manage its aggressive culture and diversity as
it continues to expand into new marketplaces and those with differing cultures.
Questions
1. Susan Fowler’s complaint of being the target of sexual harassment by her manager
would be categorized as falling under which employment law?
2. Which type(s) of harassment was Ms. Fowler exposed to?
3. What actions, if any, has Uber taken to limit their liability relative to sexual
harassment charges?
4. Uber’s diversity report indicates that 36 percent of Uber’s workforce is made up of
women (15% in technical jobs); 50% of Uber’s employees in the United States are
white, while 9% are black and 6% are Hispanic. Are they in violation of any EEOC
and Affirmative Action laws?
5. Why does diversity matter in general and more specifically to Uber?
6. What benefits and challenges does Uber derive from a more diverse workforce?
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Case 3-2 When Religion Is on the Agenda
The Loxedose Company near Chicago transfers computer models into hard physical copies.
Computer programmers design the representation, and machines sculpt the product line by
line from the bottom to the top by adding levels of materials that adhere and are durable.
Two managers who founded the company celebrate individual and company successes. For
example, Founders Day, August 25, features all 30 members of the company (or whoever is
available) helping blow out the company birthday cake candles. Labor Day features a
camping trip for those interested, at a manager’s cabin at the largest lake in the area.
Halloween features most employees wearing a costume, unless they are out on a sales or
delivery run. Thanksgiving features a turkey lunch, whether vegetarians like it or not.
The managers believe that everyone should be working together and celebrating together.
Accordingly, Christmas is not only a great year-end celebration but also a super holiday
party. Traditionally, gifts are exchanged, Christmas carols are sung, and computer-designed
trophies are given to the employees with bonus checks attached. Employees have to be
present to receive the prizes made from Loxedose computer designs and materials.
This year, Loxedose hired a married couple, Omar and Judy, to be a part of the sales staff.
Omar was from Saudi Arabia and also was studying in a university in Chicago. His wife
was an American who was going to the same university.
Judy joined the Islamic faith when she married Omar. She was a Christian early in her life
and then was unchurched through many years before she met Omar.
The upcoming Christmas party was a mandatory meeting and celebration. Employees had
to be there to pick up their trophy along with the $200 bonus check. Judy was OK with
going to the celebration, but Omar was not because it was a Christian celebration. Judy
decided to go to the Christmas party without Omar to pick up Omar’s statue along with
hers.
The party started just fine, with an exchange of presents, a birthday cake for Jesus, and a
bunch of thank-yous from top management. When it came to giving out the celebratory
statues and money, the managers stated you had to be there. Omar and Judy were
mentioned together so Judy started picking up both statues when the company managers
said Omar had to be there. Judy protested saying this was part of a Christmas celebration
that was not part of his religion. Omar’s statue and money were forced to remain.
Judy and Omar protested to management that they were discriminating based on religion
because the bonus based on performance was distributed through the Christmas party and
not offered if the employee didn’t attend. All employees should have an equal right to get
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the bonus. Furthermore, not everyone will always be able to attend the parties because of
illnesses, family matters, and other issues.
The managers proposed creating a new employee handbook policy associated with
celebrations, awards, and religion. The following choices were suggested in a company
meeting:
1. Celebrations within the company are important because they bring the employees
together beyond the basic job. Employees will be required to attend Christian
celebrations during work hours because that is the dominant religion.
2. Celebrations within the company are important because they bring the employees
together beyond the basic job. Employees will be required to attend celebrations
unless there are religious reasons or other reasons approved by management.
3. Celebrations within the company are important because they bring the employees
together beyond the basic job. However, no celebrations shall be related to any, or for
any, religious holiday, in order to respect the beliefs of those who do not celebrate as
such. Anyone missing any party needs prior approval from management.
4. Celebrations within the company are optional. However, rewards will be provided for
performance at a December party. If no reward is received at the party, it will be
delivered to the employee the next day.
5. No statues or awards will be given at company celebrations. They will be mailed to
employees or added to payroll automatically.
Top management strongly opposes the last two proposals because they would actually
destroy the effect of providing awards in front of everyone. They prefer the second proposal
because everyone would need to contact management and management would have control
of who would be at the celebration. Omar and Judy do not like the fact that they would be
forced (in Proposal 2) to reject the Christmas party because it is Christian. They much
prefer Proposal 3 that eliminates religion-related celebrations. Top management does not
like the proposal because it thinks religion-based celebrations are an important part of life.
Questions
1. Does the current policy pass the OUCH test?
2. Does management have a legal defense to discriminate by requiring attendance at
religious based events? Which defense is management using for keeping the policy?
3. Which employment law or laws does this case involve? How would the law(s) that
you identified apply in this case?
4. Which employee handbook proposal should the company incorporate (if any) and
why?
5. How effective in the company’s culture is giving out awards in front of everyone else?
6. Should religious parties be optional? Mandatory? Offered? Not offered?
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Skill Builder 3-1 The Four-Fifths Rule
For this exercise, you will do some math.
Objective
To develop your skill at understanding and calculating the Four-Fifths Rule
Skills
The primary skills developed through this exercise are as follows:
1. HR management skill—Analytical and quantitative business skills
2. SHRM 2016 Curriculum Guidebook—G: Outcomes: Metrics and Measurement in
HR
Complete the following Four-Fifths Problems
1:

4/5 = _____ %.
The selection rate of _____% is equal to, less than, or greater than _____% or 4/5.
Therefore, the Four-Fifths Rule is or is not met. How many total females and how many
more females should be hired? ___________
2:
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4/5 = _____ %.
The selection rate of _____% is equal to, less than, or greater than _____% or 4/5.
Therefore, the Four-Fifths Rule is or is not met. How many total and how many more
nonwhites should be hired? ______ _____
3:

4/5 = _____ %.
The selection rate of _____% is equal to, less than, or greater than _____% or 4/5.
Therefore, the Four-Fifths Rule is or is not met. How many total and how many more
nonwhite females should be hired? ___________
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Skill Builder 3-2 Diversity Training
Objective
To become more aware of and sensitive to diversity
Skills
The primary skills developed through this exercise are as follows:
1. HR management skill—Human relations skills
2. SHRM 2016 Curriculum Guidebook—L: Training and Development
Answer the following questions: Race and Ethnicity
1. My race (ethnicity) is ____.
2. My name, ____, is significant because it means ____. [or] My name, ____, is
significant because I was named after ____.
3. One positive thing about my racial/ethnic background is ____.
4. One difficult thing about my racial/ethnic background is ____.
Religion
5. My religion is ____.
6. One positive thing about my religious background is ____.
7. One difficult thing about my religious background is ____.
Gender
8. I am ____ (male/female).
9. One positive thing about being (male/female) is ____.
10. One difficult thing about being (male/female) is ____.
Age
11. I am ____ years old.
12. One positive thing about being this age is ____.
13. One difficult thing about being this age is ____.
Other
14. One way in which I am different from other people is ____.
15. One positive thing about being different in this way is ____.
16. One negative thing about being different in this way is ____.
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Prejudice, Stereotypes, and Discrimination
17. Describe an incident in which you were prejudged, stereotyped, or discriminated
against. It could be something minor, such as having a comment made to you about
your wearing the wrong type of clothes/sneakers or being the last one picked when
selecting teams.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
Your instructor may ask you to do this Skill Builder in class in a group. If so, the instructor
will provide you with any necessary information or additional instructions.
_______________________________________________________
_______________________________________________________
_______________________________________________________
_______________________________________________________
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Part II Staffing
4 Workforce Planning: Job Analysis, Design, and Employment Forecasting
5 Recruiting Job Candidates
6 Selecting New Employees
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4 Workforce Planning: Job Analysis, Design, and
Employment Forecasting
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Learning Objectives
After studying this chapter, you should be able to do the following:
4-1 Describe the process of workflow analysis and identify why it is important to HRM. PAGE 116
4-2 Discuss the reason for job analysis, and identify the five major options available and expected
outcomes of the process. PAGE 118
4-3 Discuss the four major approaches to job design and the components and purpose of the Job
Characteristics Model. PAGE 126
4-4 Describe the four major tools for motivational job design. PAGE 131
4-5 Discuss the two types of HR forecasting and the three most common quantitative forecasting
methods. PAGE 135
4-6 Identify the major options when the organization is faced with a labor surplus or shortage.
PAGE 139
4-7 Discuss the reasons why gig work and automation have recently increased at such a rapid rate.
PAGE 145
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Practitioner’s Perspective
Cindy’s day started when an executive burst into the HR office. “Hold everything!” he shouted. “Doug just
announced he’s retiring unexpectedly, and we’ve got to start advertising for someone to replace him
immediately. I don’t know how we can manage without him!”
“Calm down—we can do this,” she replied. “Just send us your succession planning matrix and his
functional job description, and we’ll start the process to replace him.”
“I hate to admit it, but I never completed that matrix, and I don’t have an updated job description for
Doug,” the manager replied sheepishly. “There have been so many changes with the department
reorganizations this year that we need to reconfigure everything.”
While hiring someone new is the perfect time to update the job description for a position, it is not the best
time to create one. Why is it important to have a current job description, and how does one go about
writing one? Chapter 4 shows how to successfully identify and document motivational positions.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
E. Job Analysis/Job Design (required)
1. Job/role design (roles, duties, and responsibilities)
7. HR planning (skill inventories and supply/demand forecasting)
8. Work management (work processes and outsourcing)
G. Outcomes: Metrics and Measurement of HR (required)
3. Measuring absenteeism
4. Measuring turnover
5. Trend and ratio analysis projections
10. Quantitative analysis
12. Analyzing and interpreting metrics
13. Forecasting
I. Staffing: Recruitment and Selection (required)
1. Employment relationship: Employees, contractors, temporary workers
J. Strategic HR (required)
12. Trends and forecasting in HR
M. Workforce Planning and Talent Management (required)
1. Downsizing/rightsizing (secondary)
2. Planning: Forecasting requirements and availabilities, gap analysis, action planning,
core/flexible workforce
5. Retention: Measurement
6. Labor supply and demand
7. Succession planning
Q. Organization Development (required—graduate students only)
15. Succession planning
S. Downsizing/Rightsizing (secondary)
1. Employment downsizing
2. Alternatives to employment downsizing
4. Why downsizing happens
5. When downsizing is the answer
7. Alternatives to downsizing
8. Consequences of employment downsizing
9. Approaches to reducing staff size
13. Importance of focusing on individual jobs versus individual staff members
14. Layoffs

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
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Tasks and Inputs
Job Analysis
Why Do We Need to Analyze Jobs?
Databases
Job Analysis Methods
Do We Really Have “Jobs” Anymore?
Task or Competency Based?
Outcomes: Job Description and Job Specification
Job Design/Redesign
Organizational Structure and Job Design
Approaches to Job Design and Redesign
The Job Characteristics Model (JCM)
Applying the Job Characteristics Model (JCM)
Designing Motivational Jobs
Job Simplifcation
Job Expansion
Work Teams
Flexible Job Design
Job Design Is Country Specific
HR Forecasting
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Workforce Planning: Workflow Analysis
Now that we have learned some of the basics concerning how to treat our human resources
fairly and equitably, we need to start putting our people to work in the organization. Let’s
start with the realization that in order for our organization to maximize productivity, we
must match the right people with the right jobs.1 Why? Because mismatched workers tend
to have low job satisfaction, leading to absenteeism, higher turnover, and lower levels of
productivity than those who are matched effectively.2 The first step to matching people to
the right jobs is to determine what jobs we need to have performed and the qualifications
needed to do the jobs (the job description and specifications). Then we can match
employees to those jobs.
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LO 4-1
Describe the process of workflow analysis and identify why it is important to HRM.
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SHRM
E:8
Work Management (Work Processes and Outsourcing)

We need to start by showing how we design the flow of work and subsequently the jobs in
our organizations. Workflows create the need for certain types of tasks to be performed
within each part of the organization. Once we have identified those tasks, we determine
how to connect those tasks into jobs—and we then design the resulting jobs in certain
specific ways, depending on what our priorities are as an organization.
Workflow analysis The tool that we use to identify what has to be done within the organization to produce
a product or service

Imagine that we are starting up a brand-new company. The first thing we have to know is
what we expect the organization to do. Do we plan to make products (e.g., to be a
manufacturer of electronics like Samsung), or do we plan to provide services (e.g., to offer
TV and movie programming services like Netflix)? Who is going to depend on whom,
what processes are going to be accomplished in what ways, with what uncertainty and how
quickly?3 Per our discussion of organizational structure in Chapter 2, the way in which we
put the organization together will depend on what we expect it to do; and that in turn will
help determine the workflow. Workflow analysis is the tool that we use to identify what has
to be done within the organization to produce a product or service. For each product or service
that we provide in the organization, we have to identify the “series of tasks . . . that need to
be completed in order to take the work from initiation to completion.”4

Organizational Output
Workflow analysis is a bit different from some of the other things we do—because we have
to do it backward. The first thing we analyze is the end result of the process: our expected
organizational outputs.5 In other words, we need to know what the customer wants from
us.6
Why do we do it this way—starting with the end result? Well, if you think about this
backward method, it starts to make sense fairly quickly. As we noted in Chapter 2, how can
we design the steps to do something if we don’t know what it is supposed to look like when
we are finished? If we decide that we are going to make desks but we don’t identify what
kind of desks we’re going to make, then do we need skilled craftsman who can work with
hardwoods and design a beautiful handmade wooden desk, or do we need metalworkers
who can bend tubing and attach Formica surfaces to a metal frame to make a standard
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office desk? The answer is, of course, that it depends on what kind of desk we plan to make.
So identifying the end result is a critical first step in identifying the workflows needed to
create that result.

Tasks and Inputs
So we start our workflow analysis by looking at the end result. Once we identify the result
we expect, we can then determine the steps or activities required to create the end result
we’ve identified. Finally, based on the steps that we identify and the tasks that will have to
be performed, we can identify the inputs that are going to be necessary to carry out the
steps and perform the same tasks.7
There is a simple mnemonic (a memory tool) available to remember what resource inputs
we have available. It is called the 4 Ms:8
1. Machines—resources such as tools, equipment, manufacturing machinery, and other
machines that are used in completing work
2. Material—any physical resource (e.g., wood, metal, buildings, real estate, etc.) that
we use in production
3. Manpower—the people who are needed in a particular production process—both
quantity and types
4. Money—the capital that must be spent to perform our processes
Exhibit 4-1 Workflow Analysis
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These are the four large categories of resources that we use up in doing what we intend to
do.9 Whenever we look at workflow analysis, we have to identify which of the 4 Ms and
how much of each we are using up in a particular process. The final result of our workflow
analysis is shown in Exhibit 4-1.
Workflow analysis almost always shows us that some steps or jobs within the organization
can be combined, simplified, or even eliminated. (We will talk more about work
simplification shortly.) In some cases, workflow analysis will show that certain types of
groups or self-managed work teams—rather than individual workers—should be the basic
building blocks of our processes.
Does HR do all of this workflow analysis? No, the organization’s line management is
typically responsible for mapping out workflows. However, HR managers need to
understand the process (1) so that they can assist line managers in identifying the tasks and
the human inputs required to do those tasks and (2) so that they can design appropriate
organizational systems—such as training, development, and incentive compensation
systems—for the human resources who will be performing the tasks. This will keep people
both motivated and efficient.
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Work Application 4-1
Using Exhibit 4-1 as an example, identify the output and 4 Ms inputs for an organization that you work for
or have worked for.
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Job Analysis
Once we understand the workflows in the organization, the next thing that we need to do
is figure out which parts of the workflows are done where. This is the concept of job
analysis. Job analysis is the process used to identify the work performed and the working
conditions for each of the jobs within our organizations. Job analysis analyzes one small part of
the workflow; and the results of the analysis will include duties, responsibilities, skills,
knowledge required, outcomes, conditions under which the worker must operate, and
possibly other factors.10
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LO 4-2
Discuss the reason for job analysis, and identify the five major options available and expected outcomes of
the process.

The two primary outcomes for most job analysis projects are the job description and the
job specification. The job description identifies the major tasks, duties, and responsibilities
that are components of a job, while the job specification identifies the qualifications of a
person who should be capable of doing the job tasks noted in the job description.
Job analysis The process used to identify the work performed and the working conditions for each of the
jobs within our organizations
Job description Identification of the major tasks, duties, and responsibilities that are components of a job
Job specification Identification of the qualifications of a person who should be capable of doing the job
tasks noted in the job description

Why Do We Need to Analyze Jobs?
Job analysis is at the core of HRM. It is the basis of just about everything that HR does.11
If you think about it, you will quickly realize that we need to identify and correctly analyze
the jobs in the organization in order to perform any of the following functions:
1. Human resource planning. Job analysis helps us design jobs better to get the results
that we need. (We will talk about job design shortly.)
2. Job evaluation for compensation. If we don’t know what the job consists of, how can
we determine how much the job is worth to the organization so we know how much
to pay the person?
3. Staffing (recruiting and selection). If we don’t know what an employee is going to do
and how much we will pay that employee, then how do we know whom to recruit
and hire?
4. Training. If we don’t know what the job consists of, how can we teach people to do
the job?
5. Performance management. How can we evaluate performance if we don’t know what
the worker’s job consists of?
6. Maintain a safe work environment. Job analysis will help us identify hazards that the
job incumbent will need to understand, as well as any required personal protective
equipment and training the person will need to safely carry out the job.
Other things that can be affected by job analysis include individual career planning and
development, organizational strategy and structure, employee relations and legal
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compliance, and many other HRM tasks.
So job analysis is important to the HR department, but how does it affect other managers?
Think about the following issues that any organizational manager may face on a routine
basis:
1. Managers must have detailed information about all the jobs in their work groups so
that they can manage the workflow processes.
2. Managers need to understand job requirements in their work groups so that they can
make intelligent hiring, training, and promotion decisions.
3. Every manager is responsible for conducting performance evaluation in some form,
whether on an annual or a rolling basis, to ensure that all employees are performing
their jobs satisfactorily.
So we can see that job analysis is very important to both HR managers and line managers in
the organization. But how do you analyze a job?

Databases
There are various databases that can be helpful to those performing job analysis. One free
resource, the US Department of Labor’s O*NET,12 provides data on over 900 different
job titles, and the list is continually updated. Take a look at the O*NET Summary of
Knowledge, Skills, and Abilities (KSAs) for a Human Resource Specialist (a “Bright
Outlook” job title) in Exhibit 4-2. Let’s take just a minute and go into a little more detail
on how O*Net can help your organization with job analysis, job descriptions, and job
specifications.
O*Net and its partner site, O*Net OnLine, provide information on nearly 1,000 jobs that
are common to many different businesses and industries. Using the O*Net Toolkit
(http://www.onetcenter.org/toolkit.html), managers can learn how the O*Net website
works.13 Once you have reviewed the toolkit, you might want to take a look at O*Net
OnLine at http://www.onetonline.org/. HR managers can use this information to complete
a job analysis and create job descriptions and specifications quickly and easily.
The O*Net “Content Model”14 (https://www.onetcenter.org/content.html) identifies six
categories within its occupational classification structure:
Worker characteristics (enduring traits that influence a person’s performance on the
job)—abilities, interests, work styles, and work values
Worker requirements (attributes acquired through experience and/or education)—
knowledge, and skills
Experience requirements (training and experience needed)—job zone, education,
training, and experience
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Occupational requirements (actual work performed on the job)—work activities
Workforce characteristics (labor market–related information)—wages and employment
Occupation-specific information (detailed elements of specific jobs)—tasks
Using the information from the content model, HR managers can create custom reports on
each occupation searched through O*Net. They can then use that information to design or
redesign job characteristics, leading to high-quality job descriptions and specifications from
which they can then go out and recruit new employees with the required skill sets for each
job. In addition, the O*Net characteristics help in pricing each job in the organization to
provide a competitive compensation system and lower voluntary turnover in the company
(we will discuss compensation systems in Chapter 11). So O*Net is a handy free resource
for job analysis, job descriptions, and job specifications.

O*NET has been used as both a model and a supplement to create more comprehensive
occupational skills inventories for job analysis in Europe as well as the United States. The
European Centre for the Development of Vocational Training notes that “[t]he use of US
data for constructing OSPs [Occupational Skills Profiles] for European countries has been
justified by a correlation analysis.”15 The Institute for Employment Studies in Great Britain
has reviewed the value of directly using the O*NET resource for identification of a set of
occupational skills profiles for jobs in the UK.16
In addition to O*NET, other proprietary databases are available commercially, and the
information they provide can also help with job analysis of a large number of jobs that are
common across many different companies. Using a database can be a good starting point
for job analysis. However, each job analysis will most likely need to be customized; and if
you can’t find one in a database, you need to conduct your own job analysis. How to do so
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is our next topic.

Job Analysis Methods
Five commonly used methods of job analysis include the use of questionnaires, interviews,
diaries, observation, and subject matter expert panels.18,19 No matter how the process is
completed, the result that we are looking for is a description of what work occurs in that
particular job and what qualifications are needed in order for a person to be successful in
the position. Let’s take a closer look at the five methods.

Questionnaires
A number of highly valid and reliable questionnaires are available for use in the job analysis
process. A questionnaire can be given to many different people in order to analyze the job
in question. It may be given to the current jobholder (the incumbent), the supervisor, or
others who are affected by the way the job is done in the organization. Most of the
questionnaires follow similar processes. Each asks questions that help to identify the
functions that are a part of a particular job; and then, in most cases, it assigns a point value
to that function.20 For example, one function might be preparing and distributing budget
reports using a spreadsheet, and this function may be worth 25 points in a particular
questionnaire. On the other hand, the function of analyzing complex financial data for
trends might be worth 65 points in such a questionnaire. The Position Analysis
Questionnaire and the Management Position Description Questionnaire are two examples of
this type of job analysis.21
Questionnaire Advantages
Quick way to get information from large number of sources
Usually easy to quantify
Relatively low cost
Generally valid and reliable instruments
No need for a trained interviewer or observer
Questionnaire Disadvantages
Incomplete responses (nobody is interviewing or observing actions, so there is no
follow-up)
Responses may be hard to interpret
Low response rates are possible if there is no supervisory follow-up

Interviews
Another available method is the job analysis interview, in which questions are usually asked
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of the incumbent and the answers are compiled into a profile of the job. For the interview
method, we need a trained interviewer who knows how to interpret answers and ask followup questions if needed. Untrained interviewers are much more likely to violate the OUCH
test during the interview process and invalidate the job analysis outcome because of it. The
interviewer asks job-related questions, and the incumbent describes the job based on the
questions asked.
Interview Advantages
The incumbent is most familiar with the job
Can include qualitative data
Allows the interviewer to follow up confusing or incomplete answers
Simple, quick, and more comprehensive than some other forms
Provides an opportunity to explain the need for the analysis and answer questions
Interview Disadvantages
Dependent on trained interviewer and well-designed questions
Workers may exaggerate their job duties
Time-consuming and may not be cost efficient

Diaries
Here the worker maintains a work log, or diary, in which the employee writes down the
tasks accomplished while going about the job.22 This log becomes the document from
which we build the description of the job. Diaries are more valuable than some of the other
methods when it is difficult to observe what is done in a job. For instance, observation of a
securities analyst, an experimental scientist, or a CEO would not be very helpful; but if the
analyst, scientist, and CEO diligently keep diaries, we can analyze their jobs.
Diary Advantages
Participatory form of analysis
May collect data as it happens
The worker knows the job and what is important
Useful for jobs that are difficult to observe
Diary Disadvantages
Relies on worker writing all work down
Worker may rely on memory of things done earlier in the day
Information distortion
Data is not in a standard format—makes quantifying difficult
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Observation
We can also use observation of the person at work, in which an observer shadows the
worker and logs tasks that the worker performs over a period of time.23 If observers are
trained, they will usually identify tasks that workers don’t even think about doing and
therefore wouldn’t have noted in a log or diary. Again, some jobs do not allow observation
as a valid technique for job analysis. Jobs that require significant mental activity such as the
securities analyst, experimental scientist, and CEO mentioned in the Diaries section above
would not be able to be analyzed successfully by observation.
Observation Advantages
Firsthand knowledge
Allows the analyst to see the work environment, view the tools and equipment the
worker uses, observe the worker’s interrelationships with other workers, and gauge
the complexity of the job
Reduces information distortion common in some other methods
Relatively simple to use
Observation Disadvantages
Observer may affect the job incumbent’s performance
Inappropriate for jobs that involve significant mental effort
May lack validity and reliability
Time-consuming
Requires a trained observer

Subject Matter Expert (SME) Panel
In some cases, we can also call on a panel of subject matter experts.24 Also called a
“technical conference method,” the use of such experts allows them to bring to the process
their strong knowledge of the jobs they evaluate. It also allows them to brainstorm to
identify the key factors of the job, based on their background and expertise. They use their
knowledge and background to identify the major tasks associated with the jobs they are
analyzing.
Subject Matter Expert Advantages
SMEs are chosen for expertise and competence
Data received from SMEs are generally comprehensive
SMEs can apply any other methods of job analysis (such as diaries or questionnaires)
they think are necessary
Subject Matter Expert Disadvantages
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SMEs may have trouble breaking work into tasks and describing work
Time-consuming, which means expensive
SMEs need to resolve any differences of opinion to create a consensus
Dependent on the validity of the opinions and the judgment of the SMEs
The five methods listed above are certainly not the only methods of job analysis, and they
may not even be the best options for any particular situation. There are many other
options, including work sampling, videotaping of jobs, and others. However, these five
types of analysis demonstrate the basic process of job analysis. We also need to understand
that in many cases, we may want to use more than one method to analyze a particular job,
if one method won’t provide a good analysis by itself. But remember that the more
methods we use to analyze a single job, the more it costs to do the analysis. So sometimes
we have to make a trade-off between a better analysis and a less expensive one.
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Work Application 4-2
Which of the five job analysis processes would be the most appropriate to use to write the job description
and job specifications for a job you hold or have held? Explain why it has advantages over the other
methods.

Do We Really Have “Jobs” Anymore?
One of the common complaints about task-based job analysis using the techniques above is
that it is static and looks at the past rather than the future.25 Another argument against job
analysis is that stable, routine jobs don’t exist in today’s workplace. Stable jobs are a
characteristic of what is often referred to as a mechanistic organization, and there are fewer
mechanistic organizations today than in the past. The basis of the arguments—that job
analysis is static and looks at the job from a historical perspective—is true; but the fact is
that task-based job analysis is still valid for many types of jobs in many organizations, such
as a Nike factory or Ford.
As with everything in management, whether job analysis is valuable depends on other
factors. As a rule, job analysis is of more value to organizations making a product than to
those providing a service and those in a more stable environment. Also, some parts of the
firm, such as production, can be more stable than other parts, such as research and
development. If jobs in the organization are stable and are going to be designed using one
of the four basic job design options (we will talk about these shortly), then job analysis is
still a valuable part of designing those jobs. If, on the other hand, the organizational
structure is going to be highly organic in nature, changing rapidly, and if there are no welldefined jobs within the structure, then legacy forms of job analysis will be of less value in
helping us identify the type of person who will need to be hired for a general job category.
4-1 Applying The Concept

385

Job Analysis Methods
Review the following job analysis methods and then write the letter corresponding to each method before
the situation in which it would be the most appropriate.
1.
2.
3.
4.
5.

questionnaire
interview
diary
observation
subject matter expert (SME) panel
____ 1. On your staff, you have an industrial engineer who is an efficiency expert. You want her to
improve the productivity of your machinists.
____ 2. You have a new job to analyze, and you would like to get help from a few other
professionals who know the job much better than you do.
____ 3. You have professionals who work independently using different methods of developing
computer games.
____ 4. In your call center, where hundreds of employees make cold calls to sell your products,
there is a high turnover rate that you want to improve.
____ 5. You have several service call employees who repair a variety of computers. You would like
to have a better idea of what types of computers they are fixing.

You have to be careful in the process of analyzing information and using correlations to
identify particular job specifications though. Correlations may or may not be valid
indicators of a particular desirable characteristic in an employee. Early in Google’s existence
the company started having difficulty finding enough people to hire, but they were getting
100,000 applicants a month! In their search for a mechanism to identify good prospects
and weed out poor ones, they created an algorithm. Lazlo Bock, the Chief of People at
Google, said, “It is not unusual to walk the halls here and bump into dogs. Maybe people
who own dogs have some personality trait that is useful.”26 So as part of an initial
questionnaire, the company would ask if the applicant owned pets. If the applicant noted
that they were a dog owner, they received points toward a minimum score required to get
an interview with the company. This question (and others) were later determined to be
unrelated to jobs at Google, and the questionnaire was ultimately revised.
Nike uses task-based job analysis.
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Task or Competency Based?
As we go through the process of analyzing jobs, we have to decide whether our job analysis
will be task based or competency based.27 What’s the difference? In task-based job analysis,
we describe the job as a function of the tasks performed within the job, while in
competency-based job analysis, we look at the capabilities that an individual would need to
have to succeed in the job. Competencies include such things as teamwork, leadership,
interpersonal communication, and critical thinking. SHRM is one organization that has
decided that for HR experts, competencies are more important in determining qualification
than are ability to do particular tasks.28 As an example, a competency-based job description
for a Global HR Manager might include the following competencies: Comprehensive HR
knowledge base; In-depth EEO law and regulatory knowledge; Cross-cultural
communication skills; Global & Cultural Awareness; Leadership; and Relationship
Management.
Task-based job analysis tends to be simpler in form and execution, while competency-based
job analysis is more complex due to the fact that we have to think about a broader set of
skills and abilities as opposed to the ability to do a set task. So, which is better? Again, it
depends on what the organization is doing as its primary function. In more stable,
traditional, and bureaucratic organizations, task-based job analysis is usually the norm. We
would use competency-based job analysis in organizations that are less structured and less
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stable in the work that they accomplish. For example, we would probably choose
competency-based job analysis for an advertising agency or a research and development
laboratory, while we would use task-based job analysis for a manufacturer of office
furniture.
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Work Application 4-3
In analyzing a job you hold or have held, would a task- or competency-based analysis be more appropriate?
Explain your answer.

Outcomes: Job Description and Job Specification
So, you now know that job analysis is the process of determining what a position entails
and the qualifications needed to staff that position. The primary outcomes that we are
looking for in any job analysis are the creation of a job description and a job specification.29
These two outcomes are routinely written into one document. As we noted earlier, the job
description identifies the tasks and responsibilities of a position. Simply put, it describes the
job itself, not the person who will do the job. A job specification, our other job analysis
outcome, identifies the qualifications needed by the person who is to fill a position. In
other words, the job specification tells us what kind of person we need to successfully do
the job. We will use the job specification to go out and recruit when we have an opening
for the job. The trend today is to describe jobs more broadly, many times based on
competencies, in order to design enriched jobs and to allow more flexibility in the work
that is assigned.30 Exhibit 4-3 shows a sample job description and specification. See if you
can figure out which part is the description and which is the specification.
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At JobDescription.com, you can create individual, customized job descriptions that meet
legal requirements for a small fee. You work completely online, and it’s fast and easy. The
job library has more than 3,700 job descriptions that include competencies that you can
customize to help define jobs; and the site helps you create and place job advertisements on
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the Web and generate job-specific, behavior-based interview questions. It also provides
expert advice for each step.32 There are many sites like this that are available to anyone
needing to create job descriptions.
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Work Application 4-4
Complete a job analysis for a job you hold or have held; write a brief job description and job specifications.
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Job Design/Redesign
Tasks to be performed in organizations are grouped, usually into functional departments,
and the tasks are further grouped into jobs for each employee, providing structures and
processes. Job design is the process of identifying tasks that each employee is responsible for
completing, as well as identifying how those tasks will be accomplished. Job design is crucial
because it affects job satisfaction and productivity, along with a large number of other
functions in HRM.33
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LO 4-3
Discuss the four major approaches to job design and the components and purpose of the Job Characteristics
Model.

Job redesign refers to changing the tasks or the way work is performed in an existing job.
The nature of work has dramatically changed over the last decade.34 Many organizations,
including Google35 and H&R Block,36 are asking employees to suggest ways to redesign
their work. Job design, which includes redesign, is about working smarter, not harder, to
find new ways of doing things that boost productivity.37

Organizational Structure and Job Design
In Chapter 2, we said that the way in which we combine the components of an
organizational structure causes employees within that organization to act in different ways.
This is due to the expectations that are created within the structure about how we should
interact with each other. Jobs in the organization have to be designed to fit within the
confines of the structure that we have designed.38
If we have a more relaxed, flatter structure with lots of autonomy for our workers, we will
need to design our jobs to take advantage of that autonomy or self-direction on the part of
our employees. If, on the other hand, we have a rigid, bureaucratic organizational structure
with strong centralized decision making and control (which usually makes it cheaper to run
the organization), then our jobs have to be designed so that they can be readily controlled
by a central authority.
Job design The process of identifying tasks that each employee is responsible for completing, as well as
identifying how those tasks will be accomplished

Approaches to Job Design and Redesign
Job design/redesign can take several forms, depending on what we are trying to accomplish
in the organization. Are we trying to increase motivation levels in our workforce in a
customer relations management firm or direct-marketing business? If so, we may choose a
specific type of job design that will help motivate the individual worker. Are we trying to
simplify the work being done in a manufacturing setting so that the workers are more
efficient? If this is the case, we may want to segment the work into very simple component
parts so that employees can do their work quickly and more efficiently because they are
being asked to do only a few different things. There are four primary approaches to job
design: mechanistic, biological, perceptual-motor, and motivational.39
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4-1 Self-assessment
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Organizational Structure and Job Design Preference
Individuals differ in the type of organizations and job designs in which they prefer to work. To determine
your preference, evaluate each of the following 10 statements, using the scale below. Assign each statement a
number from 1 to 5, representing your level of agreement with the statement (5 = strong agreement, 3 = not
sure, 1 = strong disagreement).
I agree

I disagree

5 4 3 2 1
____ 1. I prefer having just one boss telling me what to do, rather than multiple people.
____ 2. I prefer to just perform my job, rather than being concerned about organizational objectives
and being involved in setting them.
____ 3. I prefer knowing the reporting relationship, knowing who is whose boss, and working
through proper channels, rather than just working directly with a variety of people based on the
situation.
____ 4. I prefer having a clear job description so I know just what I need to do at work, rather than
having the ambiguity of not being sure and doing whatever needs to be done.
____ 5. I prefer being a specialist doing one job really well, rather than being a generalist doing
several things not as well.
____ 6. I prefer doing my own thing that contributes to the organization, rather than coordinating
the work I do with that of others in teams.
____ 7. I prefer slow change, rather than regular fast changes.
____ 8. I prefer routine at work, rather than being delegated new tasks to perform.
____ 9. I prefer doing more simple tasks, rather than more complex tasks that take more time and
effort.
____ 10. I prefer that people get promoted based primarily on seniority, rather than based on
performance.
_______ Total
Scoring: To determine your preference, add up the numbers you assigned to the statements (the total will be
between 10 and 50) and place your total score on the continuum below:
10 15 20 25 30 35 40 45 50
Organic

Mechanistic

Recall our discussion of mechanistic and organic structures, which you will learn more about throughout
this chapter. The higher your score, the more you prefer to work in a more traditional, mechanistic, stable
structure and job design. The lower your score, the more you prefer to work in a more contemporary,
organic, changing structure and job design.
Review your answers, knowing that the opening statement applies to mechanistic and the opposite
statement (after “rather than”) applies to organic organizational structure and job design. Most firms and
people prefer organizations somewhere between the two extremes.

Mechanistic job design Designing jobs around the concepts of task specialization, skill simplification, and
repetition

1. Mechanistic (vs. organic) job design focuses on designing jobs around the concepts of task
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specialization, skill simplification, and repetition. In other words, if we are going to design a
mechanistic job, we will try to make the job simple and repetitive so that the worker can get
very good and very fast at doing it. This approach is based on the old (early 1900s) concept
of scientific management developed by Frederick Taylor. Here we are designing jobs to fit
into a mechanistic organizational structure, rather than the opposite end of the continuum:
an organic structure. An example of mechanistic job design would be a job in a
manufacturing plant where the worker attaches the desktop to its base using six fasteners
and then goes to the next desk to fasten another identical top to another base. As stated in
the self-assessment, many firms design jobs that are in between the two extremes of
mechanistic and organic. The biggest problem in mechanistic job design is that we might
overspecialize the work to the point that it becomes too repetitive and thus very boring.40
This is not the way to get the best performance from your workforce!
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Work Application 4-5
Which of the four approaches to job design/redesign best describes a job you hold or have held? Explain
how the job incorporates the features of the approach.

2. Biological job design focuses on minimizing the physical strain on the worker by structuring
the physical work environment around the way the body works. Here we are trying to make the
job physically easier so that workers can be more efficient and so that it is less likely that
they will be injured and have to miss work when they are needed. An example of biological
job design would involve installing a conveyor belt that first lifts a vacuum cleaner up to eye
level so that a worker can attach wheels to the vacuum cleaner’s base and then drops the
vacuum cleaner down to about waist level so that another worker can attach the bag to the
vacuum cleaner. This allows the workers to do their jobs with minimal physical strain.
Again, though, this approach does little to make workers more motivated or satisfied with
their work.
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3. Perceptual-motor job design focuses on designing jobs with tasks that remain within the
worker’s normal mental capabilities and limitations. Instead of trying to minimize the
physical strain on the workforce, the goal is to design jobs in a way that ensures they
moderate the mental strain on a worker.41 For example, we might use the perceptual-motor
approach to break down an executive assistant’s job into a report writer and a scheduler job,
because the sets of skills needed in these two areas are significantly different. Here again,
though, we may create jobs that are not very motivating. If you want to know why, look at
the two-factor motivation theory developed by Fredrick Herzberg.42
Biological job design Designing jobs by focusing on minimizing the physical strain on the worker by
structuring the physical work environment around the way the body works
Perceptual-motor job design Designing jobs with tasks that remain within the worker’s normal mental
capabilities and limitations
Motivational job design Designing jobs by focusing on the job characteristics that affect the psychological
meaning and motivational potential of the job; this approach views attitudinal variables as the most
important outcomes of job design
Job characteristics model A conceptual framework for designing or enriching jobs based on core job
characteristics

4. Motivational job design focuses on the job characteristics that affect the psychological
meaning and motivational potential of the job, and it views attitudinal variables as the most
important outcomes of job design. The theory is that if workers are more motivated, they will
produce more work. It is to this last approach to job design that we can apply the job
characteristics model, which we will discuss next.
4-2 Applying The Concept
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Job Design
Review the list of job design techniques below and write the letter corresponding to each technique before
the statement exemplifying that technique.
1.
2.
3.
4.
5.

mechanistic
organic
biological
perceptual-motor
motivational
____ 6. We are required to wear these special belts when we unload the trucks at Target.
____ 7. We have added enough employees so that we are breaking the human resources function
into its own department. Jack will now focus on compensation and benefits, and Jill will conduct
the training. Latoya will be responsible for safety and security.
____ 8. Here at Intel, we are going to change your job so that you can develop new skills and
complete entire jobs by yourself. We’re doing this to make the job more meaningful to you and so
that you can do the job the way you want to and know how you are doing.
____ 9. I just finished the Casey project. What should I do now?
____ 10. This is the 30th customer I’ve checked out at Stop & Shop supermarket today.

The Job Characteristics Model (JCM)
The job characteristics model, developed by Richard Hackman and Greg Oldham,
provides a conceptual framework for designing or enriching jobs based on core job
characteristics.43 The model can be used by individual managers or by members of a team.
Use of the job characteristics model may improve employee motivation and job
satisfaction,44 and it can increase performance.45 As Exhibit 4-4 illustrates, users of the
JCM focus on core job dimensions, the psychological states of employees, and the strength
of employees’ need for growth. Use of the job characteristics model improves employees’
motivation, performance, and job satisfaction and reduces their absenteeism and job
turnover. Most of these variables should look familiar to you since we introduced them in
Chapter 1, where we also discussed the HRM challenges that managers tell us make their
jobs more difficult and that they can’t directly control.46 Research supports the idea that
use of the JCM increases performance by meeting employee needs to grow and develop on
the job.47
Organizations need employees with different specializations and skill sets, based on the job
analysis.
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In the JCM, the five core job characteristics can be fine-tuned to improve the outcomes of a
job in terms of employees’ productivity and their quality of working life:
1. Skill variety is the number of diverse tasks that make up a job and the number of
skills used to perform the job.
2. Task identity is the degree to which an employee performs a whole identifiable task.
For example, does the employee put together an entire television or just place the
screen in the set?
3. Task significance is an employee’s perception of the importance of the task to others
—the organization, the department, coworkers, and/or customers.
4. Autonomy is the degree to which the employee has discretion to make decisions in
planning, organizing, and controlling the task performed.
5. Feedback is the extent to which employees find out how well they perform their tasks.
Exhibit 4-4 The Job Characteristics Model (JCM)
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Note that if employees are not interested in enriching their jobs, the job characteristics
model will fail.
The first three of the core job characteristics lead collectively to the psychological state (in
the second column of Exhibit 4-4) of experienced meaningfulness of work, which means that
if we provide workers with a variety of things to do (meaning they need multiple skills in
order to do their job), if they can identify what it is that they are accomplishing, and if they
think that their job is a significant endeavor, then they will think that their work has
meaning and thus be more likely to stay in the job and do it well.
The core characteristic of autonomy leads to the psychological state of experienced
responsibility for outcomes. If we give people the ability to make some decisions on their
own, it is likely that they will feel more responsible for the outcome of the decisions that
they make.
Finally, feedback leads to the psychological state of knowledge of results. However, it is not
the knowledge of the result itself that matters. Remember that the second column is
psychological states! It is the psychological feeling that we get from knowing the results that
create the state of, for lack of a better term, satisfaction with the results of our work.
All of the psychological states collectively lead to all of the outcomes noted on the right side
of the diagram. It is an interesting list. If the job is designed correctly, the model says that
the worker will quite possibly be more motivated and more productive and have higher job
satisfaction while also being less likely to be absent or leave the organization.

Applying the Job Characteristics Model (JCM)
So let’s tie things together by redesigning a job using the JCM, and let’s see how we can
make it more motivational. John is a worker in an automotive factory. He installs the
402

driver’s side seat. The job as it currently exists tends to be very boring, so John tends to get
distracted. He ends up playing games with his tools and with coworkers; and as a result, he
may not do this job very well and in fact may waste materials and supplies or possibly
injure another employee.
We can look at this job and see that John does not have very much skill variety. He
probably also doesn’t identify very much with the end product (a car) if the only thing he
does is install a seat. It is also likely that he doesn’t see much significance in his work. He
certainly has no autonomy and probably gets very little feedback.
Now let’s redesign John’s job and make him the “driver’s side restraint system technician.”
John will now put in the driver’s side seat track, the driver’s side seat, the seat belt, and the
driver’s side airbag (job enlargement). What will this do to the five core job characteristics?
Certainly, John has more skill variety in his new job. It is likely that he’ll be able to identify
the end product better than he did before, because he is making a larger part of the overall
product. He probably also feels that it’s more significant that he do this job well, because he
is responsible for the restraint system that will determine the safety of the driver. If we allow
him to do these jobs in any order he sees fit, and to check his own work for errors, then he
has greater autonomy (job enrichment).
John’s supervisor came to him today and told him that one of the cars that he built last
week was in an accident. The driver had run into a tree head-on, and as a result of the
safety systems in the car, she had walked away without serious injuries (feedback).
Let’s explore John’s psychological state. Because of the increased skill variety, task identity,
and task significance John feels that his work has greater meaning. He also feels a great
sense of responsibility for the drivers of the cars that he has manufactured. And by receiving
feedback, his knowledge of the results of this work shows that his work allowed this driver
to survive a bad accident. What kind of outcomes do you think John has gained from this
experience? John is almost certain to be more motivated to do his job, he’s probably more
productive, he is certainly likely to be more satisfied with his work, he is likely to be absent
less, and he is not as likely to leave the organization. We have redesigned John’s job to
make it more motivational. That’s the value of the JCM.
We, as managers, have to make decisions over time about what kind of job design process
we are going to utilize. It is not always the motivational approach! Sometimes, we may need
to use the mechanistic job design approach, the biological approach, the perceptual-motor
approach, or a combination of those approaches. However, we need to make these
decisions during the job design phase so that we understand what end result we are looking
for.
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Designing Motivational Jobs
In addition to the JCM, a variety of other job tools can be used in different circumstances
to design or redesign motivational jobs. Our tools include job simplification, job expansion,
work teams, and flexible work. Each is discussed next.
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LO 4-4
Describe the four major tools for motivational job design.

Job Simplification
The best advice golfer Tiger Woods ever got was to simplify.48 Job simplification is the
process of eliminating or combining tasks and/or changing the work sequence to improve
performance. Job simplification makes jobs more specialized. It is based on the organizing
principle of division of labor plus Frederick Taylor’s principles of scientific management.
It’s not about hustling to get more done; it’s about using our brains.49 Job simplification
breaks a job down into steps using a flowchart, and then employees analyze the steps to see
if they can do the following:
Eliminate. Does the task, or do parts of it, have to be done at all? If not, don’t waste
time on it or them.
Combine. Doing similar things together often saves time. Make one trip to the
mailroom at the end of the day instead of several throughout the day.
Change sequence. Often, a change in the order of doing things, or designing new
systems, results in a lower total time spent on tasks.
Intel managers decided that it was not necessary to fill out a voucher for expenses
amounting to less than $100. Thus, fewer vouchers were filled out, saving time and
paperwork. GE developed its Work Out Program to improve and eliminate work, and
Pizza Hut credits increases in store sales to job simplification.
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Work Application 4-6
Give one example of how a job you hold or have held could be simplified. Explain how one could eliminate,
combine, or change the sequence of job tasks.

In some cases, work simplification may be motivational. If an individual is overwhelmed by
a job, work simplification allows that person to understand the job better, and the job
therefore becomes more motivational. So in the job simplification process, we assist workers
with the task identity factor from the JCM, and potentially with the task significance factor
as well. In other cases, however, we may make the job less motivational if we simplify the
work to the point where the worker becomes bored with the job. So we have to strike the
right balance.50

Job Expansion
Job expansion
Job expansion is the process of making jobs broader, with less repetition. Jobs can be expanded
through rotation, enlargement, and enrichment. Job expansion allows us to focus on making
the work more varied.51
Job simplification The process of eliminating or combining tasks and/or changing the work sequence to
improve performance.

Job rotation
Job rotation involves performing different jobs in some sequence, each one for a set period
of time. For example, employees making cars on a GM assembly line might rotate so that
they get to work on different parts of the production process for a set period of time. John
might work on the driver’s side restraint system for a period of time and then move to
working on installing the engine and transmission in another rotation. This can assist him
even more with the concepts of skill variety, task identity, and task significance. It may also
help him with the core characteristic of feedback, depending on how we rotate jobs. If John
rotates to a job that is affected by his previous work, he will see how his performance in one
job affects another—hence, he gets feedback on his earlier job performance. Many
organizations develop conceptual skills in management trainees by rotating them through
various departments. A few of the companies that have used job rotation are Bethlehem
Steel, Target, Ford, Motorola, National Steel, and Prudential Insurance.
Job expansion The process of making jobs broader, with less repetition. Jobs can be expanded through
rotation, enlargement, and enrichment
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Job enlargement
Job enlargement involves adding tasks—at the same level in the organization—to broaden
variety. For example, we may have construction workers doing dirt work, concrete forming,
and framing carpentry at different times. AT&T, Chrysler, GM, IBM, and Maytag are a
few of the companies that have used job enlargement. When we broaden the number of
tasks for a worker, we are affecting the core job characteristic of skill variety, and we may be
helping with task identity and significance. Unfortunately, adding more similar tasks to an
employee’s job is often not a great motivator.
HRM in Action

Job Analysis and Design

Job enrichment
Job enrichment is the process of building motivators into the job itself to make it more
interesting and challenging, frequently through increasing autonomy.52 Job enrichment
works for jobs of low motivation potential and for employees who are ready to be
empowered to do meaningful work.53 A simple way to enrich jobs is for the manager to
delegate more authority to employees to make a job satisfying.54 In this way, the employee
becomes more autonomous (another core job characteristic) and can make some decisions
that were reserved for management prior to the job enrichment process.55 An enriched job
may also help the employee with the characteristics of task identity and significance in some
cases. Maytag, Monsanto, Motorola, and Travelers Insurance have successfully used job
enrichment.
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Work Application 4-7
Give one example of how a job you hold or have held can be enlarged. Explain how the job can use job
rotation, enlargement, or enrichment.

Work Teams
The traditional approach to job design has been to focus on individual jobs, but today,
work teams are the rage—or, to be more accurate, teams are redesigning members’ jobs.56
The purpose of team-based job design is to give the team an entire piece of work. When we
provide the team with an entire piece of work, it is a form of job enrichment; and as a
result, autonomy, task identity, and task significance go up at a substantial rate. Teams
develop innovative routines that get passed on to other teams.57 Two common types of
work teams are integrated teams and self-managed teams.
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Work Application 4-8
Give one example of a work team where you work or have worked. Explain why and how it is either an
integrated or self-managed work team.

Integrated work teams
Integrated work teams are assigned a number of tasks by a manager, and the team in turn
gives specific assignments to members and is responsible for rotating jobs. Students
commonly use this approach for group projects. Each member does part of the work, and
someone pulls it all together. Unlike with self-managed teams, most members have no
input into each other’s work.

Self-managed work teams
Self-managed work teams are assigned a goal; and the team plans, organizes, leads, and
controls to achieve the goal.58 Usually, self-managed teams operate without a designated
manager; the team is both manager and worker.59 Teams commonly elect their own
members and evaluate each other’s performance. W. L. Gore relies on small teams
throughout the organization.
4-3 Applying The Concept
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Designing Motivational Jobs
Review the following job design techniques and write the letter corresponding to each technique before the
statement exemplifying it.
1.
2.
3.
4.
5.

job simplification
job rotation
job enlargement
job enrichment
work teams
____ 11. Would you like more job variety? If so, I can add three new tasks to your job to make it
less repetitive.
____ 12. I’m going to teach you to balance the accounts so that you can do it for Carlos while he is
on vacation.
____ 13. Would you like me to delegate a new task to you to make your job more challenging?
____ 14. Domino’s Pizza stopped requiring customers to sign a credit card slip for under $25.
____ 15. I’m creating a new crew with the seven of you. There will not be a formal manager; you
will share that responsibility. From now on, you don’t have a manager. So share the job together.

Flexible Job Design
In addition to the primary tools for designing and redesigning specific jobs above, there is
another set of tools that can be used in the workplace to improve motivation in entire
groups of jobs or maybe even the entire workforce.60 Flexible job design has become
necessary in today’s workforce, where most of our employees are filling many more roles
outside of work than in past years. Because they fill more roles, they face time constraints
that were historically not as severe. Flexible work arrangements mean that we can target
people with these time constraints and, as a result, have more and better pools of applicants
to choose from when we need new workers. These tools include flextime, job sharing,
telecommuting, and compressed workweeks.61
Flextime allows us to provide workers with a flexible set of work hours. We usually create a
set of core hours where everyone is at work, bandwidth or work hours available, and then a
set of flex hours when people can be at work or can take time off. Individuals have the
opportunity to modify their schedule within the work hours as long as they complete a set
number of hours per day or week at work. Flextime has the potential to motivate workers
because it allows them much greater autonomy with regard to their schedule. However, not
every organization can utilize flextime because of customer requirements or production
problems that would occur if everyone isn’t together to do the work. Take a look at Exhibit
4-5 for a sample flextime schedule.
In job sharing (also called work sharing) we allow two (or more) people to share one whole
job, including the workload and any benefits that are associated with that job. Job sharing
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again allows greater autonomy in the individual’s job.
Telecommuting allows workers to work from a location other than the corporate office,
usually from home. Telecommuting also saves the company money because they don’t have
to have office space for all of their employees. It provides another form of autonomy, but
we need to make sure that telecommuters get opportunities to engage with coworkers and
receive feedback concerning their work, since an absence of these opportunities are two of
the major drawbacks to telecommuting.62 Again, we may not be able to do telecommuting
in all business environments. There have been some well-publicized incidences of
companies doing away with telecommuting because of productivity problems within their
business. Both IBM and Yahoo have recently moved remote employees back to
headquarters or at least a hub location where they will work face-to-face with fellow
employees.63, 64
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Finally, a compressed workweek means that we take the normal 5-day, 40-hour workweek
and compress it down to fewer than 5 days. One common example would be a 4-day, 10hour per day workweek.
You should be able to see that job simplification, job expansion, work teams, and flexible
job design can all be part of applying the JCM. Each of these tools allows us to design
greater flexibility into our organization in one way or another. As a result, in many cases,
we can improve both productivity and job satisfaction and, in turn, lower rates of
absenteeism and turnover—a win-win for the organization and the employee within it. The
JCM helps provide a comprehensive system for designing and redesigning jobs to make
them more motivational.66 Exhibit 4-6 reviews the job design options we have discussed so
far as they relate to JCM.
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Work Application 4-9
Give one example of how an organization, preferably one you work for or have worked for, uses any of the
flexible job design tools. State which one is used, explain how it is implemented, and discuss how it affects
employee motivation.

Job Design Is Country Specific
One more thing that we need to make clear is that job design varies significantly from one
country to another as well as from one company to another.67 While job design in the
United States has focused more on designing motivational jobs over the past several years,
in many other countries, mechanistic job design is still the dominant method. It may come
down to the primary types of work being done within different national environments. For
instance, if many of the jobs in one country are basic manufacturing or routine service jobs,
such as in a technical assistance call center, those jobs may be designed in a very
mechanistic manner. If, however, jobs in another country tend to be focused more on
knowledge creation and innovation, those jobs would almost certainly be designed to be
more organic and therefore more motivational to that particular workforce.
Alternatively, differences in job design may be associated with the cultural differences
between countries. For instance, in a collectivist culture, job designs that isolate individuals
and their actions (such as mechanistic designs) might not work as well as methods that
encourage collaboration (like motivational designs).68 Or differences may be due to other
reasons entirely. Remember, though, that what is motivational as a job design in one
country (for example personal autonomy in the United States) may be absolutely
demotivational in another country like China or Slovenia (two highly collectivist cultures).
Globalization also leads to more competition and the need for using the latest technology,
which requires increasing skill requirements and ongoing job redesign.69
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HR Forecasting
HR forecasting and labor requirements planning are at the core of our ability to analyze
future employment needs for our organizations.70 Through the process of forecasting
future labor requirements, we make determinations—based on both quantitative and
qualitative information—of what types of jobs and how many of each type we will need to
fill over a particular period of time. If we fail to get it right, we won’t get the right people in
place at the right time when they are needed and will always be chasing the organizational
losses created by voluntary and involuntary turnover, which causes lower organizational
productivity. HR forecasting identifies the estimated supply and demand for the different types
of human resources in the organization over some future period, based on analysis of past and
present demand.
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LO 4-5
Discuss the two types of HR forecasting and the three most common quantitative forecasting methods.

Before we get into the forecasting process, we need to understand a couple of terms. You
always need to make sure that any analytical process you use includes valid and reliable
measures. If you don’t, then your results will always be suspect and will generally be of very
little value. So what do these terms mean?
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Reliability
Basically, reliability identifies how consistent a particular measure is. In other words, does
the measure give a similar result every time it is used or when it is used by more than one
person? If it does, then it is probably reliable. For instance, if I give a test of comprehension
on a set of terms after teaching those terms in the same manner to several groups of third
graders, and if the results in each group are similar, then the test is most likely reliable.

Validity
Validity refers to whether or not we measured what we thought we measured. What we are
measuring seems obvious to us, but we sometimes make mistakes. A good example is
measuring job satisfaction. We might give our employees a survey concerning their job
satisfaction and get high results. We might not, however, have done the survey
anonymously. As a result of the overt nature of the survey, our workers may have all told us
that they were highly satisfied because they might have thought that if we saw that they
were disgruntled, we would want to fire them. In this case, our measure wasn’t valid
because we actually measured the level of concern our workers have for the company’s
honesty and the reasons for the survey when we meant to measure their real satisfaction
level with their work.
Notice that a measure can be reliable but not valid, but it can’t be valid if it is not reliable.
For example, if I step on a low-quality home scale and weigh 175, get off and on again
several times, and weigh 175 every time, then the scale is reliable. However, if I go to a
high-quality scale at the doctor’s office and weigh 180 repeatedly, then the measurements I
get from my home scale are reliable but not valid. So remember validity and reliability as
you decide on the tools that you are going to use in the forecasting process.
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Forecasting Methods
Forecasting labor requirements should be completed in two distinct steps. First, we
complete a quantitative analysis of our workforce using one or more of several methods,
and then we adjust the results of the quantitative analysis using qualitative methods. Both
of these analyses have value to the organization.71 The value of quantitative data should be
obvious to you by this point in your business education, but qualitative analyses are also
important. There is no match for years of expertise when analyzing situations that are
unique or different from what has happened in our business environment in the past, and
qualitative analysis looks at the differences between the “historical” and the “now.” Let’s
take a little closer look at each type.
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HR forecasting Identifying the estimated supply and demand for the different types of human resources in
the organization over some future period, based on analysis of past and present demand
Quantitative forecast Utilizing mathematics to forecast future events based on historical data

Quantitative Forecasting
A quantitative forecast utilizes mathematics to forecast future events based on historical data.
The three most common quantitative methods of forecasting labor demand are trend
analysis, ratio analysis, and regression analysis.72 Let’s take a quick look at each method in
Exhibit 4-7, followed by a discussion of each.
Trend analysis A process of reviewing historical items such as revenues and relating changes in those items
to some business factor to form a predictive chart

Trend analysis is a process of reviewing historical items such as revenues and relating changes in
those items to some business factor to form a predictive chart. For example, we could look at
historical revenues and relate those revenue volumes to the number of people in the
organization for each year; or alternatively, we could analyze historical production levels
and relate those levels to the number of people used to accomplish those levels of
production. Either of these would give us a historical trend that we could then extend into
the future to predict the number of people that would be required for a particular sales or
production level.73 Take a look again at the figures in Exhibit 4-7.
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Ratio analysis is the process of reviewing historical data and calculating specific proportions
between a business factor (such as production) and the number of employees needed. It generally
gives us very similar results to trend analysis, but it should be a bit more precise because we
are computing an exact value for the ratio. Again, take a look at Exhibit 4-7.
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Regression analysis is a statistical technique that identifies the relationship between a series of
variable data points for use in forecasting future variables. We can use statistical software to
create the regression diagram (most HRIS include this capability). All we would have to do
in our example from Exhibit 4-7 is provide the data points for employees and revenues for
each company and each year. The software would calculate and draw the regression line for
us. Then it is just a process of looking at the values along the line and applying them to
your company’s situation in a given year.
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Qualitative Forecasting
Qualitative forecasting uses nonquantitative methods to forecast the future, usually based
on the knowledge of a pool of experts in a subject or an industry. We provide our group of
experts with the quantitative predictions that we have created. We ask for their assessment
of the data, taking into account circumstances within our industry and the general
economic climate, while comparing the present situation with the historical environment
on which the quantitative evaluations are based. The experts will then come to a consensus
about how to adjust the quantitative data for today’s environment.
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Ratio analysis The process of reviewing historical data and calculating specific proportions between a
business factor (such as production) and the number of employees needed
Regression analysis A statistical technique that identifies the relationship between a series of variable data
points for use in forecasting future variables
Qualitative forecasting The use of nonquantitative methods to forecast the future, usually based on the
knowledge of a pool of experts in a subject or an industry

We need to use both quantitative and qualitative analysis to get good forecasts for the
future needs of the organization and its human resources. This is because (a) quantitative
analysis is based solely on historical data and not on the current business environment, and
(b) sometimes, situations will occur for which there is no historical precedent. For example,
when the Affordable Care Act (or Obamacare) was being debated in 2012, many
companies did not know what effect a global mandatory health insurance coverage program
would have on their bottom line. Many of these companies restructured their workforce to
take advantage of more temporary and contract employees. This directly affected numbers
forecasts for full- and part- time employees. We look at both forecasting methods and
identify whether we expect to have a surplus or a shortage of people in the organization
over the next few years. More likely, we will find that we will have a surplus of some types
of people and a shortage of others. Regardless of the situation, once we know what to
expect, we can set up procedures to correct the expected problem.
4-4 Applying The Concept
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Quantitative Methods
Complete each problem below:
____ 16. Turn to the Regression Analysis section of Exhibit 4-7. Assume that in 2012, you expect a
recession and revenues to drop to $24MM. Around how many employees will you need?
a. 160 b. 180 c. 210 d. 230
____ 17. You have 253 employees. Over the past year, there were 26 absences. What is the
approximate percentage and ratio of absenteeism?
a. 9.7%, 1–10 b. 10%, 1–10 c. 10%, 1–100 d. 12%, 1–12
____ 18. You have 1,215 employees. Over the past year, 298 left the firm. What is the approximate
percentage and ratio of turnover?
a. 4%, 1–20 b. 40%, 4–10 c. 22%, 22–100 d. 25%, 1–4
____ 19. Turn to the Trend Analysis section of Exhibit 4-7. Assume that in 2012, you expect
revenues to be $35MM. Around how many employees will you need?
a. 210 b. 230 c. 250 d. 270
____ 20. Turn to the Ratio Analysis section of Exhibit 4-7. Assume that in 2015, you expect the
production level to increase to $22,000,000. Around how many employees will you need, and how
many new workers do you need to add?
a. 72 and 11 b. 73 and 12 c. 74 and 13 d. 75 and 14
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Measuring Absenteeism and Turnover
As we go through the process of forecasting HR needs for the future, we can’t lose sight of
the fact that we will have some voluntary turnover in addition to any changing personnel
needs in the organization. No matter how satisfied our workforce is, we will have some
people leave the organization voluntarily—for many different reasons. We will also have
some involuntary turnover because some people in the organization just can’t seem to
figure out what is necessary to be successful in their individual jobs—and we will therefore
have to terminate their employment.
We also need extra employees to cover for hours that are missed within the company due to
absenteeism, but we do not want to carry too many extra people (called “slack resources”).
When individuals miss work, we have to have their jobs done, somehow. We may hire
temporary workers, or we may redistribute work to other individuals. We may even have a
pool of workers available to cover for missing employees; but no matter how we do it, we
have to cover the hours missed. As a result of these voluntary absences from work (either
permanent or temporary), we have to adjust employment numbers again to get valid and
reliable numbers for our future workforce. See Exhibit 4-8 to learn how to calculate
absenteeism and turnover.
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Succession Planning
Succession planning is a special type of forecasting, and it is a significant issue in many
different situations.74 Larger organizations need to plan for smooth transitions from one
key employee to another in order to minimize disruption of the organization’s work.
Family businesses are also very concerned with the process of succession, usually from one
generation of the family to the next. Even in smaller, nonfamily companies, succession
helps the organization survive and succeed over the long term, as the owner/founder of the
business decides to retire or move on to other businesses.75 Why are we talking about
succession planning at this point? Planning for succession is just another type of
forecasting. It is a problem of supply and demand, which we discuss in our next section.
Do we expect to have a shortage or a surplus of managerial and other valuable candidates
over a particular period of time? We know that managers and executives will move through
the organization at a certain pace. We have the ability to plan (at least to some extent) for
that movement so that we will have the people in place to move into the vacated positions,
as the incumbent manager/executive moves on to other jobs or moves into retirement.

Succession planning is also critical to organizational development over time. As the
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organization grows and changes, we have to be able to provide the leadership to allow it to
succeed. The forecasting process that we use in planning for other human resource needs
can also be used to make predictions for leadership requirements over the forecasted time
period. Using this forecast information allows us either to prepare new leaders within the
company to take on those positions or alternatively to go out and recruit the people whom
we need in order to ensure smooth transitions in organizational leadership over time.
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Reconciling Internal Labor Supply and Demand
After completion of the labor requirements planning process, where we create forecasts of
our need for people, we end up with either a shortage or a surplus of people in each type of
job in the organization. External job supply and demand affect the frequency with which
people leave their jobs, and high turnover negatively affects organizational performance.76
Therefore, balancing our supply and demand for labor affects our firm’s productivity.
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Identify the major options when the organization is faced with a labor surplus or shortage.

We have to figure out how to make supply match up with our expected demand. In
business today, we are experiencing a shortage of qualified people who are able to fill our
jobs. There are many books and articles written on this subject, and they all agree that this
shortage of skilled workers will get worse long before it will get better.77 If all or most of the
jobs in a particular company utilize a skilled workforce, company management needs to
understand that filling existing openings will be increasingly difficult.
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However, in other areas, we are experiencing a large surplus of available workers. Most of
these jobs tend to require fewer skills, and many are being replaced by computer-guided
equipment, robotics, or other time-saving and labor-saving tools. If our business works
more with less-skilled individuals, we may have a continuing surplus of workers.78
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Regardless of whether we have a shortage or a surplus of people, we have to make an
attempt to get the right numbers of people with the right skills sets into our organization at
the right time. Doing otherwise is just too expensive for the organization. What are the
options when faced with a shortage of personnel? What if we have a surplus? What we
decide to do will have as much to do with our strategy and our business philosophy and
values as it does with the facts of the situation. Some organizations will work very hard to
avoid layoffs of any kind because they have a philosophy of caring for their employees. But
in other organizations, if there is a surplus of people, the first thing that happens is a round
of layoffs because that is the most expedient thing to do. What are our options, and how
does each option affect the company and its workforce? Let’s look at this subject next.
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Options for a Labor Surplus
If we are predicting a surplus of people going into the future, what can we do about it? We
can’t usually just hang on to people who aren’t needed in the organization. This is too
expensive. However, we don’t necessarily have to fire a large number of employees, either.
How we handle the situation will depend on how soon we are able to predict that there will
be a surplus; and it will also depend on our strategy, values, and philosophy, as noted
above. In any situation of surplus, we need to look at how quickly we need to lower our
employee numbers but also look at the effects on our remaining employees. For example,
implementing a layoff is a very quick process, but it also creates a lot of engagement and
satisfaction problems among the remaining employees. On the other hand, early retirement
programs can actually be beneficial for the retiring employees and not harmful to the
remaining workers, but the process is pretty slow. We have to understand the consequences
of each option and choose wisely.

Downsizing and Layoffs
Our first option may have to be a layoff, especially if we have large numbers of surplus
people due to changes in our business or in the competitive environment. A layoff is a
process of terminating a group of employees, usually due to some business downturn or perhaps a
technological change, with intent to improve organizational efficiency and effectiveness. Layoffs
go by many names today (downsizing, rightsizing, downscaling, cutbacks, etc.), but the
result is still the same: We are terminating the employment of a relatively large number of
people. Layoffs don’t occur person by person. If you are terminating one person, that is
typically a disciplinary process, and you should go through the required due process steps in
Chapter 9 to justify that termination. In a layoff, however, we are generally allowed to
terminate the employment of a group of individuals with very little advance warning, and
we usually don’t have to provide any disciplinary or other justification for what we are
doing. In a few situations, we will have to comply with the Worker Adjustment and
Retraining Notification Act (WARN Act), which we will discuss in some detail in Chapter
10; but other than that, we have few documentation needs other than ensuring that there is
no illegal discrimination in a layoff event.79 We do have to document the method by which
we determined who should be in the layoff, and it would be wise not to be arbitrary in our
selection of individuals or to target specific groups of employees. But again, the
requirements are minimal unless there is a union contract that restricts layoffs in some way.
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We will discuss unions and collective bargaining in Chapter 10.
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What are the business advantages of a layoff? The most valuable result for management is
that the resulting savings are immediately added to bottom-line corporate performance.80
In other words, if I lay off people whose salaries total a million dollars, then that million
dollars is not spent—it becomes profit or minimized losses, assuming everything else in the
financial reports is held constant. This is the reason that many senior managers tend to
overuse layoffs. In some cases, they are trying to dress up the financial statements for
investors or the investment community to make the company look better than it really is.
However, evidence is pretty strong that organizations that utilize layoffs tend to have lower
overall profitability and growth in subsequent years.
Although temporarily improving the financials is a shortsighted viewpoint, it is something
that executives frequently think about when considering a layoff. Why is this view
shortsighted? Layoffs create all kinds of potential problems for the organization, including
lower employee morale and job satisfaction. They also foster a corporate culture of
employees staying out of the organizational spotlight so that they don’t get caught up in the
next downsizing. Alternatively, the remaining employees may have survivor’s guilt that
makes them ask things like, “Why Bill? He has a family to feed.” So we end up with a lot of
stress issues in layoffs, and these have been shown to create problems for the organization.
Historically, companies have probably been too fast to use downsizings or layoffs.81 If you
are forecasting correctly, you should not have to do layoffs very often. In most cases, you
should be able to see that you are going to have a surplus in the near future and that you
should use other tools that cause less stress and suffering instead. So layoffs are usually
performed because HR and the other management in the firm failed to do their jobs.
However, unpredictable events such as recessions can be difficult to forecast.82
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Again, there is some pretty good evidence that companies typically do worse financially
after a large-scale layoff than they did before. Almost all of the layoff research supports
this.83 The reasons include losing good employees, as well as the fact that other good
employees may leave voluntarily if they fear another layoff is coming. Lower-quality, lowercapability employees may not be able to get another job, so they will stay, which only
increases the problems within the firm. The organization might also lay off too many
people, or it could remove the wrong people and cause new problems in the organization as
a result. So, layoffs are not a cure-all. Sometimes they need to be used, but it will be an
unusual case when a layoff is going to be valuable to the organization over the long term.
Layoff A process of terminating a group of employees, usually due to some business downturn or perhaps a
technological change, with intent to improve organizational efficiency and effectiveness

Pay Reduction, Work Sharing, Natural Attrition, Hiring Freezes, Retraining,
and Transfers
A second option for immediately lowering labor costs is a pay reduction for all or part of the
workforce. In some limited cases, pay reductions may be a valid option for a company.
Supply and demand for various types of labor drive the market value of the people who
provide that labor. If there is an oversupply of people in a particular field, or if new
technology has made the job easier, then those employees may provide as much value to the
organization as they did 5 or 10 years ago. In other cases, economic conditions may
demand a cut in organizational expenses, and labor is the biggest organizational expense in
many companies. Again, this option can be accomplished fairly quickly, but it certainly is
unlikely to improve employee morale or job satisfaction.
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A third option for lowering labor costs without terminating employees is some form of job(or work-) sharing arrangement. We may cut the hours available to each worker because
fewer jobs are available in the company; but instead of cutting workers, we may split one
job up among more than one worker. This way, nobody is laid off, but all of the workers
suffer to some extent because of a decrease in income. Some companies would much rather
go to a work-sharing arrangement than terminate employees because it seems to be fairer to
all of their employees and because the companies’ corporate philosophy and values may
indicate that fairness is a critical concept to them.84 Everyone in the organization suffers
equally as a result of this type of policy. There is certainly still some suffering in the
workforce due to a reduction in income, but nobody loses an entire paycheck. Plus, when
the firm comes out of a recession, it already has enough skilled workers to meet the increase
in business.
Next, we have the option in some cases to allow natural attrition to lower organizational
numbers without the need for a layoff or pay reduction. We can just allow some positions
to stay unfilled as turnover occurs. This option, along with the slightly more stringent
option of a hiring freeze (where we do not bring in any new hires in either new or existing
positions), causes our number of employees to drop slowly. Therefore, they can’t be used in
a situation where speed in reducing expenses is critical; but if we have done our job in the
forecasting process above, we may have enough time for these two options to work without
putting massive stress on our workforce.
Retraining workers and transferring them from one job to another may be options in some
circumstances. However, this option will work only if we have too many employees in one
type of job and too few in another. If there are no positions where we have a shortage,
retraining workers will do no good. Here again, the process is a little slow due to the fact
that the person has to be retrained in a new field. But if we have a good worker who is
willing to try a new job, and if a position is available, then using this option can allow us to
retain that good employee into the future.

Early Retirement
The last option that we will discuss here is early retirement. Early retirement can be a
valuable option in some cases. However, there can be many pitfalls to using early
retirement to reduce an organization’s workforce.85 In an early retirement offer, employees
are given the choice of leaving the company before they would ordinarily do so (due to
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reaching the “normal” retirement age of 65, for instance). In exchange for leaving, the
employee will receive benefits of some type from the organization.
There are some good reasons to use early retirement as an option to reduce an employee
surplus, but it is a slow method of getting rid of people, and we have to be careful in
planning for and offering early retirements. Problems with early retirement include the
following:86
Too many people may take our early retirement offer. If we make the early
retirement offer too attractive, we may have more people take it than we expected,
and we may end up with a shortage of people. Then we will incur additional costs in
recruiting and hiring new people because of the newly created shortage.
Too few may take the offer, requiring us to consider offering a sweetened deal to the
rest of the workforce. This is probably the worst possible outcome of an early
retirement offer. Why? Let’s look at an example. Five years ago, we offered an early
retirement package to our workforce. The first package wasn’t very good, so not too
many people took it. Then we decided that we needed to have more people retire. As
a result, we offered a better deal, and a second group took that deal—but it was still
not enough. Finally, we offered a very good deal, and enough of our employees took
it that we got the number of retirees that we needed. Now we come to the present,
and we have to reduce the number of people again. What is going to happen when
we offer an early retirement deal this time? It’s quite possible that nobody is going to
take it because they “know” that a better deal is going to come after this one, since
that is what happened last time. So if we made multiple offers and sweetened each
offer in the past, that is what our employees will expect to happen again. We will
have conditioned them not to take the first offer.
The wrong types of people may take the early retirement deal. One of the issues with
early retirements is that our best, or most senior people might take the offer and then
immediately go to work for a competitor. These top-notch candidates can usually
find work easily. Conversely, the people who are borderline in their capabilities or
motivation may be the ones who are afraid that if they take our early retirement offer,
they won’t be able to find another job. So we may end up losing our good people and
keeping our worst performers!
People may perceive that they are being forced out. We absolutely cannot push
people to take an offer of early retirement; the decision has to be purely voluntary.
Generally, the individuals who would be eligible for early retirement fall within the
age group protected by the ADEA (discussed in Chapter 3): those 40 years of age and
older. If there is pressure on these individuals to take the offer, we could be
confronted with an EEOC lawsuit for age discrimination.
Generally, if we are going to offer an early retirement option, we have to do some specific
things. We have to offer it to all people in a particular employee category. For instance, we
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have to offer it to all people in a department that is overloaded, all nonmanagerial
employees in that department, a division that is overstaffed, or a particular plant within the
company. You can’t select individuals who happen to be in a particular category and not
offer it to other employees in the same category. If you only offer an early retirement
package to select people, you might create the possibility of legal actions (such as age
discrimination complaints if you pick only those older employees). So you need to allow
everyone in a category the option for early retirement if you are going to offer it to any. Age
can be a criterion, but you have to be absolutely sure that you don’t push people to accept
the offer if you make age a factor.
Another thing that you are required to do is allow people a “reasonable period of time” to
accept or not accept the offer. What is a reasonable period of time? Generally the EEOC
and court case history shows that 45 to 60 days is a reasonable period of time. Anything less
is generally not enough time for employees to consider their options, and a judge might
decide that you are pressuring people to act quickly without time to weigh the value of the
early retirement option.
In a surplus situation, we want to use the options that we discussed in this section from the
bottom up. We start with things like early retirements and attrition, because they are the
least disruptive to the workforce. Also, they allow us to maintain motivation and job
satisfaction levels much better than do things like layoffs and pay reductions. This will
provide us with the best long-term results.

Options for a Labor Shortage
What if our forecasts show an expected shortage? What we need to look at here is how fast
we can solve the problem, but we also want to look at how quickly we can lower our
number of employees again if we need to. In other words, how quickly can we reduce
numbers in the future if we end up with too many people? The best options here are
methods that are really fast in solving the shortage but that also can be reversed really
quickly if a surplus of employees starts to take form.
As opposed to the surplus situation in the last section, where we ideally choose options
from the bottom up, in a situation where we are facing a personnel shortage, we want to
work from the top down to the bottom. We would start with things like asking for or
requiring overtime and working down the list as we have to, because again, we want the
smallest possible disruption to our workforce.
Old Navy. Many retailers hire temporary, seasonal staff to prepare for the increased volume
of sales during the holiday season to help get the job done.
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Overtime
Our first option—the quickest and easiest way to fix a personnel shortage—is asking or
requiring our employees to work overtime. Whoa! Can we really force you to work
overtime? The answer is yes. No federal law limits the option to require you to work a
“reasonable amount” of overtime if you are an employee of the organization.87 So, overtime
is a very quick method of resolving an employee shortage—we can do it immediately. It’s as
simple as saying, “We are behind on an order and you need to stay overtime today.
Tomorrow, when we have finished the order, you can go home at the end of the workday.”
Overtime is our first and best option until we get to the point where we are starting to
stress our people too much because the overtime becomes excessive. When stress levels get
too high, the employee’s work will suffer (stress is discussed in more detail in Chapter 14)
and poor work quality will ensue.88 So, if we start to see too much stress among our
workforce, we need to do something else to relieve our personnel shortage. What other
options do we have?
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Temporary or Contract Workers
We can frequently use temporary or contract workers to overcome a short-term shortage, but
we probably don’t want to use temporary employees for more than a year at most, for
reasons we will discuss shortly. Since the recession of 2008, many employers are reluctant
to hire full-time employees, so firms are using independent contractors and other forms of
“gig workers” who are not legally employed by the firm. At an estimated “20-30% of the
working-age population” in the United States and Europe,89 these gig workers are an
important and growing segment of the US population and are increasingly prevalent
throughout the developed world.90
But while hiring temporary and gig workers is a quick method of overcoming a worker
shortage, that option applies only when you are hiring people to perform general duties.
However, if you need someone with a specific high-level skill set, it might take a while to
find an independent worker. For instance, if you need a temporary CEO (yes, they are
available!), it might take a few months to find one. There are companies that specialize in
providing temporary executive help, including CEOs. And the upside is that hiring most
forms of temporary help is easy to take back. When we no longer need a “temp,” we just
release that individual back to the temp agency. If we are using contract workers,
independent or otherwise, we allow the contract to lapse in order to release them.
However, there are some common problems with temporary and other gig workers. First,
they have little or no loyalty to you and your organization.91 And what are they going to be
doing when they are not working for you? They are working for someone else, and that
someone else is frequently your competition. The gig worker who was in your office last
week may tell your competitors how you do things—which might help your competitors in
some way.
Gig workers also may not know the specific jobs in your company, and they generally don’t
know the company as well as do your permanent workers.92 They are frequently not very
motivated to give their best effort to you because they know that they aren’t staying. There
can also sometimes be a clash between gig workers and permanent employees. Why? There
are a couple of reasons. One is that the permanent workers may think that the temp or
other gig worker is trying to take their job. Another is that if we have had a layoff in the
fairly recent past, the permanent worker will likely resent the gig worker for taking the job
that a friend of the permanent worker used to have.
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In addition to the basic problems of loyalty, knowledge of the company and job, and
relationships with coworkers, gig workers can also create legal problems for the
organization. If an organization classifies a worker as an “independent contractor,” and if
the organization exerts significant control over the actions of that worker, then the
organization can be judged guilty of misclassification of the worker as an outside
contractor.93 That means the government can penalize the organization for not
withholding employment taxes on the “employee” and not paying for required benefits
such as workers’ compensation insurance and Social Security withholding.
Along the same lines, if the company keeps employees who are designated as temporary for
longer than a year, then those workers are probably not really temporary, and they may be
eligible for full-time employment benefits. As examples, Microsoft had to pay almost $100
million to about 10,000 workers that it had initially classified as independent contractors
and later as temporary employees;94 and FedEx was charged $319 million in unpaid
employment taxes and penalties in 2007 because it misclassified drivers as contract
workers.95 In 2014, several members of the Buffalo Jills (the cheerleading squad for the
Buffalo Bills football team) even sued the team for misclassification as independent
contractors because the women had little to no control over their work and working
conditions. So, you can see that it can be very expensive and can create a public relations
nightmare to call someone a temporary or contract worker if that person is actually working
as a regular employee of the company. These are just some of the problems with gig
workers of all types. However, they are highly revocable if we no longer need them.
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Work Management (Work Processes and Outsourcing)

Technological Innovation
Today, we may be able to overcome a shortage of personnel through technological
innovation. In other words, we may be able to use machinery or robotics that can do the job
of a human being. But this is a relatively slow process in many cases, and it cannot be
revoked. We can’t create or find new equipment, install it, and make it operational
overnight. Also, if we create a group of robots that are capable of assembling our product,
we are not going to stop using them and hire a bunch of new assembly workers again, are
we? However, the cost of technology has come down so much and so fast that this has
become a much more common option in resolving a labor shortage.

Retraining Workers, Outsourcing, and Turnover Reduction
The next options take a bit longer to put into effect. We can retrain workers, but doing so
isn’t a quick response to a shortage.96 This option is especially useful if we have a surplus of
employees somewhere else. The advantage is that the retrained employees know the
company and know the work procedures better than someone off the street, so retraining
can be a good option in some cases. It is also moderately fast and generally easy to revoke,
because the workers are still trained to do their old job.
Outsourcing may be another option. We can outsource to an outside organization a whole
function that we currently do in-house.97 For instance, we might outsource all of our
computer-programming jobs to an outsourcing company that specializes in computer
programming. This option is moderately fast, but it is not extremely fast because we have
to find a company that can do the job, research the company, negotiate with it, come up
with a contract, and then finally get it to do the work. It’s not going to take forever, but it
will probably take a few months. It is also moderately revocable because we generally have
to create a contract with a specific time period during which we are required to use the
services of the outsourcer. Plus, we are now a customer, and we may not get the quick
attention that we would from our own in-house employees. Nevertheless, the general
sentiment in business is to do what you do best and outsource the rest.98
Our next option is turnover reduction. If fewer people voluntarily leave the organization
than we have predicted, we can reduce a projected shortage.99 But how can we reduce
turnover?
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We can improve working conditions or do other things that may cause our workforce to
become more satisfied. We can also shorten work hours (minimally), make benefits
packages better, and maybe make work schedules a little better. As discussed, we can also
use job design flexibility. Any of these things might cause turnover to go down. But this
won’t happen overnight because it takes some time to change people’s opinions of the
organization.
We will also probably have trouble if we decide we want to allow turnover to increase again
later, perhaps because we are predicting a surplus of workers at that point in time. We can
take back some of the above benefits that caused turnover to go down; and over time,
turnover will move back up. But we don’t want to (in fact, may not be able to) take these
things back all at once, because we may create some severe problems in motivation and job
satisfaction. So this option is very difficult to take back later.

New Hires
Our next option is to hire new employees. But this option takes a while, doesn’t it? We have
to go through a long process of analyzing the job and updating its description, finding out
what skills are needed, and then going out and recruiting people. Once we have a pool of
recruits, we can select them, train them, and get them up to speed and into the job. We can
see that this is a slow method of resolving a worker shortage. It is also not easy to take back.
Once we hire new employees and they are beyond their probationary period, it is hard to
get rid of them other than for reasons of just cause (we will discuss this concept in Chapter
9). Thus, the trend of using more temporary or contract workers, or using new technology
continues.100
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Trends and Issues in HRM
In this chapter’s trends and issues section, we will again discuss current questions and
problems in organizational HRM. First, we will take a closer look at gig work, and then we
need to discuss the effect of automation on workforce numbers and forecasts.
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LO 4-7
Discuss the reasons why gig work and automation have recently increased at such a rapid rate.

Gig Work and the Agile Workforce
We mentioned the relatively new term “gig work” earlier in the chapter. Let’s take a closer
look at the changing shape of the workforce. Three years ago, the last edition of this text
noted that gig work was accounting for a little over 7% of the workforce in the United
States. The latest estimates for the various types of gig work—mostly forms of contract or
temporary labor—are between 20 and 30%,101 and that is expected to grow to nearly 50%
of the labor force by 2025.102, 103
Certainly, gig work is not going to overtake regular employment as the primary means of
labor engagement any time soon; but as an optional form of work, it is increasing at a
massive rate. McKinsey Global Institute recently identified four segments for independent
workers: “free agents” who choose gig work and make a living doing it; “casual earners”
who supplement their regular work with gigs; “reluctants” who work primarily through
gigs, but would rather have a regular job; and the “financially strapped” who do
supplemental work because they need the money. McKinsey says that that as many as 162
million people do gig work in the United States and the major countries of the EU.104
The federal government has taken notice of gig work also. The Bureau of Labor Statistics is
trying to count how many gig workers there really are in the economy;105 the Department
of Labor (DOL) and the EEOC are identifying ways in which gig workers may be
misclassified or otherwise treated unfairly by employers; and the Census Bureau is also
trying to identify the total number of gig workers in the US economy. The EEOC has
identified gig work as one of the areas of enhanced enforcement in their annual update of
the Strategic Enforcement Plan, noting that it intends to “examine issues related to
complex employment relationships and structures in the 21st century workplace.”106 The
major concern of the EEOC and the DOL is whether or not companies are misclassifying
individuals as contractors when they are really company employees. (We will talk more
about classification of employees for pay purposes in Chapter 11.) Regardless of
government concern, it appears that gig work in a variety of forms is going to continue to
increase in areas where it is easy to identify discrete tasks that can be farmed out by the
company and can be done quickly and easily by outsiders with a desired skill set that allows
them to provide an excellent product to the company. Doing so allows companies to
remain fairly lean in their number of permanent employees. Remember—companies
should hire new permanent employees only as a last option!
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Automation at Work
Automation—work that was once done by a person but that is now relegated to machines
or other technology. Is automation of work increasing? Yes, and it is increasing at an
increasing rate. In a 2017 study, 36% of C-suite and HR leaders had increased their use of
artificial intelligence (AI) in the past 12 months, as opposed to a year earlier when only
18% had increased AI usage.107 That is a 100% increase in just one year! It is fairly clear
from available information that use of automation in multiple forms—robotics, AI, neural
network computers, analytics programs, and others—is increasing at record rates. Why
now? The major answer is that we are now able to create computers and other automation
with computer components that have the ability to think, analyze, and learn at least in
some limited circumstances; and this ability is only going to get better―and cheaper―in
the future. Machines that can learn and make decisions are powering all kinds of new
technology at work.
Is this going to be a boon or a bane for human workers? There are experts on both sides of
this argument.108 Some say that new technology is going to create jobs―good jobs in
computer engineering, data analysis and analytics, among others. Other experts say that the
number of jobs created will be far fewer than the number that are wiped out by
technological change in the near future. Experts do generally agree that as many as half of
all jobs that currently exist are at risk of automation; and the more routine the job, the
more likely it will be automated.109 In addition, the machine results have fewer defects
than their human counterparts.
As an example, there are currently arguments that some of the increase in the use of
automation has been as a result of wage battles between employees and employers, such as
the “Fight for $15” campaign that some food/culinary unions are pushing.110 Based on the
evidence in this situation, it is very hard to say whether the automation of low-skilled jobs
such as using “order-taking” kiosks or tablet computers is a result of the fight for higher
human wages or simply because the technologies have become readily available and
inexpensive. There are arguments on both sides, with very little in the way of facts
supporting either viewpoint. Regardless of whether the impetus is a fight for higher wages
or just because the technology is now available, the end result is going to be that lowerskilled workers are going to find it harder to gain employment in the very near future.
Either they will have to become trained in higher level work that cannot currently be done
through automation or they will be relegated to a lifetime of minimal, or even no full-time,
work.111
So if we think about the workflows and processes that have to occur in our organization, we
can frequently design changes to those processes that will minimize our use of precious
environmental resources. And as a bonus, we can save money for the organization because
we don’t use resources that were historically wasted anyway. That’s a win-win situation if
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there ever was one!
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Chapter Summary
4-1 Describe the process of workflow analysis and identify why it is important to
HRM.
We start our workflow analysis by determining the end result. Once we identify the
result we expect, we can then determine the steps or activities required to create the
end result that we’ve identified. This is basically an analysis of the tasks that are going
to have to be performed in order to create the output that we expect. Finally, we can
identify the inputs that are going to be necessary to carry out the steps and perform
the same tasks. The inputs are the following items, known as the 4 Ms: machines
(tools, equipment, and machines), material (physical resources used in production),
manpower (the people needed in a particular production process), and money (the
capital that must be spent to perform our processes).
4-2 Discuss the reason for job analysis, and identify the five major options
available and expected outcomes of the process.
Job analysis is the basis of almost everything that HR does. We need to analyze jobs
in order to do HR planning, compensate employees correctly, recruit, select, train
and manage people successfully.
Questionnaires ask questions that help to identify the functions that are a part of a
particular job, and then, in most cases, they assign a point value to each of those
functions. In the job analysis interview, questions are asked verbally, usually of the
incumbent, and the answers are compiled into a profile of the job. Diaries have the
workers maintain a work log, or diary, in which they write down the tasks that they
accomplish as they go about their job. This log becomes the document from which
we build the description of the job. We can also use observation of the worker at
work, where an observer shadows the worker and logs tasks that are performed over a
period of time. Finally, the use of subject matter expert (SME) panels, chosen for their
knowledge of a set of jobs, helps identify the major tasks within those jobs.
The main outcomes of the process are the Job Description and the Job Specification.
The job description identifies the tasks and responsibilities of a position. The job
specification identifies the qualifications needed by the person who is to fill a
position.
4-3 Discuss the four major approaches to job design and the components and
purpose of the Job Characteristics Model (JCM).
Mechanistic job design focuses on designing jobs around the concepts of task
specialization, skill simplification, and repetition. Biological job design focuses on
minimizing the physical strain on the worker by structuring the physical work
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environment around the way the body works. Perceptual-motor job design attempts to
make sure that workers remain within their normal mental capabilities and
limitations. Motivational job design focuses on the job characteristics that affect
psychological meaning and motivational potential, and it views attitudinal variables
as the most important outcomes of job design.
The five core job characteristics in the JCM include skill variety, task identity, task
significance, autonomy, and feedback. The first three lead collectively to the
psychological state of experienced meaningfulness of work, in which workers think that
their work has meaning. The fourth core characteristic of autonomy leads to the
psychological state of experienced responsibility for outcomes. Finally, feedback leads to
the psychological state of knowledge of results—the psychological feeling that we get
from knowing the results and that in turn creates satisfaction with the results of our
work.
The three psychological states collectively lead to the outcomes: motivation,
performance, job satisfaction, absenteeism, and turnover. These can go up or down
depending on the design of the job.
4-4 Describe the four major tools for motivational job design.
Job simplification is the process of eliminating or combining tasks and/or changing
the work sequence to improve performance. It makes jobs more specialized.
However, we might make the job less motivational if we simplify the work to the
point where the worker gets bored. Job expansion, on the other hand, makes jobs less
specialized. Jobs can be expanded through rotation, enlargement, and enrichment.
Team-based job design gives the team an entire piece of work. It is a form of job
enrichment that can increase autonomy, task identity, and task significance for the
worker. Finally flexible job design, including flextime, job sharing, telecommuting and
compressed workweeks, allows us to target individuals who have time constraints in
their lives outside of work so that we can get better recruits, and ultimately
employees, than we would otherwise be able to target.
4-5 Discuss the two types of HR forecasting and the three most common
quantitative forecasting methods.
Quantitative forecasting uses mathematics to forecast future employment needs based
on historical data. Qualitative forecasting uses individual or collective industry and
work expertise to forecast employment needs in the future.
The three most common quantitative methods include the following:
Trend analysis allows the company to look at historical trends—for instance,
whether employment went up or down in a given year and how the number of
employees related to revenue or productivity—and make judgments from those
trends.
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Ratio analysis calculates specific values by comparing a business factor with the
number of employees needed.
Regression analysis is a statistical technique in which we use a regression
diagram made from historical data points to predict future needs presented
with a y- and x-axis.
4-6 Identify the major options when the organization is faced with a labor surplus
or shortage.
Options when faced with a surplus of employees include all of the following. A layoff
is the process of terminating a group of employees to improve organizational
efficiency and effectiveness. A pay reduction lowers the rate of pay for groups of
employees within the organization. Work sharing occurs when we cut the hours
available to each worker on a per-week or per-month basis, because fewer hours of
work are available in the company. The option to allow natural attrition may also
occur. In this case, we lower employee numbers by not refilling jobs when turnover
occurs. In a hiring freeze, we allow natural attrition, but in addition, we don’t create
any new jobs, even if they are needed. We stop all hiring—not just rehiring for
existing positions. Retraining and transferring workers from one job to another may
allow us to lower the number of workers in a particular part of our business, but it
will work only if we have too many employees in one type of job and too few in
another. Early retirement can be a valuable option in some cases. In an early
retirement offer, employees are given the choice of leaving the company before they
would normally retire, and in exchange, the employee will receive some benefits from
the organization.
Methods for mitigating employment shortages include these options. The quickest
and easiest way to fix a shortage is asking or requiring employees to work overtime. It
is our best option until we get to the point where we are starting to stress our people
too much because the overtime becomes excessive. Hiring temporary workers is
another quick method of overcoming a worker shortage. Remember, though, that
temporary workers create some problems for the organization. We may also be able
to retrain workers if we have a surplus of employees in another part of the company.
We might also be able to utilize outsourcing of some of our current in-house functions
as another option. We can also attempt to reduce turnover. If fewer people voluntarily
leave the organization than we had predicted, we can reduce a projected shortage. We
can hire new employees. Finally, technological innovation may help alleviate a shortage
if we can create machinery that can do the job of a human being.
4-7 Discuss the reasons why gig work and automation have recently increased at
such a rapid rate.
Gig work is increasing at a very rapid pace. Using gig workers allows companies to
avoid hiring new permanent employees when there are distinct pieces of work that
can be farmed out to independent contractors or some other form of temporary
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labor. This allows companies to remain lean in the number of permanent employees
and use other labor only when it is needed to complete a job that doesn’t have to be
done all the time within the company.
A number of factors have come together to increase the amount of automation
recently. We are now able to create computers and other automation that have the
ability to think, analyze, and learn; at least in some limited circumstances; and this
ability is getting better at a rapid rate. This technology can also take the place of large
numbers of minimally skilled labor for a cheaper price than using employees in the
same jobs. And using machines for production usually provides for outputs that have
fewer defects or other failures.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. _________ is the tool that we use to identify what has to be done within the
organization to produce a product or service.
2. _________ is the process used to identify the work performed and the working
conditions for each of the jobs within our organizations.
3. _________ identifies the major tasks, duties, and responsibilities that are
components of a job.
4. _________ identifies the qualifications of a person who should be capable of doing
the job tasks noted in the job description.
5. _________ is the process of identifying tasks that each employee is responsible for
completing as well as how those tasks will be accomplished.
6. _________ focuses on designing jobs around the concepts of task specialization, skill
simplification, and repetition.
7. _________ focuses on minimizing the physical strain on the worker by structuring
the physical work environment around the way the body works.
8. _________ focuses on designing jobs in which the tasks remain within the worker’s
normal mental capabilities and limitations.
9. _________ focuses on the job characteristics that affect the psychological meaning
and motivational potential, and it views attitudinal variables as the most important
outcomes of job design.
10. _________ provides a conceptual framework for designing or enriching jobs based
on core job characteristics.
11. _________ is the process of eliminating or combining tasks and/or changing the
work sequence to improve performance.
12. _________ is the process of making jobs broader, with less repetition.
13. _________ identifies the estimated supply and demand for the different types of
human resources in the organization over some future period, based on analysis of
past and present demand.
14. _________ utilizes mathematics to forecast future events based on historical data.
15. _________ is a process of reviewing historical items such as revenues, and relating
those changes to some business factor to form a predictive chart.
16. _________ is the process of reviewing historical data and calculating specific
proportions between a business factor (such as production) and the number of
employees needed.
17. _________ is a statistical technique that identifies the relationship between a series of
variable data points for use in forecasting future variables.
18. _________ uses nonquantitative methods to forecast the future, usually based on the
knowledge of a pool of experts in a subject or an industry.
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19. _________ is a process of terminating a group of employees, usually due to some
business downturn or perhaps a technological change, with intent to improve
organizational efficiency and effectiveness.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you agree that stable jobs don’t exist in today’s workplace and that as a result, we
shouldn’t worry about job analysis? Why or why not?
2. Looking at the company where you work (use a company that you know well, if you
are not currently working), does it appear that the organization uses task-based or
competency-based job analysis? Why do you think this?
3. Can more than one of the four main approaches to job design be used at the same
time to design a job? Can you provide an example of how this could work?
4. Are there any situations in which you might design a job using the JCM and yet the
job would still not be motivational? What circumstances might cause this to happen?
5. Do you think that using flextime, telecommuting, job sharing, or compressed
workweeks is really going to motivate employees? Why or why not?
6. Are there situations in which working in teams might be demotivating? How could
this occur?
7. Have you seen job simplification, job rotation, or job expansion being used in your
workplace? (If you aren’t currently working, use a workplace that you are familiar
with.) Did it work to motivate the employees? Why?
8. Which of the three HR forecasting methods do you think would give you the most
accurate forecast? Explain your choice.
9. Is a layoff, or downsizing, ever the best option to resolve a projected surplus in an
organization? Justify your answer.
10. How much overtime is reasonable in a week? How long can the company expect
workers to continue to work overtime before they see employee stress levels getting
significantly higher than normal?
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Case 4-1 Walmart’s Everyday Hiring Strategy: Fueling Future
Consumer Demand With Passion and Talent(1)
Walmart is the 800-pound gorilla in the retail market, posting the highest sales while being
supported by their 2.3 million employees. They are also the number one retailer in Mexico
and Canada, with operations that span the globe (Latin America, Europe, Africa, and Asia),
including owning a 95% stake in Japanese retailer SEIYU. Their international division has
experienced massive growth accounting for 26% of total revenues with over 6,100 stores.
Locally, Walmart manages 655 Sam’s Club warehouses and around 4,570 Walmart stores
with the increasing trend toward less extensive store designs.(2)
How can Walmart continue to expand successfully in the United States as well as
internationally and offer products to their growing number of customers? The key to
business growth for any firm, including Walmart and its more than 2 million employees, is
human resource management. How does Human Resources (HR) perform such functions?
Job analysis and design are implemented through the company’s hierarchical functional
structure. Walmart divides job analysis into two areas: work-oriented and worker-oriented.
Work-oriented job analysis is used to analyze salesforce work situations using direct
observation and interviewing, and it provides HR with a benchmark of desirable work
outcomes. In order to analyze managerial positions and gather data on perceptual,
interpersonal, and critical-thinking skills, Walmart developed the Work Profiling System
(WPS). This worker-oriented approach focuses on the critical skill set needed to become a
successful corporate or store executive.
Job descriptions are created from HR’s job analyses and include the following factors for all
jobs:
Duties
Functions
Job Factors
Job Knowledge
Performance Standards
Job specifications, on the other hand, are employed for all job descriptions and are divided
into desirable and essential worker attributes.
Essential attributes change by position. Executives are expected to possess critical-thinking,
problem resolution, and investigative skills (KSAs). The sales force is expected to be
knowledgeable about the firm’s products and business while possessing excellent
communication skills. Desirable traits for one type of job, ironically, are the essential
attributes for the other. For example, being social, likeable, and multitasking are desirable
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skills for managers while a necessity for sales personnel.
Forecasting is critical to guarantee that Walmart staffing requirements can shift with
consumer demand, making sure that worker surplus is minimized.
The three most notable forecasting techniques are bottom-up approach, trend analysis, and
Delphi method.
The purpose of the bottom-up approach is to guarantee that the organization, from the
store employee (the lowest level) to corporate headquarters (top level), has the right people
in the right jobs, that frontline employees have the management support they need. The
forecasting process starts by HR looking first at the store level (hourly employees) and, once
those needs are determined, moving up the chain of command, level by level. Trend
analysis extends the bottom-up approach by using current needs to estimate future needs,
especially as it relates to their plans for global growth.
The Delphi method, unlike the other techniques, uses expert opinion rather than
quantitative projections. This technique is employed when there no baseline data is
available for projections, such as when opening new stores, new facilities, or new brands.
“For example, HR experts can discuss the HR needs in opening a new Walmart store of a
certain size. The company’s human resource management applies the Delphi method to
estimate the number of employees needed in each type of job, such as supply chain jobs,
inventory jobs, and sales jobs.”(3)
Walmart, unlike the oil service industry (see Case 1-2), does not have trouble obtaining
labor as needed. However, they do deal with issues of surplus labor when sales decline; this
equates to lower operating efficiencies and lower profitability. HR utilizes gap analysis,
performance analysis and turnover rate analysis in order to minimize shortages or surpluses.
Gap analysis examines job needs versus employee skill sets and numbers, with the results
determining the appropriate level of recruitment. A large gap would indicate cost
inefficiencies as well as reduced organizational performance; HR recruitment is decreased or
increased according to the size of the gap. Turnover rates affect recruitment rates, with the
result indicating the firm’s net shrinkage or growth. Shifts in sales revenues also influence
recruitment, with HR balancing the number of applicants for entry positions against
determined employee needs. Adjustments in recruitment and employee compensation are
implemented especially when new stores and positions are opened, resulting in net
workforce growth.
In order to balance supply and demand, HR’s main weapon is recruitment rather than
compensation since these efforts are easily modified with minimal impact to the firm’s
bottom line. Compensation is used when HR supply exceeds demand, and that is in line
with their low-cost, generic, leadership strategy. On the other hand, Walmart will increase
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wages when demand exceeds supply and recruitment efforts have been ineffective. Higher
wages usually increase the applicant pool in terms of both numbers and quality, and that
allows Walmart to increase their recruitment success rate.(3)
Questions
1. How is job analysis performed at Walmart? What job analysis methods are employed?
2. What are the pros and cons of the job analysis methods used for Walmart’s
salesforce?
3. For which position does Walmart use task- or competency-based job analysis
4. What are the main differences in job specifications between Walmart’s sales force and
their managers?
5. What are the methods Walmart uses for HR forecasting? Which are quantitative, and
which are qualitative?
6. How does Walmart try to prevent labor shortages or surpluses?
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Case 4-2 Gauging Employment at Honeywell
Honeywell is a diverse, differentiated, industrial conglomerate with segments such as
transportation systems, performance materials and technologies, aerospace, and automation
and control solutions; yet the company is best known for its thermostats. According to the
2013 Fortune 500 list, Honeywell ranked 78th out of all US companies, with a revenue of
$39 billion.
In 1999, Honeywell merged with AlliedSignal and Pittway but encountered problems
when they realized that each company possessed its own unique corporate culture. During
the next several years, Honeywell found itself addressing new challenges while trying to
absorb its acquisitions. For example, environmental-related business liabilities had never
been addressed and now required real attention, while managers were disinvesting in
research and development because their divisions showed higher profits. New product
development ceased. Honeywell also experienced high turnover in upper management,
having three different CEOs in 4 years.(1)
Honeywell’s main focus in the past decade has been on resolving these issues by first
implementing their “One Honeywell” culture. This strategy increased overseas sales by
10% while also helping the company become more aware of and responsive to its
environmental responsibilities. Investments in new products and services increased while
turnover started to decrease, with employees filling more than 85% of the vacancies in toplevel positions. Just as Honeywell turned the corner in 2008, the United States entered a
recession and Honeywell’s orders were being cancelled or postponed. No new orders were
being placed, and sales were decreasing. As a result, direct costs of production were
decreasing because the company simply did not need to purchase raw materials to make
new products.(2)
In the manufacturing industry, the cost of people covers more than 30% of total expenses,
and most firms responded to the recession by restructuring their workforce by firing
thousands of employees. Cutting costs for production was not an option because a loss of
customers is a major risk for the company; therefore, the only option left was cutting costs
through employees. Honeywell knew that even the worst recessions usually last about 12 to
18 months, but the company wanted to be prepared when the economy started to heal.
With its new culture in place, Honeywell took a different approach than its competitors
did. Honeywell projected the possible impact of economic recovery on its business, noting
that it would have to rehire many of the employees it would lay off during the recession.
Given this projection, Honeywell then followed a different method of restructuring and let
its workers take furloughs, that is, temporary unpaid leaves of absence. Honeywell also
knew that furloughs would harm the morale and loyalty of its employees. Even the
employees who stayed would be distracted, thinking that their own jobs might be at stake.
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To benefit from furloughs, Honeywell limited their use by implementing more diligent
performance reviews and avoiding hiring for new positions.
Honeywell CEO David Cote believed that most of his managers still overestimated the
savings from layoffs and underestimated how disruptive layoffs would be, given that the
average employee received 6 months’ worth of severance pay. This meant that Honeywell
would not start saving money until 6 months after the firm laid off an employee. However,
the value of the employees’ contributions was intangible since the firm might be losing its
most skilled employees. The results of keeping the valuable employees were that Honeywell
bounced back quicker than its competitors did after the recession, and its business increased
at a quicker pace.(3)
Questions
1. How does the use of HR forecasting reflect Honeywell’s strategy and culture?
2. Which quantitative or qualitative manpower forecasting method do you believe
Honeywell used to decide to move forward with furloughs rather than layoffs?
Explain.
3. What options did Honeywell use to overcome the projected labor surplus during the
recession? Were there other available options?
4. Compared to layoffs, do you expect the impact of furloughs to be higher on the
turnover rate or lower? Explain your reasoning.
5. How might job analysis and job design minimize the impact of furloughs on
organizational performance and productivity?
6. How could CEO Cote use trend/ratio/regression analysis to support his contention
that most Honeywell managers overestimated their savings and underestimated how
disruptive layoffs would be to the firm’s operations?

469

References
(1) Cote, D. M. (2013, June). Honeywell’s CEO on how he avoided layoffs. Harvard
Business Review. Retrieved from http://hbr.org/2013/06/honeywells-ceo-on-how-heavoided-layoffs/
(2) Hoover’s Inc. (2014). Honeywell International, Inc. [Hoover’s Company Records: InDepth Records]. Retrieved July 3, 2014, from Long Island University Academic Database.
(3) Cote, D. M. (2013, June). Honeywell’s CEO on how he avoided layoffs. Harvard
Business Review. Retrieved from http://hbr.org/2013/06/honeywells-ceo-on-how-heavoided-layoffs/.
Case created by Herbert Sherman and Theodore Vallas, Long Island University, Brooklyn
Campus

470

Skill Builder 4-1 Job Analysis
Objective
To develop your skill at completing a job analysis; to improve your ability to get ready
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—E: Job Analysis/Job Design
Overview
Your output is to arrive at school or work. Your inputs (4 Ms) are each and every task you
perform until you arrive at your destination. Through your job analysis flowchart, improve
the efficiency of your inputs so you can get more done in less time, with better results.
Step 1. Make a Flowchart
List step-by-step exactly what you do from the time you get up (or start your routine) until
the time you start school or work. Get up or start earlier, say 15 minutes, to give yourself
time to complete your flowchart without making you late. Be sure to number each step and
list each activity separately with its M (don’t just say go to the bathroom—list each activity
in sequence while in there). For example:
1. Get up at 7:00—manpower
2. Go to bathroom—manpower
3. Take shower—material
4. Dry hair—material
...
18. Drive car—material
19. Buy coffee—money
20. Walk in to school at 8:00—manpower
Step 2. Analyze the Flowchart
Later in the day, when you have time, do a job simplification analysis of your flowchart of
activities to determine if you can do the following:
— Eliminate: Are you doing anything that you don’t need to do?
— Combine: Can you multitask any simple tasks, make fewer trips to the bathroom,
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and so on?
— Change Sequence: Will you be more efficient if you rearrange your flowchart of
tasks?
Step 3. Develop a New Flowchart
Based on your analysis, make a new flowchart that eliminates, combines, and changes the
sequence of tasks you will perform to get ready more efficiently.
Step 4. Change Your Routine
Consciously follow the steps of your new flowchart until it becomes your new habit.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
Your instructor may ask you to do this Skill Builder in class in a group. If so, the instructor
will provide you with any necessary information or additional instructions.
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Skill Builder 4-2 Job Characteristics Model (JCM)
Objective
To develop your skill at implementing the JCM
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—E: Job Analysis/Job Design
Preparation
Select a job you have now or have held in the past. Using Exhibit 4-4: The Job
Characteristics Model and Exhibit 4-6: Job Design Options, Processes, and the JCM, apply
these concepts to do a job analysis for your job. Be sure to use the exact terms from the
text. The two exhibits provide a good summary of the process and terminology.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
_______________________________________________________
Would you change your job to make it more motivational? If so, how and why?
Your instructor may ask you to do this Skill Builder in class in a group. If so, the instructor
will provide you with any necessary information or additional instructions.
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Skill Builder 4-3 O*Net
Objective
To visit O*Net and learn how to use Career Exploration Tools and/or to learn more about
a job.
Skills
The primary skills developed through this exercise are as follows:
1. HR Management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—E: Job Analysis/Job Design
Preparation
The instructor or student selects one or both options:
1. Select a job you would like to learn more about, visit http://www.onetonline.org, and
search for the job. Write a brief report identifying your job search and state what you
learned about the job.
2. Go to http://www.onetcenter.org. Click the “Products—Career Exploration Tools”
link. From the drop-down menu, select “Computerized Interest Profile.” In the
overview, click either the full O*NET Interest Profiler or the Interest Profiler Short
Form. Click “on the Web.” Then take the Interest Profile and complete the selfassessment as instructed, get your results, and print them. Write a brief report
including your results and identifying what you learned about yourself.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
_______________________________________________________
Your instructor may ask you to discuss your results in a group or as a class. If so, the
instructor will provide you with any necessary information or additional instructions.
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5 Recruiting Job Candidates
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Learning Objectives
After studying this chapter, you should be able to do the following:
5-1 Identify and discuss the primary goal of the recruiting process and the major external forces
acting on recruiting. PAGE 155
5-2 Briefly discuss the main items we need to consider before recruiting. PAGE 158
5-3 Discuss the major advantages and disadvantages of both internal and external recruiting. PAGE
162
5-4 Identify and briefly discuss the major challenges and constraints involved in the recruiting
process. PAGE 168
5-5 Discuss the basic methods available for evaluating the recruiting process. PAGE 172
5-6 Briefly identify the differences between millennials and Generation Z, and what we can do
using the concept of Grit to recruit better candidates from these generations. PAGE 174
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Practitioner’s Perspective
Cindy describes the day that Angie timidly knocked at her door before she came into her office. Angie said,
“I know I just started here last month, but I’m giving you my two weeks’ notice. I just can’t do this
anymore.”
“What seems to be the problem?” she asked.
“Well, when I accepted the job of quality administrative assistant, I never expected to actually have to go to
the units to gather information as part of my work. Being around the patients makes me uncomfortable.”
Uh-oh. Angie and Cindy just experienced the fallout from a process breakdown that apparently prevented
her from getting a realistic preview of her job duties. Why does an honest exchange of information matter
when you are recruiting? How does a high turnover rate impact your company? The factors you need to
consider as you endeavor to attract and retain the best qualified candidates are highlighted in Chapter 5.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
G. Outcomes: Metrics and Measurements of HR (required)
6. Calculating and interpreting yield ratios
I. Staffing: Recruitment and Selection (required)
2. External influences on staffing: Labor markets, unions, economic conditions, technology
3. External recruitment: Recruiters, open vs. targeted recruitment, recruitment sources,
applicant reactions, medium (electronic, advertisement), fraud/misrepresentation
4. Internal recruitment: Timing, open/closed/targeted recruitment, bona fide seniority
systems
5. Internal recruitment: Promotability ratings, managerial sponsorship, self/peer
assessments, panels/review boards

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
The Recruiting Process
Defining the Process
External Forces Acting on Recruiting Efforts
Organizational Recruiting Considerations
What Policies to Set
When to Recruit
Alternatives to Recruitment
Reach of the Recruiting Effort
Social Media and the Technology Recruiting Revolution
Internal or External Recruiting?
Internal Recruiting
External Recruiting
Challenges and Constraints in Recruiting
Budgetary Constraints
Policy Constraints and Organizational Image
The Recruiter–Candidate Interaction
Job Characteristics and the Realistic Job Preview (RJP)
Evaluation of Recruiting Programs
Yield Ratio
Cost per Hire
Time Required to Hire
New Hire Turnover
New Hire Performance
Trends and Issues in HRM
Millennial Versus Generation Z: Aren’t They All the Same?
Look for Grit, Not Just Talent
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The Recruiting Process
The total costs associated with recruiting, selecting, and training new employees often add
up to as much as 300% to 400% of their annual salary according to a new series of
estimates.1, 2, 3 Recruiting is important for many businesses,4 but for Amazon in 2015,
they were hiring at a rate of almost 40,000 people per quarter. And this doesn’t even count
seasonal workers they expected to hire for the Christmas holiday season—about another
100,000 people.”5
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LO 5-1
Identify and discuss the primary goal of the recruiting process and the major external forces acting on
recruiting.

After HR managers have determined our hiring needs through the forecasting process, and
after we have done job analyses (providing job descriptions and job specifications), we
begin the talent acquisition process: we will need to recruit the correct numbers and types of
people to fill our job openings, and then select from the recruit pool. So the actual first step
in matching employees to jobs is recruiting. We can’t select and hire good employees
without effectively recruiting them.6
But what are we attempting to do when we begin recruiting? We are either trying to get
people inside the company to apply for different job openings, or we are trying to get
outsiders to join the company. In this section, you will learn about the recruiting process.
So what is the main goal of recruiting? Do we want to reach a huge pool of potential
applicants on the Internet who want to join the organization, or do we want to find just a
couple of skilled people who can do the job—in other words, discriminate in detail among
reasonably qualified applicants? Well, it varies. If you think about it for just a minute, you
will see that if you find too many applicants, it costs the organization too much to go
through the selection process. On the other hand, if you find too few, there is no selection
process, and you don’t have the option to find the individual who best fits in the position
and the organization.
Typically, a good rule of thumb might be to find about 15 to 25 people who want to be a
part of the organization for each opening. That’s just a rule of thumb, but it is probably
going to allow us a reasonable applicant pool. You can then cut that applicant pool to four
or five pretty quickly, and that is a reasonable number of people from whom to choose your
next employee. You certainly don’t want a massive number of recruits because it is too
time-consuming and it costs the company too much to cull that number to a usable pool.
However, you may get more or fewer applicants than you want if you don’t target your
recruiting correctly.
Recruiting The process of creating a reasonable pool of qualified candidates for a job opening

Defining the Process
Recruiting is the process of creating a reasonable pool of qualified candidates for a job opening.
Notice that this definition identifies the fact that we need qualified applicants.7 In a recent
study, 84% of HR professional reported candidates having “applied skill deficits (such as
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problem-solving skills)” and 68% were having difficulty in filling jobs.8 Recruiting does us
no good if the candidates whom we attract are not qualified to do the work. One of the
most critical things that you have to do in the recruiting process is to determine very early
on whether the individuals who are recruited are qualified. Thus, a good job analysis,
including an up-to-date job description and specification, is helpful to the company and to
the people looking for jobs because it helps everyone involved to know whether a given
candidate is a match for a given job opening.
To fill an opening, potential job candidates must generally be made aware that the
organization is seeking employees. They must then be persuaded to apply for the jobs. In
HR recruiting, we want to use a series of tools to show the candidates why they might want
to become a part of the organization. We will discuss these tools as we go through the
remainder of this chapter.

External Forces Acting on Recruiting Efforts
First, though, we want to identify the forces that affect our ability to successfully recruit
new employees. A series of external forces affect our ability to recruit individuals into our
organization at a particular point in time.9 One factor is the general shape of national and
world economies. During the 2008–2009 recession, 63% of HR executives said recruiting
was cut back in their organizations.10 In 2009, 48% of HR executives also had to manage
layoffs; but by 2017, many if not most employers were becoming significantly concerned
with “employee retention” and requirements for new hires.11 Also, legal and regulatory
changes such as the Affordable Care Act have had at least some effect on the hiring of parttime and temporary workers instead of full-time employees.12 As noted in Chapter 4, the
proportion of contingent workers such as consultants and independent contractors has
increased from around 7% in 2013 to approximately 25% in early 2017. Among the firms
shifting away from full-time employment in 2013, 38% said the shift had occurred, in part,
due to implementation of the Affordable Care Act.13
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SHRM
I:2
External Influences on Staffing: Labor Markets, Unions, Economic Conditions, Technology

Think about what is happening around you right now. Is the unemployment rate high or
low? Are there government incentives to increase hiring of the unemployed, or is
government doing very little to increase employment? Is the available supply of people with
advanced skills very large, or are there not enough people with high-level skill sets available
to companies? All of these things affect your ability to recruit new workers into your
company.
Generally, the external forces acting on recruiting fall into two large categories: the available
labor market and the social and legal environment. Let’s take a quick look at each.

The Labor Market
The availability of talent to fill our needs depends on several items in the labor market.14
The labor market is the external pool of candidates from which we draw our recruits.

Supply and demand and the unemployment rate
First, we must consider the supply and demand factors in a particular category of jobs. If we
are in need of a mechanical engineer, how many mechanical engineers are available in the
labor environment? Are there too many for the available number of jobs, or are there more
jobs than engineers? If there is a large pool of engineers desiring a job in their field, then
our job of recruiting one will be significantly easier than if there are very few available and
lots of job openings.
This issue of supply and demand usually ties in directly with the unemployment rate in an
area.15 Every business recruits primarily from an identifiable geographic area. Some will
recruit locally (perhaps within a metropolitan area or a single city). Others will recruit
regionally or nationally, while still others may recruit internationally. We need to identify
our recruiting area and then determine what the unemployment rate is in that area. If
unemployment is high, the job of recruiting is generally easier than if unemployment is
very low. However, even when the unemployment rate in the United States was around
10% in 2010 and 2011 and there were thousands of people looking for jobs, there was still
a shortage of qualified candidates for some highly skilled jobs.16
Labor market The external pool of candidates from which we draw our recruits
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Generational factors in the labor force
Generational changes are creating new challenges for recruiting professionals. The
millennial generation is now the largest group in the US workforce along with the
workforce in most EU nations. However, most companies will have at least four distinct
generations in their workforce at the same time: baby boomers (1946-1964); Gen X or the
baby busters (1965-1979); Gen Y or the Millennials (1980-1994); and just the beginning
of Gen Z or the iGeneration (1995- ).17,18 Each generation has different ways of working.
Millennials tend to work better when working in a collaborative environment while the
newest Gen Z workers want their own space and their own goals.19 In order for recruiters
to be successful, they will need to approach individuals from these different generations in
different ways. (See the Trends and Issues section for more detail on attracting the
Millennial and Gen Z labor force.)

Competitors
We also have to consider our competitors and how much they contend with us for the
available talent in a particular field. If competition is very strong for available technical
talent such as mechanical engineers—for instance, if there are a significant number of
competitors and each competitor needs a large number of engineers—then it will be a more
difficult recruiting environment.20 Similarly, if there aren’t many competitors who need a
particular type of mechanical engineer and are working to attract such applicants to their
business, then the recruiting environment will likely be much less difficult. So our
recruiting environment depends on the labor market and on our competitors.
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Work Application 5-1
Select one of your jobs and discuss the supply and demand issues (the unemployment rate and competition
between employers) that had an effect on your job search.

Social and Legal Environment
The social environment in the country in which we are operating also affects our ability to
recruit new people into our organizations.21 Today, people put more weight on “me time,”
job satisfaction, and the ability to move up in the organization than they did in past years.
As a result, workers look at the social environment in the organization to make decisions
concerning whether or not to apply for a job there. In many cases, new employees also
expect a high level of benefits and good opportunities for training and development.22 As a
result, the social environment drives our ability to recruit our 21st century workforce.
We also have to take into account the various laws that limit the ways in which we can
recruit. First and most obviously, we have to abide by all of the EEO laws that we discussed
in Chapter 3, and we must avoid any issues of discrimination in our recruiting efforts. So,
this is another area in which we could apply the OUCH test to ensure fairness and equity
in our processes. There are also laws in some situations that limit our ability to lure
employees away from competitor firms. These antipoaching and “wage-fixing” laws
significantly limit ability to attract talent from competitor companies in some industries.23
In other cases, labor agreements may limit our ability to recruit, or the union itself may be
able to place limits on our ability to recruit from outside of the union’s ranks. We may also
choose to recruit more part-timers due to the costs involved with the Affordable Care Act.
In addition, noncompete agreements might not allow us to recruit certain individuals who
are bound by such agreements. State laws might also apply to recruiting in certain
industries or to recruiting certain types of employees. HR managers must therefore be well
versed in the various laws, agreements, and regulations that in any way limit their ability to
recruit.
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LO 5-2
Briefly discuss the main items we need to consider before recruiting.
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Organizational Recruiting Considerations
Once we become aware of the limitations that are placed on us by the labor market and the
legal environment, we can start to consider the internal issues that control our recruiting
processes. When should we go through the recruiting process, what alternatives do we have
to recruiting (outsourcing, retraining, etc.), and should we recruit our applicants from
internal sources (within the company) or external sources? We have to set policies on these
topics in order to maintain consistency, and we need consistency in order to be fair and
equitable and so that we can defend our processes if it becomes necessary. So, what do we
have to think about, and in what level of detail?

What Policies to Set
We have to think about a lot of things as we work to allay a shortage of people within the
company. We need to determine how we are going to go through the recruiting process
before we start trying to recruit new members into our workforce. Among other things, we
have to answer the following questions:
Under what conditions will we recruit new people into the company?
What alternatives do we have, and when will we use them?
Should we recruit locally, regionally, nationally, or globally?
How should we incorporate technology in recruiting efforts?
Are we going to recruit from within our own ranks first, or go outside the
organization?
What primary recruiting sources will provide us with the best recruits for our
company?
We have to make these determinations based on our particular company circumstances,
taking into account all of the information from our forecasting processes. Let’s discuss four
of the primary items we will need to think about before the recruiting process starts.
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Work Application 5-2
Select a future job (preferably after graduation) and describe your social expectations when job searching.
What type of organization do you want to work for? Also, will there be any legal restrictions on your job
search?

When to Recruit
The answer seems obvious: We recruit when we need someone to fill a job. But it’s not that
simple. We don’t necessarily have to recruit someone when we need a job filled. Remember
what we said in Chapter 4. There are all kinds of ways to mitigate a worker shortage in the
organization, and the option we choose depends on a bunch of different factors. Should we
recruit or bring in temps or other contingent workers? Should we add overtime or
outsource some tasks? We need to identify the points at which we would generally go
through the process of starting and carrying out a recruitment campaign, because the
campaign itself is expensive. We don’t want to go through a long recruiting process and
then figure out that we didn’t need to—if we did, we would just be wasting money.24

Alternatives to Recruitment
Do we have a viable and financially feasible way to solve our shortage other than through
recruitment? Is the alternative less expensive or better for our circumstances in some other
way? We don’t want to recruit new employees into the organization if working a group of
people overtime for a week or two, or even a month or two, will solve our problem. We
may be prohibited from recruiting because of an attrition policy or a hiring freeze. We
might be able to solve our problem with temporary employees instead of new full-time
workers.
We have to weigh all of the available options, and we should generally have a policy that
tells us when we would use each option. We need to know what the primary objectives of
the organization are so that we can analyze the possibility of outsourcing (we don’t want to
outsource a critical task).25 We also need to know how much overtime is currently being
used so that we can know whether we are working our current employees to the point
where their job satisfaction is likely to start going down.26
Before deciding to recruit new full-time employees, managers might consider giving current
employees overtime or hiring contingent workers.
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What kind of labor market does our industry and company face right now? If we are in a
market where there are many people out of work, we may be able to get a much better new
hire right now, so it might be best to recruit for new employees. Conversely, if we are in a
tight labor market, we might waste a lot of resources trying to recruit new employees
because we might end up getting no good candidates. We need to analyze each of the
options for mitigating a labor shortage other than making new hires, and we need to create
a policy concerning when each of these options is useful in our organization. We have to
take all factors that we know into account in making our recruiting decision.

Reach of the Recruiting Effort
We also need to identify our effective labor market. Do we plan to recruit only from local
sources? Should we consider people all over a particular region (e.g., the mid-South or New
England)? Do we need to recruit globally or even internationally?27 Again, the answer is, “It
depends.”
What factors are involved with our decision? The first factor is simple: Can we find the
right number and types of employees if we recruit locally? If so, then we may be able to
work only in our local labor market. If not, we may be forced to recruit from a broader
pool of talent. Secondly, can we get better talent to apply if we recruit regionally,
nationally, or globally?28 Additionally, do we need this type of talent in order to accomplish
490

our organizational goals? (Remember, if we are a low-cost producer, we may not want topnotch talent in all areas of our company.) Is the job that we are recruiting for so specialized
that we need to recruit from all over the world? Do we want to recruit from locations far
away from our organization if we don’t have to? Of course not. It is time-consuming and
expensive to bring people to the organization from far away. So we expand our geographic
recruiting area only when we need to. However, remember that multinational corporations
tend to hire locally, but many of their total number of employees are from other countries.

Social Media and the Technology Recruiting Revolution
More and more, companies are targeting recruiting efforts to very specific candidates with
exacting requirements. The only way we have good reach into the appropriate labor market
in such cases is by using technology and specific online platforms to look for the few
candidates who match our needs.
Many firms are heavily using social media sites, including LinkedIn and Facebook, to assist
with their recruiting efforts. These social media sites can provide recruiters with much more
ability to reach specific individuals with detailed skill sets than they had in the past.29
However, this reach may bring with it some significant issues for the business—such as
having to pore over hundreds or even thousands of résumés in response to a job opening, or
being taken to court over what someone sees as a written promise that a job will have
certain characteristics. Wagner v. Home Depot is an example of a case in which the plaintiff
sued the organization for false promises of stable long-term employment.30 So how do you
get the value of social media without exacerbating the problems that it can cause? You have
to understand social media’s reach and use it selectively, whether you’re a job seeker or a
recruiter.31
In a recruiting situation, social media provides the company with a number of valuable
services. As mentioned, it provides a reach that the company may not get with other means
such as advertising in local newspapers or on radio or television. For example, in May 2017,
Facebook had more than 1.9 billion monthly active users (nearly 2 of every 7 people on
earth!), meaning it gives recruiters a huge reach into the global labor market.32 And
especially in higher-level job recruiting, where there will be few individuals with the
necessary skills, social media job sites like Indeed (200 million unique visitors per month in
2017), Jobvite, Monster.com, and now Google Jobs, can get our message out to a much
larger group of potential candidates across the country or even around the world.33 The
online research and networking opportunities provided by such sites give the recruiter
information on job candidates, in many cases before they are even directly contacted.
Social media sites like can also provide the candidate with information on our company
values and culture, which is critical information in attracting Millennials and Gen Zers.34
Corporate profile information, also known as corporate branding, can help individuals
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make a better decision concerning whether or not they would be comfortable in our
organization, which in turn lowers the possibility that they will take the job and then cost
us extra money because they end up leaving within a few weeks or months. And even
though Facebook is primarily a personal networking site, company recruiters can use
software programs like Monster.com’s BeKnown that provide them with the ability to
directly target and recruit new employees on Facebook.35
Recruiters are also beginning to heavily use Artificial Intelligence (AI) and other smart
technology recruiting tools in their jobs. Chatbots to follow up with active candidates,
schedulers for setting appointments, search programs that look for and query passive
candidates about interest in open positions, and other tools now take care of many routine
tasks for the recruiter. Programs like Mya from Firstjob,36 Olivia by Recruiting.ai,37 and
RAI from HiringSolved,38 will continue to take over many of the common tasks in
recruiter interactions with candidates and applicants.
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Work Application 5-3
Select a future job (preferably after graduation) and state the geographic area in which you will apply for
jobs.

One of the major selling points besides the fact that these programs save significant
amounts of recruiter time is that AI can make better decisions than human recruiters
because of the lack of bias.39 However, most of the companies selling this software also note
that AI programs are only as good as their programming.40 Companies will need to be
aware of the danger of disparate impact due to biased inputs into the systems. Validity,
especially, will need to be continually analyzed to insure that we are not inadvertently
harming protected groups because of utilizing skewed inputs. Recall that in Chapter 4 we
discussed the fact that Googlers are known to be dog lovers, and that an early attempt to
identify candidates for employment there used this fact to determine who would fit with
the company. However, that fact would not have validity, so the question was ultimately
deleted. Claims for AI are that they reduce bias, but that is not necessarily so. Computers
certainly get rid of emotional responses to candidates, but if biased inputs are used to
configure the AI, bias will also result in the system’s outcomes. Keeping the OUCH Test in
mind—especially the four-fifths rule to measure for Consistency in Effect—will allow
companies to monitor validity and reliability of these systems
So are there other problems with technology-based and social media recruiting? Yes, and
some of them are significant dangers to the company. For instance, there is the potential for
discrimination through disparate treatment of individuals because of information posted on
their Facebook or LinkedIn sites or on their Twitter feed.41 A Carnegie Mellon University
study found that candidates who identified themselves as Muslim on their Facebook
profiles “were less likely to be called for interviews than [were] Christian applicants.”42
Pictures can also potentially identify individuals as members of a protected class, and those
pictures may cause subconscious bias on the part of some recruiters. Any bias, whether
intentional or unintentional, is a danger to the organization during the recruiting and
hiring process.
Finally, because we are more narrowly targeting searches than has historically been the case,
there is also the potential for “gold-plating,” or creating massive and complex requirements
in a job specification. Ironically, one example comes from the CEO of LinkedIn, Jeff
Weiner. He noted that when his company first identified the need for a data center
manager, its initial (large) list of criteria for acceptable candidates was analyzed and the
company “found only seven identifiable people on Earth who met all of the conditions.”43
Once management relaxed the requirements by getting rid of some that were really not
required, they quickly found 126 potential candidates. There is some evidence that this
process of creating a massive catalog of qualifications that a firm would like to have but that
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is really not necessary is one reason companies believe they are experiencing a shortage of
“qualified” employees. So we have to be careful to identify only necessary information and
candidate characteristics when recruiting via social media to avoid unnecessary problems.
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Internal or External Recruiting?
What is our policy going to be concerning recruitment from our current pool of
employees? We can very rarely just say that we will “promote from within” and stick to that
policy. So we have to create policies concerning when and how we will recruit from our
current employee pool and when we will go outside the organization. Why? Probably the
biggest reason is so that our employees perceive fairness in our recruiting policies.44
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LO 5-3
Discuss the major advantages and disadvantages of both internal and external recruiting.

If we say we will recruit from within and then go outside the organization to recruit a new
manager, many of our employees will begin to think that we were “just talking” when we
said we would promote internally; and they might begin to show less loyalty to the
organization because they feel that the organization failed to show them loyalty. However,
if our policies say that we will go outside for recruits when it is unlikely that anyone in the
organization would have the skill set necessary to do the job identified in our job
specification, then we can provide a legitimate answer to someone who questions our
recruiting process.
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Work Application 5-4
Select an organization you work or have worked for and give an example of either an open, targeted, or
closed recruiting method it uses. List the job(s) that method was used to recruit for.

Additionally, we might have a policy that says that when we are instituting new processes or
when we have identified significant resistance to change as an issue in a section of the
organization, we will bring in new people with new ideas and different skills. We may also
identify specific occupations in our organization that will typically be recruited from
outside, usually due to the need for a specialized skill set (e.g., nuclear plant operator,
corporate attorney, emergency medical technician). It is unlikely that we would promote
from within to these types of positions.
These are just some of the things that we need to consider as we create our recruiting
policies. Now, let’s take a closer look at internal versus external recruiting efforts and the
advantages and disadvantages of each approach.

Internal Recruiting
Internal recruiting involves filling job openings with current employees or people the employees
know. Here we will discuss internal recruiting sources, promotability ratings and managerial
sponsorship, and the advantages and disadvantages of internal recruiting.

Internal Recruiting Sources
There are two common types of internal recruiting:
Promotions from within. Many organizations post job openings on physical or
electronic bulletin boards, in company newsletters, and so on. Current employees
may apply or bid for the open positions. Hilton Worldwide is one company that
works hard to promote its internal hiring practices.45 Moves today are frequently
lateral rather than in the form of promotions.
Employee referrals. Employees may be encouraged to refer friends and relatives for
positions. Jobvite notes that about 40% of its client-company new hires are from
existing employee referrals.46 For hard-to-recruit-for jobs, some firms pay a bonus to
employees when their referred applicant is hired.47

Open, Targeted, or Closed Recruiting?
When it comes to promotion from within as an internal recruiting method, the
organization has several options. We can use open, targeted, or closed recruiting methods.48
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Open recruiting consists of advertising the job openly within the organization, and anyone
who meets the qualifications can apply for the job opening.
Internal recruiting Filling job openings with current employees or people the employees know

Targeted recruiting is pretty much what it sounds like. We do not openly advertise the
position internally. Instead, we ask managers to privately nominate workers who they feel
would be able to do the job that needs to be filled. HR will then evaluate the candidates
put forward by the managers and then forward the list of the best candidates to the hiring
manager. We have to be more careful with targeted recruiting because it can allow or
appear to allow bias in the recruiting and selection process.
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Internal Recruitment: Timing, Open/Closed/Targeted Recruitment, Bona Fide Seniority Systems

Finally, closed recruiting occurs when hiring managers have a need to fill a position and they
communicate that need to HR. HR recruiters will then search the organization’s files for
people who have the requisite skills and qualifications and send a list of such individuals to
the hiring manager. The hiring manager can then select from the applicants identified by
the HR department.
One of the difficult issues the organization may run into if it chooses an internal recruiting
option is the presence of a bona fide seniority system, meaning a system that gives
preference to individuals with longer tenure in the organization.49 If we have such a system,
we may have to allow people with more seniority to apply for any internal job openings,
which would limit our ability to use targeted or closed recruiting.
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Promotability Ratings and Managerial Sponsorship
We can do some things within the organization to make the internal recruiting process go a
bit smoother in most cases. As part of our annual appraisal process, we can include a
“promotability rating” for each member of the organization.50 This rating evaluates the
individual for fitness for higher-level jobs in the organization. If we do it as part of our
normal appraisal process, it adds very little to the workload of the managers in the
company.
We may use some other tools to assess promotability in our efforts to find the best qualified
individuals within the organization. We can have each of our employees complete a selfassessment, and we can also ask peers to assess their coworkers for promotability. We can
also have people who desire to be considered for promotion put themselves before an
organizational review board that will judge their qualifications and readiness for such
promotion opportunities. Each of these options strengthens the ability of the organization
to get the best possible candidates for internal promotion opportunities.
We can also request managerial sponsorship for a person to be considered for job
opportunities through internal recruiting. In this case, we would ask managers to provide
their sponsorship for an individual before that person would be considered for a promotion
through the internal recruiting process. This sponsorship information would then be used
in our internal recruiting efforts. This is a type of mentoring.

Advantages and Disadvantages of Internal Recruiting
Is it generally a good idea to recruit from inside the organization? What are the major
advantages and disadvantages of internal recruiting?
5-1 Applying the Concept 5-1
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Internal Recruiting
Review the following list of recruitment methods, and then write the letter corresponding to each
recruitment method before the situation(s) in which it was used.
1. open
2. targeted
3. closed
____ 1. My supervisor got promoted to middle management and selected me to be his replacement.
____ 2. My company has a policy of posting all job openings, and we can apply for better jobs that
we want.
____ 3. I got the job as supervisor in the other department because the VP of production
recommended me for the position.
____ 4. My company stopped placing want ads in the newspaper, and it posts openings only online.
____ 5. I got the entry-level job because the HR representative sent me for an interview with the
hiring manager.

Advantages include the following:
Possible increases in organizational commitment and job satisfaction based on the
opportunity to advance in the organization with commensurate increases in pay.
The internal recruit will be able to learn more about the “big picture” in the
company and become more valuable.
The individual also has shown at least some interest in the organization, has
knowledge of our operations and processes, and feels comfortable continuing
employment within the company.
The company has existing knowledge of the applicant and a record of that person’s
previous work.
The organization can save money by recruiting internally, because of both lower
advertisement costs and lower training costs.
Internal recruiting is usually faster than external recruiting.
And here are some of the disadvantages:
The pool of applicants is significantly smaller in internal recruiting.
There will still be a job to fill—the employee will move from somewhere else in the
organization into the new job, so that employee’s old job will need to be filled as
well.
Success in one job doesn’t necessarily mean success in a significantly different job,
especially if the employee is promoted to supervise former coworkers.
An external candidate may have better qualifications for the job opening.
Current employees may feel that they are entitled to the job whether they are capable
and qualified or not, especially if we have a strong policy of preferring internal
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candidates.
And the biggest threat to the company: We may create or perpetuate a strong
resistance to change or stifle creativity and innovation because everyone in the
organization, even the “new hires,” are part of the old organizational culture.
HRM in Action

Recruitment

External Recruiting
Employees who are changing jobs influence organizational performance, and companies
commonly recruit people from other firms to satisfy their HR needs.51 External recruiting
is the process of engaging individuals from the labor market outside the firm to apply for a job.
External recruiting can also be accomplished in either an open or targeted manner, in much
the same way as internal recruiting can. If we have an open recruiting effort, we will
provide the job information for anyone who wishes to apply. If, however, we are using
targeted recruiting (for example, through a headhunter) we would seek out specific
individuals with the necessary skills and invite them to apply for the job opening.
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External Recruiting Sources
When we decide to recruit from external sources, what options do we have? Where would
you recruit? Again, the answer is, “It depends.” Recall that we are trying to get a reasonable
pool of applicants. So which option will give you the best pool of applicants for the specific
job? We have to look at the type of person that we are trying to find and then go to the
source or sources that will most likely provide that type of person.
Here are our external recruiting options. They are also listed with a summary of strengths
in Exhibit 5-1.
External recruiting The process of engaging individuals from the labor market outside the firm to apply for
a job

Walk-ins
Without actually being recruited, good candidates may come to an organization “cold” and
ask for a job. Those seeking management-level positions generally tend to send a résumé
and cover letter asking for an interview. Walk-ins may be good recruits for a couple of
reasons. First, they have already selected your organization as an employment target because
they took the initiative to come in and ask for a job. Second, there are no advertising costs
associated with walk-ins, and you don’t have to wait for résumés and applications to come
in from an external advertisement. So the process can occur much more quickly than it
would with other external recruiting methods.

Educational Institutions
Recruiting takes place at high schools, vocational/technical schools, and
colleges/universities. Many schools offer career-planning and placement services to aid
students and potential employers. Educational institutions are good places to recruit people
who have little or no prior experience. We might decide to recruit from educational
institutions for a new external hire if we need somebody with a good general skill set, a
degree, and some basic education. Such recruits will probably have a lot of specialized
education in a specific field, which is always good. If you are looking for that type of
person, a college/university might be a good place to go. If you are currently in school, have
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you visited your career services department? You don’t have to wait for senior year, when
you are about to graduate, to take advantage of what they have to offer.

Employment Agencies
There are three major types of employment agencies:
Temporary agencies, like Kelly Services and Accountemps, provide part- or full-time help
for limited periods. They are useful for replacing employees who will be out for a short
period of time or for supplementing the regular workforce during busy periods. However,
today, organizations are reluctant to add to their permanent workforce and instead create
short- and long-term temporary positions (sometimes called permatemps) or contractual
agreements with outside workers (i.e., independent contractors). Nearly 20% of individuals
working in the United States are now working under such arrangements, and some HR
experts expect that number to continue to increase.52
However, you should be cautioned here concerning the long-term use of temporary
workers. There have been a number of lawsuits against employers in the past 10–15 years
dealing with the hiring of “temporary” workers, when in fact those workers were permanent
—just without the benefits associated with the company’s full-time permanent workforce.
As we briefly noted in Chapter 4, probably the most famous and one of the most expensive
settlements came in the case of Microsoft using permatemp workers in the 1990s. A class
action lawsuit was filed and was being heard in the US Ninth Circuit Court of Appeals
when Microsoft agreed to settle with the permatemp workers for nearly $100 million.53 In
addition, groups of temporary workers have recently begun to unionize to fight for better
working conditions and benefits.54
Public agencies are state employment services. They generally provide job candidates to
employers at no cost or very low cost. One of the best and most often overlooked sources
for external recruits, public employment agencies provide potential employees at all levels
of the exempt and nonexempt workforce due to the fact that anyone who seeks
unemployment assistance must be on the public employment agency rolls for possible
employment. Too often, the public agencies get reputations as havens for the hard-core
unemployed—those who do not want to work. However, they can be a strong source of
good-quality employees, especially in bad economic conditions when many good workers
lose their jobs. And the cost can’t be beat.
Private employment agencies are privately owned and charge a fee for their services. These
agencies generally do a lot of prescreening for companies searching for employees, which
can mitigate some of the agency fees. These agencies are generally good for recruiting
people with prior experience. There are several different types of private employment
agencies:
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General employment agencies operate on a for-profit basis. Some of them charge job
seekers for their services, and others charge the employer. These agencies usually do
not specialize in a particular type of employee, but some may operate only in certain
employment categories such as IT, nursing and medical staffing, or accounting
employment.
Contingency agencies offer employees to the employer and are paid when the job
candidate is hired by the employer. Contingency agencies frequently work with a
more skilled set of clients—those with high-level manufacturing skills or mid-level
management skills, for example, would be common candidates for contingency
agencies.
Retained search firms or executive recruiters are paid to search for a specific type of
recruit for the organization and will be paid regardless of success in their recruiting
efforts. Often referred to as “headhunters,” they specialize in recruiting senior
managers and/or those with specific high-level technical skills, like engineers and
computer experts. They tend to charge the employer a large fee and will be at least
partially paid whether or not there is a successful hire. Usually, the retained search
firm will be paid in three installments, with the first installment being nonrefundable.
The installments might be split as percentages—40/30/30—with the first installment
due on signing the contract, the second due around 90 days afterward, and the third
due on successful completion of the hiring process. According to LinkedIn, “The
majority of recruiting fees run between 15% and 25% of the candidate’s total first
year annual earnings. A retained search assignment can be charged up to 50% in
extreme cases when it’s a senior position and the role is hard to fill.”55 So if your
organization is looking for a high-level manager at a salary level of about $100,000, it
might cost almost that much to find a candidate using a headhunter. Therefore,
retained search firms won’t generally be used for anything but high-level employee
searches.
Many companies now recruit candidates online.
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Advertising
It is important to use the appropriate source to reach qualified candidates. A simple “Help
Wanted” sign in the window is an advertisement. Newspapers are places to advertise
positions, but advertising in professional and trade magazines may be more suitable for
specific professional recruiting. There are also hundreds of online job search websites, such
as Monster.com, Indeed.com, and Google for Jobs, which is partnering with companies
such as LinkedIn, Facebook, Careerbuilder, and Glassdoor.
No matter which advertising option we use, however, we have to be aware of the potential
for fraud and/or misrepresentation in our advertisements. As we noted earlier, if we
knowingly (or in some cases, even unknowingly) provide misleading information, we can
make the organization vulnerable to a lawsuit over fraud or misrepresentation. This is
obviously something that we don’t want to do, so we need to check our ads for factual
errors and exaggeration before we put them out to the public. Once we have checked our
ads to ensure accuracy, our options for advertising include the following:
Local mass media. Is the Daily Planet (Thanks, Superman!), Channel 5, or the oldies FM
radio station a good option for your recruiting dollars? As usual, it depends on what kind of
candidate(s) you are looking for. Is advertising on local mass media a good option if you are
looking for a lawyer or a nuclear physicist? Would it be the best place to spend your
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money? Maybe not. The cost per person reached by this form of advertising is very low, but
you might not reach the people you are looking for.
What type of people would you look for through local mass media? Semiskilled or skilled
line employees might be a good target for this type of advertisement, especially if you need
a large number of them for a specific type of job. For example, when Southwest Airlines
opened up a call center in Arkansas in the 1990s, it placed local newspaper, radio, and
television ads for customer service representatives. Southwest wanted to find a large number
of people (initially about 400 employees) with a basic skill set: the ability to interact with
customers and solve their travel problems. The ads resulted in several thousand people
applying for the customer service jobs that Southwest was trying to fill—a good 15-to-1
candidate pool, as we noted earlier.
Specialized publications. Publications that target specific groups of people—such as the Wall
Street Journal, the Financial Times, or APICS Magazine—may be good sources of new
recruits. There are many other examples of this type of specialty publication. Almost all of
these publications have help-wanted advertisements similar to the local newspaper, but the
ads tend to be targeted to a specific group of potential recruits. APICS Magazine would be a
good source if your company was looking for a supply chain or operations manager. The
Wall Street Journal might be best if you were looking for someone for a senior level
executive position, and the Financial Times could be a good source of financial managers
and executives. However, if you are looking for a lower-level employee, these would
probably not be the place to go. Ads in such specialty publications are more expensive and
have less reach than do ads in the local mass media, but they are much more targeted
toward the type of recruit that you may be looking for.
The Internet. What kind of people would you advertise for using the Internet? Should your
company put every job opening up on the Internet? If you do, how many applicants are
you going to get for each job opening? In many cases, companies are discovering that they
may not want to advertise every job opening on the Internet because of its reach.56 They
just don’t have the time to wade through thousands of applications for a single opening.
It seems that everybody is on the Internet today, but that isn’t true, even in the United
States. Around 88.5% of Americans are on the Internet,57 but that still leaves 1 out of every
8 people whom you wouldn’t reach via Internet recruitment. And in other countries, the
percentage of people without access is significantly higher than in the United States, so
international recruiting efforts via the Internet may not give you the results that you desire.
In fact, overall Internet access worldwide is only about 40%.58 The Internet is a good
advertising medium for certain types of jobs, but not for every job.
What kinds of job openings would you want to advertise using the Internet? Jobs requiring
computer or other high-level technical skills would probably have good potential for
Internet recruitment, because technical people would tend to use the Internet more than
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people in nontechnical fields. But would you advertise for a five-star chef on the Internet?
Unlikely. What about a janitor? Probably not. How is a five-star chef generally going to
find a job? Most likely, a talented chef will find work through the use of recommendations
and talking to people that the chef knows in the restaurant business. Word-of-mouth works
well in this type of industry.
For people you will recruit from the local workforce and who have general skills (such as
construction workers), it is unlikely that you will find them through the Internet. You have
to look at what type of recruit you are looking for and ask whether the Internet is a logical
place to advertise.
You might also want to use the Internet to recruit new employees using professional
associations such as the Society for Human Resource Management (SHRM). SHRM puts
employment advertisements on its website; go to http://www.shrm.org and take a look at
SHRMs HR Jobs link. Professional associations give us the ability to reach highly
specialized individuals with specific skill sets. See Exhibit 5-1 for a review of internal and
external recruiting sources.
As you can now see, there are a number of options when recruiting externally. Regardless of
method, however, external recruiting has gone mobile and agile to a great extent. As in so
many other areas of HRM, technology is finally becoming a valuable time-saver for the
recruiter, so you will need to keep in mind the information on AI and other recruiting
technologies as you recruit externally for high-quality candidates.

Advantages and Disadvantages of External Recruiting
What are the advantages and disadvantages of external recruiting?
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Advantages include the following:
The first and biggest advantage is the mirror image of the biggest disadvantage in
internal recruiting—we avoid creating or perpetuating resistance to change, allowing
a foothold for innovative new ways of operating.
We may be able to find individuals with complex skill sets who are not available
internally.
We can lower training costs for skilled positions by externally hiring someone with
the requisite skills.
External hires will frequently increase organizational diversity.
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Work Application 5-5
Identify the recruiting source that was used to hire you for your current job or a past job and explain how it
was used.

What about disadvantages? There are certainly potential problems in bringing outsiders
into the company:
Disruption of the work team due to introducing significantly different ways of
operating
External recruiting takes much longer, which means it costs more
Might adversely affect current employees’ motivation and satisfaction due to the
perceived inability to move up in the organization
Likely will incur higher orientation and training costs than internal recruiting
The candidate may look great on paper, but we have no organizational history on the
individual

510

LO 5-4
Identify and briefly discuss the major challenges and constraints involved in the recruiting process.
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Challenges and Constraints in Recruiting
The process of recruiting is expensive and time-consuming. As a result, we want to pay
attention to the effectiveness of our recruiting methods. Some methods can give us too
many new recruits to review, costing us valuable time and money. Other options will not
give us enough of a pool so that we have some flexibility in whom to choose, while still
other options will cost too much for the results that we get. So the process of recruiting new
employees has to be targeted a bit better than we may think.
5-2 Applying the Concept
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Recruiting Sources
Using Exhibit 5-1: Major Recruiting Sources, write the letter (A–J) of which recruiting source is most
appropriate in each of the following recruiting situations:
____ 6. You need a CEO from outside the company.
____ 7. “We need more employees, Jean. Do you know anyone interested in working for us?”
____ 8. We need to hire a new history professor.
____ 9. We need another computer programmer.
____ 10. A worker got hurt on the job and will be out for a week.
____ 11. We need an experienced clerical worker, but we don’t have any money for ads.
____ 12. We need a person to perform routine cleaning services, and experience is not necessary.
____ 13. The VP of finance needs a new administrative assistant.
____ 14. We have a supervisor retiring in a month.
____ 15. We like to hire young people without experience in order to train them to sell using a
unique approach.

All management functions are subject to constraints and challenges, and the recruiting
function is no different. We have to live within certain rules and policies while still making
it possible to bring in the right kinds of people in the right numbers. Let’s discuss some of
the most significant issues that we face in the recruiting function.

Budgetary Constraints
Probably the most obvious constraint is money. We have to live within our budgets in all
cases, and recruiting is no exception. There are times when we would like to fly half a
dozen top-notch recruits in from around the world to interview for a position, but such
costs add up very quickly. We would need to look very carefully at whether or not funds are
available and whether such a recruitment effort is necessary due to the key nature of the job
being filled. We might agree to incur the cost if the position being filled was important
enough, but we would not do so for a less significant job. Our budgets should always be
created with the type of job that is being filled in mind.

Policy Constraints and Organizational Image
There are many organizational policies that can affect our recruiting efforts. We have to be
familiar with such policies in detail to take them into account as we go through the
recruiting process. Below are some of the policies that may affect recruiting.
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Work Application 5-6
Explain how a firm’s image played a role in your applying for and accepting a job you currently hold or have
held.

Whether we have a promote-from-within policy or not affects how we recruit. Our policies
on temporary-to-permanent employees would also affect how we recruit in most cases. Do
we have policies concerning recruiting and hiring relatives of current employees? If so, this
would affect our recruiting efforts. Such a policy might significantly limit our ability to get
referrals from current employees. Do we have an affirmative action policy in the
organization? If so, it will dictate many of our recruiting procedures. We may also have a
policy on how and when we communicate with any recruits or job applicants. If so, we need to
understand and follow it.
We are also affected in our recruiting efforts by our organizational image in the markets
from which we source our recruits.59 You may know of a company in your local
community that you would rather not work for because of its bad reputation. Conversely,
you might also know of an employer that you would very much like to work for because of
its stellar reputation. Organizational image can play a significant part in determining our
ability to source the people we need from the communities around us. A few organizations
have lists of the best places to work, including Fortune’s “100 Best Companies to Work
For.” Companies listed include Quicken Loans, KPMG, Google, SAS, and Genentech.60
This is just one of many reasons why we want to maintain a strong reputation in the
communities that we serve.

The Recruiter–Candidate Interaction
Does the recruiter (or recruiters) affect the job candidates and their willingness to apply for
a job in our organization? The obvious answer is yes. The recruiter is, in fact, one of the
primary factors responsible for an applicant showing interest in our organization and our
jobs.61 What kind of recruiter do we need in a particular hiring situation? How does the
recruiter affect the job seeker, and how can we make sure that the effect is both positive and
realistic?
Job candidates need a realistic job preview to understand what the job is all about.
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The recruiter is the critical piece in the recruiting process. According to one report,
“Recruiters with higher degrees of engagement and job fit dramatically outperform their
peers who score lower in those areas. That’s measured both in the quality of hires and in
productivity.”62 If you think about it, how well do you do things if they don’t matter to
you? So if our recruiters aren’t engaged, how can we expect them to perform at a high level
for the organization?
In addition to their desire to perform, though, we have to ensure that our recruiters have
certain skill sets. The most important of these skills is probably active listening, which is the
intention and ability to listen to others, use the content and context of the communication, and
respond appropriately. This means that recruiters have to want to listen and must have
developed their active listening skills so that they not only hear the words that recruits are
saying but also understand the context of the conversations (what the circumstances are and
why the other is communicating this information) so that they can empathize with recruits
and visualize why they are providing this information.63 If recruiters can do this, they can
respond accordingly and usually successfully. If they can’t do this, they will generally not
provide the appropriate response to the recruit, and as a result, they may lose a valuable
opportunity to bring someone with a strong skill set into the organization. Empathy in this
situation (putting yourself in another’s position) allows the recruiter to visualize why
something is being communicated and is critical if the recruiter is to respond correctly.
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Besides active listening skills, recruiters have to have a strong set of communication skills.
The recruiter must be able to talk with the recruits “on their level” in order to make them
feel comfortable with the process. Recruiters need to learn when to ask probing questions
and when to lie back and let a recruit talk. Role-playing training for the recruiter is
particularly effective in teaching this skill.64
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Work Application 5-7
Briefly describe the interaction you had with the recruiter for your current job or a past job. How could the
interaction have been improved?

Active listening The intention and ability to listen to others, use the content and context of the
communication, and respond appropriately

The recruiter’s job also includes successfully communicating with the hiring managers in
the organization. The same active listening skills that serve recruiters with an applicant can
allow them to more clearly define what the hiring manager wants and needs in the new
organizational recruit. So we need to create strong training programs in communication
with recruiters in the organization.65
We also have to train recruiters in the process of the Realistic Job Preview (RJP) discussed
below. They need to understand the job in detail so that they can give honest answers and
an RJP of the job to the potential candidate. In many cases today, with our complex jobs,
we may have a recruiting team with one person on the team having the “technical”
knowledge of the job (maybe the supervisor of the job) and the other person having the
HR-related knowledge that keeps us from inadvertently violating any laws, regulations, or
internal policies. This helps us with the RJP because the technical person can explain details
that the HR recruiter would generally not know or understand.
5-1 Self-Assessment
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Career Development
Indicate how accurately each statement describes you by placing a number from 1 to 7 on the line before
the statement. 7 = strong agreement; 1 = strong disagreement.
Describes me

Does not describe me

7 6 5 4 3 21
____ 1. I know my strengths, and I can list several of them.
____ 2. I can list several skills that I have to offer an employer.
____ 3. I have career objectives.
____ 4. I know the type of full-time job that I want next.
____ 5. I have analyzed help-wanted ads or job descriptions, and I have determined the most
important skills I will need to get the type of full-time job I want.
____ 6. I have or plan to get a part-time job, summer job, internship, or full-time job related to my
career objectives.
____ 7. I know the proper terms to use on my résumé to help me get the next job I want.
____ 8. I understand how my strengths and skills are transferable, or how they can be used on jobs
I apply for, and I can give examples on a résumé and in an interview.
____ 9. I can give examples (on a résumé and in an interview) of suggestions or direct contributions
I made that increased performance for my employer.
____ 10. My résumé focuses on the skills I have developed and on how they relate to the job I am
applying for, rather than on job titles.
____ 11. My résumé gives details of how my college education and the skills developed in college
relate to the job I am applying for.
____ 12. I have a résumé that is customized to each part-time job, summer job, or internship I
apply for, rather than one generic résumé.
Add up the numbers you assigned to the statements and place the total on the continuum below:
84 74 64 54 44 34 2412
Career ready

In need of career development

So our selection and training of the recruiter is a major factor in our overall recruiting
success. We have to find individuals who have the ability to actively listen and empathize
with job candidates, and then we have to train those individuals in the communication
skills that they will need and the roles that they will play with both the hiring manager and
the candidates.

Job Characteristics and the Realistic Job Preview (RJP)
Let’s face it. Not every job we need to fill is glamorous. Perhaps you have seen the old show
Dirty Jobs with Mike Rowe, or the currently running Undercover Boss. Mike and the
executives take on some jobs that many of us do not want to do, at least not on a routine
basis. Almost all organizations have such jobs, whether they be facilities jobs such as
housekeeping or nursing aide jobs where we might be emptying bedpans (or worse). Even
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though some of our jobs are not glamorous, we need to find and recruit people to do them.
The more difficult, dangerous, or just downright nasty a job is, the more difficult it is to
recruit people into it. Still, there are people out there who are willing to do each of them.
We just need to do the work required to find them and get them to apply. As discussed in
the last chapter, the key to success is matching the right person to the job.
Realistic job preview (RJP) A review of all of the tasks and requirements of the job, both good and bad

Speaking of jobs that most of us would not want to do, should we hide the bad side of a job
from recruits? This is really not an ethical thing to do and is not a good idea if we are
looking at success in filling the job for the long term. This is becoming even more
important with the Gen Y and Gen Z candidates that many companies are trying to attract.
Most companies have come to the conclusion that realistic job previews are now a necessary
part of the recruiting process. A realistic job preview (RJP) is a review of all of the tasks and
requirements of the job, both good and bad. A good job analysis (Chapter 4) with a clear job
description should provide a good RJP. We have found that “It’s incumbent upon
recruiters and hiring managers to paint a clear picture of what will be expected of the
candidate in his or her new role and to make sure promises of resources, job structure and
reporting relationships are fulfilled.”66
Why would we want to tell people the bad parts of the job? Well, what do you think it
would do to their job satisfaction, organizational commitment, and productivity levels if we
hid the bad part of the job from them? Satisfaction and organizational commitment would
almost certainly go down, and this would happen literally right after taking the job. Is this
what we want to do in a recruiting situation? How likely is it that a person would quit very
early on if they felt like they were lied to in order to get them to accept the job? And if they
do quit, we incur all of our recruiting costs again, almost immediately. And there is strong
research evidence that early turnover in a job is directly related to failure to provide an RJP
for that job.67 Besides, job transparency is “happening whether we like it or not.
Anonymous messaging apps like Memo and Blind encourage employees to share
information . . . and company-rating sites such as Glassdoor and Vault open corporate life
to the world,” according to Fortune magazine.68
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Work Application 5-8
Briefly describe the RJP you received for your present job or a past job. How could the RJP be improved?
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Evaluation of Recruiting Programs
We need to measure our recruiting processes the same as we measure every other process in
the organization. We need to know how much the process costs, what our results from the
process are, and whether or not the results are cost-effective. As we noted above, the
recruitment process is expensive, and unless we identify and control those costs, the
beneficial results may end up being outweighed by the costs. Remember, recruiting costs
for one management position can run as much as 30% of the individual’s yearly salary or
more (and this doesn’t include later costs for things like selection and initial training). So
we need to pay attention to the cost-benefit results of our recruiting efforts.
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LO 5-5
Discuss the basic methods available for evaluating the recruiting process.
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SHRM
G:6
Calculating and Interpreting Yield Ratios

Yield ratio A calculation of how many people make it through the recruiting step to the next step in the
hiring process

See Exhibit 5-2 for an overview of five evaluation methods that we discuss in this section.

Yield Ratio
First, we probably want to look at the yield ratio. The recruiting yield ratio is a calculation
of how many people make it through the recruiting step to the next step in the hiring process. For
example, we advertise for a job opening and receive 100 résumés and applications. Of these
applicants, 50 are judged to have the basic qualifications for the job. As a result, our yield
ratio on the advertisement would be 50% (50 of our 100 applicants made it through the
first recruiting step). As with most metrics, we then compare to historical data or to other
company benchmarks to see how we are doing in the process. If our historic yield ratio for
advertisements is 40%, then our ad was much more effective than average.

Cost per Hire
Another measure that you probably want to use is how much it costs to get each person
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hired, or cost per hire. Cost per hire can be calculated based on this formula:69

External costs include Advertising, Agency fees, Employee referrals, Candidate travel costs,
Relocation costs, plus any other cost associated with the recruiting process
Internal costs include Recruiter pay and benefits, Corporate travel costs, Interviewing and
selection costs, and other internal items
We needed several new customer service representatives. We were successful in recruiting
and hiring 15 fully qualified applicants for the open positions. During the recruiting
campaign, the company spent $140,000 on all of the recruiting costs combined. The cost
per hire was therefore $140,000/15 = $9,333.33.

Time Required to Hire
You also may want to analyze how long it takes to get someone hired. Time required to hire
is pretty self-explanatory. How many days/weeks/months did it take to get someone hired
into an open position? If our company has a new opening on June 10 and we are able to fill
the position on August 28, our time to hire was 79 days (June 30 – 10 = 20 + July 31 +
August 28 = 79).
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Work Application 5-9
Discuss how your present employer or a past employer evaluates its recruiting programs. If you don’t know,
contact the HR department to find out.

Note: Time required to hire has been getting longer for many years.70 However, recently
there have been attempts to shorten the hiring process because qualified applicants may be
hired by competitors while our organization goes through a long recruiting and selection
process.71

New Hire Turnover
Employee retention remains a critical issue for organizations and HR managers.72 You
would certainly want to know how often new hires turned over again in a short period of
time. In measuring new-hire turnover, we need to identify a time frame. We would usually
look at turnover within the first 3 to 6 months. Any longer than that and it is likely that
factors other than the recruiting process were responsible for the turnover. So we identify
our time frame and then measure how many new recruits compared to all hires during that
period chose to leave the organization.
If we had 30 new hires in the past year and two of them left again within 6 months of being
hired (we are identifying our turnover window as 6 months), we can calculate the turnover
percentage and then compare it to historical averages: 2/30 = 6.7% new-hire turnover rate.
If our historical new-hire turnover is 10%, then we have improved, at least during this
annual cycle.

New Hire Performance
You also want to know how well your newly recruited employees perform on the new job.
We can analyze the performance ratings of new hires versus all employees. Since there are
so many ways to evaluate employees, it is a bit difficult to give an example here, but
suppose you evaluate employees on an overall 4.0 scale (as in college). Further, let’s assume
the average employee in the organization is judged to be a 3.0 on our 4-point scale. If we
review new hires in their first year of service and they fall near the 3.0 average, then our
new hires are performing at a rate roughly equal to all employees, which probably
constitutes a pretty good result. If, however, our new hires are performing significantly
below the average (say, at 2.4), we may want to analyze where they are not being successful
and provide training opportunities to them and all new hires going forward to increase
their chances for long-term success.
To make the measure more objective, we can calculate the percentage of new recruits who
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perform above or below average. You divide the difference in performance by new recruits
compared to the average. Let’s use the new recruit average of 2.4 compared to the 3.0
average: 3.0 – 2.4 = 0.6; 0.6/3.0 = 0.2 or 20% below average. Don’t bother working with
negative numbers. You can easily see if the new recruits are above or below average, so just
subtract the smaller from the larger number.
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LO 5-6
Briefly identify the differences between millennials and Generation Z, and what we can do using the
concept of Grit to recruit better candidates from these generations.
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Trends and Issues in HRM
In this section, the first item that we discuss is the newest generations moving into, and
through, the workforce. Then we close out the chapter with a discussion of grit, and what it
means to companies and recruiters.

Millennial Versus Generation Z: Aren’t They All the Same?
We have mentioned generational differences briefly; but as we discuss the recruiting
process, it is necessary to think about the two generations that will be remaking the
workforce over the next several years. Millennials in many cases are now in positions of
authority in companies around the world, and Gen Z individuals are not far behind.
Millennials have gained notoriety for some specific characteristics that the baby boomers
and traditionalists don’t share. These previous-generation workers commonly complain
that millennials are rude and that they don’t respect authority, that they are impatient and
entitled.73 However, millennials receive instant answers to many questions using the
Internet that earlier generations could not know the answers to, and they have grown up
with a “team” mind-set that tends to level out authority. So there are explanations for why
differences exist.
What about Generation Z, or Gen Z? Certainly they share the understanding of the digital
world, and in fact may have better knowledge and more capability in that world than even
the millennials, since they literally grew up in a world where there has always been a
“smartphone” or some other instant connectivity to answers at their fingertips. However, it
appears that Gen Z is not so team oriented as the millennials, and that they are more
concerned with stability and rewards for individual performance. Likely because they lived
most of their formative years as children in an economy that was in the worst recession
since the 1920s, this generation values job security and stability much more than their
generation-earlier counterparts. So what is a recruiter to do? Here are some similarities and
differences in generations, understanding that obviously not every millennial or Gen Z
worker will be the stereotype.
5-3 Applying the Concept
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Methods
Do the math.
16. Your company had a new opening on May 5 and you filled the position on June 25. Your time
to hire was _______ days.
17. Your company hired 24 people last year, and 14 of those left again within 3 months. Your new
hire turnover is _________.
18. The average of all new hire appraisals last year was 4.3 on a 5-point grading scale. The average
of all appraisals in the organization last year was 4.1. Therefore, new recruits are ______ % above or
_______ % below average.
19. An advertisement for a job opening receives 62 applications. Of these, 48 have the basic
qualifications required for the job. The yield ratio would be ________.
20. You hired 7 workers and it cost you $72,000. The cost per hire is ________.

For both generations:
The digital world matters—both expect the latest technology and integration of that
technology into daily labor-saving activities at work.
Transparency—information asymmetry is a foreign concept to generations raised on
the Internet and World Wide Web. Whether you want them to know or not, they
probably will find out an answer if they have a question.
Immediate feedback—neither generation feels that it is acceptable to receive feedback
on their performance only in an end-of-year evaluation process. Feedback needs to be
real-time and continuous.
Speed—business moves today at light speed—literally. Both generations are
comfortable with the speed of the Internet and the fact that decisions have to be
made quickly in that environment. And they are comfortable with making those
quick decisions.
Millennials:
Teamwork—millennials have grown up on teams and diversity. They expect to be
part of a team and that the team be valued as a whole—no individual is a superstar.
Flexible schedules—millennials more than earlier US generations work to live. In one
survey, 95% said work-life balance was important in their choice of jobs.74
Meaningful work—millennials look for “purpose” in their work life. Work must
mean something and needs to help society in some significant way or it isn’t worth
doing.
Mobility—millennials are notoriously willing to leave their current employer with
little thought of loyalty, which is understandable when you look at the loyalty
companies have shown to employees for the past 25–30 years.
Support and appreciation—they and the members of their team matter. If the
529

company doesn’t show support and appreciation routinely, they will tend to cut the
relationship.75
Gen Z:
Individualism and competitiveness—Gen Z accepts the fact that there are winners
and losers in life—the product of a major recession as they were growing up. The
team matters, as does diversity, but some individuals work harder and should receive
greater returns.
Pay and job security—survival and saving for an uncertain future matter. They want
to make a difference with their work, but making a living comes first.76
Stability—Gen Z is willing to stay with a company. In a survey 61% said they would
be willing to stay at a company more than 10 years as long as they could move up
based on merit.77
You don’t own me—“side hustles” are a way of life to Gen Z. Many in this
generation work on making money from a hobby or hobbies in addition to working
for another company. Their time off is theirs to do with as they please.

Look for Grit, Not Just Talent
In a recent book called Grit: The Power of Passion and Perseverance, Dr. Angela Duckworth
discusses the issue of talent and what she calls grit. Her research on the topic of grit, which
she says is “passion and perseverance for long-term goals,” is a common topic of
conversation within both the academic and business communities.78 She notes that talent
alone is not enough when looking for someone who will outperform the average. We need
to look for individuals who have grit.
So how do we look for grit, and how do we know that it works better than looking for
talent? The Grit Scale, available to you free at https://angeladuckworth.com/grit-scale/, will
allow you to test yourself on how gritty you are. Don’t lie! It does you no good to fake
being gritty. When you look at the scale, though, you should see that perseverance and
passion appear to be the keys to success. And it works—at least in some very significant
controlled studies so far. New cadets entering West Point Military Academy took the Grit
test and it predicted who would succeed and who would drop out better than any other
instrument available, including some that had been in use for more than 50 years. The
Military Academy creates a score called Whole Candidate Score that takes into account a
number of variables including SAT/ACT scores, high school rankings, physical fitness
measures, and other items; and the Grit Scale predicted success better. The Grit Test also
worked better with high school juniors in Chicago Public Schools, kids in the National
Spelling Bee, Army Rangers, and salespeople at a vacation time-share company.79
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Work Application 5-10
Discuss how your present employer or a past employer uses technology in recruiting. If you don’t know,
contact the HR department to find out.
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Work Application 5-11
Does your present employer’s workforce or a past employer’s workforce mirror the community around you?
What effort, if any, is your firm making to increase diversity? If you don’t know, contact the HR
department to find out.

What is the takeaway that we can use in organizations to recruit better candidates? Look for
passion and perseverance in candidates more than, or at least equal to, talent. There are
many people who have a talent for particular types of work, but not as many have true
passion for it. It’s not always the “straight A” student or the person with a 145 IQ who will
do the best job. Persistent practice in a chosen field shows a dedication to improvement,
and also most likely shows that they enjoy that chosen field. When we get to Chapter 6 we
will discuss what one of your authors has used as criteria when selecting from applicants for
a job.
Finally, one of the best points to Dr. Duckworth’s work is that grit can be improved. We
can change our behaviors and learn to be more passionate and persistent, according to her
and others who study people in complex and difficult circumstances. So if we don’t have
that drive that we need, there is help out there.

Want a better grade?
Get the tools you need to sharpen your study skills. Access practice quizzes, eFlashcards, video and
multimedia, and more at edge.sagepub.com/lussierhrm3e.
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Digital Resources

* premium video only available in the interactive eBook
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Chapter Summary
5-1 Identify and discuss the primary goal of the recruiting process and the major
external forces acting on recruiting.
Through the recruiting process, we are trying to get people inside the company to
apply for different job openings, or we are trying to get outsiders to join the
company. The goal is to create a “reasonable pool” of candidates, typically, about 15
to 25 candidates who are qualified and want to work for the organization.
The main external forces are the effective labor market and the social and legal forces
that act on us as well as our potential recruits. These forces include (1) supply and
demand, meaning whether there are plenty of candidates for the available jobs or
whether there are more jobs than candidates; (2) the unemployment rate in the
recruiting area; (3) competitors and whether competition for available workers is
strong or weak; and (4) the social and legal environments, meaning the social factors
that recruits emphasize when weighing whether or not to accept employment in a
particular company, and what limits are placed on recruiting efforts by laws and
regulations.
5-2 Briefly discuss the main items we need to consider before recruiting.
Major consideration before starting the actual recruiting process include determining
when we should recruit, alternatives to recruitment, the reach of our recruiting
efforts, and the issue of social media and other technology use in recruiting. When to
recruit identifies when we should actually look for new permanent employees. There
are many other alternatives to new employees, as we learned in Chapter 4.
Alternatives to recruitment include temporary workers, outsourcing, overtime, and
other options we learned about in Chapter 4. Reach of the recruiting effort
determines where and how we advertise for applicants for an opening—locally to
globally. Finally, determining how and when we will use social media and other
technology in recruiting allows us to target our recruiting efforts so we don’t get too
many or too few applicants, or the wrong type of applicants with the wrong skills
when we look for new employees.
5-3 Discuss the major advantages and disadvantages of both internal and external
recruiting.
The major advantages of internal recruiting include increases in organizational
commitment and job satisfaction, the ability to learn more about the “big picture” in
the company, the fact that the individual feels comfortable working for the company,
the fact that the company knows the individual and that person’s work history, lower
recruiting costs, and a relatively speedy process compared to external recruiting.
Disadvantages include the facts that the pool of applicants is smaller, you will have to
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fill the old job of the person you hire, success in one job doesn’t necessarily mean
success in a different job, external candidates may be more qualified, internal
candidates may feel that they are entitled to the job, and we may perpetuate
resistance to change and stifle innovation and creativity.
Advantages of external recruiting are that we avoid perpetuating resistance to change
and encourage innovation and creativity, we may be able to find individuals with
complex skill sets who are not available internally, there will be lower training costs
for complex positions, and we have the potential to increase diversity. Disadvantages
include potential disruption of the work team, the fact that it takes longer than
internal recruiting and costs more, the fact that it may adversely affect current
employees’ motivation and satisfaction, higher orientation and training costs, and the
fact that the candidate may look great on paper but may not perform after being
hired.
5-4 Identify and briefly discuss the major challenges and constraints involved in
the recruiting process.
The most obvious constraint is money. We have to avoid spending too much on the
recruiting process. Additionally, organizational policies affect how we recruit. Our
organization’s image also plays a significant role in our ability to source the people we
need from the communities around us. Next, our selection and training of the
recruiter is a major factor in recruiting success. We have to find an individual who
has the ability to actively listen and empathize with the candidate. Finally, the type of
job and the RJP affect our ability to recruit. Not all jobs are clean or fun, but they all
have to be done.
5-5 Discuss the basic methods available for evaluating the recruiting process.
The recruiting yield ratio calculates how many people make it through the recruiting
step to the next step in the hiring process. Another measure is cost per hire. You also
may want to analyze time required to hire. New-hire turnover is another measure of
success. If we have high rates of turnover immediately after recruitment and selection,
we probably need to reevaluate our recruiting and selection process. Finally, we can
also analyze new-hire performance ratings and compare them to the organizational
norms. If our new hires perform at a significantly lower level than the norm, we may
want to analyze where they are not being successful and provide training
opportunities to increase their chances for long-term success.
5-6 Briefly identify the differences between millennials and Generation Z, and
what we can do using the concept of Grit to recruit better candidates from these
generations.
Both generations expect to work in a business that embraces digital technology, they
value transparency from their bosses and others, they desire immediate feedback, and
they move at the speed of the Internet. However, there are some differences.
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Millennials desire jobs where teamwork is a key factor. They want meaningful work
with flexible schedules, and the ability to move around to different jobs—if not in
one firm, in many different companies. They expect support from senior members of
the company and want to feel appreciated.
Gen Z members, on the other hand value individualism and competition. They want
to make sure that they have job security and sufficient pay and benefits to “keep up”
with their peers, and they are willing to put in effort to maintain a stable job
environment. However, they do want their free time for side hustles or other pursuits
that have nothing to do with their primary jobs.
The work done on Grit by Dr. Angela Duckworth and others tells us that we need to
look for passion and perseverance when recruiting new employees, and not just look
at grade point averages, IQ, or other quantitative testing. However, if we don’t see
enough grit in applicants, or employees, there is hope—grit can be improved.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. __________ is the process of creating a reasonable pool of qualified candidates for a
job opening.
2. __________ is the term for the external pool of candidates from which we draw our
recruits.
3. __________ involves filling job openings with current employees or people they
know.
4. __________ is the process of engaging individuals from the labor market outside the
firm to apply for a job.
5. __________ is the intention and ability to listen to others, use the content and
context of the communication, and respond appropriately.
6. __________ is a review of all of the tasks and requirements of the job, both good
and bad.
7. __________ is a calculation of how many people make it through the recruiting step
to the next step in the hiring process.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Should you “shop” for good employees who are out of work in a bad economy, and
then should you terminate existing employees who aren’t doing their jobs very well
after finding a good replacement? What consequences of this course of action can you
see?
2. If you were in charge of your company, would you rather recruit new employees, or
would you rather use some of the other tools for addressing a shortage of employees
that were discussed in this and the last chapter? Why?
3. In your personal experience, do you think that internal recruiting really improves
organizational morale, job satisfaction, and productivity? Why or why not?
4. Do you think that targeted or closed recruiting leads to the potential for
discrimination in recruiting efforts? Why or why not?
5. When would you definitely use the Internet as a recruiting tool, and when would you
definitely not use the Internet to recruit? Why?
6. What could an organization do to improve its image if it has a bad reputation with
recruits? Categorize your efforts into immediate-term and longer-term items.
7. If you were in charge of your company, what would you tell recruiters to do or not
do to enhance their recruiting efforts? Why?
8. Do you think that you are a good “active listener”? Why or why not, and what could
you do to become better?
9. What options do you see as alternatives to recruiting globally for knowledge-based
jobs in the coming years?
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Case 5-1 Here a GM, There a GM, Everywhere a GM (or So
They Thought!)
Hartson Printing Services, Inc.,* was a midsized company (revenues of approximately $12
million per year) serving the southern United States. The owners, a husband and wife, had
personally managed the company for most of its nearly 25 years in business. However, as
the company had grown, it was becoming more and more difficult to personally manage all
of the details of daily operations. As a result, Angie and Joe Hartson decided to create and
fill a new position as General Manager (GM) of the printing company. The GM would
handle all of the day-to-day operations of the facility, leaving the owners free to make more
strategic decisions as well as get some needed time off.
* The name of the printing company and its location have been changed.
Once the decision to recruit a GM had been made, Angie and Joe decided that the best way
to find a person for the job was to advertise. They discussed the kind of person that they
were interested in hiring in some detail and then sat down and wrote out the following
advertisement for the new opening:
Now Hiring: General Manager—Printing Services Industry
Looking for strong leader to aggressively manage and grow a high-quality printing
business. Duties include daily management of midsized operations, including projects
ranging from personal business cards to small-volume book binding. Candidates must
have good leadership, management, and P&L skills and be able to manage in a fastpaced, deadline-driven environment. An Equal Opportunity Employer. Send résumé
and cover letter to P.O. Box 66452, Gadsden, AL 35901.
The Hartsons sat back after looking at their work and congratulated themselves on writing
their advertisement. They put it in the local newspaper and the Birmingham News the next
day, and within two weeks had more than 145 responses—many more than they really had
anticipated. However, as they started going through all of the responses, they realized that
none of the applicants really fit what they needed for their print shop. They had received
replies from an extremely diverse group of respondents with no real knowledge of an
operation of the size of Hartson Printing. The cover letters didn’t provide them with any
valuable information on the skill sets of the applicants, and the résumés were “all over the
map.” One of the applicants was currently an Assistant Night Manager at a local fast-food
restaurant, but was convinced that she could manage their $12 million print shop. Another
was the retired former president of an international multibillion-dollar firm, and neither
Angie nor Joe could figure out why he would want such a small-scale job opportunity.
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They decided to take some time away from the office to work their way through the other
résumés. They scanned through more than 140 of them over the course of two full days
and found out that none of the applicants really fit what they needed in a GM. Angie and
Joe couldn’t figure out what on earth the applicants were thinking! Most had no idea what
kind of firm they were applying to, and the few who did didn’t fit with the owners’ vision
of what they would need to be able to do and the background necessary for successfully
filling the job. The Hartsons couldn’t even find one applicant that they wanted to interview
for the job. At this point, Angie suggested and Joe agreed that they might need some
professional help, so they called a local consulting firm that had experience in management
recruiting.
The next day, Tom, an HR Consultant, came to speak with Angie and Joe. He asked to see
the advertisement and the résumés from the respondents. He took one look at the ad and
thumbed through some of the résumés, and immediately saw what had happened. He
quickly started working with the owners on a new advertisement that ended up looking as
follows:
General Manager Wanted—Full P&L Responsibility
Starting salary $60,000+ with opportunity for performance incentives to be
determined jointly with company owners.
Hartson Printing Services, a $12 million firm in Gadsden, AL, is seeking an
experienced Printing Services Manager who will be responsible for all day-to-day
operations for our printing firm. Please review our product and service line at
www.hartsonprinting.com for details on the company.
Qualifications will include at least 15 years in printing and/or publishing industries;
experience with bid and proposal processes; experience with short run and quick
throughput jobs; knowledge of pre-press preparation, pressroom, and binding
operations; knowledge of maintenance schedules for common printing equipment
used in Hartson’s offices; at least 5 years in a management role with responsibility for
planning, organizing, and controlling the work of at least 5 employees; knowledge of
organizational budgets and experience in a P&L role; 4-year business degree; proven
skills in cost containment in a midsized printing firm. Relocation required.
To apply, provide a résumé and cover letter to Hartson Printing Services, 318 Main
St., Gadsden, AL 35901. Hartson is proud to be an Equal Opportunity Employer.
The Hartsons reviewed the advertisement, and immediately had some questions for Tom.
Once these questions had been answered, the three agreed that they would like to
immediately get the ad published in order to get the process of finding a strong GM for the
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business back on track. The Hartsons were excited about this fresh start and were beginning
to look forward to the interviewing process (another significant challenge!).
Questions
1. What was wrong with the Hartsons’ first recruiting advertisement?
2. What do you think happened to cause the first advertisement to be off target in
reaching its intended audience?
3. What problems did this first attempt at an advertisement create for the owners?
4. What significant differences do you see between the first ad and the second ad?
5. Would you make any other changes to clarify the job? If so, what changes would you
make and why? If not, why not?
6. In what external recruiting sources would you choose to publish the new
advertisement? Be specific and provide your reasoning for your choice(s).
Case written by Herbert Sherman, Long Island University
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Case 5-2 Trying to Build When Nobody Wants to Work
The US residential construction contracting industry is comprised of about 160,000 firms
(single-location companies and units of multilocation companies) that renovate and build
residential facilities amounting to $425 billion in annual sales. General contractors (those
who build for others), operative builders (those who build for themselves), and specialty
trade contractors (usually work as subcontractors) comprise the industry market segments.
(1)
Economic and population growth are the key determinants of housing demand. Hoovers
indicates that housing demand and pricing have increased due to US economic growth and
changing interest rates. Demand in local markets can be even more dramatic, given the
differences in local economic conditions. The housing market in the United States moves
in cycles. Home construction reduced 40% from 1986 to 1991 yet grew 75% from 1995 to
2005. The cycle continued with a 65% drop from 2006 to 2011; the market is currently in
recovery.(2)
“Home building is a key driver of the American economy,” said the chairperson of the
National Association of Home Builders (NAHB), Granger MacDonald, who is from
Kerrville, Texas, and, in his own right, a home builder and developer. “Housing creates
new income and jobs, purchases of goods and services, and revenue for local
governments.”(3)
That’s the general industry backdrop as potential homebuyers in Denver, Colorado, pile up
and the supply of homes for sale continues to fall. Fierce competition pushes home prices
higher at one of the fastest rates of any local market in the nation. Denver’s average sales
rate would normally be about 15,000 homes per year, and the market is now operating at
just over half that rate.(4) With all of this demand, why such a low supply?
Housing industry veteran Gene Myers says he could be adding 50% more homes if he just
had the people to build them. After weathering more than one recession, not to mention
the worst housing crash in history, Myers says he has never seen anything like this.
“Especially the fact that it seems like we’re at capacity at such a low level of actual
absorption [sales],” said Myers, CEO of Thrive Home Builders, a midsized, privately
owned builder in Denver. “In previous recessions, when we’ve recovered, we tend to see
prices go up and labor starting to get tight after we’ve recovered to at least an average
absorption.”(5)
Thousands of construction workers left the industry during the recession, many of them
heading to the energy sector. The assumption was that they would return when energy
lagged and homebuilding recovered.
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The Bureau of Labor Statistics Employment projected that construction laborers and
helpers would increase quicker than most other occupations; from 2014 to 2024 by 13%.
This growth would be similar for helpers and laborers who supported the industry.(6) They
did not. The labor shortage in building actually worsened in 2016—a surprise to most
analysts.
Labor is the top concern among the nation’s builders, according to an NAHB survey, and
worry over its cost and availability is growing. “We thought we’d see a flow back of workers
from the energy sector,” said Rob Dietz, chief economist with the NAHB. “The labor
shortage has basically grown and accelerated. It’s the top challenge in the building industry
right now.” “These jobs, Americans don’t want,” Myers said. “We have a hard-working
Hispanic labor force here in Denver that really is the foundation for the construction
industry.”
Dietz points to both an immigration and a generational challenge. The workforce is aging,
with the typical age of a construction worker now 42. More Americans are going to college
now, and so they are less likely to pursue a career in construction. Simply put, young
Americans do not want to build houses anymore and would rather have white collar,
college-based, technology-driven employment. That leaves the business to immigrant
laborers.
Immigrants make up about a quarter of the overall construction workforce, but that share is
likely higher for residential homebuilding, partly due to a large number of undocumented
workers. Builders say they make sure their contractors are legal to work, but they have less
control over the subcontractors who often move from site to site. Even that group is
shrinking, as President Donald Trump tries to impose travel bans and threatens to build a
wall between the United States and Mexico. “There is a fear to get out into the labor force.
I think there is an uncertainty,” Myers said. “I had one of our trades who became a citizen
last year ask me if that could be taken away from him. Even for the people who are legal
and documented, it’s a factor that is holding back the labor force.” And it’s costing builders
more money. Wages in the residential building industry are growing at twice the rate of
wages in the overall economy.
Charles Kimmel of Kimmel and Associates observed that those employees who exited
during the industry 2007–2009 decline transferred their skill set and careers to other
industries; millennials (under the age of 34) were left to fill the job gap. Yet this group has
differing career aspirations and therefore requires targeted recruitment tactics.
He recommends the following recruitment tactics:
1. Change Your Target Market
1. Veterans—veterans’ ages 18–24 who had career aspirations in the military have
the highest unemployment rate, partially based on military workforce
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reduction; and they represent a trained workforce with long-term career
aspirations.
2. High School and College students—get to them while they are in school
through apprenticeships, on-the-job training, career days, summer jobs, and
job shadowing programs. Scholarships (i.e., 1 year’s tuition) are great
inducement for employment.
2. Change Your Recruitment Strategies
Implement employee referral programs for youth, jobsite tours, social media, reach
out with contests, and brag about on-the-job high technology.
3. Company Branding
Reputation is everything, especially for brand aware millennials. Wanting the best in
goods and services, Millennials also want to work for the “best” employers (i.e.,
Google) and the hottest industries (i.e., fashion). Having a branding campaign,
especially for a less “sexy” industry and firm will positively impact recruitment efforts.
4. Enhance and Promote Your Company Culture
Peter Drucker, the guru of management, has been known to say that culture eats
strategy for breakfast. Millennials are looking for far more than just great
compensation; they want a fun place to work with special perks. No suits are required
in this industry, dressing down is necessary and much of the work is in the great
outdoors!(7)
“Because the building industry is highly decentralized—there are 40,000
homebuilding companies in the country—you do see poaching. There are situations
where you can recruit a worker, and they can work for you for a quarter or two, and
then they’re working for another subcontractor down the road,” Dietz said.(8)
Questions
1. What are the external forces acting on the recruitment effort for construction
workers?
2. What are some viable alternatives that homebuilders can use in lieu of employee
recruitment?
3. Social Media recruiting is one of the methods recommended by Charles Kimmel of
Kimmel and Associates to reach the millennials (high school and college students).
What are the issues involved in using social media and how can they be overcome?
4. What methods external recruitment methods are discussed in the case?
5. What are the challenges and constraints in recruiting construction workers?
6. What are the differing methods for evaluating the success of a recruitment program
and what methods are described in the case?
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Skill Builder 5-1 Online Job Search
Objectives
To develop your job search skills and to learn more about job descriptions and
specifications
To get you thinking about your career
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—I: Staffing: Recruitment and Selection
Preparation
Study the steps in the job search, which is preparation for the written assignment.
Let’s do an exercise related to your professional development. Employers recruit job
candidates, so we focus on you.
1. Think about a job or internship you would like to have. You may also get ideas when
you go to a job search website.
2. Go to a job search website of your choice. You may use
http://www.collegejournal.com (jobs and tips for new college grads),
http://www.collegerecruiter.com (career tests to identify possible jobs, internships,
and entry-level jobs), http://www.shrm.org (HR jobs and advice),
http://www.monster.com (simply a listing of all types of jobs), and
http://www.careerbuilder.com (jobs and advice). You may want to search using other
websites and use more than one job search engine. If you are interested in working
for a specific business or nonprofit organization, you may also visit its website.
3. Read about the job, job description, and specifications.
4. Your professor may want the URLs you used in your job search.
Written Assignment Instructions
Type the answers to these three questions:
1. What job(s) were you searching for, and which website(s) did you use to search?
2. List three or four things that you learned about job searching.
3. How will you use this information to get a job?
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Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
_______________________________________________________
Your instructor may ask you to do this Skill Builder in class in a group by sharing your
answers. If so, the instructor will provide you with any necessary information or additional
instructions.
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Skill Builder 5-2 Résumé
Objective
To develop a résumé you can use for internships and part-time, summer, and full-time
employment
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—I: Staffing: Recruitment and Selection
Preparation
Writing the résumé:
You may go to your college’s Career Center and/or visit Proven Résumés at
http://www.provenresumes.com for help. You should read the tips below before writing
your résumé:
Type out your résumé, and keep it to one page, unless you have extensive “relevant”
experience. Before finalizing your résumé, improve it by using the résumé assessment
below, which may be used to grade your résumé.
Answer these résumé questions with Yes, Somewhat, or No:
Within 10 seconds, can a recruiter understand what job you are applying for and that
you have the qualifications (skills/experience and education) to get the position? You
should not use the word I or me on a résumé.
Objective
Does your résumé have an objective that clearly states the position being applied for
(such as sales rep)? The job applied for affects all sections of your résumé because
your résumé needs to state how you are qualified for the job. If you don’t list the job
you are applying for, your résumé will most likely be tossed out and you will not get
a job with the firm.
Education (describe relevant courses)
If education is your major qualification for the job, is there detail that states the skills
developed and courses taken in school that qualify you for the position you’re
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applying for?
Be sure to state your degree, major, and minor and concentration, if you have them.
Don’t write Bachelor of Science or Master of Business Administration—use BS and
name of degree or MBA. Be sure to list your month and year of graduation.
Your résumé should do a good job of filling one page. If you don’t have extensive
experience, list relevant courses that prepared you for the job you are applying for.
For relevant courses, don’t just include a shopping list. Pick a few “relevant” courses
and describe how each course qualifies you for the job listed in your objective. So if
you want to be a sales rep, you should state that you are a marketing major (or that
you pursued a marketing concentration) and that you have taken the Sales and
Selling course. Describe the skills you developed in the sales and other relevant
courses.
If you list computer courses/skills, be sure to list programs such as Microsoft Word,
Excel, Access, PowerPoint (it is one word, not two), Windows, SPSS, HTML, etc. If
you’ve used them on the job, say so with the program you used.
Experience
Does your résumé list experience or skills that support the fact that you can do the
job stated in your objective?
Be sure to list names and addresses of employers, with months and years on the job.
If you want the company to which you are applying to contact your boss for a
reference, list your boss’s name and telephone number on your résumé.
Don’t just list activities, such as cutting grass. Focus on general skills that can be
applied to the job you want. Try to show skills. Did you do any planning, organizing,
leading (influencing others, communicating, and motivating), and controlling? Give
examples of your skills.
For the sales job example, if any of your past jobs don’t include sales experience, list
sales skills developed on the job. List communication skills that you used while
interacting with customers stating how you used them. Also state that you enjoy
meeting new people and that you have the ability to easily converse with people you
don’t know.
Accomplishments (NOT necessarily a separate section and heading)
Does your résumé clearly list your accomplishments and valuable contributions you
made while attaining your education and/or experience?
If you have a high GPA, you should list it with your education.
If you are on a college sports team, be sure to list it with any accomplishments (such
as Maroon of the Week, captain, MVP, or selection to conference teams). A good
place to list sports is in the education section.
List job accomplishments like “Increased sales by 10% from May to August 2010,”
“Employee of the Month,” and “Earned highest tips based on superior sales skills and
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excellent communication skills used with customers.”
Is your résumé neat, attractive, and free of errors? Have neat columns and use tables
without gridlines. Use high-quality bond paper and ink colors for hard copies.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
Your instructor may ask you to do this Skill Builder in class in a group by showing others
your résumé. If so, the instructor will provide you with any necessary information or
additional instructions.
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6 Selecting New Employees
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Learning Objectives
After studying this chapter, you should be able to do the following:
6-1 Describe the steps in the selection process and why it is so important to the organization. PAGE
186
6-2 Identify the three main types of “fit” in the selection process and why they are important.
PAGE 189
6-3 Discuss the major points in the Uniform Guidelines on Employee Selection Procedures
(UGESP). PAGE 190
6-4 Briefly discuss the use of applications and résumés as selection tools. PAGE 192
6-5 Briefly discuss the testing and legal considerations in the selection process. PAGE 195
6-6 Discuss selection interviewing, including the three primary types of interviews and the five steps
in the model for conducting them. PAGE 203
6-7 Discuss the use of the various background checks as tests for employment. PAGE 208
6-8 Identify the common problems employers encounter during the selection process. PAGE 213
6-9 Briefly discuss the main limits on selection testing and the problems associated with
immigration processes. PAGE 214
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Practitioner’s Perspective
In a discussion of hiring, Cindy notes that the process of moving a person from job candidate to employee
is a matching game for both the candidate and the company. Job candidates want to emphasize their
attractive qualities while minimizing any drawbacks. Sometimes, it is hard for an employer to determine if
“what you see is really what you get.” Is there a line that shouldn’t be crossed in the attempt to gather
information about a job candidate?
She says, “When Sacha, our finance manager, started talking about vetting the candidates for her open
position by checking their Facebook accounts, I knew we needed to talk. ‘But you find out so much about
people by looking at their page—mostly whether or not they have done something that would disqualify
them,’ Sacha said.”
Is there real potential to access via the Internet candidate information that an employer should not have
prior to offering a position? What are the pitfalls to avoid and legal restrictions that must be respected
during hiring? Chapter 6 covers the process one should follow to properly select employees.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
B. Employment Law (required)
32. Genetic Information Nondiscrimination Act (GINA)
36. Fair Credit Reporting Act (FCRA)
39. Negligent hiring
E. Job Analysis/Job Design (required)
3. Employment practices (recruitment, selection, and placement)
I. Staffing: Recruitment and Selection (required)
6. Initial assessment methods: Résumés, cover letters, application blanks, biographical
information, reference/background checks, genetic screening, initial interviews, minimum
qualifications
7. Discretionary assessment methods
8. Ability/job knowledge tests, assessment centers
9. Noncognitive assessments (e.g., personality assessments, integrity tests, situational
judgment tests, interest inventories)
10. Structured interviews
11. Contingent assessment methods: Drug testing, medical exams
12. Measurement concepts: Predictors/criteria, reliability, validity
13. Selection decisions: Ranking, grouping/banding, random selection
Q. Organizational Development (required—graduate students only)
14. Social networking
X. Workplace Health, Safety, and Security (secondary)
10. Testing for substance abuse

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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The Selection Process
We learned in Chapter 5 how to go through the recruiting process to get our “reasonable
pool” of job candidates. Now we need to select one person from the pool to fill our job
opening. Selection is important because bad hires can be costly.1 Firms should always seek
to hire the most highly skilled employees to maximize their output;2 but there is often a
mismatch when the job and person don’t fit together, and productivity suffers as a result.3
Thus, managers focus on hiring as one of their critical tasks.4 Remember, too, that in most
organizations today, at least one of our competitive advantages will be our employees. If we
put the wrong people into the wrong jobs, we can have great difficulty in carrying out our
strategic plans. So we need to focus on fit.5
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LO 6-1
Describe the steps in the selection process and why it is so important to the organization.

The Importance of the Selection Process
Selection is the process of choosing the best-qualified applicant who was recruited for a given
job. As with all other decisions that involve people in the organization, we can apply the
OUCH test here to determine whether or not we should use a particular tool or measure in
the selection process. Is the tool objective: Does it use facts and knowledge, or is it based on
bias and emotion? Are we being uniform in application of the measure: Are we using it with
all of the people in the selection process? Is the tool consistent in effect: Does it have the
same effect on everyone or does it have an inconsistent effect on one or more protected
classes? And finally, does the tool or measure have job relatedness: Can it be shown to have a
relationship with the primary (essential) factors in the job? The OUCH test will give us an
initial analysis of the measure being used. If it appears that we might not be able to apply
the measure so that it meets the OUCH test requirements, we need to do some more
investigation before we decide to use the measure in the selection process.
Selection The process of choosing the best-qualified applicant who was recruited for a given job

Selection is a critical management task, but why is it so critical to the organization? The
reasons have to do with the negative consequences of bad hiring decisions, which are
essentially the results of mismatches between jobs and employees. Here are three of those
reasons.

Bad Hires Cost Time and Money
First and probably most notably, while it is often important to fill jobs quickly, hurrying
can result in a mismatch—or as the old saying goes, haste makes waste. If we hire someone
who is not willing or able to do the job successfully, we will most likely have to go through
the whole process again in a very short time. This will cost us more time and money for the
new recruiting and selection process, so it is something that we must work very hard to
avoid.

Bad Hires Result in Lower Productivity
Think about your experiences in the past. Have you ever seen (or been a part of) an
organization with employees who did the minimum amount of work possible, who didn’t
ever go out of their way to help customers in any situation, and who didn’t cooperate with
others in the organization? Do you think that organization started out that way, or did
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people start out working hard and paying attention? In such an organization, what kind of
overall productivity are you going to have?
It is easier than you think to get into this type of situation. Just a few new hires who show
this lack of concern for both the organization and its customers can be highly contagious.
Pretty soon, others in the organization may decide, “If they can do the absolute minimum
and still get paid what I get paid, then why should I work so hard?” Once this occurs,
morale, job satisfaction, and organizational commitment can drop very quickly. You don’t
want to put your organization in such a position, so you absolutely must give your full
attention to the selection process to make sure you hire only people who fit the jobs.

Bad Hires Can Be Negligent Hires
Another issue that makes selection critical is the potential for negligent hires. Almost every
state in the United States recognizes this concept, so HR managers must understand it as
well.6 A negligent hire is a legal concept that says if the organization hires someone who may
pose a danger to coworkers, customers, suppliers, or other third parties, and if that person then
harms someone else in the course of working for the company, then the company can be held
liable for the individual’s actions.
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SHRM
B:39
Negligent Hiring
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Work Application 6-1
Select an organization you work for now or worked for in the past and give an example of how a mismatch
of a job and an employee resulted in a negative outcome.

For example, if a company hired a salesperson who had a criminal record for assault and
who then assaulted a customer, the company could be held liable for the harm done to the
customer who was assaulted. Many businesses focus on quick delivery; but when drivers
have hurried and been negligent, they have caused accidents involving damage of property
and injury to people, resulting in companies being sued for millions. So we have to make
every legitimate attempt to find out if candidates have the potential to be a danger to others
and weed them out during our selection process.

Steps in the Selection Process
The selection process follows a series of steps that are illustrated in Exhibit 6-1. Note that
this is a general guide and that one may skip some steps in the process or perhaps not
follow them in the exact sequence shown. For example, there may not be any preliminary
testing or initial interviewing, and there may not be any drug testing or physical exams.
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SHRM
I:7
Discretionary Assessment Methods

Negligent hire A legal concept that says if the organization hires someone who may pose a danger to
coworkers, customers, suppliers, or other third parties, and if that person then harms someone else in the
course of working for the company, then the company can be held liable for the individual’s actions

There are many tools at our disposal during the selection process. There are interviews,
written tests, physical tests, personality tests, honesty tests, drug testing, background checks
of various types, and more. Which tools should we use in which circumstances? Almost all
of our selection devices are discretionary, or optional. We don’t have to do any written or
physical ability tests; we don’t have to administer any cognitive ability tests; and we don’t
have to provide tests for stamina, honesty, or judgment.
Exhibit 6-1 Steps in the Selection Process
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The steps do, however, make logical sense. People apply for jobs, and the firm screens the
job candidates to narrow down the selection. This screening can include a test of some type
and an initial interview for the top candidates. For lower-level jobs, it is not uncommon for
the HR department to do the screening, conduct any testing and background checks, and
send the best applicants to the manager the candidate will actually work for. The manager
commonly conducts interviews and makes a conditional job offer that may include drug
screening and/or a physical exam. The final step occurs when the applicant is hired.
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In this chapter, we discuss each step in the process. But before we get into those selection
steps, let’s discuss the importance of selecting the applicant who best matches the job, or
what we call “looking for fit.” We also need to discuss the federal Uniform Guidelines on
Employment Selection Procedures (UGESP) that affect how we conduct each of the steps
in the selection process. Once we have covered these two items, we can go into the actual
steps of the selection process.
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Looking for “Fit”
“We hold these truths to be self-evident, that all men are created equal.”7 Is this a true
statement? It is what the US Declaration of Independence says! However, we all know that
people are not equal. We also know that as managers, if we treat people equally (the exact
same way), then we really aren’t doing our job. Managers are supposed to get the best
productivity out of their workforce, but not everyone can do everything equally well. So we
have to treat people differently but fairly in order to be successful in our jobs. What do we
need to look for in the selection process in order to put the right person in the right job?
We need to attempt to assess three things: personality-job fit, ability-job fit, and personorganization fit. Let’s take a look at these items.
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LO 6-2
Identify the three main types of “fit” in the selection process and why they are important.
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Work Application 6-2
Select a job you hold at present or held in the past, list each step in the selection process, and state if it was
or was not used to hire you.

Personality-Job Fit
We all have unique personalities. Our personality defines to a great extent who we are and
how we act and react in certain situations. Some of us are strongly extroverted and enjoy
“working the crowd” in a social setting, while others may be fairly introverted and feel
extremely uncomfortable in such an environment. Some of us desire to try new things
constantly, while others are more comfortable with things that they know well. There are
many traits that help define our personalities, but the fact remains that each of us is
different.
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SHRM
E:3
Employment Practices (Recruitment, Selection, and Placement)

Should you as a manager try to change the basic personality of your employees? Of course
not! However, does their personality affect the things they enjoy doing and even affect the
way that they work? Yes, it does. So you can’t change their personality, but it affects how
they work. As a result, you have to make an attempt to identify their personality types and
then put them in positions that will be enhanced by their particular personality traits. This
is called personality-job fit.8
Patagonia is known for its strong company vision to promote sustainability and social
responsibility. Employees who share the organization’s values will often be more satisfied
with and productive in their jobs.

David Walter Banks/For The Washington Post via Getty Images
So if we need to hire an employee who will have to work the crowd in a sales job for our
company, would we want to hire someone who is very uncomfortable talking with and
relating to strangers? If we did hire that person, is it likely that the employee would succeed
or fail in the position? Obviously, it is more likely that such a person would fail in that type
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of environment, so one of the things we try to determine in the selection process is the
personality-job fit.

Ability-Job Fit
In addition to personality-job fit, we want to determine ability-job fit. Every individual has
a certain set of physical and intellectual skills, and no two people are exactly alike. Some
people are very capable at working with computers, while others are more capable at
physical work. Still others may be able to successfully perform both physical and computerbased tasks, but they may have difficulty with analyzing quantitative information. Each of
us is more skilled at some things than others.
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Work Application 6-3
Select a present or past job of yours and explain in detail how well your personality and ability fit or did not
fit the job and how well you fit the organization.

Managers have to analyze the set of abilities in each subordinate or new hire and
understand that person’s individual limitations. Using this information, the manager must
hire the right people and then assign them to the types of jobs for which they are best
suited. Here again, if we assign the wrong person to a job, we can easily frustrate that
employee. As a result, we can cause motivation and job satisfaction to drop, which in turn
will likely cause losses in productivity and possibly early turnover. So we have to pay
attention to ability-job fit.9

Person-Organization Fit
Finally, we have to be aware of person-organization fit when deciding on which candidate
to hire.10 There are plenty of potential employees out there who have the required skills to
do the jobs that we need them to do, and they may even have the right type of personality
to be comfortable in such a job. However, they just may not fit well within the
organization itself. Person-organization fit deals with the cultural and structural
characteristics of the organization and how well the candidate will fit within that structure
and culture.11
If a candidate works best in a decentralized organization with strong individual reward
systems, and if we are hiring people to work in a tightly controlled and centralized teambased division, then it is unlikely that the candidate will be able or willing to conform to
the requirements of the company structure and culture. As a result, such candidates will
likely be unhappy in this situation and will be more likely to leave as soon as they can find
another opportunity that more closely matches their desires for a specific type of work
environment.
The fact is that most evaluators ranked cultural fit as the most important item in a job
interview—even above analytical thinking.12 However, one of the major problems in using
cultural fit as the primary criterion in selection is that we end up not getting the best person
for a particular job. Certainly, we need to analyze cultural fit as part of the selection process
because the better the fit, the more likely the individual will stay on in the job for a longer
period of time.13 However, we can’t use it as the sole criterion in selection.
You can see now that in each of the situations of personality-job fit, ability-job fit, and
person-organization fit, we have the potential to lower productivity and job satisfaction
while increasing the likelihood of absenteeism and early turnover—the exact opposite of
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what we want as a manager. So we have to get this right. There is one caveat here though—
we are not looking for people just like us, people who we would maybe want as friends.
That is not what it means to have “fit.” This type of hiring can harm the company.
Research consistently shows the value of diversity in a business setting, so we don’t want to
hire all the same type of person.14
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LO 6-3
Discuss the major points in the Uniform Guidelines on Employee Selection Procedures (UGESP).
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Uniform Guidelines on Employee Selection Procedures
We now need to discuss a legal issue that affects each step of the selection process. The
Uniform Guidelines on Employee Selection Procedures (UGESP) provide information
that can be used to avoid discriminatory hiring practices as well as discrimination in other
employment decisions. Most often called simply the “Uniform Guidelines,” they were created
to guide employers in their efforts to comply with the federal laws concerning all
employment decisions, and especially the selection process.15 Let’s discuss some of the most
important sections of the UGESP.
Uniform Guidelines on Employee Selection Procedures (UGESP) Guidelines that provide information
that can be used to avoid discriminatory hiring practices as well as discrimination in other employment
decisions

What Qualifies as an Employment Test?
The UGESP formalize and standardize the way in which the federal government identifies
and deals with discriminatory employment practices. They define the concept of “tests for
employment” that are used in either the selection process or other employment actions. But
what is a test for employment? It is a pretty broad term. The guidelines define it as applying
to tests and other selection procedures
which are used in making employment decisions, such as hiring, retention,
promotion, transfer, demotion, dismissal or referral. . . . Employee selection
procedures include job requirements (physical, education, experience), and evaluation
of applicants or candidates on the basis of application forms, interviews, performance
tests, paper and pencil tests, performance in training programs or probationary
periods, and any other procedures used to make an employment decision whether
administered by the employer or by an employment agency.16
The guidelines themselves specifically say that they “apply only to selection procedures
which are used as a basis for making employment decisions.”17 If we look closely at the
EEOC definition of employment decision above, pretty much any selection procedure that
we would use becomes a test for employment, which means that we need to follow the
UGESP guidelines during every step of the selection process, and in many HRM activities
such as promotion, changes in compensation, transfer, and other actions.

Valid and Reliable Measures
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The UGESP also discusses the need for any employment test that is used by an employer to
be valid and reliable. Let’s discuss validity and reliability separately, and then put them
together.
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Work Application 6-4
Select a present or past job of yours and explain which one of the three types of validity would be the most
relevant to that job.

In simple language, validity is the extent to which a test measures what it claims to measure.
The UGESP requires validity in our selection procedures. It notes that “users may rely
upon criterion-related validity studies, content validity studies, or construct validity
studies”18 to validate a particular selection procedure. But what are these validity measures?

Criterion-Related Validity
Criterion-related validity is an assessment of the ability of a test to measure some other factor
related to the test. For example, SAT scores are designed to be one of the predictors of
college success. In employment, criterion-related validity occurs in selection when we can
show a strong relationship between job candidates’ scores on a test and on-the-job
performance of those candidates after they are hired.19 One of the issues here is that we
need a fairly large number of individuals included in the analysis in order to get the
statistical data necessary to show criterion-related validity.
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Content Validity
Content validity is an assessment of whether a test measures knowledge or understanding of the
items it is supposed to measure. So, in measuring content validity for selection, we have to
show that “the content of a selection procedure is representative of [measures] important
aspects of performance on the job.”20 “A selection procedure can be supported by a content
validity strategy to the extent that it is a representative sample of the content of the job.”21
In other words, if we have good work sample tests or other tests of knowledge, skills, or
abilities that are directly applicable to the job, we can probably use content validity to
validate our selection procedure.

Construct Validity
Construct validity measures a theoretical concept or trait that is not directly observable. For
construct validity to be applicable, we must demonstrate that “(a) a selection procedure
measures a construct (something believed to be an underlying human trait or characteristic,
such as honesty) and (b) the construct is important for successful job performance.”22 For
example, intelligence is a construct that is measured by an IQ test, and research has
supported the IQ test’s validity. Intelligence is a major predictor of job performance.
However, the UGESP says that this method of validation is far more difficult to
demonstrate than are the other two options, so it would be best if you can show that a
measure has criterion-related or content validity.
Validity The extent to which a test measures what it claims to measure
Criterion-related validity An assessment of the ability of a test to measure some other factor related to the
test
Content validity An assessment of whether a test measures knowledge or understanding of the items it is
supposed to measure
Construct validity An assessment that measures a theoretical concept or trait that is not directly observable
Reliability The consistency of a test measurement

You will learn about several different types of tests that must meet criterion-related,
content, and/or construct validity in the “Testing and Legal Issues” section of this chapter.
But for now, let’s move on to reliability, because tests also have to be reliable to be legal.
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Reliability
Reliability is the consistency of a test measurement. In addition to being valid, for a measure
to be useful in any type of testing (including employment testing), it needs to be reliable.
6-1 Applying the Concept
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Validity and Reliability
Write the letter corresponding to each of the following before the situation in which it is discussed.
1.
2.
3.
4.

criterion-related validity
content validity
construct validity
reliability
____ 1. A job candidate failed a job application test, but she claims that the test is not fair and that
she can do the job. What type of evidence do you need to ensure that the test is, in fact, a good
predictor of job performance?
____ 2. You are running a law firm and require all your lawyers to pass the bar exam. What does
the bar exam need to do to indicate it is a good test?
____ 3. You have developed a new system for predicting future company sales. Your boss wants
some proof that it works.
____ 4. An NFL team makes a recruit take an intelligence test. The recruit’s score is below the
acceptable level, so the team refuses to hire the player. The player complains, stating that his
intelligence score has nothing to do with playing football. What evidence do you need to support
not hiring the player?
____ 5. You decided to let the job candidate in situation 1 above take the application test again.
The next day she took the test again, and the score was within a couple of points of her score on the
first test. So you again decide not to hire her. What evidence do you need to support this decision?

On the face of it, what does the word reliable mean? It means that the measure is consistent
in some way—perhaps consistent when used by two different people (called inter-rater
reliability) or consistent over time (called test-retest reliability). Let’s make it simple. If you
go out to your car every day and it starts when you turn the ignition key, it is reliable. If it
sometimes starts but sometimes doesn’t, then it isn’t reliable. We want our measures when
we are working with people to be reliable measures, meaning they should be consistent over
time and between people.

The Relationship Between Reliability and Validity
Let’s put validity and reliability together by stating the obvious: If a test is not reliable, it
can’t be valid. For example, some jobs include a weight criterion as a job specification. If a
job candidate steps on our company scale and weighs 150 pounds, then steps off and on
again and weighs 155, and then does the same and weighs 153, the scale is not reliable.
How much does the candidate actually weigh? If our scale is not reliable, then it can’t be
valid because it doesn’t accurately measure what we claim it measures.
Let’s make it a bit more complicated by stating that a test can be reliable but not valid, but
it can’t be valid without being reliable. If a job candidate steps on the company scale and
weighs 150 pounds and then weighs 150 pounds three more times, our scale is reliable.
However, what if we place the person on a more expensive, better scale and the person
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weighs 155? Then our scale is reliable but not valid because it doesn’t accurately measure a
person’s weight.
Now that we have a general overview of the selection process and understand that we need
to select for fit and follow the UGESP in every step of the selection process, we are ready to
discuss the selection steps illustrated in Exhibit 6-1.
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LO 6-4
Briefly discuss the use of applications and résumés as selection tools.
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Applications and Preliminary Screening
The first step in the selection process is to get job applicants to fill out an application
and/or send in their résumé. Then we do preliminary screening that may include a quick
background check, testing, and initial interviewing to narrow down the applicants to the
best matches, or fit, for the job.
Because these preliminary steps may not be done until later in the selection process, or may
not even be done at all, and because the process is essentially the same no matter when it is
done, we will discuss testing, interviewing, and background checks in three separate
sections. Here we will discuss the application and résumé and what you generally can and
can’t ask during the pre-employment inquiries.

Applications and Résumés
As part of the selection process, the recruited candidates are typically asked to complete an
application to provide biographical data.23 We need data to aid in selecting the best person
for the job.24 Organizations may use different application forms for different jobs. For
professional jobs, a résumé may replace the application form. However, even in cases where
résumés are appropriate, many companies today will request that the applicant also fill out
an application.
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Why does the company need candidates to fill out an application if it already has a résumé
with the same information? There are a couple of primary reasons. First, the application
gives the company information on the applicant in a standard form. This makes it easier to
quickly scan and evaluate different applicants. Second, applications almost always have
some legal language or “disclosures” that must be agreed to by the applicant. This
information will generally include language to inform the applicant of an “employment-atwill” clause, allow the company to conduct background and reference checks with the
applicant’s permission, tell the applicant that the company will conduct some mandatory
tests prior to final employment (e.g., drug testing), and inform the applicant that any false
information provided will be grounds for immediate termination of any relationship
between the company and the applicant. Résumés won’t have such language, so the
organization will generally require that the application be completed in order to efficiently
cover these items.
In reality, we use applications and résumés for much the same reasons. We are trying to
figure out your basic skill set, background, work history, education, and other core
information. What is the major thing that we absolutely need to do with applications and
résumés? We need to verify them. No one lies on a résumé, right? Well, there is anecdotal
evidence from professional recruiters and background screeners that one half or more of all
applications and résumés include significant fictitious information,25 and in a recent study,
88% of recruiters said that they had seen “a misrepresentation of some kind on an
applicant’s résumé.”26 Companies have started to check these documents much more
thoroughly because they know that many of their applicants will embellish and outright lie.
Several organizations got have gotten burned in the last few years due to job applicants
lying on their résumés. For example, David Tovar resigned from his job as president of
corporate communications for Walmart when they found out that he did not have a degree
he claimed from the University of Delaware.27 Also, Scott Thompson was fired in 2012
after four months as the CEO of Yahoo when it was discovered that he did not have the
college degree he had claimed on his résumé, and Alison Ryan was fired from her public
relations director job at Manchester United when she lied about honors received during
her degree program at Cambridge University.28 So due to these instances and many others,
companies are more concerned than ever about lies on résumés, and they therefore always
want to make sure applicants have not lied on their application or résumé.29
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One area that we absolutely want to check is education level, because as you can see from
the previous paragraph this is one of the most commonly exaggerated items on a résumé or
application. Does the applicant have a degree, if one is required for the job? How can we
check this? If you say you are a graduate and the HR representative calls your university,
will the university records office tell the HR rep whether or not you are a graduate? The
answer is yes, they will. The university can and will tell the recruiter whether or not you
graduated and with what degree. The registrar typically cannot provide your transcript or
GPA without your permission because of various privacy laws, but they can and will tell the
employer whether you graduated or not, or even whether you attended.

Pre-Employment Inquiries
On a job application or during an interview, no member of an organization can legally ask
any questions that can be used to discriminate against any applicant based on protected
group characteristics, unless the questions are bona fide occupational qualifications (or
BFOQs; see Chapter 3). Exhibit 6-2 lists some information on what generally can and
cannot be asked during the selection process.
It may be hard to memorize the list, but to keep it simple, use the OUCH Test:
1. Use facts from the job description and specifications. If there is no reason for the
question based on those documents, then you should not ask it.
2. Any general question that you ask is one you should ask of all candidates. Ask only
questions you plan to use in the selection process.
3. Make sure that you check the results of any questioning with the four-fifths rule to
look for consistency between different protected groups. If the question has an
inconsistent effect, throw it out before moving on in the selection process.
4. Every question asked should be job related. If the question is not job related, there is
a chance that it is discriminatory—so don’t ask it. When developing questions, you
should have a job-related purpose for using the information.
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State and Local Laws Vary!
Whether you are reviewing an application or conducting an interview, remember that state
and local laws may be more stringent than the existing federal laws. The way a company
handles inquiries into employment of recruits is subject to the laws of that individual state
or city, and many states and municipalities have additional prohibitions in the selection
process. For instance, while federal law still allows questions on criminal convictions as of
when this book was written, 27 states and more than 150 cities and counties had passed
“ban-the-box” laws that prohibit asking about criminal convictions until a conditional offer
of employment has been tendered.30 So in those states, cities, or counties, the company
cannot ask in an initial interview or on an application about any arrest or conviction
information.
Other interview or application questions that are allowed by federal law can be limited to a
greater extent by state law—or even in some cases by local ordinance. One example of a
specific prohibition is that in 20 states and Washington, DC—including Nevada, Illinois,
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and Hawaii—you cannot ask a candidate about sexual orientation or gender identity, nor
can you use that information in taking any employment-related action.31 So you need to
always be aware of state laws and how they may differ from federal laws, especially in an
area such as applications and selection interviews.
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Work Application 6-5
Have you or anyone you know ever been asked an illegal question on an application form or during a job
interview? What was the question?
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Testing and Legal Issues
As was shown in Exhibit 6-1, testing can be used during the selection process. However, as
we’ve discussed, all tests must be valid and reliable. Target recently agreed in conciliation
with the EEOC to pay more than $2.8 million over tests that were not job related and
didn’t meet the requirements for business necessity, because those tests had a disparate
impact on women and minority applicants.32 The EEOC had challenged the tests’ validity
and reliability. So obviously, the organization must ensure that it follows all applicable
federal and state laws concerning employment discrimination. As we noted in Chapter 3,
all of the federal EEO laws apply to “any employment action,” so clearly, they apply in all
selection tests. But in addition, managers must know that there are some other significant
laws dealing with allowable hiring practices.
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LO 6-5
Briefly discuss the testing and legal considerations in the selection process.

In this section, we discuss testing. We begin with a brief overview of the EEOC and testing
and then move on to specific tests: polygraph testing, genetic testing, written testing, and
physical testing. We then end with a discussion of whether or not to test.

The EEOC and Employment Testing
The UGESP (covered above) were created to provide a “uniform federal position in the
area of prohibiting discrimination in employment practices on grounds of race, color,
religion, sex, or national origin.”33 The guidelines have been formally adopted by the
federal Equal Employment Opportunity Commission, the Department of Labor, the
Department of Justice, and the Civil Service Commission. As such, the EEOC will use
these guidelines anytime it is faced with a discrimination-in-hiring complaint, so every HR
manager needs to be familiar with the UGESP and its requirements.
One of the most common issues in larger companies, and even some midsize firms is the
case where a manager has “found” a test on the Internet that they then decide to use as a
candidate-screening device. In many if not most cases, the test has no evidence of validation
in any form and should therefore not be used in a selection process. If the EEOC
investigates a complaint about employment testing being discriminatory, the company will
have to show that the selection procedure that is being used is a valid measure for the job
being filled. If the company can’t show that the measure is valid, it is likely that the EEOC
will consider the test a discriminatory hiring practice.
6-2 Applying the Concept
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Pre-Employment Questions
Using Exhibit 6-2 and the general guideline not to ask any questions that are not job related unless they are
BFOQs, identify whether each question can or cannot be asked on an application form or during a job
interview.
1. Legal (can ask)
2. Illegal (cannot ask during pre-employment)
____ 6. What languages do you speak?
____ 7. Are you married or single?
____ 8. How many children do you have?
____ 9. So you want to be a truck driver. Are you a member of the Teamsters Union representing
truck drivers?
____ 10. Are you straight or a homosexual?
____ 11. Have you ever belonged to a union?
____ 12. What is your date of birth?
____ 13. Have you been arrested for stealing on the job?
____ 14. Do you own your own car?
____ 15. Do you have any form of disability?
____ 16. Are you a member of the Knights of Columbus?
____ 17. Can you prove you are legally eligible to work?
____ 18. Are you currently a member of the military reserve?
____ 19. What is your religion?
____ 20. How much do you weigh?

Polygraph Testing
Can we use a polygraph test as a selection test? Yes, but only in a few circumstances. In
1988, the Employee Polygraph Protection Act (EPPA) was passed. The act made it illegal
to use a polygraph to test employees’ honesty in most circumstances. However, there are
two exceptions for corporations and other businesses (there are other exceptions for
government and national security):34
1. The use of polygraph tests on prospective employees by any private employer whose
primary business purpose consists of providing armored car personnel; personnel
engaged in the design, installation, and maintenance of security alarm systems; or
other uniformed or plainclothes security personnel; or
2. the use of a polygraph test by any employer authorized to manufacture, distribute, or
dispense a controlled substance listed in schedule I, II, III, or IV of section 202 of the
Controlled Substances Act (21 U.S.C. § 812).
If you own a store and things are being stolen, can you give polygraph tests to all of your
employees? No, the act says you can’t. There is one other case, however, where an employer
might be allowed to request that an employee submit to testing using a polygraph, but the
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use is severely restricted. This only can occur when all of the following apply:
1. There is an active investigation involving economic loss or injury to the employer’s
business.
2. The employee had access to the property.
3. The employer has reasonable suspicion that the employee was involved in the
incident or activity under investigation.
4. The employer executes and maintains a statement of the facts that will be retained for
a period of 3 years and provides a copy of the statement to the employee.
However, due to the nature of this exemption for ongoing investigations and the ability of
the employee to deny the request, a polygraph test is probably not generally of significant
value to the average employer, and it can be the basis for a claim of discrimination. As such,
the company would be advised to avoid the use of a polygraph in these situations unless
there is clear and convincing evidence of the employee’s involvement. Exhibit 6-3 provides
a summary of exceptions to the EPPA.

Genetic Testing
You should recall our discussion in Chapter 3 about the Genetic Information
Nondiscrimination Act (GINA). We noted that a significant number of companies at one
point began to use genetic tests as a result of advances in medicine and genetic testing and
analysis. The basis for this testing was an attempt to make sure that a potential employee
didn’t have a genetic predisposition to certain known illnesses or diseases that might
adversely affect that person’s ability to work. However, many individuals felt that this was a
significant invasion of their privacy and, as a result, shouldn’t be used by the potential
employer. As a result of people’s concerns, Congress began looking into the issue of genetic
testing; and in 2008 it passed the Genetic Information Nondiscrimination Act (GINA),35
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which protects people from discrimination by health insurers and employers on the basis of
their DNA information. We will discuss some of the challenges of genetic testing in
corporate wellness programs in Chapter 13.
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Written Testing
Written tests can be used to predict job success, as long as the tests meet EEOC guidelines
for validity and reliability that we discussed in the UGESP section of this chapter. Illegal
tests can result in lawsuits. Some of the major types of written tests include skills tests,
personality tests, interest tests, cognitive ability tests (tests of general intelligence or of some
type of job-related aptitude), and honesty tests.
Today, written tests are a common part of the selection process.36 In fact, 80% of midsize
and large companies use personality and ability assessments for entry and midlevel
management positions to help ensure the right fit between the job candidate and the job.37
Companies are seriously concerned that job candidates don’t have the skills to match up
with their education and degrees, with good reason. One recent study noted that
“Millennials are on track to be the best educated generation in US history, but their
education level isn’t translating into the job skills that most employers seek.”38 And a
number of other developed countries are having similar problems.39 So testing is becoming
more common to figure out who can perform and who can’t.
Skills test An assessment instrument designed to determine if you have the ability to apply a particular
knowledge set

Skills tests can be either written or done in physical form. For now, let’s discuss written
skills testing. A skills test is simply an assessment instrument designed to determine if you have
the ability to apply a particular knowledge set. In other words, it tests whether you can
actually do something that you have the knowledge to do. But how do we create written
skills tests, and do they work to show a set of skills? Many of you have gone through a large
number of written skills tests as you have progressed through your college courses. Have
you ever taken a written test on Microsoft Word or PowerPoint? If so, you have taken a
written skills test. Do these tests show us that you have a particular set of skills if you can
successfully answer questions concerning those skills? In fact, they do.
When would we use skills tests? We would use them to find out how you would perform in
a particular job. Can we legitimately use a written skills test? Well, let’s use the OUCH test
to find out. Is a skills test objective? Can we give you a test on Microsoft Word, for example,
and then answer yes or no as to whether you know how to indent and italicize? If we can
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determine this, the test is objective. Is a skills test uniform in application? If we give the
same test to everyone in the same situation, it is. Is it consistent in effect? In general, the
answer is yes. However, we can certainly design skills tests that are not consistent in effect,
whether we do so intentionally or unintentionally, so we have to validate the test. Does it
have job relatedness—a direct relationship to the primary aspects of the job? If the answer is
yes, it is a legitimate test in this case because it meets the OUCH test. Groupon uses skills
testing that’s role specific.40
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Personality and Interest Tests
Personality tests measure the psychological traits or characteristics of applicants to
determine suitability for performance in a specific type of job. The Myers-Briggs Type
Indicator and the Birkman Method are two common personality tests. Interest tests are
similar, but they measure a person’s intellectual curiosity and motivation in a particular
field.
So are we allowed to use personality or interest assessments as selection tools? Who cares
about your personality or personal interests, and is it legitimate for the employer to care?
Sometimes, we need a certain type of personality for a job. For example, we need to ensure
that a flight attendant can be trained not to panic in an emergency situation. We might also
need to determine whether someone applying for a job as an outside salesperson is able to
operate in unfamiliar environments with customers whom that person has never met
before. An outside salesperson who is an extreme introvert or who has no personal interest
in selling or motivation to sell would not work well in the job.
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Work Application 6-6
Have you or anyone you know taken a written test when applying for a job or on the job? If so, state the
type of test and describe its content.

However, if you are an accountant, does having an introverted personality harm your
ability to do the job? Not really. If you are a line assembly worker, does having an
extroverted personality harm your ability to work on the line? It is unlikely. So in some
cases, personality does not matter. Remember earlier in the chapter, we noted that
individual personalities are part of the analysis that we may perform for job fit; but if
personality or interests have nothing to do with the job, we probably don’t want to do these
types of testing—they don’t meet the requirements of the OUCH Test.
However, if there is a legitimate reason for having a person with a particular type of
personality or certain set of interests in a job, then we need to support the validity and
reliability of the test for those personality traits or interests. If we can’t show a relationship
between these items and the job, then an applicant could potentially take the company to
court for discriminatory hiring practices.41 If the hiring manager is an extrovert, and if that
manager uses personality testing to find other extroverted people for no other reason than
enjoying being around the same type of person, then the manager has improperly used the
test. It would be illegal to test personality in such a situation. So if we are going to use
personality or interest tests, we have to ask if there is a potential association between the test
and the job. If there is and it can be shown, then we can probably show the validity of the
test and we can use it. If not, you shouldn’t use it as a selection tool.
Personality test A test measuring the psychological traits or characteristics of applicants to determine
suitability for performance in a specific type of job
Interest test A test measuring a person’s intellectual curiosity and motivation in a particular field
Cognitive ability test An assessment of general intelligence or of some type of aptitude for a particular job

Cognitive Ability Tests
Cognitive ability tests are assessments of general intelligence or of some type of aptitude for a
particular job. Here again, we need to ensure that the tests that may be used are
professionally developed, reliable, and valid indicators of a particular ability or knowledge
set. Otherwise, we should not use them.
There have been a large number of court cases that dealt with the ability to apply cognitive
ability testing, even when such testing had a potential disparate impact, as long as the
ability being tested was directly related to a business necessity and was job related.42 In fact,
the 1964 Civil Rights Act provides an exemption to “professionally developed testing”:
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Nor shall it be an unlawful employment practice for an employer to give and to act
upon the results of any professionally developed ability test provided that such test, its
administration or action upon the results is not designed, intended or used to
discriminate because of race, color, religion, sex or national origin.43
However, there has been some backlash against using standardized cognitive ability testing
as a predictor of success—at least in some industries. Laszlo Bock of Google has said,
“GPA’s are worthless as a criteria for hiring, and test scores are worthless—no correlation at
all except for brand-new college grads, where there’s a slight correlation.”44 As an HR
manager, you will have to make decisions about whether or not written testing has value in
your particular industry.

Honesty or Integrity Tests
There are actually two types of honesty tests: pen-and-paper tests and polygraph tests, also
known as lie detector tests. We discussed the polygraph in the legal section earlier in this
chapter, so we won’t reiterate that information here.
But how good are pen-and-paper honesty or integrity tests? The employee will just tell the
employer what they want to hear, right? In reality, these tests are better than most people
think.45 There is some significant evidence that at least in personality-based honesty or
integrity tests, the applicant has trouble faking answers to the test. The tests ask questions
that analyze your philosophy concerning theft or other forms of dishonesty and what you
would do in certain situations. They also look for inconsistency in the answers to indicate
that an applicant may be trying to give the right answers.
Honesty and integrity tests are certainly not infallible, and they can be faked in some cases.
But the evidence shows that they have some value in identifying people who may be less
honest and allowing the employer to weed some of these individuals out of the selection
process. As such, they have value to the business.

Physical Testing
In addition to written testing, we may also want to use some form of physical testing. As
with all of our tests for employment, we have to make sure that any physical testing meets
the requirements of the OUCH Test. Physical tests are designed to ensure that applicants are
capable of performing on the job in ways defined by the job specification and description.
Physical testing will generally be valuable where there are significant physical skills required
to perform the job or where there is a significant safety risk associated with putting
individuals into jobs if they have physical limitations that are not evident, if they may be
under the influence of substances that could cause their work performance to suffer, and if
they could create a danger for themselves or others by working in a job for which they are
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physically unqualified. There are many types of physical testing, but we will limit our
discussion to some of the most common forms.
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Physical Skills Tests
We reviewed written skills tests earlier and noted that skills tests determine whether or not
you have the ability to apply (use) a particular knowledge set. Physical skills tests are
designed to determine whether you have the skills and abilities to perform a particular set of
physical tasks. Physical skills tests may include tests of strength and/or endurance, tests of
dexterity, tests of eye-hand coordination, or other physical abilities. These tests can also be
conducted in several different forms, including by administering work sample tests, at
assessment centers, and by using simulations.
Physical test A test designed to ensure that applicants are capable of performing on the job in ways defined
by the job specification and description

Let’s take a closer look at some of the common forms of physical testing. One option is to
have candidates perform a small sample of actual work for the company for free as part of
the selection process.46 Work sample tests are basically what they sound like: We provide a
sample of the work that the candidate would perform on the job and ask the candidate to
perform the tasks under some type of controlled conditions. A simple example of a work sample
test might be asking the candidate to type a particular letter and then judging the speed and
accuracy of the individual’s results. Another might be asking the candidate to lift a package
of similar size and weight to what would have to be lifted on the job.
An assessment center is a more detailed physical testing environment. Internal and external
candidates for positions are often tested through assessment centers. Assessment centers are
places where job applicants undergo a series of tests, interviews, and simulated experiences to
determine their potential for a particular job. For example, at T-Mobile, you might have to
assist a fictitious customer who is mad about his bill, or you might have to provide
customers with information about new company services. So an assessment center used by
T-Mobile might give tests designed to make candidates demonstrate how well they can use
several different computer systems designed to obtain and communicate the information
that customers need. This will allow T-Mobile to evaluate those candidates more
thoroughly than it could with a more simple form of testing. Some assessment center tests
can go on for more than a day or even up to several days. Longer assessment center tests are
more commonly used for higher-level professional and management positions.
For physical testing, we can also use simulations, tests where a candidate is put into a high601

pressure situation, but in a controlled environment so that the danger and cost are limited.
Simulations are very valuable in cases where a real event could be dangerous, emotionally
taxing, or cost a lot of money. Simulators and even virtual reality environments are
beginning to be used in many situations such as military training and teaching new doctors
how to perform different types of surgery.47
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For example, commercial airline pilots are required to routinely train in flight simulators
representing the type of aircraft that they fly. In this simulated environment, we can put the
pilot into a situation where perhaps a control surface of the airplane jams and the pilot has
to take certain actions described in the flight manual to control the aircraft and either
correct the problem or figure out how to land successfully. Neither the FAA nor the
airline/employer wants to actually put a pilot in an aircraft that has a major control surface
failure, and it would be very dangerous and expensive if the pilot were to crash the aircraft!
This is why simulators are so valuable in this type of situation.

Physical Exams
Physical examinations may be either desired or in some cases required for candidates for
certain jobs. If the job will require heavy physical exertion, there may be a legitimate need
to have individuals submit to a physical exam to ensure that they are healthy enough for the
stress. (Think NFL lineman!) In other cases, we may be required by the state or federal
government to have individuals who work in specific fields take a physical exam before they
are allowed to work in certain jobs such as driving a heavy truck (DOT physical) or flying a
plane (FAA physical). Or we may just want to have our candidates take a physical exam
before they start work so that we have baseline knowledge of their health at the time of
hire. We can then use that baseline later to determine whether they were subjected to
conditions that harmed them physically.
Work sample A test conducted by providing a sample of the work that the candidate would perform on the
job and asking the candidate to perform the tasks under some type of controlled conditions
Assessment center A place where job applicants undergo a series of tests, interviews, and simulated
experiences to determine their potential for a particular job
Simulation Tests where a candidate is put into a high-pressure situation in a controlled environment so that
the danger and cost are limited

For instance, if we have a candidate take a physical and the physician finds out that the
candidate has significant carpal tunnel syndrome in the wrists, it makes it harder for the
candidate to claim after being hired that the job caused the injury. However, we have to be
very aware of the potential for discrimination based on disability if we require a physical
exam as a prerequisite to work in our organization. If the exam is not directly related to the
essential functions of the job, it may not be advisable to require it as part of the selection
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process, because of the potential to illegally discriminate on the basis of disability.

Drug Testing
Drug testing and drug-free workplaces have become more of an issue for HR and other
organization managers in the past few years. By 2017, 28 states along with Washington,
DC, had passed medicinal marijuana laws and eight of those also allowed recreational use.
This set up potential conflicts for employers who follow the federal drug-free workplace
initiatives, which for federal contractors is mandatory but for most other employers is an
optional program. How does a company deal with an employee who is tested and shows up
as having used marijuana in one of these 28 states or DC? The response will vary to an
extent, depending on the state law where the issue occurred, but there have been pretty
consistent rulings so far.
The fact is that state marijuana laws do not affect company drug policies—at least not at
this time. In each case where an individual has challenged a detrimental employment action
(including termination for a positive drug test) in court—from state supreme courts (Coats
v. Dish Network),48 all the way up to the US Supreme Court (Ashcroft v. Raich)—the
decision has been that employers can “safely refuse to accept medical marijuana as a
reasonable medical explanation for a positive drug test result.”49 Employers have also not
been required to accommodate employee use of medical marijuana under the Americans
with Disabilities Act (ADA). Let’s look at the general rules on drug testing.
Most employers have the right to test for a wide variety of substances in the workplace.50
The primary reasons for drug testing will generally be workplace safety and productivity.
Private sector, nonunion companies are usually allowed to require applicants and/or
employees to take drug tests in most states, although some states do limit workplace drug
screening. In unionized workforces, however, the implementation of testing programs must
be part of contract negotiations. But all employers need to follow some guidelines to stay
within the law in implementation and maintenance of any drug-testing program they
choose to have. What does the company need to do?
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In general, testing must be done systematically in one of two forms: either “random” or
“universal.” Testing can’t be selective in most states. In other words, we can’t decide we
want to test “Amy Jones” because we just want to. Testing can be universal in some
situations (e.g., on initial offer of employment) and random in others (e.g., quarterly drug
testing of a sample of the workforce); but it has to be one or the other, and we have to
specify which option we use in each situation. A note is needed here though. Historically,
employers were allowed to require universal testing in the event of a workplace accident. An
Occupational Safety and Health Administration (OSHA) regulatory document,
published in 2016, ruled that such practices were illegal. Because the agency saw the
potential to discourage reporting of workplace accidents, OSHA noted that “drug testing
policies should limit post-incident testing to situations in which employee drug use is likely
to have contributed to the incident, and for which the drug test can accurately identify
impairment caused by drug use,”51 so at this point universal testing after an accident should
not be part of the company drug policy documents.
Most states now require prior authorization for drug testing. In the case of applicants, this
authorization is usually part of the job application legal notices that we reviewed earlier in
the chapter. For existing employees, it will usually be part of the employee handbook.
The organization also must have a drug-testing policy, which should generally contain the
following information:
Requirements for training and the frequency of training on substance abuse
(generally required at least annually, but in some states semiannually)
When individuals will be tested—for example pre-employment testing, random
testing, or testing if there is reasonable suspicion
Substances that will be tested for during any drug tests
Disciplinary actions that will result from testing positive on a first test and
subsequent tests if applicable
In many states, the employer is required to “reasonably accommodate” employees
who voluntarily submit to an alcohol or drug rehabilitation program. If this is the
case, it needs to be noted in the policy.
In most states, the policy is not allowed to exempt managerial employees just because
they are at the managerial level.

605

Work Application 6-7
Have you or anyone you know taken a physical test when applying for a job or on the job? If so, state the
type of test and describe its content.

Remember again, in drug testing as in all employment testing, we have to identify the
relationship of the test to the job that will be done or is being done—in other words, it has
to be “job related.” Drug testing almost certainly meets the objective, uniform, and
consistent requirements of the OUCH test, so job relatedness is the critical concern in this
case. In most cases, the relationship is one of concern for safety and productivity in the
workplace, but the organization has to make that determination; and if it doesn’t look like
drug testing will enhance safety in a particular type of job, the organization may not want
to use it as a selection tool. Over the years though, research has shown that substance
abusers tend to be absent more often and more prone to having accidents on the job. This
lowers their productivity. Substance abusers are also potentially negligent hires, and they
cost employers millions of dollars annually. Therefore, many employers try not to hire
candidates who use illegal drugs.

Fitness-for-Duty Testing
A significant number of companies today are turning to fitness-for-duty tests in place of
much more invasive drug testing. A fitness-for-duty test simply identifies whether or not an
employee is physically capable at a particular point in time of performing a specific type of
work.52 For instance, some trucking firms use fitness-for-duty testing before drivers are
allowed to take an 18-wheel truck out of their terminals. Under what conditions can we
generally utilize fitness-for-duty testing? Federal law notes that we can use a medical
examination “if it is job related and consistent with business necessity.”53 (You should recall
those terms from our discussion of employment law in Chapter 3.) A fitness-for-duty exam
is just a type of medical exam.
Employers may require physical testing to ensure that employees can handle aspects of the
job that could be dangerous, such as heavy lifting.
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In fact, this type of testing can be superior to drug testing for certain business purposes. For
instance, if you manage a courier who drives a company vehicle and the driver is not
abusing drugs but has not gotten any sleep in the past couple of days, a fitness-for-duty test
would quite likely identify that the courier is unable to make quick, correct decisions, while
a drug test would show that the courier is not impaired due to drug use. A common form
of this type of test is based on individual reaction time, which slows significantly when
someone is fatigued.54 In such a case, the courier would be required to rest for a certain
period of time before being allowed to drive that vehicle. Another plus for this type of
testing is that it is much less invasive and much more acceptable to employees than drug
testing.

To Test or Not to Test
We can choose to apply selection tests or not. A consideration is the development of the
test. If you develop your own test, you still have to provide support for its reliability and
validity—so you have to have experts develop and test the test, which takes time and
money. The other option is to use tests that have already been developed and tested for
reliability and validity. The problem here is that you usually have to pay a fee for every
single test that you give, not to mention the time and effort to give and assess the tests.
Fitness-for-duty test A test identifying whether or not an employee is physically capable at a particular

607

point in time of performing a specific type of work

6-3 Applying the Concept
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Type of Test
Write before each job situation below the letter corresponding to the type of test described.
1.
2.
3.
4.
5.
6.
7.
8.

genetic
skills
personality and interest
cognitive ability
honesty or integrity—polygraph
physical skills
physical exam
drug
____ 21. As part of the selection process, you will have to answer questions while being monitored
by this machine.
____ 22. A paper-and-pencil test is administered so that we can determine whether you have the
right characteristics to succeed on the job.
____ 23. You have to undergo an exam by our doctor to determine whether you can handle the job.
____ 24. To get the drywalling job, you will have to hang, tape, and paste 10 sheets while doing a
quality job, all in 3 hours.
____ 25. Part of the selection process is to take our intelligence test.
____ 26. Part of the firefighter test is to carry this 50-pound dummy up this ladder in 2 minutes or
less.
____ 27. You have to go in the bathroom now and put a sample of your urine in this cup so we can
test it.
____ 28. You need to take a test so that we can determine if you might get any known illnesses or
diseases in the future.

So testing can be time-consuming and expensive. Therefore, testing has to pay for itself
through its ability to help you hire applicants who are in fact a good fit for the job and the
organization. It may save you time and money by preventing you from hiring and then
immediately losing employees who are a bad fit, preventing negligent hires, and improving
worker productivity by maximizing the chance of hiring good-fit employees. This justifies
the investment in the test.
Here again, the OUCH test gives us a quick guide to whether or not a particular test would
be appropriate in any given situation. Let’s say that we are trying to decide whether or not
to use a personality test in a specific hiring situation. If we use a validated test that has
proven reliable in assessing basic personality characteristics (Objective), if we give the same
test to each applicant (Uniform in application), if we find that the test’s effect on the
various protected groups is consistent (Consistent in effect), and if we find that the test is
directly applicable to a major function of the job for which we are hiring (Has job
relatedness), then it would be appropriate to use such a test. If this were not the case, then
we probably don’t want to use a personality test. We can and should go through this
thought process in determining the value of each selection tool before we decide to use it in
the selection process.
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Selection Interviews
Remember that during the selection process, some of the usual steps may be skipped or
completed out of sequence. While the initial interview may be skipped, rarely will a
candidate get a job without being interviewed by at least one person. However, before we
get into the details of interviewing, we should take a quick look at their validity in
predicting who will be a good employee. Recent studies, some of which have aggregated
over 100 years of information on job interviews, basically say that interviews are not our
best selection tool. Testing for “general metal ability,” or an intelligence test, holds that
honor.
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LO 6-6
Discuss selection interviewing, including the three primary types of interviews and the five steps in the
model for conducting them.

Depending on which studies you look at, interviews increase your chance of predicting
post-selection performance by a maximum of about 18% for a structured interview and
13% for unstructured interviews.55 Some studies, however, showed evidence that
unstructured interviews (these will be described shortly) actually had a negative effect on
picking new employees based on their ability to perform.56 So interviews overall are a weak
method of selection. However, probably because of tradition more than other factors, you
will most likely not be successful in convincing organizational managers to avoid interviews
completely. But you might convince some of them that unstructured interviews are very
poor indicators of future performance because of their potential for bias.
How is the interview process complete? The common role of the HR staff specialists in
hiring lower-level employees is to conduct screening interviews to pick the top candidates
who will continue on in the selection process. This screening step helps save the line
managers time when there are large numbers of job applicants. Many organizations today
are also using technology to enhance their ability to quickly complete screening interviews.
Organizations including Nike and PricewaterhouseCoopers are using computers to
conduct initial screening interviews. Google is known for having between 4 and 12
grueling screening interviews.57

Interviewing
To get a job, you need to be able to ace the interview;58 but as a manager, you will need to
know how to conduct a job interview. So this part of the section can help you do both well.
You can practice this skill in Skill Builder 6-2.
The interview is usually the most heavily weighted and one of the last steps in the selection
process, even though it has low predictive validity.59 The interview can give the candidate a
chance to learn about the job and organization; and it gives a manager a chance to assess
things about a candidate that can’t be obtained from an application, test, or references.
Many candidates lie during a job interview though,60 so the interview is also used to check
the accuracy of the application/résumé to make sure candidates did not embellish or
outright lie.61
An important focus of the interview is to attempt to assess the applicant’s personality-job
fit, ability-job fit, and person-organization fit. More than half of HR professionals ranked
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culture fit as the most important criterion at the interview stage.62 Because job interviewing
is so important, you will learn in this subsection the basics of how to prepare for and
conduct a job interview. As a manager, you will need to know how to conduct a job
interview. You can practice this skill in Skill Builder 6-1.
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Types of Interviews and Questions
Exhibit 6-4 shows the various types of interviews and questions, which we discuss in this
section.

Types of Interviews
Three basic types of interviews are based on structure. In a structured interview, all
candidates are asked the same list of prepared questions. In an unstructured interview, there
are no preplanned questions or sequence of topics. So, for example, at Groupon, there are
no stock questions; interviewers are trying for a free-flowing conversation.63 In a
semistructured interview, the interviewer has a list of questions but also asks unplanned
questions. The interviewer departs from the structure when appropriate. At the same time,
using a standard set of questions makes it easier to compare candidates. The amount of
structure you should use depends on your experience as an interviewer. The less experience
you have, the more structure you need.

Types of Questions
One thing to keep in mind is the need to develop a set of consistent questions to ask all
candidates so that you can objectively compare the candidates and select the most
qualified.64 The questions you ask give you control over the interview; they allow you to
get the information you need to make your decision. As discussed in the pre-employment
inquiries sections, all questions should have a purpose and should be job related.
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Work Application 6-8
Select one of your jobs and identify the type of interview you had to get it. Describe how the interview went
in terms of its structure.

You may use four types of questions during an interview:
Exhibit 6-4 Types of Interviews and Questions
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Work Application 6-9
Select one of your jobs and identify the type of interview questions you were asked. For each type of
question, state some of the questions you were actually asked during the interview.

1. Closed-ended questions, which require a limited response, often a yes or no answer,
and are appropriate for dealing with fixed aspects of the job. Examples include, “Do
you have a class-one license?” and “Can you produce it if hired?”
2. Open-ended questions, which require detailed responses and are appropriate for
determining candidate abilities and motivation. Examples include, “Why do you
want to be a computer programmer for our company?” and “What do you see as a
major strength you can bring to our company?”
3. Hypothetical questions, which require candidates to describe what they would do and
say in a given situation. These questions are appropriate for assessing capabilities. An
example would be, “What would the problem be if the machine made a ringing
sound?”
4. Probing questions, which require a clarification response and are appropriate for
improving the interviewer’s understanding. Probing questions are not planned. They
are used to clarify the candidate’s response to an open-ended or hypothetical
question. Examples include, “What do you mean by ‘it was tough’?” and “What was
the dollar increase in sales you achieved?”
Today, HR interviewers prefer behavior-based questions that ask candidates to describe
how they handled specific situations. Laszlo Bock, Google’s vice president of people
operations, noted in a recent interview that “what works well are structured behavioral
interviews, where you have a consistent rubric for how you assess people, rather than having
each interviewer just make stuff up.” One of his sample questions is, “Give me an example
of a time when you solved an analytically difficult problem.”65
There are two basic types of behavior-based questions: situational questions and behavioral
descriptive questions. A situational question puts you in a hypothetical situation that you
would likely face in the job you are applying for. It asks, “What is your solution to this
problem?” An example would be: “You lead a team of marketing, operations, and
engineering people working on an engineering design problem. Two of the engineers have
significantly different views concerning the method of solving a problem in the design of
the item. How would you interact with the two engineers to resolve the problem?” Using
this question, the interviewer is trying to figure out what you would most likely do in real
life to resolve a complex conflict within a team.66
On the other hand, a behavioral descriptive question asks in open-ended form about
something specific that you have done in the past. Mr. Bock’s question above—“Give me
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an example of a time when you solved an analytically difficult problem”—is an example of
a behavioral descriptive question. It asks you to tell the interviewer what you actually did as
the result of a particular situation. What’s the value of this type of question? Remember
that past behavior is the best predictor of future behavior. So we can find out what you
have done in the past and would likely do in a future, difficult analytical situation.

Preparing for the Interview
Completing the interview preparation steps shown in Model 6-1 will help you improve
your interviewing skills.

Step 1: Review the job description and specifications
You cannot effectively match a candidate to a job if you do not thoroughly understand the
job. Read and become familiar with the job description and job specifications. If they are
outdated or do not exist, conduct a job analysis using the guidelines from Chapter 4.

Step 2: Prepare a realistic job preview
Candidates should understand what the job is and what they are expected to do. They
should know the good and bad points of the job. Plan how you will present a realistic
preview of the job (see Chapter 4), based on the job description. It often helps to give
candidates a tour of the work area.

Step 3: Plan the type of interview
What level of structure will you use? The interview should take place in a private, quiet
place, without interruptions. It may be appropriate to begin the interview in an office and
then tour the facilities while asking questions. Decide when the tour will take place and
what questions will be asked. Take a list with you if you intend to ask questions during the
tour.

Step 4: Develop questions for all candidates
Your questions should be job related; nondiscriminatory; and, in the case of a structured
interview, asked of all candidates. Use the job description and specifications to develop
questions that relate to each job task and responsibility. Use a mixture of closed-ended,
open-ended, and hypothetical questions. Don’t be concerned about the order of questions;
just write them out at this point.
Model 6-1 Interview Preparation Steps
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Step 5: Develop a form
Once you have created a list of questions, determine the sequence. Start with the easy
questions. One approach starts with closed-ended questions, moves on to open-ended
questions, and then to hypothetical questions; and it uses probing questions as needed.
Another approach structures the interview around the job description and specifications;
each responsibility is explained, and then questions relating to each are asked.
Write out the questions in sequence, leaving space for checking off closed-ended responses,
for making notes on the responses to open-ended and hypothetical questions, and for
follow-up questions. Add information gained from probing questions, where appropriate.
Make a copy of the form to use with each candidate you will be interviewing, and a few
extras for future use when filling the same job or for a reference when developing forms for
other jobs.

Step 6: Develop questions for each candidate
Review each candidate’s application and/or résumé. You will most likely want to add
specific questions to a copy of the form to verify or clarify some of the information
provided; for example, ask, “I noticed that you did not list any employment during 2009;
were you unemployed?” or “On the application, you stated you had computer training;
what computer software were you trained to operate?” Be sure the individual questions are
not discriminatory. For example, do not ask only women whether they can lift 50 pounds;
ask all candidates, men and women, this question, and plan to have all candidates take this
physical test, if they haven’t taken it before the interview.

Conducting the Interview
Following the steps listed in Model 6-2 will help you do a better job of interviewing
candidates.
The job interview is commonly given the most weight in the selection process.

618

©iStockphoto.com/laflor

Step 1: Open the interview
Develop rapport. Put the candidate at ease by talking about some topic not related to the
job. Maintain eye contact in a way that is comfortable for you and the candidate.
Model 6-2 Interviewing Steps

Step 2: Present the realistic job preview (RJP)
Be sure the candidate understands the job requirements. Answer any questions the
candidate has about the job and the organization. If the job is not what the candidate
expected or wants to do, allow the candidate to disqualify themselves and close the
interview at that point.

Step 3: Ask your questions
Steps 2 and 3 can be combined, if you like. To get the most out of a job interview, you
must take notes on responses to your questions. Tell the candidate that you have prepared a
list of questions and that you plan to take notes.
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During the interview, the candidate should do most of the talking. Give the candidate a
chance to think and respond. If the candidate did not give you all the information you
wanted, ask a probing question. However, if it is obvious that the candidate does not want
to answer a question, don’t force it. Go on to the next question or close the interview. End
with a closing question, for example, “I’m finished with my questions. Is there anything
else you want to tell me about or ask me?”

Step 4: Introduce top candidates to coworkers
Introduce top candidates to people with whom they will be working, to get a sense of the
candidates’ interpersonal skills and overall attitude. Introductions can also give you a sense
of whether the person is a team player. It is also common to have coworkers interview the
candidates and give you, the hiring manager, their assessment of the candidates.

Step 5: Close the interview
Do not lead candidates on. Be honest without making a decision during the interview.
Thank candidates for their time and tell them what the next step in the selection process is,
if any. Tell candidates when you will contact them. For example, say, “Thank you for
coming in for this interview. I will be interviewing over the next two days and will call you
with my decision by Friday of this week.” After the interview, be sure to jot down general
impressions not covered by specific questions.

620

Work Application 6-10
Select a job interview or internship interview that you have had. Describe how each of the five steps of
Model 6-2 was conducted and how it could have been improved. If any step was skipped, say so.

After all interviews are completed, compare each candidate’s qualifications to the job
specifications to determine who would be the best fit for the job. Be sure to get coworkers’
impressions of each candidate because they will have to work with the candidate. Also recall
that the best fit includes fitting in with the organizational culture.67
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LO 6-7
Discuss the use of the various background checks as tests for employment.
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Background Checks
Background checks are needed to help prevent negligent hires.68 During the selection
process (Exhibit 6-1), in addition to verification of the information on a candidate’s
application form and/or résumé, several other types of background checks may or may not
be appropriate. It is not unusual for the background check to be a simple pass or fail.
Background checks can become rather expensive depending on which checks we do and
how often we have to do them, so they are usually left until we have at least narrowed down
the list of candidates to a final few, or in some cases even to the final candidate. We may
then offer employment to the candidate conditioned on passing various background
checks. Remember, though, that you cannot use a background check to discriminate in
violation of federal or state laws.69
HRM in Action

Hiring New Employees
What types of background checks are available and when should we use them? Types of
background checks include credit checks, criminal background checks, reference checks,
and Web searches. In this section, we describe them, and provide guidelines on when to use
them.

Credit Checks
Although several states have recently put limits on its use,70 one of the most commonly
used background checks is the credit check. Credit checks are subject to the Fair Credit
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Reporting Act (FCRA),71 which requires that employers disclose to the applicant that they
will use credit reports for employment decisions. The act also says that if the information
on the credit report results in an adverse employment action, the employer has to give a
copy of the report to the person and inform the applicant of rights under FCRA, including
the right to dispute the report. FCRA lawsuits have been on the rise over the past few years,
with companies such as Disney, Domino’s Pizza, Kmart, and Dillard’s being accused of
FCRA violations in hiring.72
6-1 Self-Assessment
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Interview Readiness
Select a professional job you would like to apply for. On a scale of 1 to 7 (1 = not confident, 7 = totally
confident), indicate for each question how confident you are that you can give an answer that would make a
positive impression on an interviewer.
I am confident that I have an answer

I am not confident that I have an answer

7 6 5 4 3 2 1
_____ 1. Why did you choose the job for which you are applying?
_____ 2. What are your long-range career goals over the next 5 to 10 years?
_____ 3. What are your short-range goals and objectives for the next 1 to 2 years?
_____ 4. How do you plan to achieve your career goals?
_____ 5. What are your strengths and weaknesses?
_____ 6. What motivates you to put forth your greatest effort? Describe a situation in which you
did so.
_____ 7. What two or three accomplishments have given you the most satisfaction? Why?
_____ 8. Why do you want this job?
_____ 9. In what kind of an organizational culture do you want to work?
_____ 10. Why did you decide to apply for a position with our organization?
_____ 11. What do you know about our organization?
_____ 12. In what ways do you think you can make a contribution to our organization?
_____ 13. What two or three things would be most important to you in your job?
_____ 14. Are you willing to relocate for the job? Do you have any constraints on relocation?
_____ 15. Describe a situation in which you had to work with a difficult person (another student, a
coworker, a customer, a supervisor, etc.). How did you handle the situation?
_____ Total. Add up the numbers you assigned to each question and place the total on this line and on the
continuum below.
105 95 85 75 65 55 45 35 2515
Ready for the job interview

Not ready for the job interview

These are common interview questions, so you should be prepared to give a good, confident answer to each
of them. Your career services office may offer mock interviews to help you with your interview skills to help
you get the job you are looking for.

When can employers complete credit checks on applicants, and why would they do so?
Credit checks will most likely be done if applicants will have access to any money or if they
will work with the company’s financial information. Credit checks may also be done with
other employees to evaluate their personal responsibility—to see if they have a habit of
being dishonest in credit transactions.
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A history of not paying bills tells the organization that the person is likely to be dishonest in
other ways as well. Does something like a bankruptcy on your credit report automatically
knock you out of contention for a job? No. In fact, by law, the company can’t refuse to hire
you solely because of a bankruptcy.73 However, again, if your credit report shows a pattern
of failure to live up to your credit obligations, the company can and probably will use that
information to remove you from the applicant pool, as long as the company’s home state
laws allow it.
Credit reports also give the employer other reference information that can be used for
background checks. Your credit report generally includes historical data on your previous
addresses, giving the organization information against which they can check your
employment history and perform criminal background checks when necessary. If you state
on your employment history that you were working at a manufacturing plant in North
Carolina at a given point in time, and if you were living in Texas at that time, then there is
a significant discrepancy. It may show that you are not telling the truth on your
employment history. The credit report also provides information on previous employers,
directly in some cases, although this information may not be complete.

Criminal Background Checks
All states allow criminal background checks in at least some cases. However, laws vary so
significantly across jurisdictions that it is difficult to enumerate the circumstances in which
criminal background checks are allowed. However, due to the issue of negligent hiring,
most companies today will generally complete a criminal background check when it is
allowed. Can or should a criminal record keep an individual from being hired? It depends
on: (1) the nature and seriousness of the offense, (2) how long ago it occurred, and (3) what
type of job the individual is being considered for. In fact, federal guidance on use of
criminal record information requires that we do exactly those three things when
considering a criminal offense.74
We would have a much easier time defending the use of a criminal conviction for theft with
an individual who would have access to products or funds that are easily stolen than we
would in the case of someone with no access to anything of significant value in the
company. Similarly, we would be more likely to be able to use a violent criminal history to
rule out an applicant if the applicant would have access to children or other innocent
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persons who could easily be harmed by the employee. As always, we have to look at all the
circumstances and make a decision based on the OUCH test and the defensibility of the
selection tool that we are considering.
In addition, we have to be aware that as of 2017, more than half of the states in the United
States and hundreds of cities and other municipalities have passed “Ban-the-Box”
legislation that generally makes it illegal to complete a criminal background query of any
kind prior to a conditional job offer.75 Once a job is offered, in most cases the criminal
check can be accomplished, keeping in mind the three criteria identified by the EEOC
above.

Reference Checks
Reference checks include not only calls to references that are provided by the applicant, but
also reference letters from employers, personal letters of recommendation, and possibly cold
calls to previous employers. Should the company perform a reference check on applicants?
Is it going to be of any value, or are the references that the applicant provides going to say
only good things about the applicant?
The basic answer is that a reference letter that is requested by the applicant is almost always
going to say good things. The applicant will almost never ask anybody to provide a
reference unless the applicant knows that the reference will be good. Almost! Every once in
a while, you will check a reference and it will not be very good. It is rare, but it does
happen, and when it happens, it is usually a good piece of information for the company.
Research evidence shows that reference checks can improve selection processes overall by
about 8%, so they do have an effect. However, the truth is that generally reference letters
don’t give much information, but we want to ask for them anyway. In addition, we want to
check references that might not have been given to us by the applicant but instead, by
people such as former employers and coworkers.
What is a previous employer most likely going to tell you if you call for a reference check?
The most common HR answer will be in the form of “Yes, he/she worked at this company,
from (date) to (date) in (job type) job.” Why is this a typical response to a reference check
with a former employer? This is to protect the company from being sued for providing
defamatory information about the former employee; in other words, for hurting the
individual’s reputation unfairly. Over time, company lawyers have found that if we provide
more information than noted above, we can become the target of lawsuits. So most
companies won’t provide more information than they have to. So if you are looking for a
true reference, you are better off bypassing the HR department. Get the title and name of
candidates’ prior supervisors and try giving them a reference call.76 Sometimes, the
supervisor will give you the typical yes and dates of employment, but when the candidate is
good, the supervisor will often say so; and when the supervisor is very vague about the
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former employee’s performance, this may give you “the read between the lines” information
that will help in the selection process.
Often, a question comes up concerning whether or not the individual is “eligible for
rehire.” Think about this question for a moment. As soon as a previous employer says an
applicant to your company is not eligible for rehire, what do you think? You think that the
applicant is probably not a good employee. Another comment that comes up in discussions
of employer reference checks is that many states now have laws that allow a previous
employer to provide an honest reference with “immunity” from legal action. Arkansas law,
for instance, says,
A current or former employer may disclose the following information about a current
or former employee’s employment history to a prospective employer of the current or
former employee upon receipt of written consent from the current or former
employee.77
However, the law also states,
The immunity conferred by this section shall not apply when an employer or
prospective employer discriminates or retaliates against an employee because the
employee or the prospective employee has exercised or is believed to have exercised
any federal or state statutory right or undertaken any action encouraged by the public
policy of this state.78
So if the previous employer were to provide an honest reference, assuming immunity under
the law, and the former employee claims that the reference was discriminatory or in
retaliation for something the employer didn’t like, the company can still be sued. This is
why most companies won’t provide more than a basic reference on former employees.
On a personal note, if you did an internship or had a job and you know you impressed
your boss, ask for a written recommendation. You can provide this letter to prospective
employers. Also, for internships and jobs that you list on your résumé, if you know you will
get a good recommendation, be sure to list your supervisor’s name and telephone number
(a direct-line number if available). Why? Because it is not unusual for a prospective
employer to call your prior employer for a reference. So wouldn’t you like the caller to
speak directly with your boss, rather than with the HR department that will give only the
standard answer listed above?
Many organizations today do background checks over the Internet. Some job candidates
are not offered the job because of content found on the web.
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Social Media and Web Searches
Finally, with the ability to access very large amounts of information via the Internet,
virtually all organizations are using the Internet to do research on job candidates whenever
they are allowed to do so by applicable federal, state, or local laws.79 “Googling” a
candidate’s name is becoming a standard practice.80 And it is truly amazing what they may
find. You may have heard of the job applicant who applied to a high-tech company
through a recruiter and the recruiter recognized the candidate’s picture. It was the same
picture as on the candidate’s OKCupid account, where he had made “graphic and
threatening” comments in a message to one of the recruiter’s friends.81 Similar stories to
this one are all over the Web.
Should social media be used as a selection device? HR departments are going to use the
tools that they have available to get the best possible people, so social media will most likely
continue to be one tool that is used in the recruiting and selection process. However, we
need to be very careful to avoid using information that would be illegal in consideration for
employment. It would be very easy to find out information on someone’s religion, race,
gender, or other facets of that individual’s personal life—factors that would be illegal to
consider in the hiring process—that might allow a company representative to make a biased
and even discriminatory choice.82 Most legal opinions seem to favor the employer in cases
where there might be a question of violation of privacy if the employer is doing a check of
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social media to avoid negligent hires; but companies need to make sure that they are doing
so in an even-handed, equitable manner, or they can be considered liable for invasions of
off-duty privacy.83
How can a company find and use relevant employment information while still avoiding the
danger of making an illegal decision? One piece of advice that seems to be coming to the
forefront is to wait to check social media and to do a “name” search on the Internet until
after an initial interview or even after a conditional offer of employment has occurred, as
this can minimize the legal risks of the Web search.84
Two other ways that companies have found to avoid illegal bias are to have either an
outside agency do the social media search or have a company insider who has no decision
authority in hiring do that same search and bring only relevant information to the person
or persons doing the selection.85 This separates the search (and any items found that would
be illegal to consider) from the selection process. However, companies have to be aware
that, if they use a third party (outside agency) to do a social media search, the search may
then become subject to the requirements of the Fair Credit Reporting Act. Remember that
this act requires the company to give prior notice to a person who is being investigated and
also requires that negative information found as a result of the investigation be disclosed to
unsuccessful applicants so that they can provide explanations for such information.86

630

SHRM
Q:14
Social Networking

The Stored Communications Act (SCA) may also limit employers’ ability to access any
websites that have some type of privacy settings—either restricted access granted by the
page owner, passwords, or other protection. A prospective employer can go to Facebook
and look at public pages. However, if the individual has private information and the
potential employer “hacks” that information on Facebook or any other site, or if the
employer demands the applicant’s passwords or user names, that would be a violation of
the SCA.87
So, what should you do if you are going to use social media as one of your background
checks? First, make sure that you notify the individual applicant that you will be
researching open social media records for information. Second, use a separate individual or
organization to do the actual review and have that entity remove any information that
could cause a claim of illegal discrimination before the decision maker sees the results.
Third, provide the applicant with copies of any information found that might be harmful
to the application and allow the applicant to provide a written explanation of the
circumstances surrounding the item. And finally, you may want to delay the social media
search until after a conditional employment offer is made. This will at least provide the
company with some defense if applicants decide that they have been treated unfairly and
decide to sue.
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Work Application 6-11
Do an Internet search on yourself. Did you find any material that you or others posted that you would not
want a prospective employer to find? Are your email address and telephone message professional?

Also, on a personal note, as a potential job applicant, make sure that everything on the Web
about you is information that you are comfortable with a company discovering in a Web
search. You may not be putting negative things about yourself online, but you need to
make sure your friends aren’t, either. Employers will most likely do a Web search on you as
a candidate in today’s world, and this goes for part-time jobs, summer jobs, and
internships. Also, make sure your email address and telephone message are professional for
job searching.
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Selecting the Candidate and Offering the Job
We’ve made it to the last step of the selection process! You learned in previous sections that
there are different tools available to employers as they go through the process. However,
even with all of these tools, we can’t find out everything about a potential job candidate.
HR-savvy people who have been in recruiting and selection for any length of time know
this and try to discover only a limited number of things about a candidate. You may be able
to discover only some basic items that tell you whether or not the individual is a really good
fit for the job. These might include the following three things:
1. Does the candidate have the basic qualifications for the job—right personality,
ability, and person-organization fit?
2. Does the candidate actually want to do the job, or does this person want just any job?
In other words, will the candidate be satisfied with the job and stay for some time
and be productive, or will the candidate be a potential negligent hire?
3. Is the candidate basically honest, and is this person telling the truth? If not, you could
be looking at a problem employee.
The recruiter may know that if he can find out these three basic things, the candidate will
be a valuable addition to the organization and can be trained to do any specific job that is
necessary.
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LO 6-8
Identify the common problems employers encounter during the selection process.

There are two basic methods that we use to make final selection decisions for the
organization. The multiple-hurdle selection model requires that each applicant must pass a
particular selection test in order to go on to the next test. If an applicant fails to pass any test in
the process, that person is immediately removed from the running. On the other hand, the
compensatory selection model allows an individual to do poorly on one test but make up for
that poor grade by doing exceptionally well on other tests. Again, each step in the selection
process (interviews and background checks) is a test. Using the compensatory model allows
the employer to rank each of the candidates based on their overall score from all of the
testing. The employer can also group candidates based on this same information.
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Problems to Avoid During the Selection Process
Avoid the following problems during the selection process:
Rushing. Try not to be pressured into hiring just any candidate. Find the best fit; or
you will have turnover, productivity, and negligent hire problems.
Stereotyping. Don’t prejudge or leap to conclusions. Match the candidate to the job
based on analysis rather than instinct.
“Like me” syndrome. Don’t look for a candidate who is your clone. People who are
not like you may do an excellent job. Remember the benefits of diversity.
Halo and horn effects. Do not judge a candidate on the basis of one or two favorable
characteristics (the halo effect) or one or two unfavorable characteristics (the horn
effect). Make the selection on the basis of the total qualifications of all candidates.
Premature selection. Don’t make your selection based only on a candidate’s
application or résumé or the fact that the candidate impressed you during the
interview. Do not compare candidates after each interview. The order in which you
interview applicants can influence you. Be open-minded during all interviews and
make a choice only after you have finished all interviews. Compare each candidate on
each job specification.
Multiple-hurdle selection model Model requiring that each applicant must pass a particular selection test
in order to go on to the next test
Compensatory selection model Model allowing an individual to do poorly on one test but make up for
that poor grade by doing exceptionally well on other tests

Hiring
So after all selection activities are completed, compare each candidate’s qualifications to the
job specifications, identify whether or not this person really wants to do the job, and
analyze whether or not the individual has been basically honest during the selection process.
Do all this to determine who would be the best fit for the job. Be sure to get coworkers’
impressions of each candidate when appropriate because they will have to work and get
along with whomever you hire (person-organization fit). Diversity should also be
considered when selecting a candidate.
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So to bring the selection process to an end, contact the best candidate, and offer that person
the job. If the candidate does not accept the job or accepts but leaves after a short period of
time, you can frequently offer the next-best candidate the job.
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LO 6-9
Briefly discuss the main limits on selection testing and the problems associated with immigration processes.
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Trends and Issues in HRM
In this chapter’s trends and issues in HRM, we’re going to take a brief look at the limits
that have been placed on employment testing by government, especially the federal
government; and also quickly look at continuing issues associated with immigration for
employment. Each of these issues has affected the process of selection in a significant way
during the past several years, which in turn has caused HR managers to change the way
they work.

Federal Regulation Limits Selection Testing
As we noted earlier, millennial and post-millennial or Generation Z individuals will likely
be the most educated generations in history. However, there is at least some evidence that
they do not have skill sets that match their level of education. We also told you about
recent research that says that tests of general mental ability are by far the best predictor of
success in a job, and other tests for employment allow us to hone our selection as well.
These facts support the need to test candidates for selection in our companies. As a result,
companies are using cognitive ability and skills testing to help them make better selections
as they recruit and hire new employees. The problem is that we can’t just decide that we
want to do any employment testing without paying attention to the UGESP and guidance
from the DOL and the EEOC.
Recall that the UGESP tell us what is a “test for employment,” and that is everything that
we use to determine who to hire and who to remove from our candidate pool. Recall also
that the UGESP requires that all tests for employment be validated and reliable. In many
cases, tests are not being rigorously validated before they are used. You cannot just find a
test you like on the Internet and decide to use it, or decide that you need to have candidates
take a personality profile test because you think you need to hire extroverts or people with a
high need for achievement. For one thing, the test used may not be valid and reliable. For
another, remember that any test has to be “job-related and consistent with business
necessity” according to the UGESP. The EEOC and the DOL have also issued recent
guidance on employment testing, noting that they will be increasing attention on
employment testing issues; and there is evidence that this is happening. We mentioned
Target stores being fined $2.8 million in one testing settlement where the EEOC claimed
the test created disparate impact, and there are others. Aqualon Company was charged
with hiring discrimination against African American applicants because of a biased written
test. Amsted Rail was charged with using improper physical tests in violation of the ADA.
Fabricut Inc. settled a lawsuit with the EEOC over ADA and GINA claims. And the list
goes on.
But with HR technology finally coming of age, it’s easy to fix this problem, right? Not so
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fast! Technology can test large numbers of people and can do so without any emotional
attachment to the people or the process. However, technology can’t tell us whether or not a
test is job related and meets the requirement for business necessity, or whether that test may
have a disparate impact on groups of candidates. There are many HR Tech companies who
will sell us a technology solution to manage testing for all kinds of organizational purposes,
but we still have the legal obligation to make sure that those solutions don’t discriminate
illegally.
Well then, how do we insure that we are managing the selection process in accordance with
federal, state, and local regulations? First, we need to know the laws and regulations for our
area. Then we need to manage the actual testing process—not only manage the tests, but
whether or not we even use a certain type of testing in a situation. The best way to
ultimately make sure that we are in compliance with all of the rules is to apply the OUCH
Test—Objective facts, Uniformly applied, Consistent across all protected groups, and Has
job relatedness. If you do that, you will most likely have met all of the requirements for
employment testing.

The Global Workforce and Immigration
Emigration and immigration for the purposes of work continue to become more significant
issues. Because we’ve reviewed in earlier chapters the significant shortage of knowledge
workers worldwide, we won’t go through that information again here. The shortage of
capable employees certainly affects our ability to select individuals for our workforce.
However, we have several other issues of significance when we’re dealing with selecting
individuals from all over the world. The first major issue that HR managers must deal with
is the process of immigration and work visas for the various countries in which the
organization operates. Each country has its own requirements for immigration and for
foreign workers who want to gain employment in that country. In addition, visa
requirements in many countries are getting stricter. The HR manager is typically the
individual responsible for identifying the requirements and making sure that the individual
fulfills them.
The organization, through the HR department, is also typically responsible for assisting the
individual with filling out the forms and, in many cases, for sponsoring the individual’s
work visa. The most common type of professional work visa in the United States is the H1B visa for professional employees, while in most EU countries the EU Blue Card is
required. The HR department generally is required to maintain records of the company’s
employees showing a legal right to work in the country of operations. The form required in
the United States is the I-9 employment eligibility verification form. As you can easily see,
there is a lot of paperwork involved in moving individuals who are citizens of one country
to another country in order to work for your organization—and the above paperwork is
just the basics. In some circumstances, many other forms are required for entry into a
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country for the purpose of work.
In addition to the immigration and visa requirements, organizations that hire workers in
other countries face issues with the selection process itself. How does HR select somebody
who resides in another country? How difficult is it to go through the process of
identification of recruits, selection testing, interviewing, and the other pieces of the
selection process? In many cases, the HR representative may never even see the individual
who’s being hired. A large portion of the work of selection is now done virtually, typically
using the Internet. This inability to interact directly with the candidate creates an entirely
new set of problems for the HR representative. There may also be a language barrier
between the candidate and the HR representative, and there are almost certainly cultural
differences between the candidate’s home country and the organization in the hiring
country. Each of these barriers must be overcome, and every company handles these issues a
little bit differently. However, HR managers must understand and be trained to work
within today’s global hiring environment, or their company will be at a significant
disadvantage versus competitors.
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Chapter Summary
6-1 Describe the steps in the selection process and why it is so important to the
organization.
Steps in the process: (1) application or résumé; (2) preliminary screening; (3) initial
interview and testing; (4) second interviews, as needed; (5) detailed background
checks; (6) selection decision and conditional job offer; (7) drug screening and
physical exam, as needed; and (8) Hired!
Selection is important primarily because we need the best possible person in each job
in order to maximize productivity. Unproductive members of the organization can
cause lower motivation and job satisfaction in all of a company’s employees.
Organizations also have a responsibility to avoid negligent hires—people who may
pose a danger to others within the organization. The company can incur legal liability
if we don’t screen potential applicants carefully.
6-2 Identify the three main types of “fit” in the selection process and why they are
important.
The three types of fit are personality-job fit, ability-job fit, and person-job fit. They
are important because managers are supposed to get the best productivity out of their
workforce. However, not everyone can do everything equally well, so managers have
to treat people differently—but fairly—in order to put the right person in the right
job. They do this by assessing the three types of fit between the person and the
company.
6-3 Discuss the major points in the Uniform Guidelines on Employee Selection
Procedures (UGESP).
The UGESP provides guidelines on how to avoid discriminatory hiring practices. It
identifies what the federal government considers to be an employment test and how
those tests can be used in making employment decisions. The UGESP also identifies
the acceptable types of validity that can be used to validate employment tests—
content validity, criterion-related validity, and construct validity—and it notes that
these tests must be reliable.
6-4 Briefly discuss the use of applications and résumés as selection tools.
Applications and résumés are used in a fairly interchangeable manner, except that the
application gives the company information on the applicant that is in a standard
format. This makes it easier to quickly scan and evaluate the different applicants.
Applications also typically have some legal language or disclosures that must be
agreed to by the applicant. Both documents should be used to review and verify both
the work experience and the education of the applicant. This experience and
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education should always be verified, though, because evidence shows that a high
percentage of people exaggerate or lie on applications and résumés.
6-5 Briefly discuss the testing and legal considerations in the selection process.
The biggest legal considerations in the selection process are the measures that are
required to ensure that we avoid illegal employment discrimination. There are also
two laws that deal specifically with the ability to apply certain types of testing to
employment candidates: the Employee Polygraph Protection Act of 1988 (EPPA)
and the Genetic Information Nondiscrimination Act of 2008 (GINA). The EPPA
limits the use of polygraphs in normal businesses to generally two instances: when the
employee will be involved in company security operations and when the employee
will have access to federally identified controlled substances. GINA protects
prospective employees from discrimination by health insurers and employers on the
basis of their DNA information.
The major types of written tests are skills tests, personality tests, interest tests, cognitive
ability tests, and honesty or integrity tests. Drug tests and fitness-for-duty tests are also
allowed in most cases, but companies must follow specific guidelines if they are going
to use drug testing.
6-6 Discuss selection interviewing, including the three primary types of interviews
and the five steps in the model for conducting them.
The interview gives the manager a chance to make a face-to-face assessment of the
candidate, including the person’s ability to communicate, plus personality,
appearance, and motivation. It also gives the candidate a chance to learn about the
job and the organization. The three primary types of interviews are the unstructured
interview, in which the interviewer has no preplanned questions or topics; the
semistructured interview, where the interviewer may ask both planned and unplanned
questions; and the structured interview, where all candidates are asked the same set of
questions.
The following model steps may be used in the interview:
Step 1: Open the interview. Develop rapport and put the candidate at ease.
Step 2: Present a realistic job preview (RJP). Make sure that the candidate understands
the job and what will be expected if selected for the job.
Step 3: Ask questions. Try to ensure that the candidate does most of the talking, and
note their answers.
Step 4: Introduce top candidates to coworkers. Let them talk with people who they will
be working with, and use that as an opportunity to judge their interpersonal skills
and attitude.
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Step 5: Close the interview. Thank the candidate for their time and tell them what the
next step in the process will be. Tell the candidate when they will be contacted and
after the candidate leaves, make any final notes about the interview.
6-7 Discuss the use of the various background checks as tests for employment.
Credit checks are one of the most commonly used background checks. They should
not automatically disqualify a person for a job; but if a credit report shows a pattern
of dishonesty, then it can be valuable as a tool for selection. Criminal background
checks may or may not be allowed by state law. Any criminal conviction should have
something to do with the essential job functions, or we should not use it to disqualify
an individual. Reference checks will usually not provide a lot of information, but we
should complete them anyway in case they do provide valuable information. And,
finally, Web searches frequently turn up information on the morals, values, or
honesty of potential employees; companies use these when they are allowed under
state and local laws.
6-8 Identify the common problems employers encounter during the selection
process.
Common problems include rushing (caving in to pressure to fill a job), stereotyping
(prejudging a candidate based on a perceived group to which they may belong), “like
me” syndrome (liking the candidate who is most like you), halo and horn effects
(making judgments based on one or two characteristics instead of evaluating the
candidate’s total qualifications), and premature selection (making a snap decision
based on a high-quality résumé or a good interview).
6-9 Briefly discuss the main limits on selection testing and the problems
associated with immigration processes.
The UGESP defines everything that we use to determine who to hire and who to
remove from our candidate pool as a test for employment. All tests must be validated
and reliable and must also be job related and consistent with business necessity.
Technology fixes only some of the problems. Tests may still have disparate impact on
protected groups, and may not be job related. Use the OUCH Test to help verify
that a test is probably legal.
Immigration continues to be an HR issue because of the lack of good knowledge
workers around the world. Visa requirements in many countries are getting stricter,
which complicates the hiring of foreign workers. The organization is typically
responsible for assisting the individual in filling out forms and sometimes for
sponsoring the immigrant visa; it must maintain records of the employee’s right to
work in the country of operations. In addition, the hiring organization must manage
the selection process itself where the candidate is in one country and the recruiter in
another, and they may speak different languages and have different cultural norms.
All of these issues complicate the hiring process.
644

Key Terms
assessment center 200
cognitive ability test 198
compensatory selection model 213
construct validity 191
content validity 191
criterion-related validity 191
fitness-for-duty test 202
interest test 198
multiple-hurdle selection model 213
negligent hire 187
personality test 198
physical test 199
reliability 191
selection 186
simulation 200
skills test 197
Uniform Guidelines on Employee Selection Procedures (UGESP) 190
validity 191
work sample 200

645

Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. _________ is the process of choosing the best-qualified applicant recruited for a job.
2. _________ is a legal concept that says if the organization selects someone who may
pose a danger to coworkers, customers, suppliers, or other third parties, and if that
person then harms someone else in the course of working for the company, then the
company can be held liable for the individual’s actions.
3. _________ provides information that can be used to avoid discriminatory hiring
practices as well as discrimination in other employment decisions.
4. _________ is the extent to which a test measures what it claims to measure.
5. _________ is an assessment of the ability of a test to measure some other factor
related to the test.
6. _________ is an assessment of whether a test measures knowledge or understanding
of the items it is supposed to measure.
7. _________ measures a theoretical concept or trait that is not directly observable.
8. _________ is the consistency of a test measurement.
9. _________ is an assessment instrument designed to determine whether you have the
ability to apply a particular knowledge set.
10. _________ measures the psychological traits or characteristics of applicants to
determine suitability for performance in a specific type of job.
11. _________ measures a person’s intellectual curiosity and motivation in a particular
field.
12. _________ is an assessment of general intelligence or of some type of aptitude for a
particular job.
13. _________ ensures that applicants are capable of performing on the job in ways
defined by the job specification and description.
14. _________ means that we provide a sample of the work that the candidate would
perform on the job and ask the candidate to perform the tasks under controlled
conditions.
15. _________ are places where job applicants undergo a series of tests, interviews, and
simulated experiences to determine their potential for a particular job.
16. _________ allows us to put a candidate in a high-pressure situation but still control
the environment so as to limit the danger and cost.
17. _________ identifies whether or not an employee is physically capable at a particular
point in time of performing a specific type of work.
18. _________ requires that each applicant must pass a particular selection test in order
to go on to the next test.
19. _________ allows an individual to do poorly on one test but make up for that poor
grade by doing exceptionally well on other tests.
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Communication Skills
The following critical thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you agree that selection of a top-quality candidate is a critical process in
organizations, or do you think intensive training after the person is selected is more
valuable? Explain your answer.
2. Should organizations be held liable by the justice system for negligent hires? Why or
why not?
3. In your mind, how critical is the concept of person-organization fit? Why do you
think so?
4. Are there cases other than the two instances noted in the chapter when companies
should be allowed to use polygraph tests on employees? When and why?
5. Do you feel that it’s OK to tell “little white lies” on résumés and applications? Why
or why not?
6. Are companies overtesting applicants by using the processes that were discussed in
this chapter? Explain your answer.
7. Are background checks—including credit checks, criminal history checks, and
looking at a candidate’s Facebook page—too invasive? Explain your answer.
8. Does the use of technology in recruiting and selection activities such as reviewing the
résumé and application, testing, and even conducting the preliminary interview,
really get rid of the biases inherent in having people do the same tasks? Why or why
not?
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Case 6-1 A Kink in Links of London’s Selection Process
When one thinks about the spirit of Britain, especially London, Links of London is hoping
that their charm, elegance, and world-renowned reputation makes them the firm that
immediately comes to the discerning consumer’s mind. Driven by quality and designing
fine jewelry and watches with a British motif, the firm prides itself on creating unique
experiences for their global customers.(1) Links of London is a subsidiary of the publicly
traded Folli Follie Holdings S.A., selling 18K gold and 925 sterling silver jewelry in
Europe, Asia, the Americas, and the Caribbean. With its 650 employees worldwide, it is
considered to be the English equivalent of New York’s Tiffany’s & Co.(2)
It was the summer, and Krissy was perusing LinkedIn when she noticed an advertisement
for the Assistant Store Manager position at Links of London for their Madison Avenue,
New York, flagship location. She was very excited about the position and working for Links
of London for several reasons:
She had a “passion for fashion” and wanted to work in the “luxury fashion center” of
Manhattan—near Saint Laurent, Chanel, and Louis Vuitton.
She had recently been accepted to a MBA program in fashion merchandising and felt that
with this additional education she could work her way up into corporate headquarters, and
apply her acquired knowledge to the firm’s best advantage.
She went to their website, read about their culture and values, and wanted to work for a
firm that wanted employees who were accountable and proactive, passionate and
innovative, ambitious and driven, knowledgeable and engaging, and respectful and honest.
(3)
Krissy continued to surf Links’s website and read about their benefits and career
development. She was most impressed with their statement that:
Our objective is to match the needs of the Company with those who work for us. We
believe in training and developing our people and teams to deliver high performance
to achieve the Company objectives and demonstrate our People Values, which
maximizes job satisfaction for our teams. We are often looking for bright and
enthusiastic new people to join our team, whether it is assisting our customers in one
of our stores or behind the scenes at one of our offices. Links of London is a great
place to work and we are immensely proud of our brand and our people, so if you are
interested in joining a Company that rewards talent and invests in people, then we
would love to hear from you.(4)
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Krissy immediately hit the “check out our vacancies” tab, but hit a small road block—the
link took her to a website on LinkedIn that said, “oops, try again.” She tried several more
times but to no avail. Undaunted, she contacted the Links of London Madison Avenue
store directly and was told that there was an opening for an assistant store manager and that
she could apply online. Krissy explained the problem with the website and was told that
they would send her a job application blank via email. She completed the application,
attached her résumé, but was surprised that they asked for a head shot photo as well as her
date of birth. They also specifically instructed her not to include a cover letter. She found
this curious but nonetheless applied. Part of the application did include a checkoff allowing
the firm to conduct employment verification, examine her personal websites, as well as a
credit check.
The following day, Krissy was directed to a website where she was asked to take what
seemed to be a personality test as well as a test of her integrity. She was again a bit surprised
that she was not asked to take a cognitive test relative to the job. A few days later, Krissy
received a phone call from the personnel office describing the job to her in more detail and
advising her that, if she were still interested in the job, she could interview with the
manager of the store the following week. Krissy immediately took the first available time
slot and went online to see if she could research more about the firm and their Madison
Avenue store.
Krissy’s interview with the store manager seemed like a tale of two cities (it was the best of
times; it was the worst of times). She came early to the meeting so she could walk around
the store and get a feeling for what Links of London was all about. She was intrigued as to
the store layout and the staging of the jewelry and was very impressed with how the sales
associates were able to, after a question or two, size her up as a “window shopper” and not a
buyer. When she actually asked for the store manager, she was sold on the store—it seemed
like everything she could have hoped for, and she was primed for her interview.
She waited for fifteen minutes after the allocated interview time and was then informed
that the manager was in a conference call with corporate and was unavailable. One of the
staff members was in fact confirming that personnel had set up the appointment. When
Krissy suggested to the staffer that she might come back at a better time, the manager
insisted that Krissy wait and that the interview continue. In the interim, Krissy handed the
staffer a copy of her résumé in both hard copy and electronic form so that the store
manager could look it over while Krissy waited outside her office.
A half an hour later, the manager came out of her office to greet Krissy and escorted her
into her office. The interview lasted no more than fifteen minutes with the manager, list in
hand, asking some very common interview questions, while not going into any details of
the job responsibilities or even some background about the firm. Most answers to the
manager’s questions required a yes/no response. She did not receive a tour of the store, nor
did she meet any of the store employees including those she dealt with earlier. Krissy tried
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to ask several of her prepared questions in order to develop a relationship with the manager,
yet each was answered in a very curt, perfunctory manner. Krissy walked out of the store
feeling that she had the worst interview in the history of job interviews.
Two days later, Krissy was astonished when she was asked to have a Skype interview with
the Regional District Manager (RDM) at Links. This manager was quite positive,
emphasizing the importance of the NY store as the “showcase” for Links of London
products and services; service had to be “of the highest quality,” with the customer always
coming first. The RDM was supportive of her efforts to obtain a graduate degree and
indicated the financial support she would receive from the firm for her continued
education. When the job offer came “out of the blue” three weeks later, to start
immediately, Krissy didn’t know what to do or what to think. No one had contacted her
references throughout the process to verify her abilities. There seemed to be several loose
links in the chain of command at Links of London that tarnished their golden image.
Questions
1. What types of “fit” was Links of London looking for in their employees according to
their career services website?
2. What are the steps in the selection process, and where did this process seem to falter
with Krissy?
3. What determines if a question is acceptable in a pre-employment inquiry, and what
questions might have been deemed unacceptable on Links’s job application?
4. Krissy took a personality test as well as a test of her integrity, yet not a job-specific
cognitive test. What might be the firm’s rationale for using the tests they did?
5. What type of interview did the store manager seem to conduct using what type of
questions?
6. What steps should have been taken when conducting the interview? Did the store
manager miss any of them?
7. If you were Krissy, would you accept the job offer?
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Case 6-2 Not Getting Face Time at Facebook—and Getting
the Last Laugh!
In August 2009, Facebook turned down job applicant Brian Acton, an experienced
engineer who had previously worked at Yahoo and Apple. More than 4 years later,
Facebook paid him $3 billion to acquire his 20% stake of WhatsApp, a start-up he had
cofounded immediately after Facebook rejected his job application.(1) WhatsApp
Messenger is a proprietary, cross-platform, instant-messaging subscription service for
smartphones and selected feature phones that use the Internet for communication. In
addition to text messaging, users can send each other images, video, and audio media
messages, as well as their location using integrated mapping features.(2) How could
Facebook, a highly successful firm, have made such a drastic mistake?
Back in 2009, Brian Acton was a software engineer who was out of work for what seemed
like a very long time. He believed he had what it took to make a difference in the industry,
but his career did not work out as planned. Even though he spent years at Apple and
Yahoo, he got rejected many times by Twitter and Facebook.(3) Acton described the details
of the interview process that he failed to do well in as follows:
First of all, interviewing a person for a job that requires technical skills is difficult for
both the interviewer and the interviewee. Facebook is a highly desirable firm to work
for and requires the best skills and talents from all of their potential employees. It is
therefore not surprising that the selection process rivals, if not tops, any company in
the industry. The process starts with an email or a phone call from a recruiter in
response to an online application or [to] a recommendation from a friend who may
work for Facebook. Sometimes, in the initial chat online, timed software coding
challenges are set to find the best performers. If this chat goes well, an applicant will
go on to the next level—an initial in-person interview or phone screening.(4)
In this next hurdle, the applicant will have a 45-minute chat with a fellow
engineer/potential coworker, [with] whom he or she shares the same area of expertise.
They will tell you about their job and what their role is in Facebook; then they ask
about the applicant’s résumé, motivation, and interests. Additionally, the applicant
will be tested about his or her technical skills, coding exercises, and programming
abilities.(5)
If successful, the applicant will be invited for back-to-back interviews. This part of the
process is very grueling and stressful since all the interviews take place throughout a
single day. The candidate will also be asked to manually write a program on a
whiteboard to make sure that the applicant is knowledgeable about program writing.
The goal in this final step is to see how one approaches a problem and comes up with
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a solution [that] is simple enough to solve in 10–30 minutes and can be easily
explained.(6)
As a potential coworker, the applicant will be tested in terms of understanding and
explaining complex ideas, with most tasks project related and constantly changing.
This requires employees to possess a diversified set of skills. That is the reason why the
applicant is not only tested in coding skills . . . but also to gauge enthusiasm and
motivation. The applicant’s leadership and decision-making skills are also evaluated as
the company seeks to find someone who can make a large impact on the industry and
make quick decisions.(7)
After going through this arduous process, Brian Acton was one of the engineers who
received an email that “regretted to inform” him that he didn’t get the position. Yet he
stayed positive and took a different path, which led him to start his own company,
WhatsApp. Teaming up with Yahoo alumni, he developed the most popular text-messaging
application, and the company was sold to Facebook for a total of $19 billion in 2014.(8)
This epic comeback proves how persistence and ambition play a huge role in job hunting;
but it also proves how difficult it is to hire the right employee, even when that person has
the best skill set.(9)
Questions
1. The hiring process at Facebook consists of three steps. What are those three steps,
and which type of written tests are applicable for each?
2. If you were the recruiter responsible for the preliminary screening of applicants to
Facebook, how would you prepare for the interview?
3. Facebook gives a battery of tests to the applicant along several steps of the selection
process. What are those tests, what are they testing for, and how might Facebook
ensure the validity and reliability of those tests?
4. Psychological testing did not seem to be part of Facebook’s selection process. How
might it use this testing, which tests might it use, and where in the process might it
use them?
5. From what you have read, what are the criteria of selection employed by Facebook?
Are they valid and reliable? How might this explain why Acton was not hired?
6. Agree or disagree with this statement based upon this case: “Not hiring the right
person is still better than hiring the wrong person.”
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Skill Builder 6-1 Interview Questions for Use When Hiring a
Professor to Teach This Course
Objective
To develop your ability to develop interview questions
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—I: Staffing: Recruitment and Selection
Preparation
Assume you are the dean of your college and you need to hire a professor to teach this
course next semester. Develop a list of at least 10 questions you would ask the candidates
during a job interview for the position.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?

___________________________________________________________________________________
Your instructor may ask you to do this Skill Builder in class in a group by sharing your
interview questions. If so, the instructor will provide you with any necessary information or
additional instructions.
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Skill Builder 6-2 Interviewing
Objective
To develop your ability to develop interview questions
To develop your ability to interview and to be interviewed
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, human relations, business, and conceptual and
design skills
2. SHRM 2016 Curriculum Guidebook—I: Staffing: Recruitment and Selection
Preparation
Assume you are the HR director, and you need to hire a new college grad for an entry-level
HR position. Because you are not a large company, you have a small staff, and the new hire
will help out in a wide variety of HR functions. Develop a list of at least 10 questions you
would ask the candidates during a job interview for the position.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?

___________________________________________________________________________________
Your instructor may ask you to do this Skill Builder in class by breaking into groups of two
or three and actually conducting interviews using your questions. If so, the instructor will
provide you with any necessary information or additional instructions.
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Part III Developing and Managing
7 Learning and Development
8 Performance Management and Appraisal
9 Rights and Employee Management
10 Employee and Labor Relations
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7 Learning and Development
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Learning Objectives
After studying this chapter, you should be able to do the following:
7-1 Discuss the major difference between training and development and identify the common
situations where training may be needed. PAGE 226
7-2 Briefly discuss the steps in the training and development process and the common challenges to
the process. PAGE 229
7-3 Identify the three common learning theories and how they are used to create the four methods
for shaping behavior. PAGE 233
7-4 Discuss each of the major training delivery types. PAGE 239
7-5 Briefly discuss the Four-Level Evaluation Method for assessing training programs and the three
common ways we measure training success. PAGE 243
7-6 Discuss the term career and the three common methods of employee development. PAGE 247
7-7 Describe the concepts of gamification, digital learning, and micro-learning, and the reasons that
they have become more critical in today’s organizations. PAGE 254
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Practitioner’s Perspective
Cindy told the story of Jennifer, who had worked in the same position for 10 years. Jennifer had always
been a valuable employee, but lately, her productivity and performance had started to decline. Her
supervisor, Mandy, finally called her in to find out what was wrong.
After some hesitation, Jennifer said, “To tell the truth, I feel like I am in a rut. I just don’t get the same
satisfaction from doing my job that I used to get.”
“I wish we’d had this talk sooner,” Mandy replied, “but now that I know how you feel, there is something
we can do. Let’s take a look at some of the training opportunities coming up this quarter. Tell me what
training classes you might be interested in taking.”
What if Jennifer and Mandy never had that talk? Do you think Jennifer would have remained at her job?
Chapter 7 looks at the ins and outs of managing and retaining talent through training and development.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
E. Job Analysis/Job Design (required)
5. Training and development
Vocational and career counseling
Needs assessment
Career pathing
L. Training and Development (required)
1. Needs assessment
2. Competency models
3. Learning theories: Behaviorism, constructivism, cognitive models, adult learning,
knowledge management
4. Training evaluation: Kirkpatrick’s model
5. E-learning and use of technology in training
6. On-the-job training (OJT)
7. Outsourcing (secondary)
8. Transfer of training: Design issues, facilitating transfer
9. Employee development: Formal education, experience, assessment
10. Determining return on investment (ROI)
11. The role of training in succession planning
12. Human/intellectual capital
Q. Organizational Development (required—graduate students only)
2. Developing human resources
3. Emotional intelligence
4. Equipping the organization for present and future talent needs
8. Measurement systems
11. Organizational learning
13. Outsourcing employee development
16. Training employees to meet current and future job demands
T. HR Career Planning (secondary)
1. Definition of a career
2. Balancing work and life
7. Plateauing
9. Career development

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
The Need for Training and Development
Training and Development
When Is Training Needed?
The Training Process and Needs Assessment
Steps in the Training Process
Needs Assessment
Challenges to the Training Process
Employee Readiness
Learning and Shaping Behavior
Learning
Learning Theories
Shaping Behavior
Learning Styles
Design and Delivery of Training
On-the-Job Training (OJT)
Classroom Training
Distance or E-Learning
Simulations
Assessing Training
Assessment Methods
Choosing Assessment Methods
Measuring Training Success
Talent Management and Development
Careers
Why Career Development?
Common Methods of Employee Development
A Model of Career Development Consequences
Trends and Issues in HRM
Gamification—A Phoenix Rising?
The Corporate Learning Imperative
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The Need for Training and Development
Now that we’ve made it through the process of selecting individuals into the organization,
the next thing we need to do is train them to successfully work within the new
environment and to do their new jobs. In all cases, new employees should get at least basic
training about the organization and its routine processes as well as the training for the job
they are going to be filling. We can’t reasonably expect them to do a job successfully unless
they’re trained in how to do it; and there is a relationship between training and job
satisfaction,1 so we need to insure that the required onboarding training is completed.
Offering training and development also generally decreases expensive turnover2 and makes
it less likely that employees will engage in neglectful behavior.3 Training is costly though,
so it must be done correctly to get sufficient benefits to outweigh the cost.4
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LO 7-1
Discuss the major difference between training and development and identify the common situations where
training may be needed.

Effective training and development are investments, not expenses, as they pay for
themselves through competitive advantage and increased performance.5 This is why
companies worldwide are investing heavily in training and long-term employee
development.6 Hudson Trail Outfitters even rewards employees for completing training
programs.7 As managers’ skills should also be developed,8 leadership programs and courses
are currently popular.9 This is why best-practice companies (e.g., GE, IBM, and Johnson
& Johnson) provide leadership programs.10

Training and Development
Before we get into the details of training and development, we need to understand
competency models because training is based on the competencies we want employees to
have. Competency models identify the knowledge, skills, and abilities (known in HR as KSAs)
needed to perform a particular job in the organization. We can utilize competency models to
identify what types of training a new employee or an employee changing jobs will need. We
go through a process of identifying and providing the training, evaluating how well the
employee has learned, and then assessing the training process itself using one of several
options. We will discuss this in more detail in a little while, but for now, just remember
that training is a critical piece in the education of each employee in the organization.
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L:2
Competency Models

Competency model Model identifying the knowledge, skills, and abilities (known in HR as KSAs) needed
to perform a particular job in the organization

In this chapter, we will discuss both organizational training and employee development.
The two are related but separate pieces of the organization’s processes involving the
management of its employees.
Training is the process of teaching employees the skills necessary to perform a job. We train
employees to provide them with the KSAs that they will need to succeed in their work for
the organization. Training is primarily intended to be put to immediate use by the
individual being trained. As an example, Amazon focuses on customer service, so it trains
its employees by drilling them in what steps to follow when they get everyday questions and
when fielding more unusual requests. To make sure everyone at Amazon understands how
customer service works, each employee, including the CEO, spends 2 days on the service
desk every 2 years.11
Marriott is one of many companies that offer a variety of training programs to its
employees. Training topics include leadership, management, and work-life balance.
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Somewhat in contrast to the training we do so that employees can do a new job or do an
existing job better is the process of employee development. Both colleges and corporations
have been criticized for not doing a good job of developing business leaders.12 This is one
of the reasons why this book focuses on developing HR skills, not just knowledge.
Employee development is ongoing education to improve knowledge and skills for present and
future jobs. So, employee development is designed to teach our workers how to move up in
the organization in the future by becoming skilled at those tasks that they will need to
know to move into higher-level jobs. Development tends to be less technical, and it is
aimed at improving human, communication, conceptual, and decision-making skills in
employees. To remain competitive in today’s dynamic environment, organizations must
have employees who maintain up-to-date knowledge and skills; and development plays an
important role in this effort.13

When Is Training Needed?
To successfully determine what kinds of training need to be carried out within the
organization, HR managers should begin by completing a needs assessment. We will discuss
needs assessments in the next section. For now, let’s review some common points at which
we should probably complete a needs assessment and at least consider providing training to
our people.
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New Employee Onboarding
Orientation, known better now by the term onboarding, is the process of introducing new
employees to the organization and their jobs. New employees are often called newcomers in
organizational entry;14 and newcomer socialization done effectively during the onboarding
process increases new employee job satisfaction and performance and reduces turnover
rates.15,16 Onboarding frequently emphasizes corporate values, culture, and strengths.17
Organizations that have developed innovative onboarding programs include Rover.com,
Wipro, Rackspace, Bazaarvoice, and Google.18 This socialization process is important to
both newcomers and organizations, as newcomers learn the ropes and understand what is
expected from them in their work as they assimilate into the organization and attempt to
become productive members.19 Thus, job and career orientation have long-lasting effects
on new employee job attitudes and satisfaction, behavior, work mastery, and
performance.20
Training The process of teaching employees the skills necessary to perform a job
Employee development Ongoing education to improve knowledge and skills for present and future jobs
Onboarding The process of introducing new employees to the organization and their jobs

Onboarding is an introduction of the person to the company. What do we need to think
about when we introduce somebody to the company? We need to think about introducing
the new employee to all of the things that exist within the organizational society that they
are entering. The process is very similar to someone moving to a different country and
having to assimilate into a new culture. What do people need to know in order to be able
to go about their daily lives, do the routine things that they need to do, and provide for
their own personal needs? Orientation should be designed to answer all of the questions
necessary to allow new employees to integrate into the “society” that they are entering.
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Work Application 7-1
Select a job you hold in the present or held in the past. Did you receive both training and development or
just training? Explain in some detail why it was one or both.

One of the first things an individual would need to know is what the laws, rules, and
regulations are in the new society; so we need to introduce the new employee to the
organization’s policies and procedures, rules, and regulations. The second thing that people
would probably want to know is how to act and interact with others in the new society. So
in addition to introducing the employee to the job and how to perform it within the
organization, we would want to talk to the individual about the underlying organizational
structure, plus where to go and whom to talk to in order to get certain things done. Who
should they talk to in their department if they have questions about their job or about how
things are done within the department? Who should they speak with in other departments
if they have questions that can’t be answered within their primary workgroup, and when is
it acceptable to go to individuals in other departments?
Next, they might want to know how they get the money that they need in order to survive
in society. So we need to tell them about their pay and benefits, including whom to contact
with questions. People entering this new society would also probably want to know how to
stay safe as they go about their business, so we need to talk to them about safety in the
organization. They would also likely need to fill out paperwork—to get a driver’s license, to
open a bank account, to identify who they are, and so forth. Similarly, certain paperwork is
necessary for the organization to function successfully, so during onboarding we ask the
new employee to fill out this paperwork.
As you can see, there are many different things that we need to teach someone entering our
new society, so we can’t legitimately perform the entire onboarding process in one day or a
couple of hours. Effective onboarding of employees also results in lower turnover rates,21 so
orientation to the firm and the new employee’s job should “last at least one year to ensure
high retention say staffing and HR experts.”22 Here are a few examples of world-class
companies with long onboarding programs: Toyota has a 5-week orientation, Honda has a
6-week orientation, and Southwest Airlines has a 90-day orientation.
However, in most organizations, the onboarding process is significantly shorter than this,
and this is one reason that our organizations suffer significant early turnover of new hires. If
our new employee is frustrated due to not knowing how to do the job, where to locate
tools, whom to go to with a problem, or how to fix an issue with pay, the likelihood of that
person leaving the organization goes up drastically. Many organizations could significantly
reduce new-hire turnover by modestly increasing the onboarding and socialization period
for new hires.
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New Job Requirements or Processes
The second common point where training may be necessary occurs when jobs change in
some form. Whether our employee is in the same job or is changing jobs and needs to learn
new processes, if there is a significant change in any work requirements, we need to train
the employee. The change may be based on discovery of new techniques or technologies to
perform particular work to make the work more efficient. The organization may have
changed its strategic direction; and as a result, some or all of the jobs within the
organization may require new processes or procedures. In any of these cases or any similar
situation where the change has significance for that job, we should go through the process
of performing a training needs assessment. If the result of the needs assessment shows that
training is necessary, then an appropriate training program can be designed and
implemented.
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Work Application 7-2
Briefly describe the orientation you received for a job. How could it be improved?

Remediation The correction of a deficiency or failure in a process or procedure

Remediation
The third common point at which managers need to investigate the requirement for
additional training occurs when there has been some failure of an employee or some
employees to perform successfully and meet organizational standards. Remediation is the
correction of a deficiency or failure in a process or procedure. In remediation, we work to
correct the actions of the individual or individuals responsible for the process or procedure
so that they can successfully carry out the action in the future. We don’t want to make a
common mistake, though. Remediation is not about assigning blame for a failure. The
emphasis in this case should always be on correcting the actions of the employee to better
serve both the employee’s and the organization’s interests. Organizational managers act just
as a good physician or mechanic would act—by diagnosing the situation first and then
taking appropriate corrective action to solve the problem.

Employee Development for Advancement
The next point at which to evaluate the need for training is in situations where we are
working to develop current employee skills and abilities so that employees can move into
higher level jobs within the organization. Offering development opportunities generally
decreases turnover.23 As noted in Chapter 4, all organizations have a responsibility to plan
for the succession of individuals in management and executive positions; and this planning
is usually a function assigned to the HR department. Providing development opportunities
and succession planning is the only way the organization can be sustainable over long
periods of time. To successfully carry out a succession process, people at lower levels in the
organization must be trained in the knowledge and skills necessary to be able to take on
higher-level duties. One area getting particular attention today is training and development
in ethics and social responsibility, in part because of the litany of ethical failures in scores of
companies over the past couple of decades. While very few organizations will attempt to
develop all of the employees within the firm, most organizations go through an informal or
formal process of identifying high-potential individuals for development and, ultimately,
advancement into managerial and executive slots.
HRM in Action
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Training
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The Role of Training in Succession Planning

Many 21st century organizations have rigorous development programs that include job
rotation to various departments within the organization, classroom and on-the-job training,
assigned mentors, and many other programs–all of which are designed to train employees
and develop their capabilities for future use within the firm. Organizations that neglect
succession processes and employee development can find themselves at a competitive
disadvantage when senior personnel leave the firm through either retirement or resignation.
It is critical that HR lead the process of planning for succession and employee
development. Although in this chapter we will focus more on training than development
(there are five major sections explaining training, followed by one section on employee
development), both are important to the organization over the long term.
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The Training Process and Needs Assessment
How are we going to go about training our employees? How do we know who needs what
training, in what forms, and at what point? How do we determine whether or not the
employee is ready and willing to participate in the training? Finally, how do we know that
the training was effective? In order to answer these questions, we have to plan our training
processes very carefully. We need to look at what’s currently going on in the organization
and how that differs from what needs to happen in the future to accomplish our strategic
business goals. So training and development are another set of strategic HRM tasks. Once
we do this, we can analyze the types of training that will be necessary to build new
knowledge, skills, and abilities for our workforce.

677

LO 7-2
Briefly discuss the steps in the training and development process and the common challenges to the process.

Steps in the Training Process
This chapter is primarily organized to follow the steps in the training process. Let’s take a
look at how we go through the training process in Exhibit 7-1. We’ll follow that up with a
brief discussion of the steps and then provide more detail throughout the chapter.

Step 1: Assessing needs
We conduct a needs assessment to determine what training is necessary to improve
performance. We will discuss this step in this section.
Exhibit 7-1 The Training Process

Step 2: Selecting how to shape behavior
We select a method of shaping employee behavior based on learning theories so that we can
change employee behavior to improve performance. We will discuss this step in this

678

chapter’s section “Learning and Shaping Behavior.”

Step 3: Designing training
We design the training and development based on the needs assessment. We must
determine which training methods we will use to shape employee behavior. We discuss this
step in this chapter’s section “Design and Delivery of Training.”

Step 4: Delivering training
Before we actually conduct the training and development, we must select the delivery
method. We also discuss the delivery options in the section “Design and Delivery of
Training.”

Step 5: Assessing training
After we complete the training, our last step is to assess how effective the training was at
developing the needed skills. We do this by determining our success at shaping behavior.
We discuss this step in this chapter’s section “Assessing Training.”
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Interrelationship of the Training Process Steps
Note in Exhibit 7-1 that each of steps 2, 3, 4, and 5 has a double-headed arrow; this is
because all the steps are so closely related and based on each other that they are commonly
planned together before actually delivering the training. In other words, you are constantly
thinking ahead and behind your current step in the training process. If the assessment of
the training reveals that the behavior has not been shaped (changed) as needed, we may
have to go back to step 1 and start the training process again.
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Needs Assessment
The first major step in the training process, and probably one of the most important, is the
needs assessment. A needs assessment is the process of analyzing the difference between what is
currently occurring within a job or jobs and what is required—either now or in the future—
based on the organization’s operations and strategic goals. If a needs assessment is not done
correctly, a training course may be poorly designed, or it may cover the wrong information.
The wrong employees may be asked to participate in the training, or they may not yet be
capable of absorbing the information in the training because of a lack of a knowledge base
or skill set. We may end up creating a training program that’s unnecessary, or we may fail
to determine that an issue is based on poor performance rather than lack of knowledge.
These are significant issues that we can avoid if we correctly go through the process of a
needs assessment.
Needs assessment The process of analyzing the difference between what is currently occurring within a job
or jobs and what is required— either now or in the future—based on the organization’s operations and
strategic goals

Similar to those good physicians and automobile mechanics that we just mentioned,
organizational managers have to diagnose what may currently be wrong with a process so
that they can successfully repair and/or tune the process up. If they don’t do the diagnosis
correctly, managers may create training solutions that don’t solve the existing problem. So
the manager has to go through a process of identifying where in a current sequence of
events things are not working the way they should, or how they can be done more
efficiently. Only by diligently going through the process of looking at that chain of events
in the status quo can a manager identify where the process can be changed to improve
organizational productivity and reach the organization’s goals.

Challenges to the Training Process
As part of the needs assessment and in order to design training appropriately, we need to
identify and discuss some common challenges to the training process. These include
minimally prepared or unprepared workers, difficulty in identifying the return on
investment provided from training, employee resistance to change and feelings of
insecurity, matching the training to the strategic goals of the organization, and logistics
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issues—including scheduling and making locations available for training courses. Managers
have to work through each of these challenges in order for training programs to be
successful.
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Work Application 7-3
Do a simple needs assessment for a job you have or had. Be sure to state the competency model (knowledge,
skills, and abilities) it takes to do the job.

Unprepared Workforce
One of the most significant challenges to work process training is the fact that so many of
the individuals being hired into the workforce are ill prepared in the educational basics,
including reading and math skills. As we noted in Chapter 6, employers continue to hire
substantial numbers of new entrants who have significant education but poor work skills,
requiring additional company investment to improve workforce readiness.24 In cases where
the employees don’t have the basic skills necessary to succeed, the organization must train
them in those basic skill sets before they can be taught the advanced skills necessary to
improve organizational processes.

Return on Investment/Cost Justification
Businesses today are naturally concerned with the return that they get from any corporate
investment. Training is time-consuming and expensive,25 and it is no different from any
other investment. Executives expect and, in fact, require that training provide a positive
return on investment (ROI). HR managers have become more familiar with the ROI
calculation discussed in Chapter 2, and they use it to provide justification for the financial
cost of training programs.
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Work Application 7-4
Think about the people you have worked with. What is your perception of the preparation they have had
for the workforce?

Resistance to Change and Employee Insecurity
Since this is not a change management text, suffice it to say that virtually all individuals
resist changes to their routine. They resist for a variety of reasons—including insecurity,
based on their concern that they may not be able to successfully adapt to the change in
some way. This insecurity leads to resistance to change, and it can cause significant
difficulty in the training process. Management must overcome resistance to change
exhibited by the workers so that training can be successful.
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Work Application 7-5
Think about the people you have worked with. What is your perception of their resistance to changes in
their work routine?

Strategic Congruence
Strategic congruence is another challenge to the training process. One of the most critical
requirements in corporate training programs is the need to ensure that the training furthers
the strategic goals of the organization. Any training program that does not aim squarely at
the strategic goals of the organization is difficult to justify in a corporate environment. As
HR managers, we have to ensure that our training and development programs help to carry
out the organization’s strategy over the long term.

Scheduling
The last of our common challenges, scheduling, involves both the timing and the location
of the training. As with most things, there’s never an ideal time to schedule a training
course, especially if it runs for several days or even weeks. The trainees have to leave their
regular jobs undone for the period of the training, and the organization has to be able to
operate without those trainees performing their normal tasks. In addition, the training may
require the use of physical locations that have special equipment or tools and that are
available only for limited time periods during the year. These logistics issues may seem
minimal, but they frequently create significant problems for the HR department in
scheduling training courses.

Employee Readiness
As part of our needs assessment, the manager needs to evaluate the employees who would
be taking part in the training. Employees may feel insecure about their ability to learn, and
they may therefore be unwilling to participate in training for new processes. We must also
evaluate whether the employees are physically and mentally ready to go through the
training process successfully. In other words, are they able and willing to learn?26 Do they
have the skills and competencies necessary to succeed in this training process?
HR managers select employees who have the ability and willingness to be trained to succeed
on the job.
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Ability
We have to determine whether or not our employees feel that they are able to participate in
the training process. They might feel that they don’t have the background training
necessary to succeed in training for a more complex process, meaning they may feel that
their core set of skills needs to be improved before they can be successful in more intricate
training. Self-efficacy is whether or not a person believes that they have the capability to do
something or attain a particular goal. If the employee’s self-efficacy is low, they may not
believe that they have the ability to succeed in the training process. Regardless of whether
or not it is true, if the employee believes they are unable to learn, then it is highly unlikely
that they will be successful in any training process because they are unlikely to try.
If employees feel that they are unable to learn, then the job of the manager becomes one of
upgrading the employees’ abilities if necessary and then convincing them of their
capabilities. In addition, the manager has to analyze the true abilities and limitations of
each of the employees who may participate in the training process. Remember that each of
us has physical abilities and intellectual abilities, but we don’t all have the same physical and
intellectual abilities. Again, it is management’s job to diagnose and determine whether or
not an individual has the abilities necessary to succeed in a training process, and not to put
people into situations where their lack of specific abilities condemns them to failure.
What happens when people are put into situations where they are almost certain to fail?
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What happens to their motivation, morale, and job satisfaction? What most likely will
happen to their productivity? If managers put people into this type of situation, we are
almost assured of lowering their performance level rather than raising it. This is certainly
not the way to get maximum productivity out of our workforce, so we want to avoid
putting people in training situations where they are almost certainly going to fail.
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Work Application 7-6
Describe your self-efficacy for a job you have or have had. How does or did your self-efficacy affect your job
performance?

Willingness
The second major piece in the employee readiness equation is whether or not employees are
willing to learn what’s being taught in a training program. In other words, we have to
determine their motivation to learn. Why would our workers not be motivated to learn?
There are several potential reasons.
Self-efficacy Whether or not a person believes that they have the capability to do something or attain a
particular goal

First, the individual may not feel that they need to learn a new process. If they feel that the
current process is sufficient and that the new process won’t improve their work
environment, they may be unwilling to learn. If they feel that the training process is being
done solely for political reasons (e.g., many workers harbor a false belief that programs such
as diversity training and sexual harassment prevention training are motivated by the
perceived need of the organization to be politically correct, even though this is not true),
then they may not be interested in the training. If the individual doesn’t feel that the
training is related to their job, they may not be motivated to learn. If the employee is
concerned that their work will pile up while they’re gone, they may not be motivated to
train. If their coworkers or supervisors don’t support the fact that the individual will have
to be away from the job in order to go through a training course, and as a result put
pressure on the individual, that person may not be motivated to go through the training.
A significant part of willingness to learn is based on the support the individual gets from
the people around them, including coworkers, supervisors, and even family members. If
one of your employees is going to be away from home for a period of several weeks and the
employee’s family members are opposed to this extended period of separation, it’s
extremely unlikely the employee is going to be willing to participate in the training. So the
manager needs to make sure that the employee is willing to go through the training process.
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Learning and Shaping Behavior
Step 2 of the training process consists of selecting how to shape or change employee
behavior. To do this, trainers have to understand how people learn. So in this section, we
begin by explaining learning. Then we discuss three basic learning theories used to shape
employee behavior. Next, we put the theories together in Exhibit 7-2 and discuss how to
shape or change employee behavior. Then we end with learning styles.
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LO 7-3
Identify the three common learning theories and how they are used to create the four methods for shaping
behavior.

Learning
What is learning? Learning can be many different things; but in a business, we usually need
to know that our employees have learned something that we are trying to train them to do.
How do we know that they have learned a particular thing, then? We know because of
changes in their behavior at work. So in our case, learning is any relatively permanent change
in behavior that occurs as a result of experience or practice.27 This is a good definition to use
in the organizational learning process, due to the fact that it provides us with the visible
evidence that individuals have learned something because they change the way they act.
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Work Application 7-7
Do you like to learn new things? Describe your willingness to learn in college and to train on the job. Will
you voluntarily sign up for company training and development programs that are not required for your job?

People learn in multiple ways. We learn through trial and error, from the consequences that
occur as a result of something we’ve done, and from the consequences of other people’s
actions. And what makes this process even more complex is the fact that different people
prefer to learn differently. We all have preferred learning styles, and we like having the
option to pick one style over another.

Learning Theories
Let’s take a look now at three common learning theories: classical conditioning, operant
conditioning, and social learning. Each of the three is useful for certain types of training.

Classical Conditioning
Classical conditioning was made famous by a physiologist named Ivan Pavlov. Pavlov
became famous by causing dogs to salivate even when not in the presence of food. Pavlov
proved that when dogs were conditioned to associate the ringing of a bell with being fed,
they “learned” to salivate when the bell was rung. What does the fact that a dog would
salivate on command have to do with human learning? At first glance, it looks a little silly.
However, what Pavlov proved was that animals will react involuntarily to a stimulus in their
environment if they associate that stimulus with something else. OK, but humans are not
dogs, so do humans react involuntarily to a stimulus in the environment? Of course they
do. Human beings react involuntarily to stimuli the same way all other animals do.
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Learning Any relatively permanent change in behavior that occurs as a result of experience or practice

Have you ever walked down a row of restaurants in your hometown and smelled the aroma
of fresh food being prepared, and that reminded you of a relative’s home when they were
cooking your favorite dinner? This pleasant memory may change your mood, and in fact, it
may change your behavior because of the feeling of well-being that it creates. Alternately,
have you ever heard a sound that caused you to be afraid or to want to run away from it?
Why does such as sound cause you to be afraid? If you think for a few seconds, you will
probably realize that the sound indicates danger to you, whether you consciously realize it
or not. You’ve been involuntarily conditioned to the feeling of danger associated with the
sound. So, Pavlov’s classical conditioning results in “direct, involuntary, learned behaviors.”
The behaviors are learned because you have changed the way you act due to some prior
experience, and they are involuntary because you didn’t intentionally learn to act in a
particular way in response to the stimulus. Finally, the behaviors are direct because the
learning occurs as a result of something happening directly to you.

Operant Conditioning
The second common learning theory is called operant conditioning, which is based on
reinforcement. Again, most of us have heard of the individual who made this learning
theory famous—B. F. Skinner. Skinner’s theory of operant conditioning says that behavior
is based on the consequences received from behaving in a similar way at an earlier point in
time. In other words, if we acted in a certain way previously and received a reward, we will
likely repeat that behavior. If, however, we acted in a particular way and received a negative
consequence (punishment), then we will probably not repeat the behavior. Skinner tested
his theory using his “Skinner box.” He would put animals such as a pigeon or a rat in a box
and provide a stimulus such as a light above a lever. If the animal chose the right lever, they
were rewarded with food. If the animal chose the incorrect lever they would receive
punishment such as a mild electrical shock.
Skinner showed that very quickly, the animals would figure out which lever to press in
order to receive the reward. So, operant conditioning results in “direct, voluntary, learned
behaviors.” The subjects in Skinner’s experiments voluntarily selected the lever that
provided the reward, so they learned to behave in a particular way based on the direct
consequences of their actions. So Skinner proved that animals will voluntary act in order to

693

receive a reward and avoid acting in order to avoid receiving punishment.
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Work Application 7-8
Give examples of what you learned in an organization through classical conditioning, operant conditioning,
and social learning.

7-1 Applying The Concept
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Learning Theories
Review the three learning theories below and write the letter corresponding to each theory before the
statement(s) illustrating it:
1. classical conditioning
2. operant conditioning
3. social learning
____ 1. My parents continuously told me how to behave properly as I was growing up. Could that
be why customers comment on my good manners and social skills?
____ 2. I got caught smoking in a no-smoking area and was given a verbal warning. I’m not doing
it again because I don’t want to get into more trouble and possibly end up losing my job.
____ 3. Shelly is a very hard worker, but I’ve never even seen her get as much as a thank-you for her
performance. So why should I work?
____ 4. After seeing what happened to Sean, you better believe that I’m keeping my goggles on
when I’m on the job.
____ 5. I completed the project ahead of schedule and did an excellent job. As a result, my boss
gave me a sincere thanks and a $100 gift certificate to Amazon.com. I learned that it is worth
putting in extra effort for the boss.

Social Learning
Our third type of learning, social learning, is similar in form to operant conditioning. The
difference here is that we are not learning from the consequences of our own actions but
from the consequences of the actions of another person. Social learning is also called
vicarious learning. The word vicarious means “experienced or realized through imaginative
or sympathetic participation in the experience of another.”28 So social or vicarious learning
is experienced through watching the actions of another person and witnessing the
consequences of those actions. In other words, if a young boy watches his sister receive a
cookie as a reward for cleaning her room and he wants a cookie too, he may determine that
the best way to get a cookie is to go clean his own room. This would be an example of
social learning. Again, social learning is based on voluntary, learned actions on the part of
the individual, but it is based on indirect consequences of the actions of another person.

Social Media for Social Learning
Recent innovation in using social media has provided a new tool for applying social
learning. We know that people learn from each other as much as or more than they do
from formal training. This is one reason why OJT is used so much. Because this type of
learning works so well, and because more than 3 billion people worldwide are members of
at least one social media site, we can utilize social media as a learning tool.
Social media is all around us today. It is also easy to adapt as a platform for organizational
learning, especially a fairly new form called micro-learning that we will discuss in more
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detail in the Trends and Issues section of this chapter. We can discuss problems, provide
video and/or audio step-by-step instructions, utilize team-based brainstorming sessions and
problem analysis, and discuss complex questions with large groups of combined customers,
employees, and managers. You will need to understand the applications of social media in a
training and learning environment to successfully manage learning in today’s organizations.

Shaping Behavior
We can use the three types of learning that we have just reviewed, especially Skinner’s
concept of operant conditioning, to shape the behaviors of the employees in the
organization. In order to shape the behavior of our employees, we can provide
reinforcement (rewards) or punishment or, as a third alternative, provide neither. Take a
look at Exhibit 7-2. It shows four methods of shaping behavior. We can break these
methods down into a process of applying a reward, removing a reward, applying
punishment, removing punishment, or providing no response to the actions of the
individual.
So, what’s the value of understanding Exhibit 7-2 and the four methods of shaping
behavior? If we understand each of the four methods, we can use them to cause workers to
act in ways that are conducive to the improvement and ultimate success of the organization.
Let’s discuss each part of the exhibit.
Exhibit 7-2 Shaping Behavior
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Positive reinforcement
If we apply a reward (the upper left quadrant A in the exhibit), we’re using the concept of
positive reinforcement. Positive reinforcement is providing a reward in return for a
constructive action on the part of the subject. For example, if our employees do something
that improves the safety of workers in the organization, we may give them a bonus as a
reward. This would be positive reinforcement. Applying a reward to a particular behavior is
likely to cause the individual to perform that behavior, or similar behaviors, again. So our
employees would be likely to provide other suggestions to improve our business operations
because of the past reward. We should realize that positive reinforcement is the most
commonly used method of shaping employee behavior when we train new employees to do
their jobs and when existing employees need to learn new job requirements and processes.

Negative reinforcement
Our second option would be to avoid or remove a noxious stimulus (the lower right quadrant
D in the exhibit), a process called negative reinforcement. Negative reinforcement is the
withdrawal of a harmful thing from the environment in response to a positive action on the part
of the subject. Negative reinforcement is commonly based on rules, with punishment being
given for breaking the rules. A rule itself is not a punishment; it is a means of getting people
to do or avoid a specific behavior, such as coming to work on time. But if the rule is
broken, punishment is usually the consequence. An example of negative reinforcement
698

working as intended would be you coming to work on time not because you want to be on
time but because you want to avoid a punishment for being late. It can also be removing an
employee from disciplinary probation for tardiness in response to their positive action of
showing up for work on time for a period of time after being disciplined. Avoiding or
taking away a negative consequence in response to a positive behavior is likely to cause the
individual to perform the desired behavior again. We should realize that negative
reinforcement is commonly used during the new employee orientation to make sure
employees know the expected behaviors and the consequences for breaking rules. We
certainly don’t want to punish employees for breaking a rule that they don’t know exists.
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Work Application 7-9
Give examples of how an organization uses positive reinforcement, punishment, negative reinforcement, and
extinction to shape employee behavior.

Punishment
In contrast to reinforcement, we may punish bad behaviors. Punishment is the application
of an adverse consequence, or the removal of a reward, in order to decrease an unwanted
behavior. One method of punishment would be to remove a reward (the lower left quadrant
C in the exhibit) as a result of people doing something that they shouldn’t have done.
Think of taking away the car keys for a school-age driver who does something wrong. Or
let’s say that our organization has a policy of providing free parking for our workers in a
crowded downtown area. We might take away the parking privileges of an individual who
continually harasses other workers in the parking lot.
Positive reinforcement Providing a reward in return for a constructive action on the part of the subject
Negative reinforcement Withdrawal of a harmful thing from the environment in response to a positive
action on the part of the subject
Punishment The application of an adverse consequence, or the removal of a reward, in order to decrease an
unwanted behavior
Extinction The lack of response, either positive or negative, in order to avoid reinforcing an undesirable
behavior

Alternatively, we can apply a noxious stimulus (the upper right quadrant B in the exhibit),
which is also considered to be punishment. An example here would be suspending a worker
without pay because of excessive absenteeism. By suspending the worker, we’re applying a
negative response. The negative response received by the worker is designed to cause a
decline in the behavior that created such a response. So in other words, punishment can be
the application of something bad (a noxious stimulus) or the removal of something good (a
reward).
We should realize that punishment is not commonly used during training of employees;
rather, it is commonly used when employees know how to do the job but just will not meet
the job standards, or when employees break a rule and get disciplined for doing so. We will
learn more about when and how to discipline employees in Chapter 9.

Extinction
We noted earlier in this section that there are four options for shaping behavior. What is
the other option? The last option doesn’t fit in the diagram itself, because it’s the absence of
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reinforcement or punishment of any kind. Extinction is the lack of response, either positive or
negative, in order to avoid reinforcing an undesirable behavior. You may have heard the
phrase “Ignore it and it will go away.” How does a lack of response cause behavior to be
shaped in a way that we desire?
Employees will sometimes exhibit problem behavior to cause a reaction from the manager
or fellow employees. The employee who exhibits the behavior may delight in causing others
concern or consternation. For example, the male employee who continually asks his female
manager about organizational sexual harassment policies in front of other workers to cause
her discomfort as she explains the policy is most likely intentionally acting to cause her
embarrassment. In such a case, the female manager may be able to ignore the stimulus
behavior and provide no reinforcement. If the manager does so for a long enough time, the
employee’s behavior will most likely decline or go away completely, because it is not having
the desired negative effect on the manager. We should realize that extinction is also not very
commonly used because when we train employees, we don’t usually ignore behavior in the
hope that it will not be repeated—we correct it.

Shaping (changing) behavior
If you understand these methods of shaping behavior, they become powerful tools in your
managerial toolbox for changing behavior to increase performance. These tools allow you to
cause your employees to act in ways you want them to and avoid acting in ways that are
detrimental to themselves, their division or department, or the organization as a whole.
Now let’s discuss how to increase and decrease behaviors to increase performance.

Increasing targeted behavior
If we want to cause the behavior to increase, then we want to use positive or negative
reinforcement (quadrant A or D in Exhibit 7-2). Reinforcement, whether positive or
negative, is designed to cause an increase in the targeted behavior.

Decreasing targeted behavior
If, on the other hand, we want to cause a particular behavior to decrease, we would use
punishment (in either of its forms) or extinction (quadrant B, C, or E in Exhibit 7-2).
Punishment and extinction are designed to cause a targeted behavior to decrease over time.
7-2 Applying The Concept
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Shaping Behavior
Review the following methods of shaping employee behavior and write the letter corresponding to each
before the situation(s) illustrating it.
1.
2.
3.
4.
5.

positive reinforcement
punishment—give bad consequence
punishment—remove reward
negative reinforcement
extinction
____ 6. Betty used to give me that intimidating look when I assigned her a task she didn’t want to
do, and that behavior made me uncomfortable. So I just ignored it and didn’t let her make me feel
uncomfortable, and she stopped giving me the look.
____ 7. You know the rules. That behavior is going to cost you $25.
____ 8. You got that angry lady to calm down and leave the store as a happy customer. This
behavior leads to keeping our customers. Thanks, keep up the good work.
____ 9. If you don’t stop breaking the pricing gun, you will have to buy a new one.
____10. I know you like to get out of work for a while and get our lunches, but because you mixed
up the order today, Santana will go tomorrow.

7-1 Self-assessment
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Your Learning Style
Below are 10 statements. For each statement, distribute 5 points between the A and B alternatives. If the A
statement is very characteristic of you and the B statement is not, place a 5 on the A line and a 0 on the B
line. If the A statement is characteristic of you and the B statement is occasionally or somewhat
characteristic of you, place a 4 on the A line and a 1 on the B line. If both statements are characteristic of
you, place a 3 on the line that is more characteristic of you and a 2 on the line that is less characteristic of
you. Be sure to distribute 5 points between each A and B alternative for each of the 10 statements. When
distributing the 5 points, try to recall recent situations on the job or in school.
1. When learning:
_____ A. I watch and listen.
_____ B. I get involved and participate.
2. When learning:
_____ A. I rely on my hunches and feelings.
_____ B. I rely on logical and rational thinking.
3. When making decisions:
_____ A. I take my time.
_____ B. I make them quickly.
4. When making decisions:
_____ A. I rely on my gut feelings about the best alternative course of action.
_____ B. I rely on a logical analysis of the situation.
5. When doing things:
_____ A. I am careful.
_____ B. I am practical.
6. When doing things:
_____ A. I have strong feelings and reactions.
_____ B. I reason things out.
7. I would describe myself in the following way:
_____ A. I am a reflective person.
_____ B. I am an active person.
8. I would describe myself in the following way:
_____ A. I am influenced by my emotions.
_____ B. I am influenced by my thoughts.
9. When interacting in small groups:
_____ A. I listen, watch, and get involved slowly.
_____ B. I am quick to get involved.
10. When interacting in small groups:
_____ A. I express what I am feeling.
_____ B. I say what I am thinking.
Scoring: Place your answer numbers (0–5) on the lines below. Then add the numbers in each column
vertically. Each of the four columns should have a total number between 0 and 25. The total of the two A
and B columns should equal 25.
1. _____ A. _____ B. (5) 2. _____ A. _____ B. (5)
3. _____ A. _____ B. (5) 4. _____ A. _____ B. (5)
5. _____ A. _____ B. (5) 6. _____ A. _____ B. (5)
7. _____ A. _____ B. (5) 8. _____ A. _____ B. (5)
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9. _____ A. _____ B. (5) 10. _____ A. _____ B. (5)
Totals: _____ A. _____ B. (25) _____ A. _____ B. (25)
Style: Observing DoingFeeling Thinking
There is no best or right learning style; each of the four learning styles has its pros and cons. The more
evenly distributed your scores are between the A’s and B’s, the more flexible you are at changing styles.
Understanding your preferred learning style can help you get the most from your learning experiences.
Determining Your Preferred Learning Style
The five odd-numbered A statements refer to your self-description as being “observing,” and the five oddnumbered B statements refer to your self-description as “doing.” The column with the highest number is
your preferred style of learning. Write that style here: _________________________
The five even-numbered A statements refer to your self-description as being a “feeling” person, and the five
even-numbered B statements refer to your self-description as being a “thinking” person. The column with
the highest number is your preferred style. Write that style here: _____________________________
Putting the two preferences together gives you your preferred learning style. Check it off below:
_____ Accommodator (combines doing and feeling)
_____ Diverger (combines observing and feeling)
_____ Converger (combines doing and thinking)
_____ Assimilator (combines observing and thinking)

Learning Styles
As a last point in our review of the learning process, we need to briefly discuss various
learning styles that people prefer to use. There are more than 70 learning style inventories
available in the psychology literature and even some questionnaires that track learning style
on the Internet.29 There is, however, disagreement concerning whether or not we should
use preferred learning styles in designing training, including work-related training. Some of
the recent research, including a study done by Dr. Beth Rogowsky and her colleagues, says
that although we do have preferred learning styles, there is no evidence that receiving
instruction in that preferred style allows us to learn any better than receiving instruction in
another style.30 Others argue, though, that there is evidence that we learn better using
individual preferred learning styles, if for no other reason than we are more comfortable
with our preferred style.31,32 Despite the disagreement, it pays us to at least understand the
issue of individual learning styles because there is no evidence that training using preferred
learning styles harm the learning environment, and using individual preferred learning style
may even help the trainee learn better. HRM training and development experts might want
to continue to review this research over the next several years to see how it ultimately affects
student learning though.

Fleming learning styles
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One of the common learning style inventories, by Neil Fleming, provides three primary
learner options. These three options are visual, auditory, and tactile learning.33 As you
would think, visual learners prefer to have material provided in a visual format such as
graphs and charts. Auditory learners, on the other hand, generally prefer to learn
information based on hearing that information. Auditory learners tend to perform best in a
historical classroom setting where the teacher stands in front of the class and teaches while
the students passively listen. Finally, tactile learners prefer to learn by doing. Tactile
learners want to physically perform a task in order to learn. Most of us use a mix of all three
of the major learning styles. Therefore, a trainer should take each of the styles into account
when creating a training program.
You should realize that we provide multiple tactile-learning application and skill-building
opportunities in this book. Which of the three options do you prefer when learning
something?

Kolb learning styles
A more complex learning style inventory was developed by David Kolb.34 Kolb’s model is
probably the most accepted of the learning style models in use today.35 To determine your
preferred learning style, complete Self-Assessment 7-1.
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Design and Delivery of Training
Recall that back in Chapter 1, we identified four important HRM skills: technical, human
relations, conceptual and design (decision making), and business skills. Essentially, all of
the training methods are used to develop specific skills that can be classified into one of
these four skills categories. Once we have completed our needs assessment and selected how
we plan to shape behavior, we are ready to complete step 3 of the training process:
designing the training by selecting training methods and then delivering the training. So in
this section, we will present which training methods to use based on which types of skills
we are developing. Exhibit 7-3 presents the type of skills, the training methods appropriate
for developing each skill, and descriptions of the training methods.
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LO 7-4
Discuss each of the major training delivery types.

Before we actually conduct the training, in step 4, the HR department or other trainers also
have to select the types of training delivery. The choice will depend to some extent on what
information is being transferred, as well as on the options that are available to the particular
organization. We also need to look at the best type of training to use in order to maximize
transfer of knowledge while minimizing the cost of the training process. Each of the four
training types has advantages and disadvantages that have to be understood to assign the
correct option to a specific type of training program. In the next sections, we discuss our
four options: on-the-job, classroom, distance, and simulation training.
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Work Application 7-10
Identify and describe the training method(s) used to train and develop you for a job you have or have had.

On-the-Job Training (OJT)
On-the-job training (OJT) is done at the work site with the resources the employee uses to
perform the job. The manager, or an employee selected by the manager, usually conducts
the training one-on-one with the trainee. Because of its proven record of success, job
instructional training (JIT)—a specific type of on-the-job training—is a popular training
type used worldwide.
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7-3 Applying The Concept
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Training Methods
For each of the training situations below, identify the most appropriate training method. Use the letters a
through j from Exhibit 7-3 as your answers.
____ 11. You want your customer service staff to do a better job of handling customer complaints.
____ 12. Your large department has a high turnover rate, and new employees need to learn several
rules and regulations to perform their jobs.
____ 13. You need your new employees to learn how to handle the typical daily problems they will
face on the job.
____ 14. You need an employee to conduct an Internet search to find out more about a new
product you want to buy for the department; you want a special report.
____ 15. You want employees to be able to do each other’s job when they take vacations.
____ 16. You want to improve your employees’ ability to sell products to customers in the store so
that customers don’t end up leaving and buying the products online.
____ 17. You need to prepare middle managers to advance to upper-level managers. You are
considering having them run a simulated company getting quarterly results.

Model 7-1 Job Instructional Training Steps

Job Instructional Training (JIT)
JIT has four steps, presented in Model 7-1 and described here.
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Step 1: Preparation of the trainee
Put the trainee at ease as you create interest in the job and encourage questions. Explain the
task objectives and quantity and quality requirements, and discuss their importance.

Step 2: Presentation of the task by the trainer
Perform the task yourself slowly, explaining each step several times. Once the trainee seems
to have the steps memorized, have the trainee explain each step as you perform the task.
Prepare a written list of the steps in complex tasks and give a copy to the trainee.

Step 3: Performance of the task by the trainee
Have the trainee perform the task slowly while explaining each step. Correct any errors and
be willing to help the trainee perform any difficult steps. Continue until the employee can
perform the task proficiently.

Step 4: Follow-up
Tell the trainee who is available to provide help with any questions or problems. Gradually
give the trainee more autonomy. Begin by checking quality and quantity frequently; then
decrease the amount of checking based on the trainee’s skill level. Watch the trainee
perform the task and be sure to correct any errors or faulty work procedures before they
become habits. Be patient and encouraging.
Even though OJT is fairly expensive on a per-person basis, many organizations still use it
heavily because of the fact that it works very well. See Exhibit 7-4 for the advantages and
disadvantages of OJT.
Employees are often given on-the-job training, especially in small businesses.
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Classroom Training
Our second training option is classroom training. Classroom training is also a common
form of training in organizations. To accomplish classroom training, the organization will
create a training course—including content, instruction methods, lesson plans, and
instructor materials—and provide all these materials to a qualified instructor who will teach
the class.
Classroom training is generally very good for consistently transferring general knowledge or
theories about a topic to a large number of people. It is generally not very good for teaching
specific hands-on skills because of the passive nature of learning in a classroom. However, it
is effective when using the same equipment that is used on the job. For example, many
large banks have to train lots of tellers, and they conduct teller training in a classroom
setting at headquarters, using an expert trainer so that the employees can go to the bank
and actually begin work without any further training at the branch.
Let’s do a quick review of some of the advantages and disadvantages of classroom training
in Exhibit 7-5.
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Distance or E-Learning
Our third option is some form of distance learning—also called e-learning—in either a
synchronous or an asynchronous format. Synchronous distance learning occurs when all of
the trainees sign in to a particular Learning Management System (LMS) such as
Blackboard or Moodle, or a corporate LMS, where their instructor then interacts with
them and teaches the topics for the day. In contrast, asynchronous distance learning is a
process in which the student can sign in to the training site at any point in time, and
materials are available for their studies. The instructor may or may not be online at the
same time as the student, but there’s no dedicated connection between the two for the
purpose of teaching the information. In many cases today, the student does not have to
work through an LMS. They can learn using any number of free or low-cost apps for
training in just about any field.
Distance learning, similar to classroom training, is valuable for teaching basic concepts and
providing general information on the topic. There’s typically even less interaction between
an instructor and trainees in this form than in classroom training. Let’s analyze some of the
advantages and disadvantages of distance learning in Exhibit 7-6.
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Self-directed learning is a specific kind of distance learning. In self-directed learning,
individuals go completely at their own pace, and they are able to study whatever aspects of
the topic they think they need to study to be successful while leaving other parts of the
training uncompleted. Massively Open Online Courses, or MOOCs, are primarily selfdirected learning. Self-directed training tends to have all of the potential advantages and
disadvantages of other forms of distance learning. The most significant issue in self-directed
learning tends to be the fact that if individuals are not motivated to learn on their own,
they will be unsuccessful because nobody else is going to follow their progress and push
them to complete the training.
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Work Application 7-11
Identify and describe the type(s) of training you received for a job you have or had.

Simulations
The trend today is toward having more active involvement of participants and offering
online simulation training and development.36 A simulation is a training method whereby
we may simulate a real-life situation to teach students what actions to take in the event that
they encounter the same or a similar situation on the job. Some common examples of
simulations are flight simulators, driving simulators, and firefighting simulations.
Simulations would typically be used in situations where actually performing an action or set
of actions could lead to significant financial cost (because of lost equipment) or could put
the trainee in significant danger of injury or death.
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In these types of cases, providing simulations makes much more sense than actually
performing a particular task. Asking students to perform in a simulation will also generally
cause them to go through the same set of emotions that they would go through in the reallife situation being simulated. Training through the use of a simulation allows the student
to experience these emotions and learn to control them in order to resolve a complex and
dangerous situation. Let’s review the advantages and disadvantages of simulations in
Exhibit 7-7.
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LO 7-5
Briefly discuss the Four-Level Evaluation Method for assessing training programs and the three common
ways we measure training success.
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Assessing Training
The fifth and last step of our training process (Exhibit 7-1) is assessment. No matter what
the training covers, we always want to evaluate whether or not it achieved the shaped
behavior identified through our needs assessment. Training can be designed to cause
changes in a variety of employee attitudes and behaviors; and as a result, it can be assessed
in a number of different ways, depending on what we were trying to accomplish. In this
section, we present four assessment methods and how to choose an assessment method.
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Assessment Methods
One of the most common assessment options, first identified by Donald Kirkpatrick, is
called the Four-Level Evaluation Method.37 It measures reaction, learning, behaviors, and
results.
Reaction evaluations measure how the individual responds to the actual training process.
Self-reporting measures are quick and common measures of training.38 In reaction
evaluations, the organization asks the participants how they feel about the training process,
including the content provided, the instructors, and the knowledge that they gained by
going through the process. They may also be asked about what new skills they have learned
during the training process. This is the lowest level of training evaluation, and it is
frequently discounted due to its subjectivity and because some people overestimate their
capabilities.39 After all, is the trainee the best person to evaluate the knowledge they’ve
gained if that knowledge is brand new to them? Certainly, reaction evaluations are less
rigorous than some other forms of evaluation, but they still provide the organization with
valuable feedback concerning the learners’ state of mind at the end of the training process
as well as their attitude toward the process at its conclusion. Student course assessments are
an example of reaction evaluations.
Learning evaluations are level-two measures designed to determine what knowledge the
individual gained, whether they learned any new skills because of the training, and whether
the person’s attitudes toward their knowledge or skill set has changed as a result of the
training. Learning evaluations are easily done using quizzes, tests, and even topic-based
discussions. Learning evaluations help the organization evaluate the skill of the instructor as
well as the change in the knowledge set of the trainee. If the instructor is inadequate as a
teacher, it should show up in a learning evaluation measurement. We should also be able to
see whether or not the individual gained knowledge of the subject because of the training
process.
Behavior evaluations are the third level of evaluating training processes. Behavior evaluations
are designed to determine whether or not the trainee’s on-the-job behaviors changed as a
result of the training. Behavior evaluations usually take the form of observation of the
individual on the job, after completion of the training process. Did the process of going
through the training have a direct effect on the individual’s post-training job performance?
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The behavior evaluation is specifically designed to identify whether or not the individual is
able to transfer the knowledge gained into new skills that they then use in their work.
The Four-Level Evaluation Method helps managers measure the effectiveness of employee
training.

©iStockphoto.com/monkeybusinessimages
Results evaluation is the fourth and final level of training evaluation. In a results evaluation,
we try to determine whether or not individual behavioral changes have improved
organizational results. In other words, we look at the organization’s bottom line to
determine whether or not productivity has increased. This is the level at which ROI is
measured and evaluated to see whether or not the training has paid off for the company.
However, ROI is not the only thing that we measure at this level. Other results that we
may measure include increased quality of work, lower absenteeism and turnover, reductions
in rework and scrap, lower on-the-job accident rates, and many others. What we’re looking
for in a results evaluation is concrete evidence that the training resulted in organizational
changes that were valuable in some form.

Choosing Assessment Methods
Why not just evaluate all of our training programs at each of the four levels? The primary
reason is that it costs the organization money to go through the evaluation process. So we
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don’t want to evaluate something unless we need to. In fact, as we go from levels 1 through
4, the cost of evaluating the training process increases with each level. Let’s identify when
we might use each of the four evaluation levels.
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Work Application 7-12
Which training assessment methods are used where you work or have worked? Give examples of the training
and its assessment method.

Reaction evaluations (level 1) help us identify employee attitudes toward the training
process. If, in fact, the training process has been designed to change employee attitudes such
as motivation toward their work or satisfaction with their job, level 1 evaluation may be
critical. The perception of the trainee in this case may be more important in changing their
level of motivation and job satisfaction than any new skills that they actually learned.
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Learning evaluations (level 2) are used if there’s a need to evaluate more than employee
attitude. We may wish to be certain that the trainee has gained a depth of knowledge of a
particular issue to ensure that they are capable of putting their knowledge to use. For
instance, to comply with federal harassment statutes, all US businesses need to ensure that
their employees are trained on the concept of sexual harassment and how to avoid it. If we
want to be certain that our employees know what sexual harassment is, we may choose to
do a learning evaluation of that particular training session through giving a test.
Behavior evaluation (level 3) is needed not only to ensure that new knowledge has been
gained but also to ensure that the individual knows how to apply that knowledge by acting
in a certain way. Performing a behavior evaluation is the only way that we can truly
measure whether or not the individual has transferred the knowledge gained into actions
that will improve their performance. An example here would be training operators for a
nuclear power plant. Determining their attitude toward their work and whether or not they
have the innate knowledge necessary to perform the work is insufficient in this case. It
would be critical to determine whether or not they could act correctly to maintain and
operate the nuclear reactor, so we would observe their actual performance on the job. You
can quickly see here that we need to be absolutely certain that they’ll take correct action—
in other words, that they will behave in the manner necessary to correct the failure.
Results evaluation (level 4) is the fourth and final level. In a results evaluation, we’re trying
to determine whether individual behavioral changes have improved organizational results.
In other words, we’re looking at the bottom line for the organization to determine if
productivity increased. This is the level at which ROI will be measured and evaluated in
order to see it the training has paid off for the company. However, ROI is not the only
thing that we will measure at this level. Other results that may be measured include
increased quality of work, lower absenteeism and turnover, reductions in rework and scrap,
lower on-the-job accident rates, and many others. What we’re looking for in a results
evaluation is concrete evidence that the training resulted in organizational changes that
were valuable in some form.

Measuring Training Success
One challenge in assessment is developing metrics to assess training.40 Measurements of
training have become significantly more important in the past few years. We now have the
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capacity to analyze large sets of data to find out how successful a particular approach is in
creating a more skilled workforce. We also want to make sure we don’t spend money
without getting results. There are dozens of metrics for measuring training effectiveness,
but let’s take a look at a few of the most common measures here.
7-4 Applying The Concept
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Training Assessment Methods
Review the following assessment methods and write the letter corresponding to each one before the
situation(s) where it is most appropriate.
1.
2.
3.
4.

reaction evaluation
learning evaluation
behavior evaluation
results evaluation
____18. You are a software sales manager and you want your new sales reps to be able to
demonstrate the various features of your software.
____ 19. You are a restaurant owner who installed a new food-ordering computer system with the
objective of speeding up the time it takes to serve meals, so you need to train employees on how to
use the new system.
____ 20. You are the HR manager and want to make sure that your staff understands what
questions they can and can’t legally ask during the selection process.
____ 21. You are the service desk manager at a retail store and need to train employees on how to
effectively deal with angry customers when they return merchandise. You want the employees to
remain calm and satisfy the customer.
____ 22. You are the HR manager responsible for diversity, and you develop a training program to
help employees better understand each other and not use stereotypes so that they can work well
together.
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ROI (a results metric) is probably still the measure with the most meaning to those outside
the HR department. Although it is sometimes hard to identify how to calculate ROI in a
training situation (because of the difficulty of identifying the specific value of the gain), in
at least some cases, it can be done quickly and easily. For instance, if a particular training
program is designed to reduce annual voluntary turnover rates and it does so, the ROI
measure would be as follows:
Average cost of turnover of one employee = $7,500
Annual voluntary turnover reduction after training = 8 employees
Total cost of training (course development, materials, instructor, etc.) 5 $25,000
Customer satisfaction (another result) is another area where we may want to measure
training results. If we perform customer service training and have baseline surveys on
historical levels of customer satisfaction, we can compare those levels prior to and after the
training to see whether customer satisfaction rates went up. This will not provide a direct
dollar value for the training, but if the sales or marketing managers have data on “value per
customer” provided to the organization and rates at which dissatisfied customers leave, and
if these rates show lower customer attrition—then this can give us the means to do an
indirect ROI calculation.
We may also want to evaluate employee satisfaction (reaction) levels after particular types of
training—especially developmental training, which usually doesn’t give us an immediate
return on our investment. We will talk in detail about employee job satisfaction, and why
and how we measure it, in Chapter 10. But for now, just remember that it is a predictor of
absenteeism and turnover, which both cost companies lots of money. There are also strong
correlations between job satisfaction and customer satisfaction as well as other positive
organizational outcomes like sales performance/revenue generation (result), individual
productivity (behavior), accuracy/quality (learning/behavior) of work, and others.
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Talent Management and Development
Now that you have learned about the five steps of the training process, let’s discuss
developing employees. We should realize, however, that development programs also follow
the same five steps of the training process, as the steps listed in Exhibit 7-1 state both
training and development. Remember from the beginning of the chapter that employee
development deals primarily with training workers for future jobs, not their current
position. In this section, we discuss careers, common methods of employee development,
and a model of career development consequences.
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LO 7-6
Discuss the term career and the three common methods of employee development.

Careers
What is a career? Is a career in the 21st century the same as a career in the 1960s or 1970s?
Do individuals today go through just one or many careers throughout their work life? Half
a century ago, a large percentage of people would spend their entire work life with one
company. This obviously does not happen very often in modern organizations. In fact,
there’s much evidence that says that you will likely have several changes in career
throughout your work life.
A Bureau of Labor Statistics survey that followed individuals born between 1957 and 1964
cited an average of 11 jobs per person in this group. The report defined a job as an
uninterrupted period of work with a particular employer.41 So, if we defined a career as we
did in the 1960s and said that to have a successful career, you had to go to work after
graduating from college, stay with that employer for 40 years while moving upward
through a progression of jobs from lower levels to higher levels, and then retire with a
pension, very few of us today would have a “successful” career. Obviously, then, the
concept of career has changed.
So how do we define a career in the 21st century workforce? Douglas Hall defined career as
a process where the person, not the organization, is the manager of the process. His
definition states: “A career is the individually perceived sequence of attitudes and behaviors
associated with work-related experiences and activities over the span of the person’s life.”42
Whew! Let’s break this definition down into its subcomponents.
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“Individually perceived.”
This definition of the term career relies heavily on the perception of the individual who is
making the judgment concerning success or failure of the career. So, whether or not a
career is defined as successful or a failure is determined within the individual’s own mind. If
you go through 4, or 5, or 10 different jobs in your lifetime, and if you perceive that as
being successful, then you are a success. If you perceive it as a failure, then you have failed.

“Sequence of attitudes and behaviors.”
A career consists of both attitudes and behaviors, so it is not only what you do; it’s also the
way you feel about what you do and how well you think you’ve done over time. What is an
attitude? Attitude is simply a positive or negative individual judgment about a particular
situation. So your career involves not only the things that you do but also the way you
think and how you feel about your progression of jobs over time.

“Associated with work-related experiences and activities over the span of the
person’s life.”
The definition of career involves not only the direct work that is done but also all workrelated experiences and activities. So, even nonwork activities that are work related, such as
training off-site, would be included in our definition of career. We can even extend this to
the way your family and friends interact with you and your job, and we can say that any
interaction of family, friends, and work could help define your career. This is one place
where attitudes come into play. Your friends and family know how you feel about your job
and how it allows you to interact with others or prevents you from interacting with others
in different circumstances. Using this definition of career avoids the problem of having to
confront the fact that by the 1960s definition, most of us would fail to have a successful
career; and it also allows us to take into account the significant factors of perception and
attitude.
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Why Career Development?
Twenty-first century organizations need to provide our employees with reasonable career
paths and career counseling so that they can achieve their personal goals over the course of
their career. These services can create significant motivation in our workforce that, as we
noted earlier, can lead to a major improvement in productivity and job satisfaction as well
as lower absenteeism and turnover.43
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The first factor that has caused companies to become more concerned with career
development is the nature of jobs in a modern organization. Recall from Chapter 2 that
many of our jobs are knowledge management jobs and that the individuals who fill these
jobs have special skills. Because people with these special skills (human intellectual capital)
are in short supply, the organization cannot afford to lose individuals with such abilities. So
we spend significant amounts of time and money on developing them, which can help the
organization reduce turnover of highly skilled employees.
Career the individually perceived sequence of attitudes and behaviors associated with work-related
experiences and activities over the span of the person’s life

Another issue is that the national culture of the United States has changed in the past 30 to
40 years, and the millennial generation of workers (many of you) have significantly
different expectations of what they are going to be able to do in their careers than did their
parents. millennial workers expect to have significant freedom at work to do what they
think they need to do and make the money that they expect to make. Such high
expectations create difficulty for organizations. We have to create policies and procedures
that will not harm these individuals’ initiative to work but that will also cause them to
recognize the realities of the workplace. Through the process of career development, we can
show these younger workers how they can progress in their careers, be entrepreneurial, and
reach their personal career goals.
The next major reason for career development is the significant continuing pressure that
organizations are getting from governments to provide career paths for individuals who
have historically been disadvantaged. Even though there are many different EEO laws on
the books and we have had such laws for over 50 years, there’s still a significant disparity
between the number of Caucasian male managers and managers from all other groups.44
Career development programs can create career paths for individuals who are members of
these disadvantaged groups and who are qualified to go into management or other
professional programs. This not only helps the individual employee; it also assists the
organization in its diversity efforts.
Finally, good employee development and career planning programs can help the
organization avoid productivity and disciplinary problems associated with employees who
are stagnating in a particular job. This may be due to career plateauing. A career plateau
occurs when an individual feels unchallenged in their current job and has little or no chance of
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advancement. If our employees feel as if their career has stagnated, they are more likely to
become disciplinary problems. We may be able to avoid such problems by providing the
opportunity for individuals to progress in their career over time.
There are many other reasons for career development, but these are some of the most
common issues. So as you can see, there are a number of reasons why career planning has
become a major issue to 21st century organizations.
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Common Methods of Employee Development
So we need to develop our employees. How do we go about doing that? Can we outsource
the development function to organizations with specific expertise in that field, or should we
perform this function in-house? There are a series of common methods that organizations
use, including the outsourcing option, or internal development through formal education,
experience, and assessments. Let’s go through a brief description of each of these options for
development.

Outsourcing employee development
Based on a recent survey by ADP, “91 percent of large companies and 80 percent of
midsized companies” say that outsourcing one or more HR functions provides “real
value.”45 Outsourcing of the training and development function significantly lags other
functions in the HR department, though.46 Even so, modern organizations must evaluate
whether or not outsourcing of the training and development functions makes sense. If the
company can reduce costs for training and development as well as improve the quality of
the development function, it may make sense for the organization to consider outsourcing
of these functions.
Probably the most significant strategic issue in any outsourcing debate is whether or not the
organization might lose control of key processes or functions that have historically been
performed within the company. If training and development are critical functions within
the organization that help us maintain or advance our competitive advantage over rivals, we
can ill afford to outsource those functions.
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Formal Education
Our first internal method of employee development, formal education, provides employees
the opportunity to participate in programs that will improve their general knowledge in
areas such as finance, project management, or logistics. These formal education
opportunities include such things as degree programs at colleges and universities, short
courses of study that are available from many different sources (including private training
firms and public agencies), and courses in community colleges. Such formal education
courses may be held with any of the training and delivery methods discussed earlier.
Career plateau When an individual feels unchallenged in their current job and has little or no chance of
advancement

The intent of formal education programs is to provide the student with a specific set of
information about a particular topic. Through formal education, we can provide programs
for every individual within the organization, from the executives down to the first-line
supervisors. At the executive level, we might send a strong midlevel manager from the
company to a university executive MBA program. In contrast, at the supervisor level, the
organization would probably want new first-line supervisors to go through courses that
teach supervisory skills, leadership, coaching, and basic financial analysis. Many
organizations pay part or all of the cost of formal education for their employees.

Experience
Employee development programs that use experience as a method for developing the
individual would seek to put the person through a number of different types of job-related
experiences over time. Such an experience-based program might include job rotation to
provide them with a wide range of experiences within the company. This allows the person
to see more of what goes on within the organization and how each job ties to others.
Experience-based employee development might also include the use of coaches or mentors
for the individual. The coach or mentor will work with the person to identify how these
different job experiences help the individual to learn and grow within the organization.47
Development using job experience can successfully be used from the executive level all the
way down to the level of work teams within the organization. In fact, there’s significant
evidence that career experience, team experience, and job-related skills are all related to
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higher levels of team performance.48
In today’s flatter organizations, it has become more difficult to climb the old corporate
ladder. Plus, younger workers become bored doing the same job. Therefore, giving
employees a variety of experience through lateral jobs that provide new challenges and
experience, with pay raises, may help to keep employees satisfied and with the organization.
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Work Application 7-13
State some of your career goals and the methods you will use to develop yourself to meet these goals.

Employee Assessment
There are a number of different assessment tools that provide individuals with information
about how they think, how they interact with others, and how they manage their own
actions and emotions. These assessments provide individuals with information that allows
them to understand better how they can manage others within the organization. Some of
the more common measures include psychological assessments, emotional intelligence tests,
and performance appraisals. Each of these assessments, if properly used, provides
individuals with information that can be used to modify the way that they interact with
others within the organization. We will review performance appraisals in the next chapter.
However, let’s take a look at the other two options now.
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Psychological Assessments
These have gained significant acceptance within the workplace, and they include tests such
as the Myers-Briggs Type Indicator (MBTI), the Birkman Method, and the Benchmarks
Assessment tool. Each of the psychological assessment tools provides information about the
person’s style of thinking, interacting with others, management, and leadership.
The MBTI is probably the most common personality-type assessment used for employee
development, but each of the tests has advantages and disadvantages compared to the other
options. However, the validity and reliability of any of the common forms of psychological
assessment have been questioned by various researchers.49 Even with the weaknesses in
validity and reliability, several of the personality assessment tools have been in use for many
years and have shown legitimate real-world value in assessing the basic type of personality
exhibited by individual employees within the organization.

Emotional Intelligence
Emotional intelligence is the way that we identify, understand, and use our own emotions as
well as the emotions of others to promote our working relationships. It is an important part of
human relations skills. Emotional intelligence is also referred to as an emotional quotient
(EQ), making it similar to intelligence quotient (IQ). It is said that to be highly successful,
a person needs a high IQ, a high EQ, and training on what to do to succeed.
Emotional intelligence The way that we identify, understand, and use our own emotions as well as the
emotions of others to promote our working relationships

Emotional intelligence has also been described as “Our Most Versatile Tool for Success.”50
Author James Runde says, “What I found was that EQ was the secret sauce to career
success.”51 We also now know that “regulating negative emotions is critical to peak
performance”52 in any work we perform, so how do we analyze EQ? The Mayer-SaloveyCaruso Emotional Intelligence Test (MSCEIT) is one of the more common tools used to
measure emotional intelligence. The MSCEIT consists of four pieces: perceiving emotion
(the ability to identify your own and others’ emotions), the use of emotion to facilitate
thought (the ability to use emotions to focus attention and to think more rationally,
logically, and creatively), understanding emotion (the ability to analyze and evaluate your
own and others’ emotions), and managing emotion (the ability to adjust emotions of
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yourself and others).53
Here again, the validity and reliability of the tests are still in some question. However, as
with personality assessments, there’s at least some evidence in the business arena that higher
levels of emotional intelligence provide employees with a greater chance of success as they
move up in the organization.54

A Model of Career Development Consequences
Because the organization and the individual have joint responsibility for career planning
and development, both will suffer significant consequences if the planning isn’t done
successfully. Individual employees go through a series of career stages as they progress
through their work life. Within each of these stages, the employee has different needs that
the organization must meet so the relationship between the two can remain stable and the
worker will continue to be motivated to produce for the organization. Organizations must
respond successfully to the individual employee based on the employee’s current career
stage.
Let’s discuss the commonly identified stages of career development first identified by
Donald Super and Douglas Hall.55 You can see them summarized in the first section of
Exhibit 7-8.

Exploration
The first career development stage, called the exploration stage, is the period of time during
which the individual is identifying the personal needs that will be satisfied by a particular
type of work, the types of jobs that interest them, and the skill sets necessary to be able to
accomplish those types of jobs. This stage is usually identified as being between the ages of
15 and 24.

Establishment
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The second stage, called establishment, is the period when the individual has entered into a
career and becomes concerned with building a skill set, developing work relationships, and
advancing and stabilizing their career. In the establishment phase, we see the individual
begin to make significant personal contributions to their career in the organization and
begin to create relationships or alliances with coworkers that allow them to become more
secure within the organization. This stage is usually identified as covering approximately
age 25 through the mid-40s.

Maintenance
This is the third stage of career development. The maintenance stage covers the period
from the mid-40s to age 60 years old or older. In the maintenance stage, the individual
typically continues to advance but begins to seek personal satisfaction in the jobs that they
perform for the organization. This is the phase where we see individual employees begin to
act as mentors or trainers to their younger coworkers and to act to improve the organization
and its processes and policies because they see a need to do so.

Disengagement
Finally, the fourth stage is identified as the disengagement stage. This stage typically shows
lower levels of output and productivity as the individual prepares for life after work. During
this stage, because of the desire to balance nonwork with work activities, the individual may
begin to choose to work only on efforts they feel are necessary or worthy of their attention.
They may continue to mentor or sponsor other individuals in the organization as those
others progress through their own careers. Obviously, this stage goes from the early 60s to
whatever point at which the individual finally completely disengages from the organization
through retirement.
You may be wondering why these career stages matter. Let’s take a look now at the second
part of Exhibit 7-8. We have added Abraham Maslow’s Hierarchy of Needs below each of
the career stages. It’s rather surprising how closely Maslow’s needs hierarchy matches up
with our career stages. We could accomplish a similar matching process with many other
motivation theories, but this one serves to illustrate why career stages matter so much to
managers in the organization, and especially to HR management.

743

Work Application 7-14
Identify the level of career development you are on. Using Exhibit 7-8, but in your own words, describe
your career stage and the Maslow motivational issues you are dealing with now.

What are people most concerned with at the earliest career stage or when they have to fall
back to a lower level of work? They are typically most concerned with physical and
safety/security issues, right? Are they physically able to get the basic things that they need in
order to live and work—like money for shelter, food to eat, fuel for their car? Are they
getting paid enough to survive and be safe? Then, as they get into the establishment and
maintenance stages, they become more concerned with social interactions and then gaining
status and recognition as organizational leaders. Finally, as they move to the disengagement
stage, they are more concerned with higher-level esteem needs such as self-respect,
achievement of personal goals, and being able to do the things that they think are important.
So, we see people go through these different motivational points in their life as they go
through their career. It’s very interesting that the career stages follow almost exactly with
what the motivation theories show us.
Now that we understand a little bit about the career stages that individuals go through
during their work life and how those stages identify what might motivate workers in a
particular stage, let’s match those up with organizational HR strategies that are available to
reinforce employee behavior. This will give us a general working model of how
organizational HR strategies can create either positive or negative consequences for both the
individual and the organization, depending on how the HR strategies are applied in a
particular situation. Take a look at Exhibit 7-9. We have individual career stages identified
on the left side of the diagram. On the right side are some of the major organizational HR
strategies that are available. Depending on how the HR strategies are applied, and based on
the individual’s career stage and motivating factors, we end up with either positive or
negative consequences to both the individual and the organization.
If we apply the correct HR strategy or strategies to an individual employee based on the
factors that motivate the employee, we can improve each of the major organizational
dependent variables that we identified in Chapter 1—job satisfaction, productivity,
absenteeism, and turnover. In addition, there are several other organizational factors that
can either improve or decline based on the application (or lack thereof) of the correct HR
strategy. These factors include labor costs, organizational safety, employee lawsuits, and
organizational reputation, among others. So as you can see, if the organization fails to apply
the correct strategy to motivate the employee (based on the employee’s current career
stage), the consequences can be severe.
Exhibit 7-9 Consequences of Career Planning
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On the other side of the diagram, the consequences to the employee are equally significant.
If the organization applies the correct types of HR strategies to develop the employee
successfully over time, individual feelings of accomplishment and achievement increase,
self-worth and self-reliance increase, the employee’s sense of security increases, and their
morale is likely to increase due to higher individual satisfaction levels. Again, if the
strategies applied are unsuccessful, each of these individual consequences can become
negative. After looking at the model, it should become obvious that successfully applying
HR strategies to individual employees based on their personal motivating factors and career
stage is critical to overall organizational success over time.
So now you know why it’s so important to create career paths for our employees within the
organization and provide employee development opportunities. If we do these things
successfully, we end up with a series of positive consequences for both the organization and
the individuals involved. We have better productivity, better job satisfaction and employee
engagement, and lower absenteeism and turnover. However, if we fail to do these things
successfully, a series of negative consequences can occur that ultimately cost both the
organization and the individual time and money. Employee development is a critical piece
in the organizational puzzle in order to provide long-term success.
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Trends and Issues in HRM
Let’s take a look now at a couple of current trends and issues in training and development.
The first trend involves the “gamification” of training and development and where it has
been over the past several years, and the second looks at the issues of digital and microlearning and their necessity in today’s workforce.
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LO 7-7
Describe the concepts of gamification, digital learning, and micro-learning, and the reasons that they have
become more critical in today’s organizations.

Gamification—A Phoenix Rising?
A 2017 article by author Simon Parkin asks, “Was Gamification a Terrible Lie?”56
Gamification continues to be a major trend in organizational training, but it has had its ups
and downs in the past few years. Gamification is the process of designing and utilizing
video, social media, and other game technologies to teach the player a business concept. It
gained popularity a few years ago, but some early attempts did not provide the learning
outcomes that were expected because of poor training design so it fell out of favor with
some companies. Technology providers that jumped into gamification programs and apps,
although they were not well versed in training and learning, have now washed out of the
market though; and gamification is making a comeback in some circles. In many cases
gamification is simply a new form of simulation training. It is being used for training in
areas such as corporate values training, leadership development, customer service training,
technical training, and more. It is also being used by a diverse group of organizations
including Unilever, the Department of Defense, Weight Watchers, and Nike, so you can
see that it isn’t just useful in technology companies.57
Gamification is not a panacea for what is ailing a corporate learning and development
program. There is at least some evidence that it does not improve long-term retention of
concepts learned in training environments in all training situations. In fact, in some cases,
traditional classroom learning has been shown to outperform various types of gamification
or social learning.58 What problems do we continue to see in learning using gamification?
One issue has been the fact that gamification has been overhyped as a cure-all for training
problems. Another common problem is that the player may become wrapped up in playing
the game, and not understand why a result occurs, and will therefore miss the lesson to be
learned. A third issue is poor game design—about 80% of them still fail to meet business
objectives because the provider does not understand basic learning theories. However, one
of the key challenges with training has always been to get people engaged in the process,
and the evidence is mounting that gamification can help with engagement and ultimately
get people to learn and retain key information for work.

The Corporate Learning Imperative
Employers today are concerned that their workers don’t have the skills necessary to
compete in modern organizations. In a recent Gallup poll, almost 90 percent of business
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leaders said that college graduates did not have the necessary skill sets for the workplace.59
Other studies note that existing employee skill sets go stale at an alarming rate as well.
Partially as a result of this lack of confidence in employee skills, US and European
companies continue to increase their spending on internal talent development. Each year
from 2010 through 2015 companies increased their spending on employee training, and
that trend appears to be continuing.60,61
There is a problem with corporate learning environments though—no large blocks of time
to learn. The average employee has about 25 minutes a week to “slow down and learn.”62
One manager noted, “Even TED Talks are now too long” in many cases!63 As a result of
this problem, companies are exploring various forms of digital learning that can provide
just-in-time content that is compact and valuable. Digital learning, according to Josh Bersin
of Bersin by Deloitte, is “employee-directed, intelligent-machine driven, and brings
“learning to where employees are.”64
One solution to the problem of lack of time for training is micro-learning. Micro-learning
is a learning form that uses “small, specific bursts” or chunks to learn a single piece of
content that the user needs to know to solve a problem right now.65 Micro-learning as a
form of digital learning allows around the clock access in many cases—whenever, wherever,
however the employee wants to access it. Most micro-learning takes less than 5 minutes and
includes a quiz.66 Micro-learning “is effective, but limited,” according to Stanford
neuroscientist Priya Rajasethupathy67—it is designed to answer specific questions, quickly,
during the course of doing the work—but it is one tool available for learning on the fly.
However, other continued learning will be necessary for workers in modern organizations.
Life-long learning will continue to become more necessary.68 Many times a professor will
hear “I’ll be glad when I graduate. I’ll never have to go to class again” from one of their
students and will chuckle. The professor knows that their student will be “going to class”
constantly for the rest of their work life. Executives note that the average “shelf life” of skills
associated with a college degree is 5 years.69 HR managers will need to understand the new
technologies available and the new ways that their employees learn, and will have to adapt
to each challenge to enable the self-directed training that will become a more important
part of the workplace.
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Chapter Summary
7-1 Discuss the major difference between training and development and identify
the common situations where training may be needed.
Training is designed to provide employees with the knowledge, skills, and abilities
(KSAs) that they need to succeed in their work for the organization. Training is
primarily intended to be put to immediate use by the individual being trained.
Employee development is designed to teach our workers how to move up in the
organization in the future by becoming skilled at those tasks that they will need to
know how to do to perform higher-level jobs.
The most common points at which managers should consider workforce training
include new-employee orientation, which is used to acculturate new employees to the
organization and its culture and to prepare them to do their own job within the
organization; when processes or procedures have changed; whenever there has been some
failure to perform successfully; or when employee development opportunities come up,
allowing the company to develop current employees’ skills and abilities so that they
are able to move into higher-level jobs within the organization.
7-2 Briefly discuss the steps in the training and development process and the
common challenges to the process.
The first step involves conducting a needs assessment to identify the type of training
needed. The second step involves selecting how to shape employee behavior. The
third step involves designing the training by selecting training methods. The fourth
step involves selecting the delivery method and delivering the training. The last step
involves assessing the training to determine if employee behavior has changed to
improve performance—if not, return to step one. The steps are so closely related and
based on each other that they are commonly planned together before actually
delivering the training.
Common challenges to the training process include unprepared workers, difficulty in
identifying the ROI provided from training, employee resistance to changes in
processes and procedures, matching the training to the company’s strategic goals, and
logistics issues—including scheduling and locations available for training courses.
7-3 Identify the three common learning theories and how they are used to create
the four methods for shaping behavior.
The three common learning theories are classical conditioning, operant conditioning,
and social learning theory. Classical conditioning results in direct, involuntary,
learned behaviors. Operant conditioning results in direct, voluntary, learned
behaviors. Social learning is experienced through watching the actions of other people
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and witnessing the consequences of their actions, so it is voluntary and learned, but it
is based on indirect consequences of the actions of others.
We can use the operant conditioning and social learning concepts of reward and
punishment to create the four options for shaping behavior. These include positive
reinforcement, negative reinforcement, punishment, and extinction. Positive
reinforcement involves the application of a reward in response to a person’s behavior
in order to increase the chances that that behavior will be repeated. Negative
reinforcement involves the withdrawal of a noxious stimulus, or a negative thing, in
response to a person’s positive behavior to increase the chances that the behavior will
be repeated. Punishment occurs either when a noxious stimulus is applied or when a
reward is taken away in response to a negative behavior. Extinction provides no
reinforcement, either positive or negative, to the actions of the subject.
7-4 Discuss each of the major training delivery types.
On-the-job training (OJT) is done at the work site with the resources the employee
uses to perform the job, and it is conducted one-on-one with the trainee. In classroom
training, the organization creates a training course and provides a qualified instructor
to teach the class in a single location at a specific time. Distance learning, also called elearning, allows the students to sign in to the training site and provides materials to
them for their studies. There’s typically less interaction between an instructor and
trainee than in OJT or classroom training. Simulations mimic a real-life situation to
teach students what actions to take in the event that they encounter the same or a
similar situation in their job.
7-5 Briefly discuss the Four-Level Evaluation Method for assessing training
programs and the three common ways we measure training success.
The four-level evaluation method measures reaction, learning, behaviors, and results.
In reaction evaluations, we ask the participants how they feel about the training
process, including the content provided, the instructor(s), and the knowledge that
they gained. Learning evaluations are designed to determine what knowledge was
gained by the individual, whether any new skills have been learned, and whether
attitudes have changed as a result of the training. Behavior evaluations are designed to
determine whether or not the trainee’s on-the-job behaviors changed as a result of the
training. In a results evaluation, we try to determine whether or not individual
behavioral changes have improved organizational results. This is the level at which
ROI will be measured and evaluated.
ROI, customer satisfaction and employee satisfaction were discussed as ways to
measure training success. ROI and customer service are results metrics, while
employee satisfaction is a reaction metric. There are strong correlations between
employee satisfaction and customer satisfaction, and indirect relationships with ROI
through individual productivity and accuracy/quality of work.
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7-6 Discuss the term career and the three common methods of employee
development.
Our definition of a career is “the individually perceived sequence of attitudes and
behaviors associated with work-related experiences and activities over the span of the
person’s life.”
Individually perceived means that if you perceive your career as being successful, then
you are a success. If you perceive it as a failure, then you have failed. Sequence of
attitudes and behaviors means that your career involves not only the things that you
do, but also the way you think and how you feel about your progression of jobs over
time. Associated with work-related experiences and activities over time means that even
nonwork activities that are work related would be included in our definition of
career. Using this definition of career avoids the problem of having to confront the
fact that by the 1960s definition, most of us would fail to have a successful career.
The three methods of employee development are formal education, experience, and
assessment. Formal education provides the opportunity to participate in programs that
will improve general knowledge in areas such as finance, project management, or
logistics. Experience as a method for developing the individual seeks to put the person
through different types of job-related experiences over time. Assessment tools provide
employees with information about how they think, how they interact with others,
and how they manage their own actions and emotions.
7-7 Describe the concepts of gamification, digital learning, and micro-learning,
and the reasons that they have become more critical in today’s organizations.
Gamification is the process of designing and utilizing video, social media, and other
game technologies to teach the player a business concept. There is some evidence that
gamification can engage the learners better than traditional learning in some cases
and ultimately get people to learn and retain key information for work. Digital
learning is “employee-directed, intelligent-machine driven, and brings “learning to
where employees are.” Again, engagement may increase if the company can provide
the necessary training whenever and wherever the employee needs it. Micro-learning
is one form of digital learning. It uses small, specific bursts to learn a single piece of
content that the user needs right now, and again meets the learner when and where
he or she needs the information. Each process gives information to solve problems
that engages the employee better than some traditional forms of learning, in at least
some cases.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. __________ identifies the knowledge, skills, and abilities (KSAs) needed to perform
a particular job in the organization.
2. __________ is the process of teaching employees the skills necessary to perform a
job.
3. __________ is ongoing education to improve knowledge and skills for present and
future jobs.
4. __________ is the process of introducing new employees to the organization and
their jobs.
5. __________ is the correction of a deficiency or failure in a process or procedure.
6. __________ is the process of analyzing the difference between what is currently
occurring within a job or jobs in comparison with what is required—either now or in
the future—based on the organization’s operations and strategic goals.
7. __________ is whether people believe that they have the capability to do something
or attain a particular goal.
8. __________ is any relatively permanent change in behavior that occurs as a result of
experience or practice.
9. __________ is providing a reward in return for a constructive action on the part of
the subject.
10. __________ is the withdrawal of a harmful thing from the environment in response
to a positive action on the part of the subject.
11. __________ is the application of an adverse consequence, or the removal of a
reward, in order to decrease an unwanted behavior.
12. __________ is the total lack of response, either positive or negative, to avoid
reinforcing an undesirable behavior.
13. __________ is the individually perceived sequence of attitudes and behaviors
associated with work-related experiences and activities over the span of a person’s life.
14. __________ occurs when an individual feels unchallenged in their current job and
has little or no chance of advancement.
15. __________ is the way that we identify, understand, and use our own emotions as
well as the emotions of others to promote our working relationships.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Is the currently available workforce really not sufficiently trained to participate in
knowledge-intensive jobs? Why or why not?
2. Think of and then list all of the items that you think should be included in a new
employee orientation. Briefly justify why each item should be included.
3. Briefly describe a job you have or had. (If you haven’t had a job, think of someone
you know well.) If you were to be promoted, which training method(s) would you
use to train the person to do your current job?
4. Which one of the primary delivery of training types would you use to teach basic
accounting to a group of employees? Justify your answer.
5. Have you ever filled out an evaluation form for an employee training class? Which
type of evaluation was it? What evidence led you to think it was this type?
6. Do you agree with the definition of a career presented in the text? Why or why not?
How would you change it?
7. Which of the reasons for creating career development programs from the text do you
feel are most valid, considering the cost of career development programs? Justify your
choice.
8. Which method of development, formal education, experience, or assessment do you
think is most valuable? Justify your choice.
9. Identify and discuss two or three ways in which poor application of HR strategies
(Exhibit 7-9) would create negative employee consequences.
10. If you were the lead trainer for your company, how would you go about trying to
create an organization-wide commitment to sustainability? Why?
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Case 7-1 Doing Crunches at Nestlé: Continuous
Improvement of Human Assets
With instant coffee, baby food, and bottled water in the mix, Nestlé crunches more than
just chocolate. The world’s #1 food and drinks company in terms of sales, Nestlé is also the
world leader in coffee (Nescafé). It also makes coffee for the home-brewing system,
Nespresso. Nestlé is one of the world’s top bottled water makers (Nestlé Waters), one of the
biggest frozen pizza makers (DiGiorno), and a big player in the pet food business (Friskies,
Purina). Its most well-known global food brands include Buitoni, Dreyer’s, Maggi,
Milkmaid, Carnation, and Kit Kat. The company also owns Gerber Products. North
America is Nestlé’s most important market.(1)
Nestlé has over 2,000 brands, which are made in 418 factories located in 86 countries, and
employees nearly 330,000 employees selling products in 191 countries.(2) How does one
feed this growing concern? Mergers and acquisitions is one answer, yet that does not solve
the skills-gap issue faced worldwide. The firm credits their success to their topdown/bottom-up approach to training.
Top-Down. Their Rive-Reine International Training Centre in Switzerland, since the late
1980s, has served as the focal point for mentoring and training from senior management.
Trainee selection matches local domestic managers’ candidate nominations, who hail from
over 80 countries, with corporate-driven selection criteria usually resulting in a class of 15
to 20 nationalities from differing areas of expertise.
Who teaches these classes? “Course leaders” as they are called provide instruction to about
1,700 managers and are comprised predominately of highly experienced executives from
numerous locations, with consultants teaching only 25% of the 70 courses offered per
annum. The courses have two differing foci: internal operations and working with external
stakeholders.
Executive Courses/Industry Analysis: This series of courses has been created to assist managers
who attended management courses between five and ten years ago to develop the ability to
identify and work with key external stakeholders (i.e., customers, competitors, suppliers).
The focus is on industry analysis from the stakeholder’s point of view and the actions they
might take (i.e., What are our competitors’ mostly likely actions and how do we counteract
them?).
Management Courses/Operations and Business Value Chain: Two-thirds of the classes in this
program are taken by managers who have been with the company 5 years or less. Here
managers learn about the firm’s business model (its internal operations) and the underlying
values that drive that model.(3)
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Bottom-up. An important factor in Nestlé’s productivity is the skill set of entry-level
workers. Employers invest in the skills of new entrants as an alternative to hiring more
experienced people, partly on grounds of cost but also for the opportunity to shape ways of
working around specific technologies and processes and particular company values.(4)
For most employees at Nestlé to be successful, they must have a passion for learning, and
their recruitment process emphasizes this. Once hired, employees’ training is predominately
“on-the-job” (OTJ), where an employee’s supervisor serves as mentor, providing
motivation and guidance to ensure employees’ growth. Before training can begin, whether
formally or informally, employees must possess the basic skill set necessary for continued
learning (i.e., reading, writing, computer usage, oral communications, etc.); this is usually
provided through an employee’s schooling. In certain countries, their education may have
been inadequate and the worker may decide to improve their skill set, especially in the area
of communications. Special programs have been established to provide such training on a
country-by-country basis. Once employees have acquired the basic skill set, individualized
development formal training programs are created that increase workers’ knowledge, skills,
and abilities (KSAs). New employees with high school or university qualifications inevitably
enter management-training programs in their local centers.
Local Training Centers. In addition to centralized training, residential training centers exist
for many of their local operations—the net effect being that “people development” occurs
predominately at local centers. This decentralized approach for employee training and
development makes each manager accountable and directly involved in employee learning.
Coaching and counseling skills are therefore emphasized where needed through a myriad of
programs. Besides training current managers, local centers look to develop future managers
by developing supervisory skills of ex-apprentices as well as technical personnel in the areas
of IT management, maintenance and electrical engineering. Specialists are also “homegrown” through continuous training, given local market and employment conditions.
Those seeking a purely administrative career path will find that OJT plays a critical role
supported by in-house training. Even at the local level, outsourcing of training and
education increases with an employee’s rank and use of new technologies.
Production is one of the key success factors for Nestlé, and therefore employees (two-thirds
of whom work in factories) need continuous OTJ on new factory technology and
equipment; the faster the change, the greater the need for training. New technology also
means learning how to work better and differently with others. Team and inter-team
management training (including self-managed work teams) focusing on developing flexmanufacturing capabilities is needed in order to maximize equipment utilization.
Training methods are also changing with the times, especially related to the Internet.
Distance learning, the use of information technology to deliver content, has led to the new
methods of corporate instruction and special corporate training assistants and has allowed
employees to obtain training and education that align with their life styles. For example,
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employees in Singapore are given the option to attend online, job-related night courses,
which, if they lead to some formal qualification (i.e., certificate, diploma, degree), would
qualify for cost reimbursement.(5)
The Singapore example indicates that although there is a commonality of training among
local centers, training can be significantly different by location. New employees at Nestlé
take management-training courses, but the approach of these courses varies widely by
country. For example, in Japan the courses are short and usually last about 3 days each. In
India, however, the programs run for 12 months. In West African countries, the
management training programs run even longer, typically 18–24 months.(6)
Questions
1.
2.
3.
4.
5.
6.

For what purposes does Nestlé train and develop employees?
What challenges does Nestlé face in conducting their training programs?
Which skill sets does Nestlé focus on in their training programs?
What on-the-job training methods does Nestlé utilize in their training programs?
What forms of off-the-job training are available at Nestlé?
What are some of the ways that Nestlé’s training programs address career
development?
7. What trends in training and development is Nestlé utilizing, and what trends could
they benefit from?
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Case 7-2 Google Search: Building the Program That Writes
the Code to Find Female Talent
Google Inc. took Web searching to a much more sophisticated level when it offered
targeted search results from billions of Web pages, based on a proprietary algorithm that
allowed for greater customization than did prior engines like Web Crawler and Dogpile.
Employing more than 50,000 people, Google generates most of its revenue from
advertising sales. In 2013, its net income was close to $13 billion, and the company showed
60% revenue growth between 2012 and 2014. Added to that, Google has been on the top
of the Fortune “Best Places to Work” list since 2012.(1) Google is one of the best firms at
making employees feel welcomed and supported; but being in the technology field, the
company had become a “boys’ club,” with women constituting only 30% of its entire
workforce.
Alongside Google, other Silicon Valley technology giants like Facebook, Yahoo, and
LinkedIn recently disclosed their gender and racial diversity ratios in their workplaces. On
average, Google’s workforce consists of more than 65% males, 55% whites, and 35%
Asians. The gaps between these numbers are even wider in technology-related positions. As
shown in its May 2014 report, it employs only 2% blacks and 3% Hispanics. Google
admitted that this problem required immediate action. Google’s sharing of demographic
information is a promising sign that it is willing to change, but action speaks louder than
words.
Google took quick action and performed its own search. It found that women were losing
interest in computer sciences as a career at an alarming rate. Only 14% of the computer
science graduates were women in 2013, and surveys indicated that less than 1% of women
expressed any interest in majoring in computer sciences in college.(2) Google then
recognized that it could not use traditional recruitment techniques to hire women since
they were just not present in the labor pool.
Google also examined its own unique hiring processes and concluded that they were both
difficult and tedious—women were not emerging through these processes, and Google
could not just sit back and hope to gain new female employees from a labor pool that could
not supply them.(3)
Google decided to be far more proactive in the area of women employee development and
committed $50 million for both research and solution strategies. Its research indicated that
if women were exposed to coding at an early age, they would more likely look favorably at a
career path in computer science.(4) Google’s research also noted that compared to the
companies led by men, tech companies led by women achieved a 35% higher return on
investment and 12% higher revenue.(5)
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Google understood that its answer to this labor shortage, as well as to greater profitability,
was to show young girls how interesting aspects of computer science could be, as well as
how lucrative, and to inspire them to pursue a career in this field. Secondly, only 10% of
the schools in the United States offered computer science courses, so access to this field was
a major problem. To achieve its goal of more women in the workforce, Google initiated a
project called “Made With Code” (MWC) that was designed to attract women to the
sciences and, in the long run, diminish possible gender biases in its own organization, as
well as in the field.(6)
MWC was launched as an event in New York City, with the participation of teenage girls
from local public schools; famous female entrepreneurs; and many professional women who
utilized coding in the film, music, and fashion industries. To increase exposure and
inspiration, Google is working closely with producers and writers in the Science &
Entertainment Exchange to have more female coders in movies and television series.(7)
With the MWC program targeting the people who normally did not have the access or the
opportunity to pursue a career in computer science, Google provided accelerated techtraining programs to help them succeed in high-level tech jobs. Google did this by offering
free coding classes online to pull extraordinary talent from the cities surrounding Silicon
Valley.(8) It also provided workshops that fostered student collaboration on simple coding
projects like 3-D printed bracelets. Research has noted that women thrive in team
environments, and Google wanted them to understand that teamwork is the cornerstone of
software development. To this end, Google gave an additional 3 months of free access to its
Code School to women.(9) Google hopes that the outcome of its programs will increase
younger girls’ involvement in computer science and, in the long run, increase women’s
visibility in the profession and at Google.
Questions
1. What is a needs assessment, and how might Google use this tool to increase the
presence of women in its workforce?
2. Some might argue that Google’s “Made With Code” program has redefined the
concept of employee development. Agree or disagree and provide an explanation
supporting your position.
3. Explain how Google’s particular situation demonstrates the relationship between
employee recruitment and employee development, given the above discussion.
4. Explain how Google’s “Made With Code” has become an integral part of its career
planning.
5. How might the concepts of self-efficacy and reinforcement theory help us better
understand schoolgirls’ relative lack of interest in computer science?
6. Assume that Google is ultimately successful and receives more female applicants,
whom it then hires. What suggestions do you have for managing this new talent
pool?
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Skill Builder 7-1 The Training Process
Objectives
To develop your ability to conduct a needs assessment, to select how to shape employee
behavior, to design a training program by selecting training methods, to select a method to
deliver training, and to choose an assessment method
Skills
The primary skills developed through this exercise are as follows:
1. HR management skill—conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—L: Training and Development
Assignment
As an individual or group, select a job and write out your answers. Follow the steps in the
training process below to train a person to do the job.
Step 1: Needs assessment. Conduct a needs assessment for the job by developing a
competency model identifying the knowledge, skills, and abilities needed to do the job
successfully.
Step 2: Select how you will shape behavior. Be sure to specify if you will use positive
reinforcement, punishment, negative reinforcement, or extinction. State the rewards and/or
punishment.
Step 3: Design the training. Select and describe in detail the training method(s) you will use
to shape the behavior.
Step 4: Deliver the training. Just select one of the four methods of delivery that you will use
to conduct the actual training and describe how you will deliver the training.
Step 5: Assessment of training. Just select one of the four assessment methods and describe in
detail how you will determine if the training did in fact shape the behavior.
Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
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_______________________________________________________
_______________________________________________________
Your instructor may ask you to do this Skill Builder in class by breaking into groups of four
to six and doing the preparation. If so, the instructor will provide you with any necessary
information or additional instructions.

764

Skill Builder 7-2 Career Development
Objective
To begin to think about and develop your career plan
Skills
The primary skills developed through this exercise are as follows:
1. HR management skill—conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—L: Training and Development
Assignment
Write out your answers to the following questions.
1. Do you now, or do you want to, work in HRM? Why? If not, what career do you
want to pursue, and why?
2. If you want to work in HR, based on your self-assessment back in Chapter 1 or other
knowledge, list your highest levels of interest in HR disciplines. If not, what are your
highest levels of interests, functions, or disciplines within your chosen career?
3. What methods of employee development (formal education, experience-internships
and jobs, and assessment) are you using to prepare for your career?
Apply It
What did I learn from this exercise? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
Your instructor may ask you to do this Skill Builder in class by breaking into groups of two
to three and discussing your career plans. If so, the instructor will provide you with any
necessary information or additional instructions.
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8 Performance Management and Appraisal
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Learning Objectives
After studying this chapter, you should be able to do the following:
8-1 Discuss the difference between performance management and performance appraisals. PAGE
263
8-2 List and briefly discuss the purposes of performance appraisals. PAGE 269
8-3 Identify and briefly discuss the options for what to evaluate in a performance appraisal. PAGE
272
8-4 Briefly discuss the commonly used performance measurement methods and forms. PAGE 276
8-5 Identify and briefly discuss available options for the rater/evaluator. PAGE 281
8-6 Identify some of the common problems, and how to avoid the problems, with performance
appraisals. PAGE 286
8-7 Briefly discuss the differences between evaluative performance reviews and developmental
performance reviews. PAGE 290
8-8 Review the methods to improve employee engagement through performance management and
the issue of electronic performance management. PAGE 292
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Practitioner’s Perspective
Cindy remarks that although performance evaluation can be uncomfortable for both managers and
employees, failure to accurately and honestly evaluate performance is never a good choice. She recalls the
time that a supervisor, Annette, came to see her.
“I want to fire Christine,” Annette said angrily. “She entered the wrong invoice numbers again, and now I
have to stay and correct her mistakes—again!”
“Is this common?” Cindy asked. “Have you expressed your concerns or initiated a performance
improvement plan?”
“She does it all the time, but I usually don’t catch it until after she is off for the day,” Annette replied. “By
morning, it doesn’t seem worth my time go over it with her.”
“How about her performance evaluation?” she asked next. “Have you brought Christine’s poor performance
to her attention at her annual evaluation?”
“Well, no, I always give all my employees a satisfactory rating—it’s easier that way,” answered Annette.
Without ever bringing Christine’s unacceptable performance to her attention and thus giving her a chance
to change, firing or otherwise severely disciplining Christine at this point would be questionable. How can
this problem be avoided? In Chapter 8, you will learn how to create and utilize a performance evaluation
process that works.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
E. Job Analysis/Job Design (required)
4. Performance management (performance criteria and appraisal)
H. Performance Management (required)
1. Identifying and measuring employee performance
2. Sources of information (e.g., managers, peers, clients)
3. Rater errors in performance measurement
4. Electronic monitoring
5. Performance appraisals
6. Appraisal feedback
7. Managing performance
Q. Organization Development (required—graduate students only)
5. Improving organizational effectiveness
9. Ongoing performance and productivity initiatives

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
Performance Management Systems
Performance Management Versus Performance Appraisal
Is It Time to Delete the Annual Appraisal Process?
Performance Appraisals
Accurate Performance Measures
Why Do We Conduct Performance Appraisals?
Communication (Informing)
Decision Making (Evaluating)
Motivation (Engaging)
Evaluating and Motivating = Development
What Do We Assess?
Trait Appraisals
Behavioral Appraisals
Results Appraisals
Which Option Is Best?
How Do We Use Appraisal Methods and Forms?
Critical Incidents Method
Management by Objectives (MBO) Method
Narrative Method or Form
Graphic Rating Scale Form
Behaviorally Anchored Rating Scale (BARS) Form
Ranking Method
Which Option Is Best?
Who Should Assess Performance?
Supervisor
Peers
Subordinates
Self
Customers
360-Degree Evaluations
Whom Do We Choose?
Performance Appraisal Problems
Common Problems Within the Performance Appraisal Process
Avoiding Performance Appraisal Problems
Debriefing the Appraisal
The Evaluative Performance Appraisal Interview
The Developmental Performance Appraisal Interview
Trends and Issues in HRM

771

Building Engagement Through Performance Management
Technology: Electronic Performance Monitoring
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Performance Management Systems
After we have recruited, selected, and trained employees, we must evaluate how well they
perform their jobs so they know how they are doing. Therefore, performance evaluation is
an important part of the jobs of managers and HRM staff.1 We need to figure out how to
manage employees’ performance over time to ensure that they remain productive and
hopefully become even more capable as they progress in their careers. So the primary
purpose of performance appraisal should be to help employees to continuously improve
their performance.2 Remember our earlier discussion about the fact that human resources
are typically one of the few resources we can leverage to create a sustainable competitive
advantage for the firm. To this end, we discuss in this section the difference between
performance management and performance appraisal, and we present the performance
appraisal process.
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LO 8-1
Discuss the difference between performance management and performance appraisals.

Performance Management Versus Performance Appraisal
“In a knowledge economy, organizations rely heavily on their intangible assets to build
value. Consequently, performance management at the individual employee level is essential
and the business case for implementing a system to measure and improve employee
performance is strong.”3 Committing management time and effort to increase performance
not only meets this goal but also decreases turnover rates.4
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SHRM
Q:5
Improving Organizational Effectiveness

How do we manage performance within the organization? The most common part of the
process, and the one with which we are most familiar, is the performance appraisal, or
evaluation. (In this chapter, we will use the terms performance evaluation, performance
appraisal, and just appraisal interchangeably.) However, the performance appraisal process
is not the only thing that’s done in performance management. Performance management
is the process of identifying, measuring, managing, and developing the performance of the human
resources in an organization. Basically we are trying to figure out how well employees
perform and then ultimately improve that performance level. When used correctly,
performance management is a systematic analysis and measurement of worker performance
(and communication of that assessment to the individual) that we use to improve
performance over time.
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SHRM
E:4
Performance Management (Performance Criteria and Appraisal)
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SHRM
Q:9
Ongoing Performance and Productivity Initiatives

Performance appraisal, on the other hand, is the ongoing process of evaluating employee
performance. Notice that it is an ongoing process. Employees need regular feedback on their
performance,5 so we should give them routine and candid assessments.6 New tools that we
will discuss shortly are allowing us to do this much more efficiently. Performance appraisals
are reviews of employee performance over time, so appraisal is just one piece of
performance management. Although we will spend most of the chapter discussing
performance appraisals, there are several significant pieces to performance management that
we have already covered in past chapters and others that we will cover in future chapters.
We discussed “strategic planning,” which provides inputs into what we want to evaluate in
our performance management system, in Chapter 2. We also discussed the major method
of identifying performance requirements in a particular job when we went through “job
analysis and design” in Chapter 4. In Chapter 7, we discussed “training and development,”
which obviously plays a part in performance management. Additionally, we will discuss
motivating employees, coaching and counseling, employee relations, compensation, and
other pieces in Chapters 9 through 14. Now that we understand the difference between
performance management and performance appraisal, let’s look at the performance
appraisal issue in more detail.
Netflix is one company that has stopped doing formal performance appraisals.
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Is It Time to Delete the Annual Appraisal Process?
It is worth noting right at the beginning that many people in organizations do not like
performance appraisal systems and think that these systems do not have the ability to
improve employee performance. One study even noted that 95% of managers are
dissatisfied with their performance management system and 90% of HR managers believe
the system does not yield accurate performance information!7 Routinely, there are calls to
do away with performance appraisal processes.8 Netflix is one company that has completely
stopped doing formal performance appraisals, even though the CEO noted that “excellent
colleagues trump everything else.”9 (Netflix still does complete informal 360-degree
appraisals. We will introduce you to these shortly.) So why does this process continue to be
used by most major organizations?
Performance management The process of identifying, measuring, managing, and developing the
performance of the human resources in an organization
Performance appraisal The ongoing process of evaluating employee performance

In the past three or four years, it would seem to the average HR manager that there has
been a never-ending line of companies that have decided to dump their annual
performance appraisals. In addition to Netflix, a list of Fortune 500 companies like
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Deloitte, Adobe Systems, GE, PwC,10 and SAP11 have trashed their annual appraisal
approaches. Looking at all of the articles written about dumping appraisals, the natural
question would be, “Why are we studying this if it is going away?” The quickest answer is
that it isn’t quite gone yet and probably won’t be for some time—if ever. Based on a
number of different surveys in the past couple of years, around 10 to 15% of companies
have decided to stop using annual reviews. The numbers were about 6% of Fortune 500
companies in 201512 and about 12% to 15% in 2017,13 which leaves around 85% of those
companies and many other smaller firms still using annual evaluations.
Why hasn’t the rest of the business world let go of this relic of the industrial age if it doesn’t
work like it needs to? Again, the quick answer is that there is valuable information that is
gained from the process; and the latest online, app-based, and/or social options have not
gotten to the point yet where they can provide all of the same valuable information. “The
documentation that traditional appraisals produce is a business necessity. The data collected
. . . allows the organization to make important decision in a whole host of business areas.”14
So one of the most valuable reasons for performance appraisals is to provide information for
making good management decisions; and if we don’t have that information, decisions
become more difficult and dangerous. In addition, at least some research shows that
deleting the performance appraisal does not automatically make the organization better,
and may make it worse. Research by CEB showed that “[a]t firms where reviews had been
eliminated, measures of employee engagement and performance dropped by 10%. . . .
Managers actually spent less time on conversations, and the quality of those conversations
declined.”15
But new ideas for some form of routine or continuous technology-based appraisal and
feedback (often called “check-ins” by the firms) have proliferated over the recent past,16
with dozens if not hundreds of tech companies now offering apps or other software
solutions17 to provide companies with the ability to give all employees constant feedback.
For obvious reasons, this continuous appraisal seems to be more common in organizations
that are less traditional and bureaucratic, and that are more comfortable with technology
solutions. We spoke about Zappos’s holacracy earlier. Zappos is trying to use holistic
feedback from all sides (a massive 360-degree evaluation) in order to evaluate its employees
and encourage creativity and innovation.
Still, we have to struggle with a significant problem: Organizations legitimately use periodic
appraisals to make good decisions about their employees and employee development.18 If
performance appraisals are not completed, the organization doesn’t have valid and reliable
information about its human resources; and therefore it has no ability to make good
decisions about things such as training, promotions, and pay raises. Because of this major
issue, it is unlikely that most organizations will hit the delete button on their annual
appraisal process until the newer technologies have been proven capable of defending the
organization from claims of employment discrimination.
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Work Application 8-1
Select a job you have or have had. Do you or did you know the organization’s mission and objectives?
Briefly state the mission. If you don’t know it, find out. Do you understand how your job fits or helps to
meet the organization’s mission and objectives? Explain in some detail.

Performance Appraisals
Let’s take a look now at the performance appraisal process in Exhibit 8-1. Note the
connection between the organization’s mission and objectives and the performance
appraisal process. Here we briefly discuss each step of the process.

Step 1: Job analysis
This is logically our first step because if we don’t know what a job consists of, how can we
possibly evaluate an employee’s performance in that job? We already learned how to do a
job analysis in Chapter 4, but as shown in Exhibit 8-1, we should realize that the job must
be based on the organizational mission and objectives, the department, and the job itself.

Step 2: Develop standards and measurement methods
If we don’t have standards of acceptable behavior and methods of measuring performance,
how can we assess that performance? We will discuss performance measurement methods in
the next part of this section; and in the section “How Do We Use Appraisal Methods and
Forms?” we will discuss these topics in more detail.

Step 3: Informal performance appraisal—Coaching and disciplining
Performance appraisal should not be simply a once- or twice-a-year formal interview. As its
definition states, performance appraisal is an ongoing process. While a formal evaluation
may take place only once or twice a year, people need regular feedback on their
performance to know how they are doing.19 We will briefly discuss coaching in the
“Critical Incidents Method” subsection of “How Do We Use Appraisal Methods and
Forms?” and we will discuss it in more detail in the next chapter.
Exhibit 8-1 The Performance Appraisal Process
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Step 4: Prepare for and conduct the formal performance appraisal
The common practice is to have a formal performance review with the boss once or
sometimes twice a year, using one or more of the measurement forms we will be learning
about. Later in this chapter, we will discuss the steps involved in preparing for and
conducting the performance appraisal.
In the chapter sections to come, we discuss why we assess performance, what we assess, how
we assess it, and who conducts the performance appraisal. Then we discuss performance
appraisal problems and how to avoid them, and we end the performance appraisal process
with the actual formal review session. But before we leave this section, we need to
understand a critically important part of each step in the performance appraisal process:
accurate performance measurement.

Accurate Performance Measures
To effectively assess performance, we need to have clear standards for and methods of
measuring performance.20 The American National Standards Institute (ANSI) has
outlined the minimum required elements of a performance management system for goal
setting, performance review, and performance improvement plans.21 For details, visit the
ANSI website at http://www.ansi.org. We need accurate standards and measures of
employee performance both to effectively assess performance and to let employees know
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where they can improve.22 This in turn should lead to training employees to develop the
new skills they need to improve their performance.23
Also, to be an accurate measure of performance, our measure must be valid, reliable,
acceptable and feasible, specific, and based on the mission and objectives. Let’s discuss each
of those requirements here.

Valid and Reliable
As in all areas of our people management process, we must do our best to make sure that all
of our performance management tools are valid and reliable. Here again, we can pull out
and dust off the OUCH test as a quick way to ensure fairness and equity in the
performance management and appraisal process. We remember by now that OUCH stands
for Objective, Uniform in application, Consistent in effect, and Has job relatedness.
However, we still need to analyze validity and reliability in some detail.
We have to create valid and reliable measurement to be accurate. Recall that we discussed
reliability and validity in Chapter 4 and Chapter 6. Valid means that a measure is true and
correct; a valid measure is a factual one that measures the process that you wanted to
measure. Reliable means the measure is consistent; it works in generally the same way each
time we use it.24

Acceptable and Feasible
In addition to validity and reliability, we need to look at a couple of other characteristics of
our performance measures—acceptability and feasibility.25 Acceptability means that the use
of the measure is satisfactory or appropriate to the people who must use it. However, in
performance appraisal, this isn’t enough. To be acceptable, an evaluation tool must also be
feasible. Is it possible to reasonably apply the evaluation tool in a particular case, or is it too
complex or lengthy to work well? As an example, if the performance evaluation form is two
or three pages long and covers the major aspects of the job that is being evaluated, and if
managers and employees both believe that the form truly evaluates performance measures
that identify success on the job, then managers and employees are likely to feel that the tool
is acceptable and feasible to use. However, if the manager must fill out a 25-page form that
has very little to do with the job being evaluated, the manager may not feel that the form is
acceptable or feasible, at least partially due to its length, even if the employees do.
Conversely, if the manager fills out a two-page evaluation that they feel is a true measure of
performance in an employee’s job, but the employee feels that the evaluation leaves out
large segments of what is done in the work routine, the employee may not feel that the
form is acceptable and feasible. If either management or employees feel that the form is
unacceptable, it most likely will not be used correctly. (This would also mean that the
person would not see the evaluation as a valid measure.26) And as we saw in the section on
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deleting the performance appraisal process, many managers and employees do not currently
see their appraisal process as acceptable and feasible—a significant problem with the
process.
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Work Application 8-2
Assess the accuracy of the measurements of your performance on your last performance appraisal. Be sure to
describe the measures’ validity, reliability, acceptability, and feasibility, plus whether the measures were
specific and based on the organization’s mission and objectives.

Specific
The evaluation measure must be specific enough to identify what is going well and what is
not. The word specific means that something is explicitly identified or defined well enough
that all involved completely understand the issue. In performance appraisals, a specific form
provides enough information for everyone to understand what level of performance has
been achieved by a particular employee within a well-identified job.
Creating specific measures is the only way to use a performance appraisal to improve the
performance of employees over time. The employees have to understand what they are and
are not doing successfully. Many times, evaluation forms may be too general in nature to be
of value for modifying employee behaviors because we want the form to serve for a large
number of different types of jobs. This can create significant problems in the performance
appraisal process.

Based on the Mission and Objectives
Finally, you want to make sure that your performance management system leads to the
accomplishment of your organizational mission and objectives. As with everything else we
do in HR, we need to ensure that the performance management process guides our
employees toward achievement of the company’s mission and objectives over time. As
managers, making sure of this connection will allow us to reinforce employee behaviors that
aim at achieving organizational goals, and it will also allow us to identify for our employees
things that they may be doing that actively or unintentionally harm our ability to reach
those goals.
Thus, stating specific objectives saying exactly what each person in each job should achieve,
or their performance outcomes, leads to accurate assessment that can increase performance.
For some examples of inaccurate measures of performance, complete Applying the Concept
8-1.
8-1 Applying The Concept
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Measurement Accuracy
Before each of the situation descriptions below, write the letter corresponding to the accuracy criterion for a
measure that is NOT met in the situation.
1.
2.
3.
4.
5.
6.

valid
reliable
accepted
feasible
specific
based on the mission and objectives
____ 1. My boss is on my case because I’m not producing as much as I used to. But it’s not my
fault that the machine jams more often and then I have to stop working to fix it.
____ 2. My boss said I have to evaluate all 25 of my employees four times a year instead of only
once. I told her I don’t have the time to do it that many times. It’s just not possible to do a good
review that often without cutting back on other things that are more important.
____ 3. My boss said I have a bad attitude and gave me a lower overall performance rating. I
questioned what my attitude had to do with my performance because I get all my work done well,
and by the deadline.
____ 4. My boss asked me to complete a self-evaluation form rating my performance. But I didn’t
do it because it is her job—I let her do it.
____ 5. My boss told me that I was not doing a very good job. But when I asked him why, he never
gave me any details to support his assessment. Good answer.
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Why Do We Conduct Performance Appraisals?
As you can already see, the appraisal process gets to be extremely complicated very quickly.
And remember, anytime that a process in an organization is complicated, it is going to cost
a lot of money. So what’s the value provided to the organization and to the individual that
makes the process of evaluating the performance of our workers so critical?
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LO 8-2
List and briefly discuss the purposes of performance appraisals.

If performance appraisals are done in the correct manner, they can provide us with a series
of valuable results. However, if not done correctly, evaluating employee performance can
actually lead to lower levels of job satisfaction and productivity. Let’s discuss three major
reasons (communicating, decision making, and motivating) why performance evaluations
are completed and why they are so critical to continually improving organizational
performance.27

Communication (Informing)
The first major reason for performance appraisals is to provide an opportunity for formal
communication between management and the employees concerning how the organization
believes each employee is performing. All of us know intuitively that successful
communication requires two-way interaction between people. “Organizations can prevent
or remedy the majority of performance problems by ensuring that two-way conversations
occur between managers and employees, resulting in a complete understanding of what is
required, when it is required, and how everyone’s contribution measures up.”28
Communication always requires that employees have the opportunity and ability to provide
feedback to their bosses in order to make sure that their communication is understood. So
in performance appraisals, the communication process requires that we as managers
communicate with the employee to provide them with information about how we believe
they’re doing in their job. However, the process also requires that we provide the
opportunity for the employee to speak to us concerning factors that inhibit their ability to
successfully perform to expectations.
Factors in a job that management may not know about can include lack of training, poorly
maintained equipment, lack of necessary tools, conflict within work groups, and many
other things that management may not see on a daily basis. If the communication
component of the performance appraisal process does not allow for this two-way
communication, managers may not know of the obstacles that the employee has to
overcome. We can resolve problems only when we know about them. So as managers, we
need to communicate with our employees to find out when issues within the work
environment are causing a loss of productivity so we can fix them. Thus, two-way
communication is a critical component of correcting problems through the performance
appraisal process.
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Decision Making (Evaluating)
The second major purpose of performance appraisal is to allow management to make
decisions about employees within the organization. We need to make decisions based on
the information we get from our communication. Accurate information is necessary for
management decision making and is absolutely critical to allow the manager to improve
organizational productivity.29 We use information from annual performance appraisals to
make evaluative decisions concerning our workforce, including such things as pay raises,
promotions, demotions, training and development, and termination. When we have valid
and reliable information concerning each individual within our division or department, we
have the ability to make administrative and performance decisions that can enhance
productivity for the firm.
If, for instance, through the process of coaching (the third step of the performance appraisal
process), we find that several machine operators are having trouble keeping their equipment
in working order, then that information would quite likely lead to a needs assessment (as
discussed in Chapter 7) to determine whether or not maintenance training is necessary for
our group of operators. Without our rigorous evaluation process, we might not learn of this
common problem in a timely fashion, and the result could be significant damage to very
expensive equipment. This and similar types of information frequently come to the
forefront as we go through the performance appraisal process. Therefore, decision making
based on good communication is a very large part of why we take the time to do annual
performance appraisals.

Motivation (Engaging)
The third major purpose of performance appraisals is to motivate our employees to
improve the way they work, which in turn will improve organizational productivity
overall.30 But what is motivation, and are performance appraisals normally motivational?
We define motivation here as the willingness to achieve organizational objectives. We want to
create this willingness to achieve the organization’s objectives, which will in turn increase
organizational productivity.
HRM in Action
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Performance Appraisal
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SHRM
H:7
Managing Performance

Our evaluative decisions should lead to development of employees. Returning to the above
example of the machine operators having trouble keeping their equipment in working
order, making the decision to train employees leads to their development, which then
improves their individual performance, as well as better utilizing organizational resources.
Motivation The willingness to achieve organizational objectives

Evaluating and Motivating = Development
An effective performance appraisal process has two parts—evaluating and motivating—and
it does both parts well. Evaluating is about assessing past performance, and motivating is
about developing employees to improve their future performance. But are both parts done
well? Have you ever been in a position of being evaluated and debriefed as an employee?
Was the process motivational? Most of us would probably reply no. Think about that
appraisal process and how it was carried out. Here we discuss problems with evaluation and
how to overcome them, as well as how to motivate employees. We also suggest separating
formal assessment meetings designed to evaluate or motivate.

Problems in Evaluation
A common problem in appraisals is overpowering an employee during the evaluation
debrief with large amounts of negative information that they have not heard during
coaching. This tends to cause the employee to “turn off” or stop listening as the manager
explains what is wrong. Employees will just “raise their shields” to ward off all of the
negative information. This is a natural human trait. We are naturally suspicious of negative
information for a variety of psychological reasons (i.e., defensive mechanisms), so when we
are presented with a large amount of negative information, we tend to discount or even
disbelieve it. Therefore, employees in such situations may consider the process unfair or
one-sided and not an accurate measure of their performance (not acceptable), and as a
result, the evaluation may become useless as a motivator that develops the employee.

Avoiding Problems in Evaluation
To help overcome this problem during employee evaluations, an effective manager who is a
good coach will generally never identify a weakness that the employee has not previously
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been made aware of during the formal appraisal interview. This is the key to making the
appraisal acceptable to the employee. In other words, there are no surprises in a well-run
evaluation. The evaluative part of the appraisal should be a review only of what the
employee already knows and should be willing hear because they have been coached on
their performance throughout the evaluation period.
However, avoiding surprises is not enough.31 The appraisal debrief must be a well-rounded
look at the individual employee, and it should identify both positive and negative (specific)
factors in the employee’s behaviors and results within the job (and remember, the
communication needs to be two-way). As the manager, we want to tell the employees what
they did right but also where they have room for improvement. This more balanced
approach to the debriefing process will minimize the risk that the employee will raise those
shields and avoid listening.

Motivating Development
An important part of development is the need for managers to provide motivational
opportunities for the employees to improve their performance over time. In other words,
we need to tell them how to fix their own problems. We need to provide them with tools,
training, or other methods that will allow them to improve to the point where their
behavior is sufficient. Then, we must continually strive to get them to perform at an aboveaverage level and ultimately become superior performers, helping them along the way
through ongoing coaching between formal reviews.
If we provide employees with tools that allow them to improve over time, we’re not
focusing on negative past results but on positive future potential results.32 If employees are
given an honest opportunity to fix something that they know is a problem and are given the
necessary tools or training, most will take advantage of that opportunity. So performance
appraisals can be motivational if they are properly used and debriefed.
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Work Application 8-3
Assess the effectiveness of an evaluative performance appraisal you had. Did the manager present both
positive and negative performance areas? Did you really listen? Were there any surprises? Explain any
problems and how the evaluation could be improved.

Separating Evaluation and Development
To improve both parts of the performance appraisal, we suggest splitting the debriefing
into two separate interviews. The first meeting is to evaluate the employee’s past
performance, pointing out strengths and areas for improvement; the employee is asked to
think about how to improve performance. At the second meeting, manager and employee
jointly come up with a developmental plan that should lead to increased performance,
which in turn will result in a higher future evaluative rating during the next formal
appraisal. We will discuss how to conduct the two separate interviews in the “Debriefing
the Appraisal” section of this chapter.
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What Do We Assess?
Now that we know why we conduct performance appraisals, the next step is to figure out
what needs to be evaluated. In other words, we have to decide what aspects of the
individual and their performance we’re going to measure. Discovering the best options for
what to evaluate would come from analyzing the essential functions and qualifications
required for a particular job, or in HR terms, our job analysis. We could then use these
facts to design an appraisal instrument that uses measurable and observable factors to
evaluate performance.33 However, we can’t evaluate everything that is done over the course
of the year. We have to choose what we will focus on because what gets measured, and
evaluated, gets done.34 Our three primary options for what to evaluate are traits, behaviors,
and results.
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LO 8-3
Identify and briefly discuss the options for what to evaluate in a performance appraisal.

Trait Appraisals
Traits identify the physical or psychological characteristics of a person. Traits of an individual
can be part of the performance appraisal process. There is evidence that traits such as
inquisitiveness, conscientiousness, and general cognitive ability are valuable in jobs that
require management and leadership skills.35,36 However, we must ensure that we focus on
traits that have a direct relationship to the essential functions of the job, that they are
within the control of the individual, and that they are accurate measures. Can we accurately
measure traits that affect job performance, can trait measures pass the OUCH test, are traits
commonly measured, and should we measure traits as part of our performance appraisal
process? Here we answer these questions, and we will answer these same questions for our
behavior and results options.

Can We Accurately Measure Traits That Affect Job Performance?
Many traits that most of us would be likely to focus on—such as physical attractiveness,
height, and extroversion—actually have been shown to have very little bearing on job
performance in most cases. If we’re going to use traits in performance evaluation, we must
ensure that we focus on traits that have a direct relationship to the essential functions of the
job being done, and they have to be accurate measures.
Is using trait-based evaluation a good method of judging work performance? How many of
us would want to have judgments made about our work based on our appearance or
personality? Would you consider this to be a valid and reliable measure of your work
performance? In most cases, it’s very difficult to show that personal traits are valid and
reliable measures of work performance.

Give Traits the OUCH Test
Let’s take a look at trait-based measurements using the OUCH test. Is a physical
characteristic such as height or a psychological characteristic such as cheerfulness, work
ethic, or enthusiasm an objective measure of an individual’s work performance? We would
have great difficulty in creating a quantifiable and factual link between height or
enthusiasm and job performance. So when measuring traits, it’s difficult to meet the
objective requirement of the OUCH test.
If we utilized these trait-based measures in all cases in employee evaluations, we would be
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able to meet the uniform in application requirement of the OUCH test. The third test
—consistent in effect—would likely be extremely difficult to meet due to the fact that
different racial, ethnic, social, and gender groups tend to have different physical and
psychological characteristics. Remember, reliability is a measure of consistency. Physical
and personality characteristics have less to do with success in the job than certain behaviors
do. So it’s difficult to meet the has job relatedness test in most cases. Finally, it would be
very difficult to get different supervisors to evaluate subjective traits the same, because of
their own personality traits.
Traits The physical or psychological characteristics of a person

Are Traits Commonly Used to Measure Performance?
Surprisingly, if you go to the local office supply store and look at standard evaluation forms
that are available in preprinted pads, you will find that they usually list many traits as part
of the evaluation. Why would this be the case? The simple answer is that at least some
traits, both physical and psychological, are fairly easy to identify and we assume that they
are related to how the individual will perform on the job. Many of us, individually and as
managers, value certain things like enthusiasm, even if enthusiasm has very little to do with
the ability to do a particular job or the actual results of job performance.
Certainly, there are some jobs where enthusiasm is critical. However, being an enthusiastic
employee may have very little to do with success in the job, so if we evaluate individuals
based on the characteristic of enthusiasm, we might make an error in judgment concerning
their performance. And if we make errors in analyzing the performance of our employees,
the appraisal form becomes less valid and reliable and much less acceptable to both the
individual employee and management.
Finally, if our organization happened to be sued by a former employee who claimed that
they were fired based on an appraisal process that was unreliable and not valid, it would be
very difficult to defend trait-based evaluation forms due to their subjective nature.

Should We Measure Traits?
Author Ken Blanchard said that there are too many evaluation items that can’t be
objectively measured—such as attitude, initiative, and promotability. Therefore, it’s
important to ask whether both managers and employees will agree with the measured rating
as being accurate. The bottom-line test (we will call it the Blanchard test) is this: Does
everyone understand why they are assessed at a specific level (evaluation) and what it takes
to get a higher rating (development)?37 We should assess only traits that meet the bottomline test of having a direct and obvious objective relationship between the trait and success
in the job.
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Behavioral Appraisals
Our second option in the assessment process is to evaluate employees based on behaviors.
You will recall that behaviors are simply the actions taken by an individual—the things that
they do and say. Behavioral appraisals measure what individuals do at work, not their
personal characteristics. Is this a good option to use in a performance appraisal process?

Can We Accurately Measure Behaviors That Affect Job Performance?
As a general rule, it is much better to use behaviors in an appraisal than it is to use traits.
While an individual supervisor or manager may make a mistake in judgment about the
traits of an employee, physical actions or behaviors can be directly observed; and as a result,
they are more likely to be a valid assessment of the individual’s performance.

Give Behavior the OUCH Test
Let’s take a look at a behavioral evaluation using the OUCH test. Would an evaluation
based on actions taken by an employee be objective? In general, directly observing and
evaluating an action is significantly more objective than making an attempt to judge a trait
like individual effort. If we applied the same evaluation of behaviors to all of the individuals
in the same type of job, we would have a reasonable certainty that we were being uniform in
application. The same thing would be true here in evaluating the concept of consistent in
effect.
Behaviors The actions taken by an individual

So, it comes down to whether or not a behavior-based evaluation has job relatedness. Would
a behavioral evaluation be directly related to the essential functions of a job? The answer is
that it would be if we made sure that we chose behaviors that were necessarily a part of
successfully accomplishing a task. For instance, if we determine that a person acts correctly
in filling out a requisition form, putting the proper information in the correct blocks, and
providing the requisition to the appropriate person who would then order the material,
then we are assessing behaviors that are job related. If, however, we evaluated the action of
walking to the lunchroom and walking back to one’s workstation, would we be measuring a
valid job-related behavior? The answer is more than likely no. Of course, this is a silly
example, but it should help you understand that no matter what we do in the evaluation
process, we need to ensure that our actions are job related.
OK, but would behavioral evaluations be defensible in the situation of our fired employee
above? Would it be possible for us to show that our evaluation process was valid and
reliable? If we choose to measure job-related behaviors, it becomes much easier for the
organization to defend the validity and reliability of the appraisal process. Observation of
actions that are directly related to a job would provide at least some presumption of validity
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as well as reliability, purely because the behaviors are directly job related. Again, if we chose
behaviors that could not be directly associated with the job, the validity and reliability of
the measures would be suspect.

Should We Measure Behavior?
Are behaviors that measure performance more acceptable to the individual employee and
the managers than personal traits? In fact, evidence shows that most individuals are very
comfortable with the evaluation of their performance being based on “what they do,” not
“who they are.” In general, the most useful and therefore most acceptable feedback to
employees is feedback on specific job-related behaviors.38 As managers, though, we still
need to be cognizant of the fact that a behavioral evaluation can be a poor measure of work
performance unless the behaviors chosen are directly applicable to being successful in the
job. So as with traits, the Blanchard test asks whether employees understand why they are
assessed at a specific level (evaluation) and what it takes to get a higher rating
(development).39

Results Appraisals
Our final option is to evaluate the results, or outcomes, of the work process. Results are
simply a measure of the goals achieved through a work process. Using results as an evaluation
measure provides management with an assessment of the goals that were achieved in a
particular job over time.

Can We Accurately Measure Results That Affect Job Performance?
Is measuring the outcomes of a particular individual’s job a valid and reliable measure of
that person’s performance? Well, results are certainly concrete measures of performance.
However, could results of a job have been skewed based on factors that were outside the
control of the individual who is performing that job? The answer is obviously that the
results could be affected by many other factors besides the individual’s performance. For
example, standards could be set too low or high, and equipment and machines don’t always
work correctly. As a result, employees can’t do as much, or any, work.
Even though this is true, the measurement of results is the final organizational measure of
success. The results produced through organizational processes provide the company with
its return on investment—in this case, its investment in the people in the organization. So,
organizations really like to measure results.

Give Results the OUCH Test
Let’s take a look at the OUCH test concerning results-based evaluations. Is a result
achieved in a particular job a concrete, factual measure that can easily be quantified?
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Obviously, results are a very objective measure of what has happened in that particular job.
If we apply the same results-based measure to each similar job, then our measure is uniform
in application. The measure of results would almost certainly be consistent across different
groups of employees, so we would also meet the consistency in effect requirement of the
OUCH test. And of course, if we are measuring the results of what happens in a job, we are
certainly providing a measure that has job relatedness. So with a quick scan, we can see that a
results-based performance appraisal meets the requirements of the OUCH test better than
do either of the other two options.
Results A measure of the goals achieved through a work process

Should We Measure Results?
Results-based evaluations, like behavior-based evaluations, are typically very acceptable to
both the employee and the manager. Employees readily accept results-based appraisals
because they feel that such appraisals are one of the fairest methods of analyzing their
performance. After all, results are the most concrete measures available—either the result
was achieved, or it wasn’t. We can also defend this type of appraisal much more easily than
we can defend the other two options, even in court. It tends to be very easy for the
organization to go into a courtroom and show that an individual’s results were objectively
lower than those achieved by other people in the same or similar jobs, if such an action
becomes necessary.
But is a performance evaluation measured on results valid and reliable? The results-based
evaluation would most likely be highly valid and would usually be reliable, assuming that
we were able to take into account factors outside the individual’s control that nonetheless
affect job performance. So as with traits and behaviors, the Blanchard test asks: Does
everyone understand why they are assessed at a specific level (evaluation) and what it takes
to get a higher rating (development)?40

Which Option Is Best?
Our three options concerning what we evaluate are traits, behaviors, and results. But which
option is best? The answer’s not as easy as you might think. Certainly, results-based and
behavior-based evaluations are more defensible due to the fact that they are more reliable
and valid than trait-based evaluations. But we have to include a large number of factors in
order to select which option is best in a particular situation.
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Work Application 8-4
Very briefly describe a job you have or had. Describe how your performance was assessed based on traits,
behavior, and/or results.

For example, if we need to evaluate employees who work on the assembly line, we may
need to evaluate behaviors such as punctuality. Do they show up to work on time? If we
have an employee who produces at 150% of the standard when they show up, but they
only show up 2 or 3 days a week, that creates a problem for the whole assembly line. In that
case, we may need to evaluate attendance and punctuality (behaviors) because everyone on
the assembly line depends on everyone else.
However, if we have individuals who don’t do their actual work where managers can see
and measure traits and behaviors—for example, people who work from home
(telecommuters) and independent outside salespeople—then we need to rely on resultsbased measures. Other employees are often not affected by the hours that the
telecommuters and salespeople work. It will not matter when they are at the office, as long
as they get the job done. The firm will be concerned with how much they produced or
sold. So circumstances dictate which method we will use; we cannot say one method will
always be superior to the other two.
8-2 Applying The Concept
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Assessment Options
Write the letter corresponding to each of the following assessment options for measuring performance
before the situation describing it.
1. traits
2. behavior
3. results
____ 6. On the assessment form question number 7, “willingness to take responsibility,” I’m giving
you an average rating.
____ 7. You have to stay calm and stop yelling at your coworkers.
____ 8. You sold only 25 units 3 weeks in a row. You know the standard is 35, so I’m giving you a
formal warning that if you don’t get up to standard in 2 weeks, you will be fired.
____ 9. When you promote one of the women, make sure she is attractive.
____ 10. I’m pleased with your performance. It is only your second week on the job, and you are
already producing the standard 10 units per day. I don’t think it will be long before you exceed the
standard and get bonus pay.
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How Do We Use Appraisal Methods and Forms?
The formal performance appraisal usually involves the use of a standard form purchased, or
developed by the HR department, to measure employee performance. Again, “If you can’t
measure it, you can’t manage it.”41 But you must be careful how you measure success,42 as
the assessment should be as objective as possible, not subjective.43 Employees need to know
the standards and understand what good performance looks like, and they need to be able
to measure their own performance. If you are stuck with a form that has subjective sections,
work with your employees to develop clear, accurate standards.
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LO 8-4
Briefly discuss the commonly used performance measurement methods and forms.

Exhibit 8-2 lists the commonly used performance appraisal measurement methods and
forms and displays them on a continuum based on their use in evaluative and
developmental decisions. In this section, we discuss each of the measurement methods and
forms, starting with the developmental methods and working toward the evaluative ones.
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Critical Incidents Method
The critical incidents method is a performance appraisal method in which a manager keeps a
written record of the positive and negative performance of employees throughout the performance
period. There is no standard form used, so it is a method. Here, and for each of the other
methods and forms, let’s answer two questions: Why and when do we use the method or
form, and how do we use it?

Why and When Do We Use the Critical Incidents Method?
Most formal reviews take place only once or twice a year. But do you want to wait for a
formal review before you talk to employees about what they are doing well and when they
are not performing up to expectations? No, you want to let them know how they are doing
on an ongoing basis. Also, let’s say you are a manager with 12 employees. Can you really
remember everything each of them did well, when they made a mistake, and on what dates
to evaluate their total performance over the past 6 to 12 months? Odds are, you can’t.
However, many managers don’t keep a record of critical incidents, which leads to the
problem of inaccurate measures during the formal review meeting.
We use critical incidents to do a good assessment of the entire review period, and we coach
during the entire review period when needed for developmental decisions. We need to
continually conduct informal coaching and discipline, when warranted, as we make notes
of critical incidents to use during the formal review. With clear standards and coaching,
you can minimize disagreements over performance during the formal performance appraisal
because employees will know what is coming.44
Although critical incidents are commonly used for developmental decisions, they are also
used for evaluative decisions. For legal purposes, having a list of documented critical
incidents is especially important leading up the evaluative decision of firing employees. We
will discuss discipline and documentation in detail in Chapter 9.
Critical incidents method A performance appraisal method in which a manager keeps a written record of
the positive and negative performance of employees throughout the performance period

Exhibit 8-2 Performance Appraisal Measurement Methods and Forms
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How Do We Use Critical Incidents?
Managers commonly keep track of incidents with each employee, in either hard-copy or
electronic form. Robert Graham CEO Michael Buckly does it the old fashion way with a
file folder for each of his direct reports,45 but there are many different software programs
available now to track performance over the entire review period. Remember that critical
incidents are important employee actions, not minor ones, which help or hurt personal and
organizational performance. Every time an employee does something very well, like beating
a tough deadline or keeping an angry customer from terminating a business relationship
with the firm, a note goes in the employee’s file. Notes also go into the file every time the
employee’s behavior hurts performance, such as when the employee comes to work late or
doesn’t meet quality standards. In today’s environment, the note may be written by the
manager, a coworker, customer, or even a subordinate. When desired, it will be put in the
form of documentation, such as a warning, a performance report, or a letter from a happy
customer thanking the employee for doing a great job.
Coaching is part of this ongoing process, and it involves helping employees succeed by
monitoring their performance through giving feedback to praise progress and to redirect
inappropriate behavior as often as needed.46 One error that inexperienced or unskilled
managers tend to make in critical incidents evaluation is focusing on the negative actions of
employees. Remember that a good, balanced evaluation includes both positive and negative
feedback, so look for good performance, not just poor performance, and praise good work
when you see it.47
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Work Application 8-5
Select a job you have had. Did your boss use critical incidents in your evaluations? Assess how well your boss
used coaching between formal performance appraisal meetings to review your performance.

Management by Objectives (MBO) Method
The management by objectives (MBO) method is a process in which managers and
employees jointly set objectives for the employees, periodically evaluate performance, and reward
employees according to the results. Although there is a three-step process, there is no standard
form used with MBO, so it is a method. MBO is also referred to as work planning and
review, goals management, goals and controls, and management by results.

Why and When Do We Use the MBO Method?
In many cases, the MBO method is one of the best methods of developing employees. As
with the use of critical incidents, employees get ongoing feedback on how they are doing,
usually at meetings scheduled at regular intervals. We can use the MBO method
successfully with our employees if we commit to the process and truly involve employees
rather than trying to make them believe that our objectives are theirs.
On an organization-wide basis, MBO is not too commonly used as the sole assessment
method. It is more commonly used based on the evaluative assessment during the
development part of the performance appraisal. One difficult part of MBO is that different
employees will have varying individual goals, making MBO more difficult and timeconsuming than using a standard assessment form.

How Do We Use MBO?
MBO is a three-step process:

Step 1: Set individual objectives and plans
The manager sets objectives jointly with each individual employee.48 The objectives are the
heart of the MBO process and should be accurate measures of performance results. To be
accurate, objectives should be SMART.49 They need to be Specific, Measurable,
Attainable, Relevant, and Time based. Being specific, measurable, and time based is fairly
easy to determine in a written goal, but attainable and relevant are more difficult. So we
developed a model based on the work of Max E. Douglas, and we have provided two
examples in Model 8-1 that we can use when setting objectives for ourselves or others.

Step 2: Give feedback and evaluate performance
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Communication is the key factor in determining MBO’s success or failure, and employees
should continually critique their own performance.50 Thus, the manager and employee
must communicate often to review progress.51 The frequency of evaluations depends on the
individual and the job performed. However, most managers do not conduct enough review
sessions.
Management by objectives (MBO) method A process in which managers and employees jointly set
objectives for the employees, periodically evaluate performance, and reward employees according to the
results

Step 3: Reward according to performance
Employees’ performance should be measured against their objectives, again jointly by both
the manager and employee. Employees who meet their objectives should be rewarded
through recognition, praise, pay raises, promotions, and so on.52 Employees who do not
meet their goals, so long as the reason is not out of their control, usually have rewards
withheld and even punishment given when necessary.
Model 8-1 Setting Objectives Model

Narrative Method or Form
The narrative method or form requires a manager to write a statement about the employee’s
performance. There may not be an actual standard form used, especially for high-level
professional and executive positions, but there can be a form—so it can be a method or a
form.

Why and When Do We Use the Narrative Method?
A narrative gives the manager the opportunity to give the evaluative assessment in a written
form that can go beyond simply checking a box to describe a predetermined assessment
item. The manager can also write up a developmental plan of how the employee will
improve performance in the future. Narratives can be used alone, but they often follow an
objective part of the form. Although the narrative is ongoing, it is commonly used during
the formal review. A letter of recommendation is often an example of a narrative evaluation
method.
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How Do We Use the Narrative Method or Form?
The system can vary. Managers may be allowed to write whatever they want (i.e., use the
method), or they may be required to answer questions with a written narrative about the
employee’s performance (i.e., use the form). Let’s discuss both here.
The no-form narrative method can be the only assessment method used during the formal
review process. But the narrative method, when used alone, is more commonly used with
professionals and executives, not with operative employees. How we write the formal
narrative assessment varies, as writing content and styles are different. A narrative based on
critical incidents and MBO results is clearly the best basis for the written assessment.
The narrative is also often used as part of a larger form. For example, you have most likely
seen an assessment form (such as a recommendation) that has a list of items to be checked
off. Following the checklist, the form may ask one or more questions requiring a narrative
written statement.

Graphic Rating Scale Form
The graphic rating scale form is a performance appraisal checklist form on which a manager
simply rates performance on a continuum such as excellent, good, average, fair, and poor. The
continuum often includes a numerical scale, for example from level 1 (lowest performance
level) to 5 (highest). The Self-Assessment and Skill Builder exercise 8-1 uses a graphic
rating scale form; it is found at the end of this chapter.
Narrative method or form Method in which the manager is required to write a statement about the
employee’s performance
Graphic rating scale form A performance appraisal checklist form on which a manager simply rates
performance on a continuum such as excellent, good, average, fair, and poor

Why and When Do We Use the Graphic Rating Scale Form?
The graphic rating scale form is probably the most commonly used form during the formal
performance appraisal (primarily for evaluative decisions), but use of the form should lead
to development decisions as well. Why the popularity? Graphic rating scales can be used for
many different types of jobs, making them a kind of one-size-fits-all form that requires
minimal time, effort, cost, and training. Walk into an office supply store and you can find
pads of them. But on the negative side, graphic rating scales are not very accurate measures
of performance because the selection of one rating over another, such as an excellent versus
good rating, is very subjective. For example, think about professors and how they measure
performance with grades. Some give lots of work and few As, while others give less work
and almost all As.
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How Do We Use the Graphic Rating Scale Form?
It is very simple, and we have most likely all used one. For example, many colleges let
students assess professors at the end of a course, and all the students do is check a box or fill
in a circle to give their rating. One of the problems with this method is that some of us
don’t bother to actually read the questions. Based on our biases, some of us just go down
the list, checking the same rating regardless of actual performance on the items. To be fair,
this problem is not common with managers formally evaluating their employees. However,
it does tend to occur when customers evaluate products and services, including when
students assess professors.
There shouldn’t be any surprises or lack of agreement on performance levels during the
formal performance appraisal interview.

Thomas Barwick via Getty Images
To overcome this problem, we can reverse the scale from good to poor on different
questions, but this is unfortunately not commonly done. Why isn’t this done all the time?
Some managers who make the scales do not know they should do this. Also, some who do
know they should reverse the scales don’t because they don’t want to end up with overall
ratings being pushed to the middle because people don’t read the questions.
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Behaviorally Anchored Rating Scale (BARS) Form
A behaviorally anchored rating scale (BARS) form is a performance appraisal that provides
a description of each assessment along a continuum. As with graphic rating scales, the
continuum often includes a numerical scale that runs from low to high; but with the BARS
form, each item is an analysis of a specific behavior. A simple example here would be in a
restaurant where the server is supposed to clean and reset the tables (a behavior) after each
customer leaves. A BARS item might be “Server cleans and resets table after customers what
percent of the time (choose the closest answer)?” Answers: 100%; 75%; 50%; 25%; 0%.
Behaviorally anchored rating scale (BARS) form A performance appraisal that provides a description of
each assessment along a continuum

Why and When Do We Use the BARS Form?
The answers to why and when are the same here as they are with graphic rating scales, so
let’s focus on the differences between graphic rating scales and BARS forms. BARS forms
overcome the problem of subjectivity by providing an actual description of the performance
(the required behaviors) for each rating along the continuum, rather than that one simple
word (excellent, good, etc.) that graphic rating scales provide. A description of each level of
performance makes the assessment a more objective, accurate measure.
Why aren’t BARS more commonly used than graphic rating scales? It’s partly economics
and partly expertise. Again, the graphic rating scale can be used for many different jobs, but
BARS forms have to be customized to every different type of job. And developing
potentially hundreds of different BARS forms takes a lot of time, money, and expertise.
Even when a firm has an HR staff, the question becomes, “Is developing BARS forms the
most effective use of our time?” Obviously, the answer is, “It depends on the types of jobs
being evaluated and the resources available to complete the evaluation process.”

How Do We Use BARS Forms?
As with graphic rating scales, we simply select a level of performance along a continuum.
College accreditation associations are requiring more measures of student outcomes as
assurance of learning; and as part of that process, they want more BARS rubrics as evidence.
So in college courses, especially for written assignments, professors give out rubrics that
describe in some detail the difference between an excellent (A), good (B), average (C), poor
(D), and not acceptable (F) grade, using multiple criteria to put together a final grade.
Students use the rubric to do the work by meeting the written descriptive of how each part
will be graded/objectives. When getting the assignment back with a grade, students better
understand why they got the grade they did and how to improve in the future. Here is
another simple example of making a graphic rating scale item into the more objective
BARS.
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Attendance—excellent, good, average, fair, poor
becomes
Attendance—number of days missed 0–1, 2, 3–4, 5, 6 or more

Ranking Method
Ranking is a performance appraisal method that is used to evaluate employee performance from
best to worst. There often is no actual standard form used, and we don’t always have to rank
all employees. This method can be contentious, as evidenced by changes at GE, which until
about 2015 was the king of the “rank and yank” companies that was notorious for ranking
their employees and, at the end of each year, terminating the lowest ranked performers.
According to a 2016 Wall Street Journal article, GE is working to reinvent their employee
review process, providing routine feedback from managers and coworkers during the year,
but also doing a brief review with each employee at the end of the period.53 Dell is another
company that tried forced-ranking but it “turned good employees into politicians, bad
employees into backstabbers, and colleagues into enemies. It hurt collaboration”—so Dell
dumped it.54
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Work Application 8-6
Select an organization, preferably one you work for or have worked for. Identify and briefly describe the
assessment methods and/or forms that are used to assess employee performance.

Why and When Do We Use the Ranking Form?
Managers have to make evaluative decisions such as determining who gets a raise or
promotion and who gets laid off. So when we have to make evaluative decisions, we
generally have to use some type of ranking. However, our ranking can, and when possible
should, be based on other valid and reliable methods and forms.
Managers can also use ranking for developmental purposes by letting employees know
where they stand in comparison to their peers—meaning managers can use rankings to
motivate employees to improve their performance. For example, when one of the authors
passes exams back to students, he places the grade distribution on the board. This does not
in any way affect the current grades—but it lets students know where they stand, and he
does it to motivate them to improve. Using the ranking method for employee development
is generally more valuable to the organization than using it for evaluative purposes.
Showing an employee comparative strengths and weaknesses and working with them to fix
weaknesses tends to be motivational, but evaluating them as “poor” overall versus their
coworkers tends to be demotivational.
Ranking A performance appraisal method that is used to evaluate employee performance from best to worst

How Do We Use Ranking?
Under the ranking method, the manager compares an employee to other similar employees,
rather than to an objective standard. An offshoot of ranking is the forced distribution
method, which is similar to grading on a curve. Predetermined percentages of employees
are placed in various performance categories—for example, excellent, 5%; above average,
15%; average, 60%; below average, 15%; and poor, 5%. The employees ranked in the top
group usually get the rewards (a raise, a bonus, or a promotion), those not in the top tend
to have rewards withheld, and the ones in the bottom group sometimes get punished. In
Self-Assessment and Skill Builder 8-1, you are asked to rank the performance of some of
your peers.

Which Option Is Best?
While this section does not contain an exhaustive list, it provides examples of each of the
major methods of performance appraisal. Which appraisal method or form is best depends
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on the objectives of the organization. Using a combination of the methods and forms is
usually superior to using just one. For developmental objectives, the critical incidents,
MBO, and narrative methods work well. Alternately, you can’t decide who gets the
promotion or merit raise without an evaluative method, so for administrative decisions, a
ranking method based on the evaluative methods, and especially graphic rating scales or
BARS forms, works well.
Remember that the success of the performance appraisal process does not lie just in the
formal method or form used once or twice a year. It depends on the manager’s human
relations skills in ongoing critical incidents coaching, and it also depends on effective
measures of performance that are accurate enough to let everyone know why they are rated
at a given level (evaluative) and how they should improve (developmental) for the next
assessment.55
Insperity’s PerformanceReview.com is one website that has been designed to help managers
write complete and effective performance appraisals online. The site offers practical advice
to guide managers through the appraisal process.56
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Who Should Assess Performance?
Now that we’ve learned the why, what, and how of the performance appraisal process, we
next need to discuss the options for choosing a rater or evaluator. There are a number of
different options concerning who should evaluate the individual employee, and the decision
needs to be based on a series of factors. Let’s take a look at our options for deciding who
should evaluate an employee.
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LO 8-5
Identify and briefly discuss available options for the rater/evaluator.

8-3 Applying The Concept
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Appraisal Methods and Forms
State which of the following assessments is being described in each of the given situations, writing each
assessment’s corresponding letter before the situation(s) in which it is described.
1.
2.
3.
4.
5.
6.

critical incidents method
MBO method
narrative method and forms
BARS forms
graphic rating scale forms
ranking method
____ 11. Hank is not doing a good job, so you decided to talk to him about it and keep track of his
performance regularly.
____ 12. Your employees perform different tasks. You want to create a system for developing each
of them.
____ 13. Sara is moving, has applied for a job at another company, and asked you for a letter of
recommendation.
____ 14. You started a new business a year ago, and you are extremely busy focusing on sales; but
you want to develop a performance appraisal form you can use with all 14 of your employees, who
do a variety of jobs.
____ 15. You have been promoted, and you have been asked to select your replacement.

Supervisor
When we ask who should evaluate an employee, the most common response is that their
immediate supervisor should do it. But why would the supervisor be the best person to
evaluate an employee? Well, the supervisor is supposed to know the level of performance of
their employees. Certainly, supervisors are often one of the best and most commonly used
options as an evaluator for the employees under their control. However, this is not always
the case due to problems with supervisor performance assessments.
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H:2
Sources of Information (e.g., Managers, Peers, Clients)

Problems With Supervisor Evaluations
What if the supervisor doesn’t see the employee very frequently? This may not be all that
uncommon in a modern organization. Many times today, supervisors have little or no
direct contact with their employees because they may be in a different building, city, state,
or even country. Virtual teams, Internet-linked offices, telecommuting, and other factors
cause supervisors not to be in constant touch with their employees, unlike the situation 20
or 30 years ago.
There are other problems as well. What if there’s a personality conflict? Supervisors are
human, just like their employees; and they may just not relate well to some of their
employees. This may cause a personal bias for or against certain employees that may
invalidate the appraisal process.
What if the supervisor doesn’t know what you’re supposed to be doing in your job? Aren’t
supervisors always supposed to know every job for which they are responsible? Again, 30
years ago, this may have been true. However, in today’s work environment, with the
amount of information necessary to do the complex tasks that organizations must
accomplish in order to compete, nobody can know every job. There’s just too much
information for any one individual to learn. So jobs have been segmented down into
smaller and smaller areas, and the supervisor may not know each of those jobs in great
detail. So there are certainly problems that can occur in the case of a supervisor being
responsible for a subordinate employee’s evaluation process.

Avoiding Supervisor Review Problems
A simple way to overcome these problems is to have others, in addition to (or in place of)
the supervisor, assess performance. Also, multiple measures can make a performance
assessment more accurate—valid and reliable. Using other evaluators and multiple measures
can help overcome personal bias and provide information that supervisors don’t always
know about.

Peers
In addition to, or in place of supervisors, the trend is to use more teams; and teams
commonly evaluate each member’s performance.57 Why? If the supervisor is absent or has
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infrequent contact with the employees, but each of the employees frequently interacts with
multiple coworkers in a team or group, then peer evaluations may be valuable.58 Peers often
know the job of the individual employee better than the supervisor does, and they are more
directly affected by the employee’s actions—either positive or negative. In addition, peers
can evaluate the ability of the individual to interact with others successfully in a group or
team setting—something that may be very difficult for the supervisor to see unless they are
intimately involved with the group.

Problems With Peer Reviews
Peer evaluations can cause problems because the process may become less objective. In fact,
research evidence regarding the validity of peer evaluations is really unclear.59 Personality
conflicts and personal biases can affect how individual employees rate their peers. A major
problem is with perception because most of us see ourselves as being better at our job than
our boss and peers. Individuals within a group or team may also just have significantly
different personality types, and these differences can cause friction within the workgroup
that may spill over when it comes time to evaluate the person that they are in conflict with.

Avoiding Peer Review Problems
Because we know that problems can occur within a peer evaluation, the manager can take
the issues into account and adjust rating values as necessary. For example, assume you are
the manager of a work group of six people who, in your opinion, work very well together
and provide a quality work product. When you review a set of peer evaluations from the
work group, you notice that two of the group members (a young male and an older female)
gave each other significantly lower than average grades. However, the other four members
of the group gave both of them good marks for their contributions to the group. This quite
likely is a situation where a personality conflict has occurred between the two members that
caused them to lower each other’s grades. Knowing that the other four members of the
group evaluated these two individuals as valued members of the team, the ratings from the
two individuals can be adjusted, noting that a personality conflict may have lowered their
evaluations of each other. Some research shows that as peers evaluate each other more, their
ability to provide relevant and valuable feedback increases, as does their personal
confidence. So giving employees practice in peer evaluations can improve the validity and
reliability of such evaluations.60 Even with the potential for personality conflicts and bias,
peer evaluations can give us good insight into the inner workings of a group or team when
the supervisor has infrequent contact with the team. In Self-Assessment and Skill Builder 81, you will do a performance assessment of your peers.

Subordinates
We may also have subordinates evaluate their supervisor. We would typically use only
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subordinate evaluation for managerial-level employees. However, who within the firm
knows, and suffers the consequences from, the actions of a supervisor more than the people
who work for them? Subordinate evaluations can give us good insight into the managerial
practices and potential missteps of people who oversee others. As a result, subordinate
evaluations may give us valuable information that we would be unable to find out using any
other means. Have you filled out a form that assesses your professors? If so, you have
participated in one form of subordinate evaluation.

Problems With Subordinate Reviews
There is potential for bias here, especially from subordinates who have been disciplined by
their supervisor. Obviously, subordinates may try to get back at their supervisor for giving
them tasks that they did not want to perform or for disciplining them for failure in their
jobs. There may also be a personality conflict, or some subordinates may be biased against
their supervisor or manager for other reasons. So there are certainly negative aspects to
subordinate evaluations. On the other end of the scale, the subordinates may inflate the
capabilities of their manager, at least partly because of a lack of understanding of all the
tasks and duties required of the manager. In fact, in a recent survey, about two thirds of
employees rated their managers higher than the managers rated themselves.61

Avoiding Subordinate Review Problems
In all of these problem areas, if we know that there is a potential problem, we can most
likely guard against it. In many cases, as we go through a group of subordinate evaluations,
we will see one or two outliers providing either very high or very low marks for the
supervisor. In such a case, we should probably throw those outliers out of the calculation
when determining overall marks for the supervisor. It’s surprising how often these outliers
are extremely easy to spot in a subordinate evaluation process.
Another significant issue in the case of subordinate evaluations is confidentiality.
Subordinate evaluations must be anonymous or it is unlikely that the subordinates will
provide an honest evaluation of their supervisor. Obviously, if the evaluation is not
confidential, the supervisor can and may exact retribution on subordinates who provide
unflattering evaluations. In such cases, subordinates will likely inflate the capabilities of the
supervisor, which minimizes the value of the evaluation process itself. Despite potential for
bias and other problems, subordinate evaluations can provide us with valuable information
about the supervisor’s capabilities.

Self
Have you ever done a self-assessment at work? Virtually all of us have informally evaluated
how we perceive we are doing on the job, whether we are actually formally asked to do so as
part of the assessment or not. It is required with MBO. Even when they are not asked to do
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a self-assessment, employees will still walk into the review discussion with some informal
self-assessment that they will compare to the supervisor’s rating. But are self-evaluations
valuable, or is the employee going to overestimate their individual capabilities and tell us
that they’re perfect? (As you know, every chapter of this book has one or more selfassessments, and in one for this chapter—Self-Assessment and Skill Builder 8-1 at the end
of the chapter—you will assess your performance on a group project. If you want to, you
can do the skill-builder now.)

Problems With Self-Assessments
Most research evidence shows that self-assessments tend to overestimate the individual’s
ability to do a job.62 However, some of the research says that employees either
underestimate or accurately estimate their job performance over time. A significant portion
of the evidence seems to show that individuals with lower overall levels of knowledge and
skills tend to inflate their self-assessment of their abilities.63 Conversely, as individuals
become more knowledgeable and more skilled, the evidence tends to show that they will
either accurately estimate or even underestimate their capabilities in their jobs.64,65,66

Avoiding Self-Assessment Problems
Based on the fact that most of the evidence shows that employees overestimate their ability
to do their job, is self-assessment a valid performance measure? Here again, even though the
measure may have validity concerns, if we know that self-evaluations tend to be skewed, we
can most likely adjust for that. In addition, receiving information from the individual
concerning their perception of their skill set is extremely valuable in a number of
management processes—including plans for training and development opportunities,
providing work assignments, and counseling and disciplinary measures. As stated in the
Blanchard test, both the manager and employee need to agree on the level of performance,
and what it takes to get to the next level—it’s called perceptual congruence.67

Customers
We may want to use customers as evaluators when the individual being evaluated has
frequent contact with customers. We use the word customers in a broad sense to include
people outside the organization, including customers for our products and services and
suppliers to the firm, and those inside the organization, including people in other
departments of the firm (for example, the print shop that makes copies for other
departments and the mail room that receives mail and delivers communications to the rest
of the firm). If an employee interacts routinely with internal or external customers, we need
to know how those customers feel about their interactions with the employee. This
particularly applies to external customers, who are the ones who ultimately pay the bills.
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Work Application 8-7
Select your current job or a past job. Identify who has or had input into your performance appraisal.

It does not matter what else we do successfully if our customers are uncomfortable with
their interactions with our employees. If external customers are upset about their
interactions with our employees, then they have the ability to go elsewhere with their
business. And even internal customers can create significant problems within the firm due
to conflict between departments or divisions. So we want to ask internal and external
customers to evaluate the individuals with whom they come into contact.

Problems With Customer Assessments
What do you think the major problem would be with customer-based evaluations? One
problem is that customer assessments commonly use simple graphic rating scales, which we
discussed as being very subjective. Also, customers are usually not trained to do an accurate
assessment, so bias is a problem. For these and other reasons, the popular opinion is that
customer evaluations are almost always negatively skewed. However, research shows that
this is not necessarily the case.68 In some situations, customer evaluations actually exceed
internal evaluations.

Avoiding Customer Assessment Problems
Regardless of problems, customer evaluations provide us with valuable information
concerning our employees who have direct customer contact. And we can always adjust the
evaluation process knowing that customer evaluations may be biased. One of the basic
methods of adjusting the customer evaluation process is by comparing the individuals being
evaluated and identifying the ratios of negative and positive comments. This allows us to
identify more successful and less successful employees. Although this is an imperfect
measure, it still provides value to the firm because customers’ perceptions are critical to our
relationships with them. So, we need to measure this relationship.

360-Degree Evaluations
In some cases, the evaluation is expanded to everyone that an employee comes into contact
with through 360-degree feedback.69 The 360-degree evaluation analyzes individuals’
performance from all sides—from their supervisor’s viewpoint, from their subordinates’
viewpoint, from their customers (if applicable), from their peers, and from their own selfevaluation. The 360-degree evaluation would generally give us the most accurate analysis of
the individual and their performance within the company.
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DuPont developed 360-degree reviews back in 1973, and they are still popular today.70
With the trend of structuring work in teams, peer evaluations are now used regularly.71
Those who fill out the appraisal form would usually do so anonymously. The feedback
from all these people is used to evaluate and develop the employee.

Problems With 360-Degree Evaluations
Although considered the best, why don’t we always use 360 degree evaluations? The simple
answer is time and money. It takes a significant amount of time for a group of individuals
to evaluate one person if we use a 360-degree format. Using up so much organizational
time obviously also costs us a significant amount of money. If we multiply those numbers
by the time it takes everyone associated with the organization to evaluate one individual,
the costs can quickly become massive.

Avoiding 360-Degree Problems
Unfortunately, there really is no easy way to avoid these problems besides what is
commonly done—simply not using 360-degree evaluations. The 360-degree evaluation
format tends to be most valuable if it is used for purposes of individual development, rather
than to make administrative evaluative decisions.72 A good 360-degree feedback system can
provide specific suggestions about how to improve individual competencies.”73 It can also
go a long way toward minimizing some of the most common problems with the
performance appraisal process, which we will review in the next section.

Whom Do We Choose?
Now that we know our options for who should conduct an evaluation of each employee,
which option should we use? Again, we need to remember that each of the options costs us
money because it takes time for the individual to perform the appraisal. So, we need to
determine which option or options to use. We can combine any of these methods with any
other, all the way up to the point of the 360-degree evaluation. However, we want to use a
360-degree evaluation only when it’s worth it. If it’s not necessary, then it doesn’t make a
lot of sense due to the cost of this method.
360-degree evaluation An evaluation that analyzes individuals’ performance from all sides—from their
supervisor’s viewpoint, from their subordinates’ viewpoint, from their customers (if applicable), from their
peers, and from their own self-evaluation

For instance, is there any need to do a 360-degree evaluation of janitorial or housekeeping
staff? Would this make sense? Obviously, it would not. In most cases, with low-level staff
members, a supervisor’s evaluation is sufficient. This is true because even though only the
supervisor does the formal assessment, the supervisor often gets informal feedback on the
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employee’s performance from customers and peers of that employee. Customers will often
complain to the supervisor if the employee’s service is not satisfactory, and peers will
complain about a fellow employee who is not meeting standards for some reason. The
supervisor’s critical incident file is often written based on information received from peers
and customers, and that reduces the influence of any personal bias the supervisor may have
toward the employee.
What about the case of an outside salesperson? In this situation, the results tend to speak
for themselves. Sales numbers are available to the salesperson and manager. If the supervisor
rarely sees the individual but the customer interacts with our salesperson on a routine basis,
we can ask the customer to do an evaluation of the salesperson and ask the salesperson for a
self-appraisal. With the sales figures, a self-assessment, and customer feedback, we can
develop a plan to increase future performance.
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Work Application 8-8
Select an organization, preferably one you work for or have worked for. Identify some of the positions and
people who should be evaluated using 360-degree evaluations. Briefly describe your cost-benefit analysis to
justify your selection.

Finally, if we are evaluating the marketing manager for the firm, we may want to do a 360degree evaluation because of the fact that this individual would affect all of the groups—
subordinates, customers, peers, the organization, and themselves. So, we evaluate the
specific situation and use the number of methods necessary to get an accurate assessment of
the individual.
So once again, to get an understanding of the return on our investment, we need to do a
cost-benefit analysis to determine when the benefits of increasing performance outweigh
the costs of a particular person or group completing a performance appraisal. In essence, we
attempt to maximize performance while minimizing the total cost of the appraisal process.
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Performance Appraisal Problems
During the performance appraisal process, we face some common problems. However, we
can take measures to avoid them. So in this section, we discuss the problems first with
simple ways to avoid each of them as an individual. Then we discuss what the organization
can do to overcome these problems on an organization-wide basis. We can actually
overcome multiple problems with the same method. See Exhibit 8-3 for a list of problems
and ways to avoid them.
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LO 8-6
Identify some of the common problems, and how to avoid the problems, with performance appraisals.

Common Problems Within the Performance Appraisal
Process
Let’s briefly discuss each of the common problems during the performance appraisal
process listed in Exhibit 8-3.
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H:3
Rater Errors in Performance Measurement

Bias
Bias is simply a personality-based tendency, either toward or against something. In the case of
performance assessment, bias is toward or against an individual employee. We all have
biases, but supervisors especially cannot afford to allow their biases to enter into their
evaluation of subordinates. This is very easy to say but very difficult to do. Biases make the
evaluation process subjective rather than objective, and they certainly provide the
opportunity for a lack of consistency in effect on different groups of employees. So to
overcome the bias problem, we need to be objective and not let our feelings of liking or
disliking an individual influence our assessment of that person.

Stereotyping
Stereotyping is mentally classifying a person into an affinity group and then identifying the
person as having the same assumed characteristics as the group. Though stereotyping is almost
always assumed to be negative, there are many incidents of positive stereotypes. However,
making assumptions about individual employee characteristics based on their supposed
membership in a group, rather than explicitly identifying the performance of the
individual, creates the potential for significant error in evaluations. So we can avoid
stereotyping by getting to know each employee as an individual and then objectively
evaluating actual performance.
Bias A personality-based tendency, either toward or against something
Stereotyping Mentally classifying a person into an affinity group and then identifying the person as having
the same assumed characteristics as the group
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Halo Error
Halo error occurs when the evaluator forms a generally positive impression of an individual
and then artificially extends that general impression to many of that individual’s categories
of performance to create an overall evaluation of the individual that is positive.74
(Alternatively, the evaluator can form a negative initial impression and extend it to form an
overall negative evaluation—this is sometimes called the “horns error.”) In other words, if
an employee is judged by their supervisor to be generally a “good” employee, and if the
supervisor then evaluates each of the areas of the employee’s performance as good, then
regardless of any behaviors or results to the contrary, the supervisor is guilty of halo error.
So we can avoid halo error by remembering that employees are often strong in some areas
and weaker in others, and we need to objectively evaluate each employee based on their
actual performance for each and every item of assessment.

Distributional Errors
These errors occur in three forms: severity or strictness, central tendency, and leniency.
They are based on a standard normal distribution, or the bell curve that we are all so
familiar with. In severity or strictness error, the rater evaluates everyone or nearly everyone as
below average. Central tendency error occurs when the rater evaluates everyone under their
control as average—meaning nobody is rated as either really good or really bad. Finally,
leniency error occurs when the rater evaluates everyone as above average—meaning it is
basically a form of grade inflation. So we need to give a range of evaluations because we
really aren’t all equal in our level of performance, and everyone can’t be the worst or the
best.

Similarity Error
This error, also called “like me,” occurs when the rater gives better evaluations to
subordinates whom they consider more similar to themselves and poorer evaluations to
subordinates whom they consider to be different from themselves. We all have a tendency
to feel more comfortable with people who we feel are more similar to ourselves;75 and if we
are not careful, we can allow this feeling of comfort with similar individuals to be reflected
in the performance appraisal process. So we can avoid similarity error by embracing
diversity and objectively evaluating each employee based on their actual performance, even
if they are different from us and don’t do things the same way that we do.

Proximity Error
This error states that similar marks may be given to items that are near (in other words,
proximate to) each other on the performance appraisal form, regardless of differences in
performance on those measures. For instance, if we mark the first three items as “meets
expectations,” we tend to continue marking the same way on down the form. So we can
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avoid proximity error by objectively evaluating employees’ actual performance on each and
every item on the assessment form, and having reverse item scales really helps.

Recency Error
This occurs when the rater uses only the last few weeks of a rating period as evidence when
putting together performance ratings. For instance, if a warehouse worker has been a strong
performer for most of the appraisal period, but right before his annual evaluation, he
accidentally set a fire, he may be rated poorly due to recency error. So we can avoid recency
error by evaluating the employee based on their performance during the entire assessment
period, which is commonly 6 to 12 months. Using the critical incident evaluation method
really helps our recall, and it helps us assess employee performance more objectively for the
entire period.

Contrast Error
Here the rater compares and contrasts performance between two employees, rather than
using absolute measures of performance to assess each employee. For example, the rater
may contrast a good performer with an outstanding performer; then, as a result of the
significant contrast, the good performer seems to be “below average.” This would be a
contrast error. So we can avoid contrast error by objectively evaluating the individual based
on their actual performance against an objective standard.
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Work Application 8-9
Select your current job or a past job. Identify common mistakes your supervisor made when assessing your
performance, during either an informal coaching or a formal appraisal review.

Attribution Error
In simplified terms, attribution is a process in which an individual makes assumptions
about the reasons or motivations (such as attitudes, values, or beliefs) for an observed
behavior. So, attribution error in performance appraisal might occur when the rater
observes an employee action—such as an argumentative answer to a question—and
assumes that the individual has a negative attitude toward their job and is a poor performer.
This may not be true; and if it isn’t, the rater is guilty of an attribution error.76 So we need
to avoid attribution error because it is based on our subjective conclusions. When in doubt,
we shouldn’t assume we know why the employee did or didn’t do something. We should
investigate actions so that we can objectively evaluate employees based on their actual
performance.

Avoiding Performance Appraisal Problems
As you can see above, there are a significant number of ways that performance appraisals
can fail to provide an accurate assessment of the capabilities and behaviors of individual
employees. Thus far, we have provided only simple solutions to help us overcome these
problems as individuals. But how can a firm avoid these problems on an organization-wide
basis throughout the performance appraisal process?
Luckily, we can take a number of basic steps to minimize the negative issues that occur in
the performance appraisal process. All we have to do is look at the problems noted, and we
can fairly quickly come up with some possible solutions to at least the majority of those
problems using the same methods. Let’s discuss how the firm can limit the potential for the
appraisal process to go astray by developing accurate performance measures, training
evaluators, and using multiple raters.

Develop Accurate Performance Measures
As discussed earlier in this chapter, if the performance appraisal methods and forms are not
accurate measures, then the entire performance appraisal process will have problems.
Therefore, the organization should have its own HR specialist or hired consultants develop
an objective assessment process and measures. Now, let’s discuss three things HR specialists
commonly do to help ensure accurate measures.

830

Use multiple criteria
One method of overcoming some of the problems with the appraisal process is to ensure
that we use more than one or two criteria to evaluate an individual’s performance. We
should generally have at least one evaluation criterion for each major function within an
individual job. As we noted earlier, behaviors and results that occur over the entire course
of the evaluation period are typically the best criteria to use in the process of evaluating an
individual’s performance. However, employees behave in many different ways in different
circumstances throughout the course of a year, so we shouldn’t limit the appraisal process
to one or two actions on the part of that individual employee. By evaluating multiple
criteria, we have the ability to lower the incidence of halo, recency, contrast, and
attribution errors; and we may even be able to affect bias and stereotyping because of the
fact that many criteria, not just one or two, are being analyzed.
8-4 Applying The Concept
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Avoiding Appraisal Problems
Review the list of common problems or errors, and then write the letter corresponding to each one before
the statement describing or involving it.
1.
2.
3.
4.
5.
6.
7.
8.
9.

bias
stereotyping
halo error
distributional errors
similarity error
proximity error
recency error
contrast error
attribution error
____ 16. I got a lower rating than I deserve because I’m not afraid to speak my mind to the boss,
and she doesn’t like it.
____ 17. I’m sick and tired of hearing how many units Sally produces and that I should be more
like her.
____ 18. I told my boss that I thought I deserve an excellent rating, but she said that she gives
everyone a good rating.
____ 19. I tend to take it easy during the year, but I make sure to really push and do a good job for
the month of December, and that’s why I got a good performance review.
____ 20. I attended all the classes and participated in the class discussions, so the professor gave me
an A, even though my final average on my test scores was a B.

Minimize the use of trait-based evaluations
Our next method of overcoming problems within the appraisal process is to minimize the
evaluation of individual traits. As we noted earlier, trait-based evaluations tend to be more
subjective than behavior- or results-based evaluations, and as a result, they should generally
not be used unless there is a specific reason why employees must exhibit a particular trait to
be successful in a job. Only when we have a specific reason for trait-based evaluations should
we measure those traits and evaluate them in the appraisal process.
In addition, because of their subjectivity, trait-based evaluations are much more difficult to
defend in cases where the organization used the evaluation process for later disciplinary
action against an individual employee. By minimizing the evaluation of traits, we lower the
incidence of bias, stereotyping, similarity errors, and (potentially) attribution errors. So,
minimizing trait evaluations lowers the ability of the rater to make some of the most
significant mistakes that can occur in the appraisal process.

Give the measures the OUCH and Blanchard tests
We already stated this with each of the three types of assessment, but these two tests are so
important to successful, accurate measures that they bear repeating here. With the OUCH
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test, the measure has to be objective, uniform in application, consistent in effect, and have
job relatedness. With the Blanchard test, everyone must understand why they are assessed
at a specific level (evaluation) and what it takes to get a higher rating (development).77

Train Evaluators
Once we have accurate measurement methods and forms, the next thing that we should do
to help overcome some of the issues with the appraisal process is to train our evaluators to
avoid the common errors and problems that occur in performance assessment and to train
them in how to use the various methods and forms.

Train evaluators to overcome the common problems of assessment
Simply through the process of rater error training, we can mitigate or even eliminate many
of the common problems. Once the evaluator becomes aware that the common errors occur
with some regularity, the evaluator almost immediately begins to evaluate such errors and
guard against them. Even bias and stereotyping errors may be mitigated through the rater
error–training process. As we’ve said several times throughout this book, most of our
employees want to do a good job; and once they know that an error is being committed,
they will make attempts to correct that error. So, rater error training provides them with
knowledge of these errors and allows them the opportunity to correct them.
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Work Application 8-10
Select your current job or a past job. Identify and explain how the organization’s performance appraisal
process does or doesn’t use each of the three methods of overcoming common performance appraisal
problems. How can the organization improve the process?

A robust form of rater training is frame-of-reference training, which defines job performance
dimensions in more concrete terms, provides samples of behaviors at each performance
level, emphasizes the fact that job performance has many dimensions, and allows practice
and feedback sessions. While the details of frame-of-reference training are beyond the scope
of this introductory text, this method of rater training has been shown to have a significant
positive effect on rater accuracy in the appraisal process.78

Train evaluators to use the measurement methods and forms
Evaluators should also be trained to use the various performance assessment methods and
forms. Because the critical incident method is not commonly used as a formal assessment
method, evaluators should be taught to use it to help overcome recency error. Evaluators
also need training to effectively use MBO and to write a good narrative. When using a
rating scale, the organization should provide some training for the raters so they better
understand the differences between the word descriptors along the continuum (excellent,
good, etc.). BARS forms and ranking are fairly straightforward; but supervisors need to
realize that they, too, are subject to common problems when selecting each rating, and
training can help overcome any problems encountered.

Use Multiple Raters
The next tool we can use to minimize errors in the evaluation process, at least in some
cases, is to have multiple raters evaluate an individual. As we noted earlier, this becomes
expensive very quickly, so we must decide whether or not the value inherent in using
multiple evaluators overcomes the cost of the process. However, if it does, using multiple
evaluators can conquer some significant problems in the appraisal process. What will the
process of using multiple evaluators do to improve the appraisal process? It limits the ability
of one individual appraiser to provide a biased opinion concerning an employee’s
performance, and it limits the potential for stereotyping in the appraisal process. In
addition, halo, similarity, contrast, and attribution errors become less likely; and
distributional errors tend to even out among multiple raters. It is for these reasons that 360degree evaluations have gained favor in many organizations over the past 20 years.
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Debriefing the Appraisal
The debriefing process is where we communicate to individuals our analysis of their
performance. Companies may have guidelines for this process. For instance, Facebook
managers are told that performance reviews should be 80% focused on strengths.79 Earlier
in the chapter, we noted that there are two major reasons for assessing performance: for
evaluative decisions and for development. We also suggested breaking the formal
performance appraisal debriefing into two separate interviews. In this section, we describe
how to conduct both reviews.
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LO 8-7
Briefly discuss the differences between evaluative performance reviews and developmental performance
reviews.

The Evaluative Performance Appraisal Interview
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Planning ahead is critical to the performance appraisal interview process. Therefore, this
section is separated into preparing for and conducting the evaluative interview. Because the
evaluative interview is the basis for the developmental interview, it should be conducted
first.

Preparing for an Evaluative Interview
When preparing for an evaluative interview, follow the steps outlined in Model 8-2. Our
evaluation should be fair (meaning ethically and legally not based on any of the problems
discussed).80 If we have had regular coaching conversations with our employees, they know
where they stand,81 and our preparation is mostly done except for filling out the form. So
our relationship with the employee will directly affect the outcome.82 Employees should
also critique their own performance through a self-assessment using the form.83
Model 8-2 The Evaluative Performance Appraisal Interview

So step 1 of Model 8-2 is to simply set up the meeting. Step 2 has the employee use the
form to conduct a self-assessment; and in step 3 we, too, assess the employee’s performance
using the form. In keeping with the balanced evaluation, in step 4 we identify both
strengths and areas for improvement that serve as the basis for the developmental interview.
Finally, step 5 involves predicting employee reactions to our assessment, and planning how
to handle them. Using critical incidents will help support our assessment when employees
disagree. And don’t forget that the Blanchard test states that both you and the employee
should be able to explain and agree on the employee’s level of performance.

Conducting an Evaluative Interview
During the interview, encourage the employee to talk and also listen to the critique of their
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performance.84 Model 8-2 lists the steps for conducting an evaluative performance
appraisal interview. In step 1, we open the meeting with some small talk to put the person
at ease. Then in step 2, we go over our evaluation of the items on the assessment form. In
step 3, we identify the employee’s strengths and weaknesses, discuss them, and agree on
them. Finally, in step 4, we conclude the interview, which may involve making the
appointment for the developmental interview.
During this process, employees should be open to negative feedback, even if they don’t
agree with it. They shouldn’t make excuses or blame others. If they don’t agree with the
assessment, they may say something like, “Thanks for the feedback, but I don’t agree with
it because. . . .” Giving objective reasons for the disagreement is fine, as long as they do it
without being argumentative and disrespectful. If there is such disagreement, we may want
to schedule a follow-up meeting with the employee so that we and they may gather facts
that support our or their stance on the assessment.85
A performance appraisal can be more effective as a conversation, rather than as a single
speech about the employee’s performance.

Gary Burchell via Getty Images

The Developmental Performance Appraisal Interview
Again, planning ahead is critical when it comes to performance appraisal interviews.
Therefore, this section is also separated into preparing for and conducting the interview.
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Model 8-3 The Developmental Performance Appraisal Interview

Preparing for a Developmental Interview
After the employee’s performance evaluation is completed, you should prepare for the
developmental interview based on targeting areas for improvement that you already
discussed in the evaluative interview. Yes, as a manager you are busy, and you may question
the need for coaching and the cost of separate formal developmental interviews, but the
benefit of spending time developing employees will lead to increased performance and
lower turnover in your organization.86
To prepare for the interview, follow the steps in Model 8-3, which begins with simply
setting up a time to conduct the review. As stated in step 2, have employees come up with
their own objectives and strategies for improvement,87 and also develop your own for them
(step 3).
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Work Application 8-11
Assess how well your present or past boss helped develop your knowledge, skills, and competencies through
informal coaching and/or the formal performance appraisal interviews. Describe how the boss could
improve.

Conducting a Developmental Interview
The steps to follow when conducting a developmental performance appraisal interview are
listed in Model 8-3. Again, step 1 starts with small talk to open the interview. In step 2, it is
important to agree on developmental objectives. As part of step 3, the employee needs to be
made aware of exactly what they must do to improve and increase the rating on the next
review; and you must also let the employee know that follow-up progress feedback is
essential for changing behavior.88 So step 4 is to set up a follow-up meeting to review the
employee’s progress. When conducting steps 3 and 4, we don’t want the employee working
on too many things at once, so we should keep the number of objectives down to three or
fewer. We can always add new objectives later. We end in step 5 by concluding the
interview with some positive encouragement to reach the objectives.
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LO 8-8
Review the methods to improve employee engagement through performance management and the issue of
electronic performance management.
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Trends and Issues in HRM
It’s time to take a look at some of the trends and issues in performance management. First
we will evaluate whether or not we can improve employee engagement through good
performance management processes, and secondly, we take a look at electronic performance
monitoring, or EPM. Does it improve performance and add value to the organization’s
performance appraisal process by providing results-based evidence of employee
productivity?
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Work Application 8-12
Select an organization you work for or have worked for. Does it use formal evaluations? Do you believe the
organization should or should not conduct formal evaluations?

Building Engagement Through Performance Management
We discussed performance management at the beginning of the chapter. Recall that it is a
broad process of analysis and measurement of worker performance and communication of
that assessment to the individual over time. But can performance management actually
create a more highly engaged workforce? Well, there is at least some evidence that this is the
case when performance management is done as we discussed during the body of the
chapter.
Going back to Chapter 1, you will also remember that employee engagement is a
combination of job satisfaction, ability, and a willingness to perform for the organization at
a high level and over an extended period of time. Job satisfaction alone isn’t enough, and
neither is annual or more frequent performance appraisal. You’re probably getting the
feeling by now that good people management processes are always a combination of things
—there is no simple solution.
So how do we increase engagement by managing performance? It starts at the beginning—
with orientation/onboarding where the new employee learns about the company culture.
High-quality onboarding processes allow us to socialize the new employee into the work
environment. Through the socialization process, the employee learns how to function
successfully in their new environment by participating in conversations with others,
including their future supervisor, concerning how things are done in the organization.89
These conversations have to endure though. The manager/supervisor needs to provide
frequent feedback about how well the job is being done, as well as taking the time to listen
during these feedback sessions to what issues are confronting the employee.90 This
continuing conversation and accessibility to their manager can ultimately lead to an
increased level of trust between the manager and employee, assuming the
manager/supervisor takes action on issues identified during the conversations.
The ultimate goal here is to increase employee engagement through continuing
performance management, and there is real evidence that this does occur. One research
study identified five performance management activities that influence engagement: Setting
performance goals; providing ongoing feedback and recognition; managing employee
development; conducting appraisals; and creating a climate of trust and empowerment.91
So if we can do these things, performance management can “have a positive and direct
influence on employee engagement,” as well as individual attitudes, behaviors, and
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ultimately, organizational outcomes.92

Technology: Electronic Performance Monitoring
Electronic performance monitoring (EPM) is the process of observing ongoing employee
actions using computers or other nonhuman methods. The number of employees monitored
through EPM has increased drastically in the past 20 years. In the early 1990s, about one
third of employees were being monitored electronically. By 2001, approximately 78% were
being monitored electronically,93 and that percentage has more than likely increased ever
since. The reason for this steep increase is that using EPM apparently is an effective means
of increasing productivity.94 EPM allows management to know if employees are actually
working or doing personal things during paid work hours. The biggest upside to EPM
seems to be that it provides information for concrete, results-based performance
evaluations.
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Work Application 8-13
Select an organization you work for or have worked for. Does it use EPM? If so, describe the EPM system.
Do you believe the organization should or should not use EPM?

Certainly, this is a valuable outcome. However, some researchers and practitioners argue
against EPM because of a number of factors, including ethical questions concerning such
monitoring, legal concerns over employee privacy, and potential increases in stress due to
constant monitoring of performance. Stress research provides an interesting dichotomy. If
the monitoring is done for employee development and involves more communication
between the employee and manager, stress is generally reduced. If, however, monitoring is
done as a means of giving rewards and administering punishment, stress appears to
generally increase.95 So, the questions are these: Should organizations use EPM systems?
And if so, how should they use them?
There’s no simple answer. Again, EPM has been shown to increase productivity, and
organizations need to maximize employee productivity. However, when stress levels
become too great, increased stress is known to decrease productivity. So there’s an obvious
tradeoff between more employee monitoring and controlling stress levels in our workforce.
Management must understand this tradeoff to successfully improve productivity in the
organization overall.
Electronic performance monitoring (EPM) The process of observing ongoing employee actions using
computers or other nonhuman methods

In addition, the ethical and legal questions noted in the previous paragraph may be
significant enough in some cases to cause individual employees to leave the organization.96
If these individuals are our more productive workers, and especially if they are knowledge
workers, then what does the loss of these knowledgeable individuals do to organizational
productivity? There doesn’t appear to be any current research-based answer to these
questions. Therefore, because these questions exist, organizations must be careful in how
they implement EPM processes so that they can improve their chances of reaching the
stated goal of EPM—improving organizational productivity.
Finally, as these programs are rolled out in the organization, managers must be acutely
aware of the potential downside effects of increased stress levels and employees feeling that
their privacy is being invaded. These could lead to decreases in productivity and higher
rates of turnover.97 In other words, management must work to overcome the potential
problems and costs associated with EPM to gain the benefits.
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Chapter Summary
8-1 Discuss the difference between performance management and performance
appraisals.
Performance management is a continual process that identifies, measures, manages,
and develops the performance of people in the organization. It is designed to improve
worker performance over time. Performance appraisal is the part of the performance
management process that identifies, measures, and evaluates the employee’s
performance and then discusses that performance with the individual. This should
also be on an ongoing basis.
8-2 List and briefly discuss the purposes of performance appraisals.
Communication is the first purpose. Appraisals need to provide an opportunity for
formal two-way communication between management and the employee concerning
how the organization feels the employee is performing. The second purpose is to gain
information for evaluative decisions. We need good information on how employees
are performing so that we can take fair and equitable actions with our workforce, to
improve organizational productivity. Providing motivation for development is the
last major purpose. Used correctly, appraisals can motivate by providing
opportunities for the employees to improve their performance over time.
8-3 Identify and briefly discuss the options for what to evaluate in a performance
appraisal.
Our three primary options for what to evaluate are traits, behaviors, and results.
There is some evidence that particular types of traits are valuable in jobs that require
management and leadership skills, but many traits have been shown to have very little
bearing on job performance, meaning they are not valid measures of performance.
We can also use behaviors to evaluate our workers. Measuring behaviors is usually a
much better appraisal option because physical actions or behaviors can be directly
observed, and as a result, they are more likely to be a valid assessment of the
individual’s performance. Finally, we can evaluate performance based on results.
Results are a concrete measure of what has happened in the organization. However,
results may be skewed based on factors that are outside the control of the individual
who is being evaluated.
8-4 Briefly discuss the commonly used performance measurement methods and
forms.
The critical incidents method utilizes records of major employee actions over the
course of the appraisal period to complete the employee evaluation. MBO uses
objectives jointly set by the manager and employee to gauge employee performance
during the evaluation period. In the narrative method, the manager writes either a
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structured or unstructured paragraph about the employee’s performance. Graphic
rating scales provide a numerical scale so that the manager can check off where an
employee falls on the continuum. BARS forms provide a description of the behaviors
that make up acceptable performance at each level on the scale. Finally, ranking
creates a hierarchy of employees, from best to worst.
8-5 Identify and briefly discuss available options for the rater/evaluator.
It is logical to choose supervisors as evaluators when they have ongoing contact with
the subordinate and know the subordinate’s job. When the supervisor may not spend
lots of time with the individual employee, peers may make better evaluators because
they may know the job of the individual employee better than the supervisor does
and may be more directly affected by the employee’s actions. Subordinate evaluations
can give us good insight into the managers who control employees in our
organization. We may want to use customers as evaluators when the individual being
evaluated has frequent contact with those customers, because we need to know how
customers feel about their interactions with our employees. Self-evaluation is valuable
in a number of management processes, from training and development to counseling
and disciplinary measures, among others.
The 360-degree evaluation gives us the best overall analysis of any employee in the
firm, because it looks at an employee’s performance in the eyes of all others who are
affected by that individual. The 360-degree evaluation format is more useful for
individual development than it is for administrative purposes. The biggest downside
is that the process takes a lot of time, which means that it also costs the company a
lot of money.
8-6 Identify some of the common problems, and how to avoid the problems, with
performance appraisals.
Personal biases and stereotyping are two of the most significant appraisal problems.
Other problems include halo error, distributional errors (either the grading is too
harsh or too lenient, or everyone is judged to be average), similarity error, proximity
error, recency error, contrast error, and attribution error.
There are several ways to avoid these problems. The first option would be to develop
accurate performance measures. Accurate performance measures use multiple criteria,
minimize trait-based evaluations, and can be analyzed using the OUCH test and the
Blanchard test. Next, we should train the evaluators, because as soon as they know
some of the common errors, those errors will become less pronounced. We can also
use multiple raters to mitigate any potentially biased evaluations and minimize other
errors such as similarity, contrast, and attribution errors. Finally, don’t evaluate what
you don’t know. Find someone in the organization who does know the job, and have
that person evaluate the individual performing the job.
8-7 Briefly discuss the differences between evaluative performance reviews and
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developmental performance reviews.
The evaluative interview is a review of the individual employee’s performance over a
certain period. The evaluation needs to be fair and equitable, not based on bias. The
employee must be given the opportunity to talk as well as listen to the critique of
their performance. The developmental interview, on the other hand, focuses on areas
for improvement over time. You should have employees come up with their own
objectives and strategies for improvement, and you should develop your own
objectives for them.
8-8 Review the methods to improve employee engagement through performance
management and the issue of electronic performance management.
Performance management to improve engagement starts at the onboarding process
where the new employee is socialized into the work environment. Continual feedback
from their manager/supervisor should continue with frequent feedback concerning
how the employee is doing and assistance overcoming obstacles. This will build
greater trust between the two which ultimately leads to a positive and direct influence
on employee engagement, as well as individual attitudes and behaviors.
Electronic performance management (EPM) has continued to increase at work. The
biggest value to EPM seems to be that it provides information for concrete resultsbased performance evaluations. But there are ethical questions concerning constant
monitoring of employees, as well as questions of how the monitoring affects health of
those employees. Finally, the negative consequences of EPM may cause lower
productivity overall if employees are unhappy, as well as an increase in turnover—
both seriously negative outcomes.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. ________ is the process of identifying, measuring, managing, and developing the
performance of the human resources in an organization.
2. ________ is the ongoing process of evaluating employee performance.
3. ________ is the willingness to achieve organizational objectives.
4. ________ identify the physical or psychological characteristics of a person.
5. ________ are the actions taken by an individual.
6. ________ are a measure of the goals achieved through a work process.
7. ________ is a performance appraisal method in which a manager keeps a written
record of positive and negative performance of employees throughout the
performance period.
8. ________ is a process in which managers and employees jointly set objectives for the
employees, periodically evaluate performance, and give rewards according to the
results.
9. ________ requires a manager to write a statement about the employee’s
performance.
10. ________ is a performance appraisal checklist on which a manager simply rates
performance on a continuum such as excellent, good, average, fair, and poor.
11. ________ is a performance appraisal that provides a description of each assessment
along a continuum.
12. ________ is a performance appraisal method that is used to evaluate employee
performance from best to worst.
13. ________ analyzes individual performance from all sides—from the supervisor’s
viewpoint, from the subordinates’ viewpoint, from customers’ viewpoints (if
applicable), from peers, and using the employee’s own self-evaluation.
14. ________ is a personality-based tendency, either toward or against something.
15. ________ consists of mentally classifying a person into an affinity group and then
identifying the person as having the same assumed characteristics as that group.
16. ________ is the process of observing ongoing employee actions using computers or
other nonhuman methods.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Other than giving an annual evaluation, what would you do to manage the
performance of your employees? Explain why.
2. Do you agree that performance appraisals should be discontinued in companies?
Defend your answer.
3. What would you do as the manager in order to make sure that your employees knew
the standards that they would be evaluated against? Explain your answer.
4. Do you really think that it is possible for a performance appraisal to be motivational?
Why or why not?
5. Can you think of a situation in which a trait-based evaluation would be necessary?
Explain your answer.
6. You are in charge and you want to evaluate a group of assembly workers. Who would
you choose as the evaluator(s)? What about evaluating the Director of Operations—
who would you choose to do that? Explain your answer.
7. How would you minimize the chances that stereotyping could affect the evaluation
process in your company?
8. Which of the solutions to performance appraisal problems would you implement first
if you were in charge? Second? Why?
9. What would you do to make the performance appraisal debriefing more comfortable
and less confrontational for your employees? How do you think this would help?
10. Is electronic performance monitoring ethical? Would you use it? Why or why not?
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Case 8-1 Not Spilling the Beans at Jelly Belly: Developing a
More Accurate Performance Appraisal System
What might be the sweetest job in the world? Why not working alongside such tempting
treats as chocolates, gummies, gum balls, buttered popcorn, cheesecake, candy corns,
licorice, sour candies, cinnamon confections, jellies, and of course let us not forget jelly
bellies! That’s the way it is at Fairfield, California–based Jelly Belly Candy Company
(JBCC). They offer over 100 varieties of candies (including such novelty flavors as
cinnamon confections and Chili Mango) in over 70 countries globally. They also operate
six retail stores in California and offer tours in their Pleasant Prairie, Wisconsin, visitor’s
center.(1)
JBCC’s mission statement captures the flavor of the firm.
Jelly Belly Candy Company is dedicated to producing the highest quality confections,
delivering superior customer service and creating a reliable and enjoyable product line
to the consuming public. We seek to be a responsible corporate citizen and to ensure
high quality and safety standards. We expect our consumers and business partners to
have confidence in the products bearing our name and that our products are
manufactured in accordance with a guiding code of conduct. Jelly Belly is committed
to conducting business with ethical business standards and asks its vendors, suppliers
and licensees to conduct themselves in the same manner.(2)
Given this family firm’s commitment to maintaining high operating and ethical standards,
there is no “sugar coating” employee performance and job satisfaction. Every successful
firm understands that employee retention is strongly tied to the employees feeling that they
are an integral part of the firm and that their work is appreciated and rewarded. JBCC
understood that the best way to execute their mission statement, have employees both
understand and implement the firm’s underlying priorities and values, was through their
employee evaluation performance system. JBCC saw the need for a precise, automated
talent and employee appraisal system as the panacea for maximizing the human assets.
The bittersweet truth was that it took a merger of the two branches of the family business
into one unit to surface this issue. One part of the firm was doing employee evaluations
using 1960’s technology: hard copy forms and personnel files. The other part was using a
computer-based system, but the software was antiquated. JBCC’s head of HR for their
Midwest operations, Margie Poulos, and her HR staff, were tasked with the responsibility
of taking HR data from three locations (600 employees) and creating one integrated
process.
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According to Jeff Brown, JBCC’s HR Director, “When employees feel they have gotten a
thorough and accurate review, it boosts their morale.” This was the foundation of their new
appraisal system—comprehensive, unbiased, and precise measurements of employee
performance would serve as the viable feedback employees both wanted and needed to
establish and obtain specific quantifiable objectives. Employees, according to motivation
literature, who know what are expected of them, perform at a higher level with greater job
satisfaction. Happy workers lead to higher retention, and retention is the name of the game
for superior performance, industry leadership, and expansion.
JBCC used a traditional appraisal system where annual evaluations were conducted, with
no comparison to prior years. They wanted a new system that would be online, use one
standardized form, allow managers to have access and input periodic updates of the
employee’s performance from remote locations, and allow for signoffs. “In our old system, a
few folks in Chicago would have access to the system. However, we have managers in
California with Chicago subordinates. It is important that they can share the same forms
across the board. And we have folks who are on the road a lot or are working out of home
offices, so having them be able to access this is a huge point for us,” according to Brown.
Poulos and her team did have concerns and drew up a list of factors the system had to
incorporate. Primarily “we didn’t want to end up with a system that is so complicated that
the managers wouldn’t use it,” and therefore Poulos made sure the new software system
would be simple, flexible, save time, and allow for developing variations of the firm’s core
competencies. The new software had to structure and formalize the appraisal process while
allowing for customization of the firm’s competencies and staff/managers’ suggested
modifications.
Once the software was selected, 50 managers received fast-track training with annual
appraisals immediately commencing. Brown had high praise for the system, indicating that:
It allows us to standardize competencies across job classifications, add signature and
comment sections to make our process more interactive, and increase accessibility for
remote managers. . . . Organizing and automating the appraisal process results in
performance appraisals that are more accurate and fair. This is important because,
after all, an employee appraisal is a legal document.
Poulos and her team were also enamored with the new system because it allowed them to
connect employee training and development needs with employee performance. “We’ve
always had a separate training manual. Now we can go in to the evaluations and more easily
monitor employees’ skills development, see what training individuals need, and check the
due dates for training and renewal. That makes it much easier for us to keep track.”
First, the new system has achieved its primary objective of connecting employees’ personal
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objectives with employee goals. “The feedback has been really positive, from both managers
and employees as well. Some staff said this was the best appraisal they’ve had,” Poulos said.
“They felt the evaluations were fair and realistic, and supervisors had the scope to provide
more relevant and legitimate comments than they could before. Rather than just clicking
on a bunch of canned comments, they were accurately reviewing the employee.”
A great side effect of the new automated system is that this system has proven to be far
more efficient than the old one. “Since this year was the first time using the new system, it
took us a little longer than it will next year. But the process was a whole lot faster,” Poulos
said. “It has already saved us a lot of time, and we got everybody’s appraisals done in one
shot.”(3)
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1. What is performance management, and what is the driving force behind Jelly Belly
Candy Company’s performance management approach?
2. What is performance appraisal, and what are the key features Jelly Belly Candy
Company wanted in their new appraisal system?
3. What is the performance appraisal process, and how does Jelly Belly Candy
Company’s new appraisal system incorporate those processes?
4. How did the question of performance accuracy affect the development of Jelly Belly
Candy Company’s automated appraisal system?
5. Why did Jelly Belly Candy Company redesign their performance appraisal system?
6. What does Jelly Belly Candy Company evaluate when they conduct employee
appraisals, and why are they using that approach?
7. Who is assessing training performance at Jelly Belly Candy Company?
8. What trends in performance appraisal are affecting Jelly Belly Candy Company’s
appraisal system?
Case created by Herbert Sherman and Theodore Vallas, Department of Management
Sciences, School of Business Brooklyn Campus, Long Island University
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Case 8-2 Amazon.com: Selling Employee Performance With
Organization and Leadership Review
Amazon.com, which started as the biggest online bookstore, has become a household name
by expanding rapidly in the retail market. It offers millions of movies, games, music,
electronics, and other general merchandise products in several categories, including apparel
and accessories, auto parts, home furnishings, health and beauty aids, toys, and groceries.
Shoppers can also download e-books, games, MP3s, and films to their computers or
handheld devices, including Amazon’s own portable e-reader, the Kindle. Amazon also
offers products and services, such as self-publishing, online advertising, an e-commerce
platform, hosting, and a cobranded credit card.(1)
To keep this megastore running at a fast pace, Amazon hired 115,000 employees, who
generated $74 billion in 2013. Target and Home Depot made a combined income of close
to $74 billion in the same year, yet they employed more than 340,000 people between
them in their retail stores.(2) Why does Amazon need only one third of its competitors’
labor force to produce the same revenue? Like the other mega retailer, Walmart, Amazon
has delivered creative business solutions to their own processes to continuously increase
their operating effectiveness. However, their strategy focuses on enhancing the customershopping experience and providing excellent customer service rather than providing the
lowest-priced products. To meet their customers’ needs, Amazon must deliver more speed
and efficiency in its giant warehouse. They use more automated work processes that reduce
the company’s operational costs and also increase labor efficiency and employee safety.
The quality of Amazon’s warehouse labor has become the critical issue in the firm’s success;
and hence, hiring and retaining the best, most suitable candidates for the company’s
manual labor positions is a key success factor. That being said, Amazon’s turnover rate at
these lowest-ranked positions in the organization is high since Amazon lets go of its lowestperforming employees to make room for new, more appropriate candidates while
promoting the very best. To detect the lowest- and highest-performing employees, Amazon
initiated a performance evaluation system called the Organization and Leadership Review
(OLR).(3)
OLR actually has two main goals: (1) finding future leaders and preparing them to be able
to face the most challenging tasks presented in a fast-paced work environment; and (2)
determining the 10% of employees who are the least effective and taking necessary
corrective action with them. OLRs take place twice a year to grant promotions and find the
least effective employees.(4) Only the top-level managers attend these meetings, where
there could be two reasons why an employee’s name may be mentioned. Either the
employee is being considered for a promotion, or the employee’s job might be at stake.
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OLRs start with the attendees reading the meeting agenda. Then supervisors suggest the
most deserving subordinates to be considered for promotion. All executives in the room
evaluate these suggestions and then debate the alternatives. Promotions are given at the
end. During the process, instead of using hard data, executives tend to evaluate employees’
performance on the basis of personal, anecdotal experiences. Anyone in the meeting may
deny a promotion; therefore, ambitious employees seeking a promotion should also be very
friendly with their boss’s peers. If an employee’s supervisor cannot present that worker well
enough, another’s favorite subordinate will get the promotion.(5)
In terms of promotion, Amazon CEO Jeff Bezos expects the managers to set the
performance bar quite high to allow only the most exceptional talent to progress.(6)
Promotions are protected by well-written guidelines, which focus on delivery and impact,
but not on internal politics. People spend less time campaigning for their own promotions,
and top performers are highly compensated based upon the quality of their work.(7)
Therefore, only a few promotions are available each year, and receiving positive feedback
from a supervisor is quite rare. The approval that employees get from their supervisor is not
enough to earn a promotion; employees still have to “fight” for a promotion, which may
not occur immediately.

860

References
(1) Hoover’s Inc. (2014). Amazon.com, Inc. [Hoover’s Company Records—Competitive
Landscape/In-Depth Records]. Retrieved July 13, 2014, from Long Island University
Academic Database.
(2) Ibid.
(3) Stone, B, (2013, October 15). Why it’s so difficult to climb Amazon’s corporate ladder.
Bloomberg BusinessWeek. Retrieved from http://www.businessweek.com/articles/2013-1015/careers-at-amazon-why-its-so-hard-to-climb-jeff-bezoss-corporate-ladder/
(4) Ibid.
(5) Ibid.
(6) Ibid.
(7) Soper, T. (2012, December 13). Here’s what employees love and hate about working at
Amazon, Microsoft. Geek Wire. Retrieved from
http://www.geekwire.com/2012/employees-love-hate-working-amazon-microsoft/
Questions
1. Do you think OLRs increase employee motivation? If not, why would Amazon
conduct such performance appraisals?
2. How might rater bias, stereotyping, and traits appraisal impact the accuracy of OLR?
Could this be corrected? If so, how?
3. Given the differing appraisal systems described in this chapter, which appraisal
systems most closely resemble OLR?
4. Given your answer to the above question, what appraisal system do you think would
best meet Amazon’s objectives of retaining the best employees while taking corrective
action with the bottom 10%?
5. Amazon is a high-technology firm. How might it use electronic performance
monitoring to supplement the OLR process?
6. What are the advantages and disadvantages of having performance reviews like OLR
that involve only one-way communication, rather than MBO?
Case created by Herbert Sherman and Theodore Vallas, Department of Management
Sciences, School of Business Brooklyn Campus, Long Island University
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Self-Assessment and Skill Builder 8-1 Peer and SelfAssessments
This exercise includes the usual self-assessment for each chapter, plus an evaluation of peers
and developing measures of performance.
Objectives
To develop your skill at assessing your performance and that of your peers, and to develop
your skill at developing measures of performance
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—H: Performance management
Assignment Part 1—Self-Assessment
During your college courses, you most likely had to do some form of group assignments,
and you’ve also done group assignments in this course. Select one group you worked with,
and based on your performance in that group, do a self-evaluation using the rating scale
form below.
Evaluator (you) ____________________________________ (Self-Evaluation)

This exercise can stop with just a self-assessment, or it can continue to also include peer
evaluations.
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Assignment Part 2—Peer Review
1. Part 2 begins by conducting a peer evaluation using the above form for each of the
other members in your group, but using this heading for the form:
Group Member ___________________________________ (Peer Evaluation)
Either copy the above form for each group member, do your assessment on any sheet
without using the form, or have your instructor provide you with multiple forms that
you can complete for each group member.
2. Below, rank each group member (including yourself) based on their performance.
The first person you list should be the best performer, and the last person you list
should be the least effective performer, based on the performance appraisal above. If
members are close or equal in performance, you may assign them the same rank
number, but you must list the better one first.
3. To the right of each group member (including yourself), place the overall letter grade
(A–F) you would assign to that member based on the performance appraisal. You
may give more than one member the same grade if those individuals deserve the same
grade. You may also use plus and minus grades.

863

Skill Builder 8-2 Debriefing the Appraisal
Note: This exercise is designed for groups that have been working together for some time as
part of the course requirements. It is a continuation of Skill Builder 8-1. Based on your
peer evaluations, you will conduct performance appraisals for your group members.
Objective
To develop a plan to improve your team performance, and to develop your skills in
conducting performance appraisals
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—technical, business, and conceptual and design skills
2. SHRM 2016 Curriculum Guidebook—H: Performance management
Assignment
You will be both the evaluator and evaluatee. Get together with group members and have
each member select a letter, beginning with the letter A. Pair off as follows: A and B, C and
D, E and F, and so on. If the group consists of an odd number of people, each member will
sit out one round. A should conduct the evaluation interview for B, C should conduct the
evaluation interview for D, and so on, using the form in Skill Builder 8-1. The evaluators
should follow up the evaluation interview with the developmental interview to give
suggestions on improving B, D, and F’s performance (be sure to follow the evaluative and
developmental interview steps in Models 8-2 and 8-3). Make sure you are evaluators and
evaluatees; do not be peers having a discussion. When you finish, or when the instructor
tells you time is up, reverse roles of evaluators and evaluatees. B, D, and F will become the
new evaluators for A, C, and E.
When the instructor tells you to, or when time is up, form new groups of two and decide
who will be the evaluators first. Continue changing groups of two until every group
member has appraised and been appraised by every other group member.
Apply It
What did I learn from this experience? How will I improve my group performance in the
course? How will I use this knowledge in the future?
_______________________________________________________
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_______________________________________________________
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9 Rights and Employee Management
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Learning Objectives
After studying this chapter, you should be able to do the following:
9-1 Identify the commonly accepted individual rights in the workplace. PAGE 304
9-2 Identify the rights that management has in modern organizations. PAGE 307
9-3 Briefly describe the coaching, counseling, and progressive discipline processes and how they are
used. PAGE 311
9-4 Identify the factors that positive leadership takes into account to be successful. PAGE 323
9-5 Briefly discuss the stages of the change process, and how we can overcome our own and others’
resistance to change. PAGE 329
9-6 Discuss the process of providing corrective feedback and identify the problems created by
modern social media at work. PAGE 333
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Practitioner’s Perspective
Cindy says, “If it isn’t documented, it didn’t happen.”
That’s a common expression in health care settings, and it stresses the importance of record keeping for
patient care. The same holds true for management of personnel issues.
“I’ve had it with Jeremy!” Leonard exploded when Cindy returned his phone call one morning. “I’ve told
him a million times how to run this report, and he won’t follow my instructions! If he makes one more
mistake, that’s it—he’s out of here.”
“Whoa, Leonard,” Cindy soothed. “You know our policy advises progressive discipline. Are you
documenting your issues with Jeremy? Have you tried nondisciplinary counseling or a written warning?”
“I don’t have time for all that nonsense,” scoffed Leonard. “I should be able to fire any employee I want!”
“If you haven’t been keeping records to back up your management of Jeremy’s performance issues,
discharge is not your first option.” Cindy cautioned.
For the sake of due process in disciplinary matters, supervisors must document that an employee was
informed of performance issues and given an opportunity to improve. You will find helpful information on
employee versus management rights and related legal requirements in Chapter 9.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
A. Employee and Labor Relations (required)
1. Disciplinary actions: Demotion, disciplinary termination
7. Managing teams
22. Investigations
27. Employee records
B. Employment Law (required)
19. Employee privacy
30. Employment-at-will doctrine
C. Ethics (required)
5. Guidelines and codes
6. Behavior within ethical boundaries
H. Performance Management (required)
8. Diagnosing problems
9. Performance improvement programs
I. Staffing: Recruitment and Selection (required)
14. Job offers: Employment-at-will, contracts, authorization to work
M. Workforce Planning and Talent Management (required)
3. Retention: Involuntary turnover, outplacement counseling, alternative dispute resolution
N. Change Management (required—graduate students only)
1. Stages of change management
3. Communication
4. Building trust
6. Leading change
7. Planning change strategy
8. Implementing change
Q. Organization Development (required—graduate students only)
1. Coaching
7. Leadership development
X. Workplace Health, Safety, and Security (secondary)
12. Monitoring, surveillance, privacy

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
Commonly Accepted Employee Rights
Rights and Privileges
Right of Free Consent
Right to Due Process
Right to Life and Safety
Right of Freedom of Conscience (Limited)
Right to Privacy (Limited)
Right to Free Speech (Limited)
Management Rights
Codes of Conduct
Data and Device Policies
Workplace Monitoring
Employment-at-Will
Orientation (Probationary) Periods
Drug Testing
Coaching, Counseling, and Discipline
Coaching
Counseling
Disciplining
Terminating
Coaching, Counseling, and Discipline May Differ Globally
Leadership and Management
Leadership
Situational Management
Teams and Organizational Change
Building Effective Work Teams
Managing the Change Process
Overcoming Resistance to Change
Trends and Issues in HRM
Good Feedback Makes a Good Manager
Social Media and the Web Continue to Create Managerial Nightmares
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Commonly Accepted Employee Rights
In this chapter, we will follow up on the developmental interview to continuously manage
and improve employee relations. We will manage individual performance through
coaching, counseling, and finally to disciplining or terminating employees who cannot or
will not perform to acceptable standards. In addition to individual development, we discuss
team development through positive leadership, team building, and managing change.
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LO 9-1
Identify the commonly accepted individual rights in the workplace.

In order to develop or discipline employees and develop high-performance teams, we need
to understand employee and management rights to ensure that we don’t violate those rights
by taking unethical or illegal disciplinary action against employees. Exhibit 9-1 provides a
list of six common employee rights.1 However, before we discuss these common employee
rights, we need to understand the difference between a right and a privilege.

Rights and Privileges
Individual rights are the topic of much conversation in our society today. However, how
many of us actually know the difference between a right and a privilege? If we listen, we
constantly hear statements such as, “I have a right to drive my car the way I want,” or “I
have a right to go to college.” Are such statements correct? In fact both of these statements
describe privileges, not rights.
Privileges are things that individuals are allowed to do based on asking permission from an
authority. In simple terms, a privilege must be earned because the individual does something
successfully (like passing a driver’s test or getting good grades in high school), while a right
is provided to the individual by the society in which they are a member. We don’t have a
right to drive, especially not any way we want. Driving is a privilege based on the individual
showing that they have knowledge of the correct way to drive so that they can avoid doing
harm to others.
Privileges Things that individuals are allowed to do based on asking permission from an authority
Rights Things a person in a society is allowed to do without any permission required from an authority

On the other hand, a right does not require the individual to do anything in order to gain
that right at that time in that society. Rights are things a person in a society is allowed to do
without any permission required from an authority. Rights are bestowed upon the individual
based on their membership in the society.
Exhibit 9-1 Employee Rights
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1 Note that these three rights have limitations.
The simple way to tell the difference between a right and a privilege in an organization is
this: If the employee has to request permission to do something within the organization,
then the employee is attempting to exercise a privilege. On the other hand, employees do
not need permission to exercise their rights.
In general, employees have several rights. Because these are rights in the sense noted in the
above paragraph, the individual employee doesn’t have to do anything to gain these rights.
Some of these rights are part of federal or state laws, while others are simply provided by
organizations because they are accepted as part of our society. Because the employee is a
part of this society (the organization), they gain these rights. The organization has a duty to
protect each employee’s rights. This duty, or obligation, is a societal (company)
responsibility to protect the individual’s (employee) rights. The individual employee also
has a duty to avoid violating the rights of other employees in the course of exercising their
own rights. So rights are always balanced by duties or responsibilities.
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Work Application 9-1
Give examples of rights and privileges where you work or have worked.

So what do these rights allow an individual within the organization to do, and what
limitations are there on the three “limited” rights that we noted in Exhibit 9-1? Let’s break
down each of the six rights individually in separate sections.

Right of Free Consent
Individuals in a modern organization have the right of free consent, which is the right of the
individual to know what they’re being asked to do and the possible and probable
consequences of that action to the individual or others, either inside or outside the
organization. People should know what they are being asked to do in their jobs; and they
shouldn’t be forced, manipulated, or deceived into working in situations that could cause
harm. The organization’s duty is to ensure that the individual voluntarily agrees to do a
particular job or task for the organization, making them fully aware of everything involved.
The organization would be violating the individual’s right to free consent if it forced the
person to do something against their will or manipulated them in some way to do
something that they would not do if they knew all of the circumstances.
A great example of the right to free consent was shown after the Japan earthquake and
ensuing tsunami in March 2011. Several nuclear reactors were damaged, and workers were
needed to go into areas with significant radiation and other dangers.2 The workers needed
to be told about the dangers from both radiation and potentially explosive gases that they
would encounter by taking on the job of working on the reactors. If the workers had not
been told the extent of the danger, the company (Tokyo Electric Power Company) would
have violated their right to free consent. For the right of free consent to be in effect, the
workers would have to be given enough information so that they could understand the
danger and then freely agree to do the job.
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Work Application 9-2 and 9-3
Give an example of how your present or past employer met your right to free consent. What did you
consent to do on the job?
Have you ever not consented to do something on the job? If yes, give an example of what you refused to do.

Right to Due Process
We have due process so that employees are not punished arbitrarily.3 If the organization
contemplates a disciplinary action, the employee has a right to know what they are accused
of, to know the evidence or proof thereof, and to tell their side of what happened. This is
the right to due process. We will review due process and the seven tests for Just Cause a
little bit later, but due process is basically the concept of providing fair and reasonable
disciplinary actions as consequences of an employee’s behavior. So, the organization would
have a duty to investigate any disciplinary infractions; and the employees would have a
right to understand the charges against them, the evidence concerning those charges, and
the reasons for the conclusions that led to any disciplinary action by the organization.
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Work Application 9-4
Briefly describe the due process rights where you work or have worked.

Right to Life and Safety
Every employee within the organization has a right to be protected from harm, to the best
of the organization’s ability. In 1948, the United Nations declared that every individual
has a right to life, liberty, and security of person.4 Security of person basically means
personal safety. This would obviously include individual employees at work in the
organization. So the organization has a general duty to see that every employee is protected
from harm when working within the organization, because the individual has a right to life
and safety. We will discuss safety and health in more detail in Chapter 14.
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Work Application 9-5
Briefly describe some of the life and safety issues where you work or have worked. If applicable, give an
example of how someone was hurt.

Right of Freedom of Conscience (Limited)
Employees generally should not be asked to do something that violates their personal values
and beliefs, as long as these beliefs generally reflect commonly accepted societal norms. A person’s
conscience determines what that person considers to be right and wrong. The organization
has a general duty to avoid forcing an individual to do something that they consider to be
wrong, either morally or ethically; and the individual has a right to avoid doing things
within the organization that would violate their personal values and beliefs.
Google Glass and other like technologies create a new set of privacy concerns for HR
managers.

Antonio Zugaldia/Flickr/CreativeCommons
However, this doesn’t mean that a person can accept a job in, for example, a medical lab
working on cancer cures, then refuse to work with living human cells because their moral
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convictions prohibit that, and then be free from any threat of termination of their
employment. The organization would generally have the right in this case to terminate the
worker for noncompliance with legitimate requirements associated with the job, since it
would be almost certain that the individual would know of these requirements before
accepting the job.

Right to Privacy (Limited)
This right protects people from unreasonable or unwarranted intrusions into their personal
affairs. This general right to privacy would include the employee’s right to have their
personnel files, other employee records, and/or private areas of their workplace (such as a
personal locker) kept private, to an extent. The organization would have a general duty to
protect individual employee privacy in most cases, whether dealing with the employee’s
private life, personal history, or private areas in the workplace.
However, if the employer feels that there might be a hazard to others, in keeping with all
employees’ right to life and safety above, a locker or other personal space (e.g., a desk)
could be searched. For example, if an employee reports to one of the organization’s
managers that another employee has a weapon in a personal space (such as their locker),
then the organization probably has a right to search the individual’s locker.
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Work Application 9-6
Give an example of when employees were encouraged to conduct unethical or illegal activities. Try to give
an example from an organization where you work or have worked; but otherwise, give an example from
another source, such as the news media.

Another limitation on privacy is in email to and from company addresses. The employer
again has a right to review any information in these types of correspondence to protect
other employees and the organization.
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SHRM
A:27
Employee Records

Right to Free Speech (Limited)
The First Amendment to the US Constitution guarantees the right to freedom of speech.
What most people don’t understand, though, is that the First Amendment applies only to
the government not being allowed to control free speech. In the workplace, individual
freedom of speech is limited, based on many years of case law. Within the organization
itself, individuals should be free to express concerns or discontent with organizational
policies without fear of harm. Allowing such expression provides the organization an
opportunity to see that problems exist, and it gives them the opportunity to correct these
problems. Employees have legal protection to blow the whistle on an organization that is
involved in illegal activities; in other words, employers can’t fire or discriminate against an
employee for telling others about the organization’s illegal activities. (We will talk more
about whistle-blowers in the next chapter.)
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Work Application 9-7
How do you feel about management going through your personal space (desk, locker, etc.) and monitoring
the equipment (computer, telephone, etc.) you use, to see if you are using it for personal reasons?

However, many types of speech have no protection. If the individual employee exercises the
right to freedom of speech, and if, in the course of that action, the employee harms the
organization or other employees, then the organization has a right to discipline the
employee based on the harm that the employee did to others. For example, an organization
in the private sector can discipline an employee for using demeaning language toward
another employee, even though the first employee might assert the right to free speech.
This is due to the requirement to maintain good order and discipline in an organization so
work can be produced.
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LO 9-2
Identify the rights that management has in modern organizations.

In another case, a manager might verbally and publicly disagree with a corporate policy. The
manager certainly has a right to do so, but the organization would also have a right to
discipline or even terminate the manager because of such actions, again based on
maintenance of good order and discipline in the organization. In such a case, managers are
generally held to a higher standard than nonmanagerial employees. You may remember the
case of the president of Chick-fil-A saying that the company supported the “biblical
definition of the family unit.”5 Or you might recall Phil Robertson of TV’s Duck Dynasty
“equating homosexuality to bestiality” in a GQ article.6 These men were both criticized by
politicians, news outlets, gay and lesbian organizations, and other individuals over their
remarks. In fact, both were boycotted and picketed by multiple groups, and Robertson was
suspended from his own show for a short period. So, the organization has a right to limit
the rights of the individual employee (especially high-level employees) because of the harm
that they could cause to others in the organization and to the organization itself.
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Management Rights
You’ll notice that, for each of the rights that we’ve identified as limited, we’ve said the
organization has a right to limit the individual employee’s rights in order to protect the
firm. Organizations, like individuals, have rights within the larger society. Organizational
rights tend to be based on the necessity for the organization to protect itself and its
employees from persons who might do them harm, whether intentionally or
unintentionally. While some of these rights (such as limiting certain discussions about work
conditions and requiring civility in conversations between employees) have been weakened
by recent labor rulings, organizations still have a set of rights that let them generally protect
themselves and their people.
9-1 Applying the Concept

886

Employee Rights
Review the list of rights below and write the letter corresponding to each right before the statement
involving that right.
1.
2.
3.
4.
5.
6.

free consent
due process
life and safety
freedom of conscience
privacy
free speech
____ 1. The HR manager made me sign this form before I could start the job, stating that she had
told me about the possible side effects from the lead paint removal.
____ 2. I enjoy writing negative comments online about my boss and company.
____ 3. I’m going to teach you how to use the rifle. Rule number one is to always make sure this
lever is down so you don’t fire the gun by accident.
____ 4. You can’t discipline me for this minor safety violation. I’m going to the labor union to stop
you from doing it.
____ 5. Let me keep working in security. I don’t want to work in the bar, even though it pays
better, because drinking is against my religion.
____ 6. Get out of my locker now. You have no right to search it without my permission.
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Work Application 9-8
How do you feel about employees communicating negative things about the organization to outsiders?
Should management monitor employee speech and take action to stop negative speech?

So for example, if the organization had reasonable evidence or proof that an individual had
a weapon, or was harassing or bullying a coworker, or was providing organizational secrets
to a competitor, we would generally have a right to investigate the individual in order to
protect the organization and its other employees. Similarly, the organization has a right to
determine whether or not the employee’s free speech does harm to the organization or
other employees that exceeds the individual’s limited free speech rights. In other words,
does the harm to the organization and other employees outweigh the rights of the
individual to say what they want? So managers in the firm have to weigh the individual’s
rights against the potential harm that could be done to the organization by allowing the
individual to exercise those rights.
What other rights do organizations have? In this section, we discuss six management rights;
see Exhibit 9-2 for a list.
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SHRM
C:5
Guidelines and Codes

Codes of Conduct
Managers of organizations have a right to create and require compliance with a reasonable
code of employee conduct. The code of conduct is the organization’s mechanism for
identifying the ethics and values of the firm, and it serves as a guide to individual action.7
Research shows that making a decision without using an ethical guide leads to less ethical
choices,8 so ethical guidelines can have a positive influence.9
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Employees are more unethical when they believe they will not get caught and punished.10
Thus, most codes of conduct today also note the consequences that can occur if an
employee does not follow the requirements in the code. A code of conduct gives an
employee a practical tool for determining whether or not an action that they are
contemplating is within the acceptable boundaries of conduct within their organization.
Virtually all organizations have a code of conduct. Generally, the larger the firm, the more
likely the code of conduct will be in a written document or multiple documents.11 Most
large companies also have a specific section of the code of conduct, or a separate document
known as the code of ethics, that spells out what is and is not ethical behavior.
Exhibit 9-2 Management Rights

Data and Device Policies
Employers have the right to create workplace policies to protect organizational data and to
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maintain control of their networks and connected devices.12 However, maintaining that
control becomes much more difficult when many different computing devices are allowed
to connect to the organization’s network.
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Work Application 9-9
Give examples of behaviors that are not acceptable in an organization where you work or have worked.

Let’s take a look at one policy trend—the bring-your-own-device (BYOD) movement,
which had been adopted by around 60% of US companies by 2014, including Carfax,
Kimberly-Clark, Kraft, and Citrix.13 BYOD is basically what it sounds like: The company
allows employees to bring their own laptop, tablet, smartphone, and so on to work and
connect that device to the company network. There are good reasons for allowing this, but
there are also some problems. Reasons for allowing BYOD include the following:14
It may increase productivity and employee satisfaction.
It helps in recruiting new employees.
It can strengthen work-life balance.
It reduces computer hardware costs for the organization.
However, these benefits come with a host of problems, including the following:
Multiple types of security risks, including leaks, hacking, lost devices, and so on
The mixing of company and personal information on the same device
Employee privacy concerns
Employees who leave the organization with company information still on their device
As a result of the above issues and others, many companies are allowing BYOD, but with
restrictions. Some restrict the types of devices to those that are more secure. Many require
specific security programs on all devices that will connect to the network. Some require the
employee to acknowledge that if they leave the company or lose the device, it will be
“remotely wiped,” deleting everything on the device.15 Having policies covering the use and
management of BYOD is an absolute requirement in any organization that decides to allow
such use.16 Regardless of the policies, though, the company has the right (and the
obligation, for privacy reasons) to manage any device connected to secure company
networks.

Workplace Monitoring
Managers in the organization have a right to monitor the workplace to ensure that
employees are acting both legally and ethically in all of the actions that they take on behalf
of the organization. One form of monitoring that we discussed in earlier chapters is the
website monitoring that companies may undertake in an attempt to ensure that employees
and others don’t defame the organization. Companies may also do monitoring and analysis
of computer and network use within the firm, video monitoring of work spaces, and
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recording of phone conversations and emails. Workplace monitoring provides the
organization with a mechanism to protect itself and its employees from individual actions
that might harm them.
An employee at De Beers, the world’s largest diamond producer, monitors mining
operations to keep employees and assets safe.

Simon Dawson/Bloomberg via Getty Images
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Employment-at-Will
Currently, under common law, “employment relationships are presumed to be ‘at will’ in
all US states except Montana.”17 The concept of employment-at-will allows the company or
the worker to break the work relationship at any point in time, with or without any particular
reason, as long as in doing so, no law is violated.18 This is one of management’s rights in
organizations, meaning the employer does not have to have cause (reasons) to terminate an
employment relationship with an individual worker. If an organization states that
employment in the firm is at-will, then it is typically presumed that the worker has no
contractual rights to a continuing job with the firm.
However, employment-at-will is in reality a fairly weak law because courts in many
jurisdictions in the United States have for many years ruled that employment-at-will is
limited. The courts have specifically stated that there are three standard exceptions to
employment-at-will.19 Public policy exceptions to employment-at-will include such things as
being terminated for filing a legitimate worker’s compensation claim, refusing to lobby for
a particular political candidate just because your boss likes the candidate, or refusing to
violate a professional code of ethics. In other words, if the organization were violating vital
public interests, and if the worker refused to participate, then the organization would not
have a right to terminate the individual’s employment based on employment-at-will.
The courts have also noted that frequently, there is at least some evidence of an implied
contract between the employee and the employer. For instance, if the company were to note
in its employee handbook that “our organization values hard work, and many of our
employees who perform well have been with us for many years,” that might be considered
an implied contract stating, “If you work hard, we will continue to employ you.” This
implication of a contract could negate the employment-at-will rights of the employer.
Employment-at-will Concept allowing the company or the worker to break the work relationship at any
point in time, with or without any particular reason, as long as in doing so, no law is violated

A third case in which courts have ruled that there are exceptions to employment-at-will
occurs when employers are suspected of lack of good faith and fair dealing in the
employment relationship. In other words, if the employer does something that will benefit
them significantly but will harm the individual employee, that action would create a lack of
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good faith and fair dealing. For instance, we might release an older employee shortly before
they become eligible for a company-sponsored retirement plan in order to hire a younger
(and cheaper) employee in the same position and thus not have to pay the retirement
benefits. This would be lack of good faith and fair dealing, in addition to probably being
against age discrimination laws.
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Orientation (Probationary) Periods
Organizations have a right to set up an orientation, or introductory, period for new
employees. Many of you may be familiar with the older term probationary period. This term
has fallen out of favor with organizations due to the fact that courts have said that
completion of a probationary period may give employees additional rights in the workplace,
even if employment in the workplace is ostensibly at-will. Regardless of what it is called, the
orientation period allows the organization a certain amount of time in which to assess new
employees and their capabilities, before fully integrating them into the organization. The
orientation period usually runs from 60 to 90 days, but it can be much longer in some
organizations that provide significant training to new entrants.
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Work Application 9-10
How long is the typical orientation period where you work or have worked?

Drug Testing
As we first noted in Chapter 6, “Most employers have the right to test for a wide variety of
substances in the workplace.20 The primary reason for drug testing will generally be
workplace safety.” However, some states have passed laws restricting drug testing, so HR
managers need to be aware of these potential limitations. Even so, drug testing is another
major employer right. But always remember that drug testing needs to be done in either a
universal or a random form.
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Work Application 9-11
How do you feel about companies giving drug tests? Does an organization you work for or have worked for
require drug tests?
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Coaching, Counseling, and Discipline
Managing people is an important part of HR leadership,21 because engaging employees
leads to high performance.22 As a manager, it’s your job to have employees meet objectives
and standards23 and follow the rules.24 Your most valuable resource is your employees, and
you want them to meet their full potential,25 so how you manage people will determine
your success.26
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LO 9-3
Briefly describe the coaching, counseling, and progressive discipline processes and how they are used

9-2 Applying the Concept
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Management Rights
Review the list of rights below and then write the letter corresponding to each right before the statement or
situation involving that right.
1.
2.
3.
4.
5.

code of conduct
workplace monitoring
employment-at-will
orientation period
drug testing
____ 7. I’m sorry, but you’ve been with us for a month and you haven’t been able to meet the
standards of your job, so we are letting you go.
____ 8. Our records show that you have been using your computer for an average of an hour and a
half per day on personal things.
____ 9. We seem to have a personality conflict, so you’re fired.
____10. As part of the selection process, you will have to pass a physical exam that includes a
urinalysis.
____11. I found out that you paid a bribe to get that sales order with the Acamey company. Come
with me to the HR department for disciplinary action.

Ongoing employee development has three parts—coaching, counseling, and disciplining—
but not all three parts are needed in all cases. As discussed in Chapter 8, managers need to
continually coach virtually all employees to improve performance. Sometimes, employees
will have on- or off-the-job problems, and the manager should get them professional
counseling through the HR department. Some employees will break the code of conduct,
and the manager will need to take disciplinary action; in some cases, managers will need to
terminate these employees. Also, if employees cannot meet job standards, they should be
terminated. Kimberly-Clark improved its monitoring of employee performance to identify
any laggards and prevent deadwood free-riding.27 In this section, we discuss employee
development through coaching, counseling, disciplining, and (if necessary) termination.
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Coaching
Many people who hear the word coaching immediately think of athletes, but coaching is
also an important management skill that is used to get the best results from each
employee.28 A survey found coaching to be a key focus of business.29 It is an increasingly
popular approach to building leadership skills.30 NetApp Americas CEO Mark Weber says
leaders have to play the role of coach.31 Coaching is the process of giving motivational
feedback to maintain and improve performance.32
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Coaching focuses on helping employees succeed by monitoring performance and giving
feedback.33 Such feedback should be immediate, continuous, and motivational.34 It is
intended to praise progress and celebrate success,35 to redirect inappropriate behavior, and
to counsel employees on how to improve.36 Employees who are given more immediate,
frequent, and direct feedback perform at higher levels than those who are not given such
feedback.37 Studies also verify that “organizations with strong coaching cultures have higher
engagement and performance.”38

Determining Corrective Coaching Action
Coaching is needed when performance falls below aspirational levels.39 When an employee
is not performing up to potential, even when acceptable standards are being met, the first
step is to determine why,40 using the performance formula: Performance = Ability ×
Motivation × Resources. When lack of ability is holding back performance, training is
needed. A good manager is also a good teacher, so when something isn’t done properly, we
should teach employees how to do it correctly.41 When motivation is lacking, motivational
techniques, such as coaching, may help.42 Talk to the employee to try to determine why
motivation is lacking, and develop a plan together to improve performance.43 If
motivational coaching does not work, you may have to use discipline,44 which will be
discussed later. Finally, when resources are lacking, you should work to obtain them.

The Coaching Model
Coaching is a way to provide ongoing feedback to employees about their job
performance.45 However, ask managers what they tend to put off doing, and they’ll likely
say that they put off advising weak employees that they must improve their performance.
Procrastinating managers often hope that the employees will turn around on their own,
only to find—often too late—that the situation just continues to get worse. Part of the
problem is that managers don’t know how to coach or are not good at coaching,46so let’s
take a look at a simple coaching model that’s designed to improve performance.47 Model 91 presents a four-step coaching model.
Coaching The process of giving motivational feedback to maintain and improve performance
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Step 1: Describe current performance
Using specific examples, describe the current behavior that needs to be changed. Tell the
employees exactly what they are not doing as well as they can. Notice the positive; don’t tell
them only what they are doing wrong.
Model 9-1 Coaching Model

For example, don’t say, “You are picking up the box wrong.” Say, “Billie, there is a more
effective way of picking the box up off the floor than bending at the waist.”

Step 2: Describe desired performance
Tell the employees exactly what the desired performance is, in detail. Show how they will
benefit from following your advice.
If performance is ability related, training is needed. Good managers know that training is a
large part of their job, and they constantly look at situations as training opportunities. If
the employees know the proper way, then the problem is motivational, and training is most
likely not needed. The manager may just describe the desired performance and ask the
employees to state why the performance is important. So if the issue is one of ability, you
might tell the employees, “If you squat down and pick up the box using your legs instead of
your back, it is easier and there is less chance of injuring yourself. Let me demonstrate for
you.” But if the issue is one of motivation, you might ask the employees, “Why should you
squat and use your legs rather than your back to pick up boxes?”

Step 3: Get a commitment to the change
When dealing with an ability issue, it is not necessary to get employees to verbally commit
to the change if they seem willing to make it. However, if employees defend their way and
you’re sure it’s not as effective as another way, explain why your proposed way is better. If
you cannot get the employees to understand and agree, then get a verbal commitment.48
This step is also important for motivational issues, because if the employees are not willing
to commit to the change, they will most likely not make the change.49 Simply telling
employees what to do doesn’t always work; but asking questions to get the employee to say,
“Yes I will do it,” improves their commitment to the desired behavior.50
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Assess your present or past boss’s coaching skills. Did the boss follow the steps in the coaching model?

So if the issue is one of ability, the employee will most likely be willing to pick up boxes
correctly, and you can skip this step. But if the issue is one of motivation, then you might
get a commitment from the employee by asking, “Will you squat rather than use your back
from now on?”

Step 4: Follow up
Remember that some employees (those with low and moderate capability for self-control)
do what managers inspect (imposed control), not what they expect. You should follow up to
ensure that employees are behaving as desired.
When dealing with an ability issue, if the person was receptive and you skipped step 3, say
nothing. However, watch to be sure that the activity is done correctly in the future. Coach
again, if necessary. For a motivation problem, make a statement that you will follow up and
that there are possible consequences for lack of progress. You may also want to set up a
follow-up meeting to review progress, especially if the behavior is complex.51

Counseling
When you are coaching, you are fine-tuning performance. But when you are counseling
and disciplining, you are dealing with an employee who is not performing to organizational
standards. Good organizations realize the need to help employees with problems.52
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When most people hear the term counseling, they think of psychological counseling or
psychotherapy. That type of sophisticated help should not be attempted by a
noncounseling professional such as a manager.53 Instead, management counseling is the
process of giving employees feedback (so they realize that a problem is affecting their job
performance) and referring employees with problems that cannot be managed within the work
structure to the organization’s employee assistance program.
Management counseling The process of giving employees feedback (so they realize that a problem is
affecting their job performance) and referring employees with problems that cannot be managed within the
work structure to the organization’s employee assistance program

Types of Problem Employees
How people feel determines how they behave,54 so emotions often lead to performancerelated problems from counterproductive work behavior.55 Problem employees have a
negative effect on performance.56 Good human resource management skills can help you
avoid hiring problem employees,57 but even so, you will most likely have to confront
problem employees as a manager.58 Problem employees display behavioral and
performance-related issues. They do poor-quality work, they don’t get along with
coworkers, they display negative attitudes, and they frequently don’t show up for work.59
Recent research has verified again that low performers weaken companies and drive out
high performance coworkers. Among the findings were:60
Low performers hurt workplace morale.
Low performers stifle innovation.
Low performers in management positions directly affects attrition.
There are four types of problem employees:
1. Employees who do not have the ability to meet the job performance standards.
Having such employees on staff is an unfortunate situation, but if such employees
cannot do a good job even after receiving extra training, they should be dismissed.
Keeping an individual who cannot do a particular job not only harms the
organization; it also harms the individual employee. Continued inability to perform
will always lead to frustration, and frustration ultimately leads to lower job
satisfaction and employee engagement.
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2. Employees who do not have the motivation to meet job performance standards. These
employees often need discipline.
3. Employees who intentionally violate the rules or the code of conduct. As a manager, it is
your job to enforce the rules through disciplinary action when employees
intentionally violate rules, regulations, or procedures.61
4. Employees with problems. These employees may have the ability to do their job, but
they have a problem that affects their job performance. The problem may not be
related to the job. It is common for personal problems, such as child care problems
and relationship/marital problems, to affect job performance. Employees with
problems should be counseled before they are disciplined.
Exhibit 9-3 lists some problem employees you may encounter as a manager. It is not always
easy to distinguish between the types of problem employees. Therefore, it is often advisable
to start with coaching/counseling and change to discipline if the problem persists.
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Work Application 9-13
Identify a problem employee you have observed on the job. Describe how the person affected the
department’s performance.

Personal Problems and Performance
Most managers do not like to hear the details of their employees’ personal problems, in
many cases because they don’t know what to do about those problems. Taking action on
such personal problems is not a requirement. Instead, the manager’s role is to help
employees realize that they have problems, to show them how those problems affect their
work, and to get the employees back on track so that they can perform at an acceptable
level.
The manager should not give advice on how to solve personal problems such as relationship
difficulties. When professional help is needed, the manager should refer the employee to
the human resources department for professional help through the employee assistance
program.62 Employee assistance programs (EAPs) provide a staff of people who help
employees get professional assistance in solving their problems. Most large businesses have an
EAP to help manage employees’ personal problems. EAPs are valuable employee
interventions that have savings of about $4 for every $1 spent of these programs,63 so they
are more of an investment than an expense.
To make the referral, a manager might say something like, “Are you aware of our employee
assistance program? Would you like me to set up an appointment with Jean in the HR
department to help you get professional assistance?” However, if the employee’s job
performance does not return to standard, discipline is appropriate because it often makes
the employee realize the seriousness of the problem and the importance of maintaining job
performance. Some time off from work—with or without pay, depending on the situation
—often helps the employee deal with the problem.
A manager’s first obligation is to the organization’s performance rather than to individual
employees. Not taking action with problem employees—because you feel uncomfortable
confronting them, because you feel sorry for them, or because you like them—does not
help you or the employee.64 Not only do problem employees negatively affect their own
productivity, but they also cause more work for managers and other employees,65 as noted
at the beginning of this section. Problem employees lower morale, as others resent them for
not pulling their own weight. Thus, it is critical to take quick action with problem
employees.66

Disciplining
909

Coaching, which includes counseling, should generally be the first step in dealing with a
problem employee. However, if an employee is unwilling or unable to change or a rule has
been broken,67 discipline is necessary.68 Managers can’t allow employees to engage in
counterproductive work behavior,69 to violate significant organizational norms,70 or to
show other deviant behavior.71 Discipline can also be appropriate if an employee is guilty
of doing personal tasks (many employees spend hours per day on the phone and computer
for personal reasons) while on company time.72 Many organizations have found it necessary
to fire employees for inappropriate use of time and resources.73 You don’t have to be liked
to be an effective manager; sometimes you have to be the bad guy.74 It’s the manager’s job
to enforce the rules,75 but you need to enforce them consistently (remember the OUCH
test),76 without favoritism77 so you may have to discipline your friends.
Employee assistance programs (EAPs) Programs providing a staff of people who help employees get
professional assistance in solving their problems
Discipline Corrective action designed to get employees to meet standards and the code of conduct

Discipline
Discipline is corrective action designed to get employees to meet standards and the code of
conduct. The major objective of coaching, counseling, and disciplining is to change
behavior.78 Secondary objectives may be to let employees know that action will be taken
when standing plans or performance requirements are not met, and to maintain authority
when challenged. Narcissistic employees often cause problems,79 and so do narcissistic
abusive supervisors.80 Generally, abusive supervisors81 who yell82 and hold grudges83
encounter more discipline problems among their subordinates than do nonabusive
supervisors.84
The human resources department handles many of the disciplinary details and provides
written disciplinary procedures. These procedures usually outline grounds for specific
sanctions and dismissal, based on the types of violations. Common offenses include theft,
sexual or other types of harassment, verbal or substance abuse, and safety violations.85
However, in unionized environments, you have to be careful because some union contracts
allow employees to delay or block disciplinary action.86
But how do we know as managers that we are being fair in applying discipline? Let’s take a
look at one mechanism for determining whether or not to discipline an errant employee
and what level of discipline is appropriate—Just Cause.

Just Cause
Just Cause is actually a set of standard tests for fairness in disciplinary actions—tests that were
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originally utilized in union grievance arbitrations. However, many companies other than
unionized companies have adopted tests for Just Cause in their own nonunion disciplinary
processes to try to ensure fairness and due process in applying discipline with their
employees. Just Cause standards try to ensure that we investigate any disciplinary infraction
fully and fairly and provide disciplinary action that matches the level of the offense.
The seven tests for Just Cause are as follows:
1. Did the company give the employee forewarning or foreknowledge of the possible or
probable disciplinary consequences of the employee’s conduct?
With this test, we basically want to determine whether or not the employee was given
any knowledge beforehand that the action was prohibited. If they were told in some
form, such as through the employee handbook or a posting in the workplace, then we
meet this first test for Just Cause.
2. Was the company’s rule or managerial order reasonably related to (a) the orderly,
efficient, and safe operation of the company’s business and (b) the performance that
the company might properly expect of the employee?
Here we want to find out whether the rule was reasonable. We look at orderly,
efficient, and safe operations to see whether the rule or order is reasonable or not. We
also look at whether or not the employee should be expected to act in a certain
manner in order to follow the rule or order. If the rule was reasonable and the
employee should have been expected to act a certain way, then we have met the
second test.
3. Did the company, before administering discipline to an employee, make an effort to
discover whether the employee did, in fact, violate or disobey a rule or order of
management?
Test 3 deals with investigation of the alleged infraction. The supervisor needs to
investigate what happened and why it happened. If, upon investigating, the
supervisor finds that there is reasonable evidence that the individual did violate the
rules, then we’ve passed the third test.
4. Was the company’s investigation conducted fairly and objectively?
In test 4, we’re looking for evidence that the investigation was conducted in the same
manner as any other investigation into similar circumstances would have been. Are
we utilizing facts, figures, and knowledge of the events (the OUCH test), or is the
supervisor basing the investigation on some emotional reaction to the supposed
infraction? If we determine that the investigation was conducted in a reasonably fair
and objective manner, we meet the fourth test.
5. Upon investigation, was there substantial evidence or proof that the employee was
guilty as charged?
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Test 5 asks whether or not we have substantial evidence or proof of guilt on the part
of the employee. Substantial evidence (some companies refer to the legal term “clear
and convincing evidence,” which means “substantially more likely to be true than
untrue”87) is a large body of circumstantial information showing that the individual
probably committed the offense. In a disciplinary action, we don’t have to meet court
standards of proof of guilt. We only have to have a substantial amount of evidence
that the infraction was committed. If we have proof, then we meet this test; but if we
have substantial evidence, we still meet the requirements of test 5.
6. Has the company applied its rules, orders, and penalties evenhandedly and without
discrimination to all employees?
Test 6 tries to identify whether or not the rule is applied in an equitable manner. If
the company punishes one person for an infraction with a written reprimand and
punishes another person for the same infraction with a disciplinary discharge, then
the company may not have been evenhanded in its disciplinary action. Does this
mean that we have to punish every person in the exact same way for the exact same
infraction? The answer is no—and that is where we get into test 7.
7. Was the degree of discipline administered by the company in a particular case
reasonably related to (a) the seriousness of the employee’s proven offense and (b) the
record of the employee’s service with the company?
Test 7 is where we are allowed to provide a different punishment to different people
based on past history. It says that the discipline has to be related to the seriousness of
the offense but that we also have to take into account the employee’s past record. So
if we have two employees who have committed the same infraction and one of the
employees has never been in trouble while the other has repeatedly committed the
same infraction, then we have the flexibility to provide a different punishment for the
two different offenders.
Just Cause A set of standard tests for fairness in disciplinary actions—tests that were originally utilized in
union grievance arbitrations
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Work Application 9-14
Assess how well your boss and the organization you work or worked for follows the Just Cause standards.

HRM in Action

Employee Management

Guidelines for Effective Discipline
Exhibit 9-4 lists eight guidelines for effective discipline.

Progressive Discipline
If discipline is deemed necessary after going through the Just Cause standards, what type of
discipline is warranted? Most organizations today have a series of progressively more severe
disciplinary actions that they typically use to deal with minor disciplinary infractions.
Progressive discipline is a process in which the employer provides the employee with
opportunities to correct poor behavior before terminating them. Many organizations have a
series of progressively more severe disciplinary actions.88
Progressive discipline A process in which the employer provides the employee with opportunities to correct
poor behavior before terminating them

Progressive discipline is typically used only in cases of minor behavioral infractions such as
arriving late to work89 or insubordination with a superior. The progressive disciplinary
steps are (1) informal coaching talk, (2) oral warning, (3) written warning, (4) suspension,
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and (5) dismissal. The first four steps are commonly followed for minor violations,90 but
for more important violations, such as stealing, steps may be skipped. Be sure to document
each step.91 If problem employees don’t change behavior, they should be fired to avoid
more problems.92

9-3 Applying the Concept
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Guidelines for Effective Discipline
Identify which guideline is being followed—or not being followed—in the following statements. Use the
guidelines in Exhibit 9-4 as the answers, writing the letter of the guideline (A–H) on the line before the
statement involving it.
____ 12. “Are you kidding me? Can you really fire me just for being late for work once?”
____ 13. “I didn’t know that I’m not supposed to make a personal call while I’m working. Can’t
you let it go this one time?”
____ 14. “Some days, my boss comments about my being late, but other days, she doesn’t say
anything about it.”
____ 15. “Let’s get back to the way things were before I had to discipline you, OK?”
____ 16. “Let’s go to my office so that we can discuss your rule violation now.”
____ 17. “I missed it. Why was the boss yelling at Rita?”
____ 18. “The boss comes back from break late all the time and nothing happens to him; so why
do I get in trouble for being late?”
____ 19. “When I come to work late, the manager reprimands me. But when Latoya is late,
nothing is ever said.”
____ 20. “The boss gave me a written warning for being late for work and placed it in my
permanent record file.”

In some limited cases, we may add a sixth option between suspension and dismissal. We
will discuss this option shortly. On the other hand, suspension may not appear in the
progressive discipline process—as at Walmart, where any employee with more than three
unauthorized absences in 6 months is disciplined with a warning and those with seven
unauthorized absences are fired.93 Let’s briefly discuss each step in progressive discipline.

Step 1: Informal coaching talk
As we noted, the first step in progressive discipline is an informal coaching talk. In an
informal talk, the supervisor may see an employee coming in late to work and just ask them
what is going on and why they are late. Typically the manager won’t even write down a
recording of such conversations for their own use, although they can do so in the critical
incident file (Chapter 8). They’re just in an information-gathering and recognition mode at
this point, and they hope to avoid any further disciplinary problems.
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Work Application 9-15
Assess how well your boss and the organization where you work or have worked follows the eight guidelines
for effective discipline.

Step 2: Oral warning
In the second step, the supervisor formally tells the employee that their behavior is
currently unacceptable and also tells them what they need to do to correct the behavior. In
this situation, even though the supervisor does not write a report for the individual to sign,
they will keep a formal record in their own files of this conversation. The oral warning is
the first of our formal methods of disciplining an employee.

Step 3: Written warning
The third step is a written warning. In this situation, the supervisor writes up the facts of
the situation (typically organizations have a standard form for documentation of written
warnings). They identify the unacceptable behavior for the individual and identify ways to
correct the behavior. The supervisor then speaks with the employee using the written
document to assist the employee in correcting their actions. Typically here, we ask the
employee to sign the written warning, acknowledging that their actions are under review
and not currently acceptable. This signed paper (documentation) is then put into the
employee’s permanent file.94

Step 4: Disciplinary suspension
As a fourth step, we may move on to a disciplinary suspension of the employee for a period
of from one day to typically a maximum of one week. Though most companies use an
unpaid suspension, some companies have experimented with a paid day off to allow the
employee to think of the suspension not as punishment but as time to figure out whether
or not they wish to continue working for the organization. There is some evidence that
these paid suspensions work, although the conclusions are slightly mixed.

Other Options Before Termination
Next, we have a couple of limited options we noted at the top of this section—options that
would typically not be used but might be valuable in certain cases.
We can sometimes demote an individual to a lower position in the organization. In some
cases, this may be valuable because the employee may be overwhelmed at the higher-level
position. In general, however, demotion creates even more job dissatisfaction within the
individual employee, and we may see their performance deteriorate even further.
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Alternatively, we may choose in some cases to transfer an employee from one part of the
organization to another. The only time when you should use a transfer as a progressive
discipline measure would be when you know that there is a personality conflict between the
employee and another employee in the unit or between the employee and their supervisor.
Transfers should never be used simply to get rid of a problem employee from your
department or division. If this is the reason for the transfer, the manager should not
transfer the employee but should correct the problem behavior.

Step 5: Termination
The last resort is discharge. If the employee’s behavior does not improve over time as a
result of verbal and written warnings, suspensions, demotions, or a transfer, we may be
forced to let the employee go. However, if we followed the progressive discipline process,
we will have sufficient evidence to limit the employee’s opportunity to bring an unlawful
termination lawsuit against us.
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Work Application 9-16
Describe progressive discipline where you work or have worked.

The Discipline Model
You should follow the steps of the discipline model below each time you must discipline an
employee. The five steps are presented here and summarized in Model 9-2.

Step 1: Refer to past feedback
Begin the interview by refreshing the employee’s memory. If the employee has been
coached/counseled about the behavior, or if they have clearly broken a known rule, state
that fact.
For example, refer to your prior coaching by saying, “Billie, remember my telling you about
the proper way to lift boxes with your legs?” Or if there has been a rule violation, say,
“Billie, you know the safety rule about lifting boxes with your legs.”

Step 2: Ask why the undesired behavior occurred
Giving the employee a chance to explain the behavior is part of getting all the necessary
facts before you administer discipline. If you used prior coaching and the employee
committed to changing the behavior at that time, then ask why the behavior did not
change. If the behavior had changed, discipline would not be needed. Again, be sure to
describe specific critical incidents to support your contention that behavior has not changed
at all or has not changed enough to be at standard.
Model 9-2 The Discipline Model

For example, if there was prior coaching, say, “Two days ago, you told me that you would
use your legs, rather than your back, to lift boxes. Why are you still using your back?” Or if
there has been a rule violation, say, “Why are you breaking the safety rule and using your
back, rather than your legs, to lift the box?”

Step 3: Administer the discipline
If there is no good reason for the undesirable behavior, administer the discipline. The
discipline will vary with the stage in the disciplinary progression.
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For example, if there has been prior coaching, say, “Because you have not changed your
behavior, I’m giving you an oral warning.” If there has been a rule violation, say, “Because
you have violated a safety rule, I’m giving you an oral warning.”

Step 4: Get a commitment to change and develop a plan
Try to get a commitment to change. If the employee will not commit, make a note of that
fact in the critical incidents file or use the procedures for a written warning. If you have
developed a change plan for the employee in the past, try to get the employee to commit to
the plan again. Or develop a new plan, if necessary. A statement such as “Your previous
attempt has not worked; there must be a better way” is often helpful. With a personal
problem, offer professional help again. Offer recommendations for change and develop a
plan to improve.95
For example, if there has been prior coaching or a rule violation, say, “Will you lift with your
legs from now on? Is there a way to get you to remember to use your legs instead of your
back when you lift?”

Step 5: Summarize and state expected follow-up
Summarize the discipline and state the follow-up disciplinary action to be taken. Part of
follow-up is to document the discipline. At all stages, get the employee’s signature verifying
the disciplinary action taken. If necessary, take the next step in the discipline model:
dismissal.
For example, if there has been prior coaching or a rule violation, say, “So you agree to use
your legs instead of your back when you lift. If I catch you again, you will be given a
written warning, which is followed by a suspension and dismissal if necessary.”
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Work Application 9-17
Assess how well your present or past boss used the discipline model with employees.

Terminating
Unfortunately, the coaching, counseling, and disciplining process will not always work to
make a problem individual into a productive employee. Because this is the case, HR
managers have to understand the process of termination, which is the final disciplinary
step. We do not want to terminate individuals employed by the organization because, as we
noted in Chapter 1, turnover is extremely expensive for the organization. We also need to
insure that if we do decide to terminate an employee, we are treating them the same way as
others who have committed the same types of infractions and have similar disciplinary
histories. Otherwise we are violating the last two Just Cause tests. However, if an individual
cannot be made into a productive member of the workforce, we have no other choice, and
there is a benefit to turnover when you replace poor workers with better job matches.96
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First, let’s take a look at some of the offenses that might be cause for dismissal immediately
upon completion of an investigation of the facts. Then we will discuss the dismissal process
for nonmanagerial employees, managerial employees, and executives.

Gross Negligence and Serious Misconduct
Organizations are generally allowed to set up their own rules, listing violations that are
grounds for immediate termination without progressive discipline. For example, many
firms list stealing money or other assets from the organization as cause for immediate
dismissal. In companies that promote open and honest communications, there might be a
rule that anyone caught lying will be fired.
Two of the more common situations in which we might immediately dismiss employees
would be in cases of gross negligence or serious misconduct. What constitutes gross
negligence or serious misconduct? Gross negligence is a serious failure to exercise care in the
work environment. It is a reckless disregard for circumstances that could cause harm to
others—a lack of concern for safety or life. So if in the course of work, someone failed to
exercise care in a way that would be likely to hurt or kill others, then they would be guilty
of gross negligence. For example, if an employee who was an electrician left a live highvoltage electrical line dangling into a hallway, they would be guilty of gross negligence
because the live electrical line could seriously injure or kill someone who happened to come
by and contact it.
Serious misconduct is a little different from gross negligence. Where negligence is a failure
to take care, misconduct is intentionally doing something that is likely to harm someone or
something else. So, serious misconduct is intentional behavior that has the potential to cause
great harm to another or to the company. An example of serious misconduct is bringing a
weapon to work. This intentional action has the potential to cause great harm to others.
One example that resulted in termination is the case of a police officer who, while
intoxicated, engaged in a conversation with a group of men in public in which he used
obscenities and racial slurs, showed his badge, and told the men to “stop blowing weed in
my face,” all while being filmed with a smartphone.97 These types of incidents could be
cause for termination of the individual responsible—of course only after an investigation to
ensure that they actually did what they are accused of.

Termination of Nonmanagerial Employees
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If employee offenses do not fit into the gross negligence or serious misconduct categories,
should we still consider dismissal? Well, there are certainly times when we have to dismiss
employees from the firm, such as when they fail to perform their job satisfactorily even after
being thoroughly trained, or if they continually disregard rules or policies. But here, too, we
have to make sure we follow the OUCH test, unlike the sheriff who terminated a deputy
who attended a cookout and “liked” on Facebook the sheriff’s opponent in an upcoming
election.98
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Work Application 9-18
Give examples of reasons why employees can be terminated where you work or have worked.

Why do we need to dismiss employees who perform poorly or don’t follow reasonable
rules? Again, it is because these types of behavior can be contagious in the organization,
especially in the lower ranks of employees, and we can’t afford to have a large number of
our employees failing to do their jobs correctly. In some cases, it only takes a few
individuals to hurt or even destroy job satisfaction and employee engagement throughout
the company. As managers in the organization, it is our job to make sure that this doesn’t
happen, so we sometimes have to go through a termination process.
Losing a job is difficult, but in some cases, people go on to more satisfying jobs.

©iStockphoto.com/Zinkevych
One of the things that we have to be concerned with is the legal risk to the organization
when an employee is terminated. Employment-at-will can mitigate these risks, but it
doesn’t completely eliminate them. As a result, we would usually want to use Just Cause
procedures to analyze the situation and to make a determination concerning whether or not
an employee’s action was sufficiently harmful to the organization to result in termination.
Gross negligence A serious failure to exercise care in the work environment
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Serious misconduct Intentional behavior that has the potential to cause great harm to another or to the
company

Once the initial determination is made (usually by the individual’s immediate supervisor),
we usually want to subject the evidence to a review by another organizational manager.
This individual may be the next person up the chain of command from the supervisor, it
may be the company’s legal counsel, or it may be an HR representative. Regardless of who
it is, the second reviewer will make an attempt to ensure that the supervisor’s decision was
made in an objective fashion (following the OUCH test) and not based on an emotional
reaction to the employee or to something they did.

Managerial or Executive Employees
What if the individual to be terminated is a manager or executive in the firm? Do we need
to handle this process differently than we would with a lower-level employee? The answer is
yes, because management in the organization typically works under different circumstances
than do the lower-level employees. The basic process of analyzing the individual’s actions
using Just Cause procedures should still be followed. However, in many cases, managerial
employees will be hired through a contractual process. If the manager has a contract with
the organization, that contract will typically identify when the manager may be terminated
by the firm.
However, even managerial employees who are not under contract may need to be dealt
with in a slightly different manner than one would deal with a normal employee. For one
thing, managerial employees are usually held to higher ethical and behavioral standards by
the firm than are lower-level employees.99 So an action that might not cause a lower-level
employee to be terminated could quite possibly create a termination situation for a
managerial or executive employee. As would happen in any other case, a judgment
concerning the individual’s actions will have to be made, and an appropriate level of
reaction by the firm will be identified.
There is one more thing that makes managerial terminations different from others. In
reality, in most cases when a managerial worker has failed to perform successfully or has
committed a disciplinary infraction that would cause termination, they are usually given the
option to resign rather than face termination by the organization. Whether this is right or
wrong, it is a common practice in most industries. The only time that this would typically
not happen is in a case where circumstances are so egregious that the organization is forced
to terminate the individual in order to avoid other more serious consequences, such as
lawsuits against the organization for the individual’s behavior. You may remember that the
founder of Uber, Travis Kalanick, was basically forced to “resign” as CEO because of a list
of scandals at the company.100 He would likely have been terminated if he had not chosen
the option of resignation.
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In public companies, the board of directors must agree to dismissal of executives. Another
factor that must be considered is the fact that in many cases, company executives will have a
noncompete clause as part of their employment agreement. This matters because in some
situations, if a noncompete case goes to court, the judge will determine whether or not the
company is allowing the former executive the opportunity to make a living. If the judge
feels that the noncompete clause makes it impossible for the former executive to become
gainfully employed, the noncompete clause may be removed from the employment
agreement. So we have to be very concerned that if we terminate a managerial-level
employee, that executive will bring knowledge about our operations to a rival firm, which
then will compete more effectively against our company.
One last concern in termination of managerial or executive employees is the fact that these
employees typically have access to company files, records, and computers and may have
broad knowledge of the firm’s operations. Because of this, there’s the potential for
managerial or executive employees to be able to harm the organization if they know they’re
going to be dismissed. So, managerial and executive dismissals must include the concern
that company files and records be protected to an extra degree to avoid potential sabotage
or misappropriation of information.

Coaching, Counseling, and Discipline May Differ Globally
Do coaching, counseling, and discipline work the same way around the world? Not always.
Much of the process of employee development will vary based on national culture,
including behavioral norms. A recent article notes that “It is clear cultural competency will
be a prerequisite for managers in the future.”101 We must keep this in mind if we wish to
become successful coaches, counselors, and disciplinarians.
There are certainly cultural issues that need to be understood in global coaching and
counseling sessions. For instance, in high power-distance cultures, it may be impossible for
the manager to ask a lot of questions of the employee about what they might think of a
situation. In these societies, the manager (coach) is considered to have more and better
knowledge of what is necessary in an organizational context than the employee does. So if
the manager asks the employee what they think should be done, the manager will quite
likely lose the respect of the employee.
However, the most important thing in any successful interaction between the coach and the
recipient of coaching is probably an understanding of the individual, not the culture that
the individual comes from.102 This is because no matter what culture a person belongs to,
individual personalities may or may not adhere to cultural norms and values. Therefore,
two of the most significant issues that the coach needs to attempt to determine are the
individual’s personality type and their motivators.103 Once we know the individual, we can
add in the cultural context to understand what is likely to happen based on a specific set of
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coaching actions. From these pieces of information, a good coach can design a program
that will improve performance.
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Leadership and Management
Leadership is a topic of great interest to both scholars and managers,104 and leadership is
ranked in the top five skills that companies value in new hires.105 Why? Because leadership
is an important factor contributing to organizational success.106
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LO 9-4
Identify the factors that positive leadership takes into account to be successful.

Leadership
Leadership is the process of influencing employees to work toward the achievement of
organizational objectives. It is commonly believed that success or failure is based on top
management leadership. Do you believe Apple would be the company it is today without
its co-founder Steve Jobs or Microsoft without Bill Gates? Berkshire Hathaway CEO
Warren Buffett is best known as the investment guru, but his management record is just as
good. Buffett has more than 60 operating units; he buys companies and turns them around
and makes good companies even better.107

929

Work Application 9-19
Assess the leadership skills of your present or past boss. How effective was the boss at influencing employees
to achieve the organization’s goals?

Over the past 50 years or so, leadership has been one of the most widely taught subjects in
business schools around the globe.108 Also, business sections of bookstores are full of books
on the latest leadership gimmicks and fads,109 unfortunately most are not based on
scientific research like the theories you will learn in this book. In a survey, managers were
asked to agree or disagree with the following statements; here is the percentage of “agree”
answers.110
My company screens external candidates on the basis of leadership ability— 77%
agreed.
My company devotes significant resources to leadership development— 63% agreed.
My company is effective at building a leadership pipeline—71% agreed.
My company evaluates employees on their leadership potential—87% agreed.
People tend to use the terms manager and leader interchangeably. However, managers and
leaders differ.111 Leading is just one of the five major management functions that we
originally noted in Chapter 1. Management gives position power and is broader in scope
than leadership, but leadership is critical to management success.112 A manager can have
this position without being a true leader. There are managers—you may know of some—
who are not leaders because they do not have the ability to influence others. There are also
good leaders who are not managers. An informal leader, for example a member of an
employee group, is a case in point. You may have worked in a situation (or been on a sports
team) where one of your peers had more influence than the manager.
Leadership The process of influencing employees to work toward the achievement of organizational
objectives

Apple’s Steve Jobs was viewed as a leader in his ability to influence others to make great
products, but he was not viewed as a good manager. Chief Operating Officer (COO) Tim
Cook did most of the management at Apple; and as CEO today, he is viewed as both a
good manager and a good leader.113 In fact, Cook was given the title “The World’s
Greatest Leader” by Fortune in 2015.114
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Situational Management
There are several leadership theories, which are beyond the scope of this book. Here we
focus on one: “how to” lead effectively as a situational manager. Management is typically
understood as taking place in a situation,115 so leaders need to change their behavior to
meet the situational characteristics.116 This is often called contingency leadership or
situational leadership.117 Hewlett-Packard (HP) CEO Meg Whitman says that she is a big
believer in situational leadership.118 Duke University basketball Coach K says you have to
adjust your leadership to the composition of your team.119 But it is not easy, as managers
are expected to treat followers uniformly and consistently, while considering individual
needs and sometimes making exceptions.120 Thus, leaders need to use situational
control.121
Leaders have to take into account a variety of contingency factors. There are many
contingency factors in modern organizations. Some of the common contingencies that we
deal with in leadership include the leader’s personality characteristics and style, follower
ability and motivation, and the complexity of the situation, among many others.
We use models to represent the world of managers,122 and there are many academic models
of leadership.123 But before you learn about the situational management model and how to
use it with individuals and teams, complete the self-assessment to determine your preferred
management style.
According to contingency theorists, there is no best management style for all situations.124
Instead, effective managers adapt their styles to individual capabilities or group
situations.125

Using the Situational Management Model
A leadership model is a short (one-page) summary of the theory to be used when selecting
the appropriate leadership style for a given situation.126 Now let’s learn how to use the
situational management model, which promotes positive leadership, to select the most
appropriate management style in a given situation; see Model 9-3.

Employee capability
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There are two distinct aspects of employee capability:
Ability. Do employees have the knowledge, experience, education, skills, and training
to do a particular task without direction?
Motivation. Do the employees have the confidence to do the task? Do they want to
do the task? Are they committed to performing the task? Will they perform the task
without encouragement and support?
Employee capability may be measured on a continuum from low to outstanding. As a
manager, you assess each employee’s capability level and motivation on a scale from C1 to
C4; see Model 9-3.
Employees tend to start working with low capability, needing close direction. As their
ability to do the job increases, managers can begin to be supportive and can probably cease
close supervision. As a manager, you must gradually develop your employees from low to
outstanding levels over time.

Manager/employee interactions
Managers’ interactions with employees can be classified into two distinct categories of
behavior:
Directive Behavior. The manager focuses on directing and controlling behavior to
ensure that tasks get done and closely oversees performance.
Supportive Behavior. The manager focuses on encouraging and motivating behavior
without telling the employees what to do. The manager explains things and listens to
employee views, helping employees make their own decisions by building up their
confidence and self-esteem.
9-1 Self-Assessment
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Your Preferred Management Styles
Following are 12 situations. Select the one alternative that most closely describes what you would do in each
situation. Don’t be concerned with trying to pick the right answer; select the course of action you would
really use. Circle a, b, c, or d. (Ignore the C ____ preceding each situation and the S ____ following each
answer choice; these will be explained later in this section in “Apply the Most Appropriate Management
Styles,” on p. 328.)
C ____ 1. Your rookie crew seems to be developing well. Their need for direction and close
supervision is diminishing. What do you do?
1. Stop directing and overseeing performance unless there is a problem. S ____
2. Spend time getting to know them personally, but make sure they maintain performance
levels. S ____
3. Make sure things keep going well; continue to direct and oversee them closely. S ____
4. Begin to discuss new tasks that are of interest to them. S ____
C ____ 2. You assigned Jill a task, specifying exactly how you wanted it done. Jill deliberately
ignored your directions and did it her way. The job will not meet the customer’s standards. This is
not the first problem you’ve had with Jill. What do you decide to do?
1. Listen to Jill’s side, but be sure the job gets done right. S ____
2. Tell Jill to do it again the right way, and closely supervise the job. S ____
3. Tell her the customer will not accept the job, and let Jill handle it her way. S ____
4. Discuss the problem and solutions to it. S ____
C ____ 3. Your employees work well together and are a real team; the department is the top
performer in the organization. Because of traffic problems, the company president has approved
staggered hours for departments. As a result, you can change your department’s hours. Several of
your workers are in favor of changing. What action do you take?
1. Allow the group to decide the new hours. S ____
2. Decide on new hours, explain why you chose them, and invite questions. S ____
3. Conduct a meeting to get the group members’ ideas. Select new hours together, with your
approval. S ____
4. Send out a memo stating the hours you want. S ____
C ____ 4. You recently hired Bill, but he is not performing at the level expected after a month’s
training. Bill is trying, but he seems to be a slow learner. What do you decide to do?
1. Clearly explain what needs to be done and oversee his work. Discuss why the procedures are
important; support and encourage him. S ____
2. Tell Bill that his training is over and it’s time to pull his own weight. S ____
3. Review task procedures and supervise his work closely. S ____
4. Inform Bill that his training is over and that he should feel free to come to you if he has any
problems. S ____
C ____ 5. Helen has had an excellent performance record for the last 5 years. Recently, you have
noticed a drop in the quality and quantity of her work. She has a family problem. What do you do?
1. Tell her to get back on track and closely supervise her. S ____
2. Discuss the problem with Helen. Help her realize that her personal problem is affecting her
work. Discuss ways to improve the situation. Be supportive and encourage her. S ____
3. Tell Helen you’re aware of her productivity slip and that you’re sure she’ll work it out soon.
S ____
4. Discuss the problem and solution with Helen and supervise her closely. S ____
C ____ 6. Your organization does not allow smoking in certain areas. You just walked by a
restricted area and saw Joan smoking. She has been with the organization for 10 years and is a very
productive worker. Joan has never been caught smoking before. What action do you take?
1. Ask her to put the cigarette out, and then leave. S ____
2. Discuss why she is smoking and what she intends to do about it. S ____

933

3. Give her a lecture about not smoking and check up on her in the future. S ____
4. Tell her to put the cigarette out, watch her do it, and tell her you will check on her in the
future. S ____
C ____ 7. Your employees usually work well together, with little direction. Recently, a conflict
between Sue and Tom has caused problems. What action do you take?
1. Call Sue and Tom together and make them realize how this conflict is affecting the
department. Discuss how to resolve it and how you will check to make sure the problem is
solved. S ____
2. Let the group resolve the conflict. S ____
3. Have Sue and Tom sit down and discuss their conflict and how to resolve it. Support their
efforts to implement a solution. S ____
4. Tell Sue and Tom how to resolve their conflict and closely supervise them. S ____
C ____ 8. Jim usually does his share of the work with some encouragement and direction.
However, he has migraine headaches occasionally and doesn’t pull his weight when they happen.
The others resent doing Jim’s work. What do you decide to do?
1. Discuss his problem and help him come up with ideas for maintaining his workload; be
supportive. S ____
2. Tell Jim to do his share of the work and closely watch his output. S ____
3. Inform Jim that he is creating a hardship for the others and should resolve the problem by
himself. S ____
4. Be supportive but set minimum performance levels and ensure compliance. S ____
C ____ 9. Barbara, your most experienced and productive worker, came to you with a detailed idea
that could increase your department’s productivity at a very low cost. She can do her present job
plus this new assignment. You think it’s an excellent idea. What do you do?
1. Set some goals together. Encourage and support her efforts. S ____
2. Set up goals for Barbara. Be sure she agrees with them and sees you as being supportive of
her efforts. S ____
3. Tell Barbara to keep you informed and come to you if she needs any help. S ____
4. Have Barbara check in with you frequently so that you can direct and supervise her
activities. S ____
C____10. Your boss asked you for a special report. Frank, a very capable worker who usually needs
no direction or support, has all the necessary skills to do the job. However, Frank is reluctant
because he has never done a report. What do you do?
1. Tell Frank he has to do it. Give him direction and supervise him closely. S ____
2. Describe the project to Frank and let him do it his own way. S ____
3. Describe the benefits to Frank. Get his ideas on how to do it and check his progress. S ____
4. Discuss possible ways of doing the job. Be supportive; encourage Frank. S ____
C____11. Jean is the top producer in your department. However, her monthly reports are
constantly late and contain errors. You are puzzled because she does everything else with no
direction or support. What do you decide to do?
1. Go over past reports, explaining to Jean exactly what is expected of her. Schedule a meeting
so that you can review the next report with her. S ____
2. Discuss the problem with Jean and ask her what can be done about it; be supportive. S
____
3. Explain the importance of the report. Ask her what the problem is. Tell her that you expect
the next report to be on time and error-free. S ____
4. Remind Jean to get the next report in on time, without errors. S ____
C____12. Your workers are very effective and like to participate in decision making. A consultant
was hired to develop a new method for your department using the latest technology in the field.
What do you do?
1. Explain the consultant’s method and let the group decide how to implement it. S ____
2. Teach the workers the new method and supervise them closely as they use it. S ____
3. Explain to the workers the new method and the reasons it is important. Teach them the
method and make sure the procedure is followed. Answer questions. S ____
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4. Explain the new method and get the group’s input on ways to improve and implement it. S
____
To determine your preferred management style, circle the letter you selected for each situation.

Now add up the number of circled items per column. The column with the most items circled suggests
your preferred management style. Is this the style you tend to use most often?
Your management style flexibility is reflected in the distribution of your answers. The more evenly
distributed the numbers, the more flexible your style. A total of 1 or 0 for any column may indicate a
reluctance to use that style.

As a manager, you can focus on directing (getting the task done), supporting (developing
relationships), or both.

Management styles
Based on the employee capability level and the type of behavior they need, we select the
most appropriate management style for the situation; see Model 9-3 and the list below for a
description of each of the four management styles.
An autocratic style is highly directive and low in supportiveness. Using the autocratic
style is appropriate when interacting with low-capability employees. Give very
detailed instructions describing exactly what the task is and when, where, and how to
perform it. Closely oversee performance and give some support. The majority of your
time with the employees should be spent giving directions and supervising their
performance. Make decisions without input from the employees.
A consultative style involves highly directive and highly supportive behavior, and it is
appropriate when interacting with moderately capable employees. Give specific
instructions and oversee performance at all major stages of a task. At the same time,
support the employees by explaining why they should perform the task as requested
and answering their questions. Work on building relationships with the employees as
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you explain the benefits of completing the task your way. Give fairly equal amounts
of time to directing and supporting employees. When making decisions, you may
consult employees individually, but you must retain the final say. Once you make the
decision, which can incorporate employees’ ideas, you should direct and oversee
employees’ performance.
A participative style is characterized by low directive behavior and high supportive
behavior, and it is appropriate when interacting with employees with high capability.
Spend a small amount of time giving general directions and a great deal of time
giving encouragement. Spend limited time overseeing performance, letting employees
do the task their way while focusing on the end result. Support the employees by
encouraging them and building up their self-confidence. If a task needs to be done,
don’t tell them how to do it; ask them how they will accomplish it. Make decisions
together or allow employees to make decisions subject to your guidelines and
approval.
An empowering style requires providing very little direction or support to employees,
and it is appropriate when interacting with outstanding employees. You should let
them know what needs to be done and answer their questions, but it is not necessary
to oversee their performance. Such employees are highly motivated and need little, if
any, support. Allow them to make their own decisions, which can be subject to your
approval. Other terms for empowerment are laissez-faire and hands off. A manager
who uses this style lets employees alone to do their own thing.
Model 9-3 Situational Management
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Apply the Most Appropriate Management Styles
As part of Skill Builder 9-3, or on your own, return to 9-1 Self-Assessment (p. 325), where
you determined your preferred management style. Identify the employee capability level for
each of the 12 items and indicate the capability level by placing a number from 1 to 4 on
the line marked “C” before each item. The number 1 indicates low capability, 2 indicates
moderate capability, 3 indicates high capability, and 4 indicates outstanding capability.
Next, indicate the management style represented in each answer choice by placing the letter
A (Autocratic), C (Consultative), P (Participative), or E (Empowering) on the line marked
“S” following each answer choice. Will your preferred management style result in the
optimum performance of the task?
Let’s see how you did by looking back at the first situation.
C____ 1. Your rookie crew seems to be developing well. Their need for direction and
close supervision is diminishing. What do you do?
1. Stop directing and overseeing performance unless there is a problem. S ____
2. Spend time getting to know them personally, but make sure they maintain
performance levels. S ____
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3. Make sure things keep going well; continue to direct and oversee them closely.
S ____
4. Begin to discuss new tasks that are of interest to them. S ____
As a rookie crew, the employees’ capability started at a low level, but they
have now developed to the moderate level. If you put the number 2 on
the C line, you were correct.
Alternative (a) is E, the empowering style, involving low direction and
support. Alternative (b) is C, the consultative style, involving both high
direction and high support. Alternative (c) is A, the autocratic style,
involving high direction but low support. Alternative (d) is P, the
participative style, involving low direction and high support (in
discussing employee interests).
If you selected (b) as the management style that best matches the
situation, you were correct. However, in the business world, there is
seldom only one way to handle a situation successfully. Therefore, in this
exercise, you are given points based on how successful your behavior
would be in each situation. In situation 1, (b) is the most successful
alternative because it involves developing the employees gradually;
answer (b) is worth 3 points. Alternative (c) is the next-best alternative
and is worth 2 points, while (d) is worth 1 point. That’s because it is
better to keep things the way they are now than to try to rush employee
development, which would probably cause problems. Alternative (a) is
the least effective and is worth 0 points. That’s because choosing that
option would mean you are going from one extreme of supervision to the
other, and the odds are therefore great that this approach will cause
problems that will diminish your management success.

938

Work Application 9-20
Assess how well your present or past boss was at using the appropriate management style for your capability
level and those of a couple of other employees.

The better you match your management style to your employees’ capabilities, the greater
are your chances of being a successful manager.
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Teams and Organizational Change
Modern companies must be designed to utilize teams, and they are constantly faced with
the need to change. Therefore, companies are adopting team-based organizational
designs.127 Why are teams an absolute requirement in today’s firms? The answer lies in
complexity of the environment. In a massively changing, technologically shifting world, no
single individual has all of the skills necessary to meet those challenges. A strong team of
people with complimentary skill sets, however, can provide the company with all of the
necessary skills. Teamwork skills are based on your ability to work well with others (human
relations skills, Chapter 1), by developing relationships.128 Necessary business competencies
include team skills,129 as the ability to work collaboratively is an important skill company
recruiters seek in job applicants.130
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LO 9-5
Briefly discuss the stages of the change process, and how we can overcome our own and others’ resistance to
change.

In addition to teams, disruption of historical business processes is an ongoing issue,
requiring almost constant change management efforts in most companies today. Progress is
impossible without change,131 and change continues to get faster.132 Managers have to be
change agents, individuals who lead change efforts on behalf of the organization and who
do not allow others to remain in the past, using old techniques and technologies. So let’s
take a quick look at how modern managers lead others in facing these two issues now.

Building Effective Work Teams
Although firms are relying on team creativity to innovate change,133 some US workers do
not like having to work in teams due to the individualistic nature of American culture. But
today, we usually don’t have any choice, either as leaders or as followers, about whether or
not we work in teams. The major reason is that in most cases, you can’t succeed without an
effective team effort, and organizations are using teams to create competitive advantage.134
Square and Twitter CEO Jack Dorsey says that he focuses on building teams.135 You can
improve important teamwork skills and your ability to develop and build teams.136
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Advances in information and telecommunications technologies are allowing new ways of
structuring, processing, and distributing work and overcoming the barriers of distance and
time with global virtual teams.137 The members of global virtual teams are physically
located in different places but work together as a team. Multinational corporations
developing new global products, such as GE, Disney, and Google,138 and those with
24/7/365 tech support, such as HP and IBM, and small businesses, such as N2 Publishing
and Bumble online dating service, have global virtual teams.139
Organizations need team members who can work well together. Group process, also called
group dynamics,140 is about how members get along, not how they do their work.
Relationships affect our behavioral interactions in groups,141 and group process affects team
performance.142 Thus, firms are working to improve team dynamics through organizational
development (OD).143 Team building is probably the most widely used OD technique
today,144 and its popularity will continue as more companies use work teams due to the
complexity of the work environment.145 The goals of team-building programs vary
considerably, depending on the group’s needs and the change agent’s skills.146 Some typical
goals are as follows:
To clarify the objectives of the team and the responsibilities of each team member
To identify problems preventing the team from accomplishing its objectives
To develop team problem-solving, decision-making, objective-setting, and planning
skills
To develop open, honest working relationships based on trust and an understanding
of group members
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Work Application 9-21
Assess how well your present boss is or your past boss was at developing employees to perform as an effective
team.

Team-building programs also vary in terms of agenda and length, depending on team
needs.

Managing the Change Process
Change happens at the individual, team, or organizational level, and it impacts all aspects
of organizational life.147 Change is critical for firm performance and survival.148 Adapting
to dynamic environments has been identified as a major element in maintaining
competitiveness149 with appropriate strategies.150 Any company that fails to change its
business model,151 and embrace change will be overtaken by it.152 Research supports the
idea that companies that change regularly outperform those that don’t.153 Thus, top
managers are inclined to change in order to obtain a competitive advantage.154 John
Chambers, Cisco’s former CEO, said that his most important decisions are about adjusting
to change.155 So your ability to be flexible enough to change with the diversifying global
environment will affect your career success.156
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Stages of the change process Denial, resistance, exploration, and commitment

Exhibit 9-5 Stages of the Change Process

People go through four distinct stages when facing change, so we need to manage change
through each stage. The four stages of the change process are denial, resistance, exploration,
and commitment. They are presented in Exhibit 9-5 and are described using HP as an
example below. Notice that the stages in Exhibit 9-5 are laid out in a circular formation
because change is an ongoing process, not a linear one. People can regress, as the arrows
show.
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Work Application 9-22
Identify a major change. Assess how well your present or past boss was at managing change through each of
the four stages of change.

1. Denial. Changes are often difficult to understand or accept.157 So when people first
hear that change is coming, they may deny that it will affect them.
2. Resistance. Once people get over the initial shock and realize that change is going to
be a reality, they often resist the change. This stage is so important that in the next
subsection, we will present seven ways to help overcome resistance to change.
3. Exploration. When the change begins to be implemented, employees explore the
change, often through training—and ideally, they begin to better understand how the
change will affect them.
4. Commitment. Through exploration, employees determine their level of commitment
to making the change a success. Commitment is necessary to implement the change,
but some employees will continue to resist the change.158

Overcoming Resistance to Change
Let’s face it. As stated by J.C. Penney’s chairman Michael Ullman, “only a baby with a wet
diaper likes change.”159 We don’t want to change our habits and routines.160 Some people
deliberately attempt to kill good ideas161 and block change efforts.162 Most change
programs fail because of employee resistance to change.163 Because resistance to change is
one of the most difficult factors in successful change implementation, let’s start by
discussing our own resistance to change, followed by overcoming others resistance to
change.
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Our Resistance to Change Habits
Do you really like your daily routine disrupted?164 Are you bound by your habits of
repetition?165 If you can’t change your mind and embrace change, you cannot change
anything.166 So the aim is to cultivate a mind-set that embraces change in ourselves and
others.167 Easier said than done, right? Well the first step is to realize we need to take a
positive attitude about change. Let’s face it, if we know we have to make a change, resisting
it doesn’t help—so accept it and move forward. As Nike says, Just Do It!
Have you ever wondered why people do illogical things? It helps to realize that our brains
cling to habit at the exclusion of all else, including common sense. Or our feeling and
habits overrule common sense. So to make a change we have to change our thoughts and
habit, or make the change a habit to make it successful.168 The reason most people don’t
keep their New Year’s resolution is they don’t make it a habit. If you say you will exercise
more, but don’t make a scheduled time to work out (routine habit), you won’t work out.
When we change our habits, we change our lives. Developing a habit takes conscious
planning and effort—schedule time to work out. A habit has three parts, and here are three
examples listed A−C.
Cue—reminds you to (or not to) do the behavior. (A). Running shoes left near your bed.
(B.) Phone dings. (C.) Feel sad.
Routine—do the behavior. (A.) Run first thing in the morning. (B.) Check your phone.
(C.) Eat and/or drink.
Reward—reinforce doing the behavior to make it a habit. (A.) Endorphin rush, feel good
about yourself and healthier, weight loss and more energy, healthy breakfast. (B.) Words
with the caller. We crave the ding and the rush of endorphins it promises—that is why
most people are addicted to their phones and have to multitask (Chapter 5). (C.)
Temporary escape from sadness, which often doesn’t work and can lead to other problems
and bad habits.
Let’s be realistic. If we try to change a habit, we will most likely slip and not exercise or
cheat on our diet. The question is, “How do you handle the slip?” Are you going to give up
and go back to your old habits, or will you get back to your new routine? Caution—once
you slip, and the more often you slip, the easier it is to go back to your old habits.
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Think about it. What is your usual attitude about and level of resistance toward change?
Are there any good habits you should develop, or bad self-destructive ones you should drop
or replace? Will you work at being more positive about accepting change and consciously
develop habits to succeed? Skill Builder Exercise 9-4, Developing a Habit (p. 341), can
help.

Others’ Resistance to Change
Here we focus primarily on overcoming others’ resistance to change, but these seven tips
can also apply to ourselves. Companies do create new habits with changes; they are
commonly called procedures and rules for completing new tasks.
1. Develop a positive trust climate for change. Develop and maintain good human
relations. Make employees realize you have their best interests in mind and develop
mutual trust.169 Constantly look for better ways to do things. Encouraging
employees to suggest changes and implementing their ideas are important parts of
continuous improvement.
2. Plan. Implementing changes successfully requires good planning. You need to
identify the possible resistance to change and plan how to overcome it. View change
from the employees’ position. Set clear objectives so employees know exactly what
the change is and how it affects them.170 The next four steps should be part of your
plan.
3. Clearly state why the change is needed and how it will affect employees. Employees want
and need to know why the change is necessary and how it will affect them, both
positively and negatively.171 So you need to communicate clearly what you want to
do.172 Employees need to understand why the new, changed method is more
legitimate than the existing method of doing things.173 Be open and honest with
employees. Giving employees the facts as far in advance as possible helps them to
overcome fear of the unknown.174
4. Create a win-win situation. We have a desire to win.175 The goal of human relations
is to meet employee needs while achieving departmental and organizational
objectives. To overcome resistance to change, be sure to answer the other parties’
unasked question, “What’s in it for me?” When people can see how they benefit, they
are more willing to change.176 If the organization is going to benefit from the change,
so should the employees—so provide incentives for change.177
5. Involve employees. To create a win-win situation, involve employees. A commitment
to change is usually critical to its successful implementation.178 Employees who
participate in developing changes are more committed to those changes than are
employees who have changes dictated to them. To get employee involvement and
commitment to change, phrase your own ideas as if they were someone else’s.179
6. Provide support and evaluation. To overcome resistance to change, employees need to
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know that managers are there to help them cope with the changes. So, relationships
matter.180 Managers need to make the learning process as painless as possible by
providing training and other support. To ensure that the change is implemented and
that employees don’t regress to old habits, performance appraisals (discussed in the
next chapter) need to be tied to successful implementation of the change.181
7. Create urgency. When you decide on a change, you have to move fast.182 Many
people procrastinate on making changes. A feeling of urgency is the primary driver
toward taking action. If something is perceived as urgent, it is given a high priority
and is often done immediately.183
As a manager of change, you must anticipate whether resistance will be strong, weak, or
somewhere in between. Resistance will be lower if you use the seven methods for
overcoming resistance to change. Did you ever hear of BlackBerry (this is the word people
used to use to refer to a smart phone) and Nokia? They are the former best-selling cell
phone companies. But they didn’t create urgency or implement the other six tips effectively
to make the necessary changes to maintain market leadership as Samsung Galaxy and
Apple iPhone are now top sellers.

950

Work Application 9-23
Assess how well your present boss or your past boss used the seven ways to overcome resistance to change.
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Trends and Issues in HRM
In this chapter’s trends and issues, we are first going to review the process of providing
corrective feedback—a form of feedback to resolve problem behaviors—and then look at
the harm that can be done in the workplace by ready access to social media.
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LO 9-6
Discuss the process of providing corrective feedback and identify the problems created by modern social
media at work.

Good Feedback Makes a Good Manager
As you can easily see by reading this chapter, feedback is one of the most critical managerial
obligations. Whether we are coaching, counseling, or disciplining an employee or providing
feedback to other parts of the organization, good quality feedback is a requirement for
maximum effectiveness and efficiency. Let’s explore the general process of providing
feedback and give you some hints for providing feedback in difficult situations. You
probably noticed a pattern in the corrective feedback process in each of the sections in this
chapter where it was discussed: identify what is happening and what is wrong with the
current performance; provide information on desired performance; get a commitment to
change; follow up. Let’s look at how to use these in a little more depth, because giving
corrective feedback is not easy the first few times you do it.
You, as the manager or supervisor, will be the one tasked with starting the feedback
conversation. Do not go into the act of providing feedback by accusing the employee of
intentionally failing to do what they needed to. Talk with them; see what is going on; ask
about issues or problems that you may not know about; but initiate the conversation as soon
as possible after you notice something is wrong. Once the conversation starts, you may be
faced with a number of reactions, from crying, to anger, to denial that they are at fault and
attempting to deflect blame, or just refusing to listen. How should these and other negative
responses be handled?
First, as we noted earlier, stick with the facts. Don’t allow your emotions to control your
response to the employee. Recall the information on emotional intelligence, or EQ, in
Chapter 7, and remember to “understand and manage” your emotions. Second, remember
that feedback is an attempt to make the employee better at what they do, not an attempt to
belittle them. Explain the issues clearly and make sure the employee knows that you are
working to help. Third, do not allow the employee to deflect responsibility because of their
emotional reaction to the feedback. For instance, if the employee cries, provide emotional
support; but do not back off from the facts of the situation. If they yell, let them know that
the only reason that you are providing feedback is that you want them to do better. You
have no intention of harming them unnecessarily.
The key to good feedback is control. You have to control your emotions. You have to
control the message to the employee. And you have to control their response so that they
do not avoid taking responsibility for their actions. So preparation for the meeting is key. A
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SHRM and Harvard Business Review paper notes that “You’ll feel better prepared if you do
your homework in advance and ground your assessments in observations, data, and
concrete examples.”184 Good quality feedback is an absolute necessity if you are going to
get the best performance out of your employees, and that is why you are there as a manager!

Social Media and the Web Continue to Create Managerial
Nightmares
Employee use, and employer monitoring of social media continues to be an issue for many
organizations. While, as we noted in the first part of this chapter, employees are concerned
with an expected right to privacy, employers must be concerned with both the individual
and collective employees as well as the well-being of the organization as a whole. The result
of all of the rights, obligations, expectations, and so on, is a delicate balancing act on the
part of management.
Nearly every person who has an email account, much less a social media account, has at
some point sent something that they almost immediately regretted. One columnist noted
that “People were snapping at each other long before the Internet. Email and texting have
only made it easier: We can now respond instantaneously, much faster than our rational
brain can intervene.”185 This is a problem that we have never faced before. In an age of
instant communication, we don’t always think about the damage we may be doing to
ourselves or others when we rip off what we consider to be a witty zinger, or a heartfelt
complaint—and then the repercussions start rolling in. We can also communicate with
thousands or even millions of people (think of any viral video you have seen) whom we
don’t know and who don’t know us, and that may also do harm that we didn’t intend.
The problem for the organization comes when—in the eyes of the employer—the
individual employee does potential or actual harm to the company or other employees
within it. In one well-publicized case, Yelp terminated a young employee who wrote an
open letter (one that anyone on the Web could read) to the company CEO telling him how
poorly paid and badly treated she and her coworkers were.186 The letter provided anyone
who read it with a picture of Yelp that was less than flattering. In another case, employees
of a DirecTV contractor (Mastec in Coral Gables, FL) were given incentives to push
customers to pay for phone installations that they felt were unnecessary in an attempt to
deceive those customers. When the company ignored them, they contacted the local TV
news and were interviewed by a reporter. And then the company fired them.187
The actions that the company can or cannot take are not always clear based on law and
existing precedent. In the Mastec case, the employees filed an unfair labor practice charge
with the National Labor Relations Board188 (we will discuss this topic in detail in the next
chapter) claiming that they were engaged in “protected concerted activity” in connection
with the company’s policies. The employees initially lost, but when they appealed to a
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federal Circuit Court, the court agreed that their treatment had violated labor laws. But in
other cases, companies have prevailed in disciplinary actions. If the company spells out in
policy when, how, and why they monitor things such as email, and what the potential
consequences are to the employee who violates the rules, monitoring is generally legal—at
least under federal law. State laws vary widely on this topic. And “Just because you can
legally monitor e-mails doesn’t mean that you should or that it is good management
practice.”189
So managers have to continue to make judgment calls on when and how to intervene when
employees have done potential harm to the company. Management is also responsible for
keeping up with changing regulatory guidance and legal changes. And, most of all,
managers are responsible for the protection of the company and all of the employees
therein. If you as a manager were to come across evidence that one employee was harassing
others—whether the reason is religion, race, sexual, or anything else—you would be
obligated to act to protect those individuals and the organization.
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Chapter Summary
9-1 Identify the commonly accepted individual rights in the workplace.
The commonly accepted employee rights of individuals within the workplace include
the following:
1. Right of free consent—the right of the individual to know what they are being
asked to do, and the consequences of doing it
2. Right to due process—a right to not be punished arbitrarily or without reason.
Generally, we use the seven tests for Just Cause to protect this right.
3. Right to life and safety—the right of everyone in the organization to be
protected from harm while working
4. Right of freedom of conscience—a general right to not be forced to violate the
individual’s personal values and beliefs on the job
5. Right to privacy—a right to protection from unreasonable searches or intrusions
into their personal space at work
6. Right to free speech—freedom to express their opinions or concerns within the
organization, without fear of harming their work relationship
9-2 Identify the rights that management has in modern organizations.
1. Management first has a right to create and enforce an employee code of conduct.
2. Management has the right to create workplace data and device policies to
protect data and to maintain control of its networks.
3. Managers also have a right to monitor the workplace to protect the organization
and its employees.
4. The organization can also identify the relationship with workers as one of
employment-at-will, which basically allows either party to break the relationship
at any time, even without stating a reason.
5. Management also has a right to set up an orientation period and require that
new employees attend such orientation.
6. Finally, management has a right to test for drugs in the workplace. In each case,
these rights are offered based on the need for managers to be able to protect the
organization and the employees from unnecessary danger or harm.
9-3 Briefly describe the coaching, counseling, and progressive discipline processes
and how they are used.
Coaching is designed to give employees feedback to improve their performance over
time. This feedback in general should be designed to improve the employee’s
motivation to perform for the organization. The coaching process occurs in four basic
steps: describing what is presently being done by the employee; describing what the
manager wants the employees to change about the way they perform; get a
commitment to change; and follow up to ensure that the employee is behaving in the
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desired manner.
The management counseling process is designed to provide employees with feedback
so that they understand that their performance is not currently at an acceptable level,
and it’s designed to provide them with guidance on how to improve their
performance over time. The purpose of management counseling is to get employees
back on track with their work so that they can perform at an acceptable or even
exceptional level.
Progressive discipline is usually used for minor disciplinary infractions within the
organization. It provides progressively stronger sanctions against an employee who
continues to behave in an unacceptable manner in the organization, based on rules or
policies. The sequence of progressive discipline is as follows: (1) informal talk, (2)
oral warning, (3) written warning, (4) suspension, (5) in some cases, demotion or
transfer, and (6) dismissal.
9-4 Identify the factors that positive leadership takes into account to be
successful.
The first factor is employee capability, which consists of the ability and motivation to
do the job (going from: low, moderate, high, to outstanding). Next, we have to
classify manager−employee interactions into directive behavior, which focuses on
controlling employee behavior, and supportive behavior, which focuses on
encouraging behavior without directly controlling that behavior (high- or lowdirective and supportive behavior). Finally, we take into account management style,
which can be autocratic (used with low-capability employees; managers use high
directive and low supportive behavior), consultative (used with moderate-capability
employees; managers use high directive and highly supportive behavior), participative
(used with high-capability employees; managers use low directive and high supportive
behavior), or empowerment (used with outstanding-capability employees; managers
use low directive and low supportive behavior).
9-5 Briefly discuss the stages of the change process, and how we can overcome our
own and others’ resistance to change.
The four stages of the change process include denial, resistance, exploration, and
commitment. Denial is frequently the first reaction when people hear that changes
are going to be made in the workplace. Once employees understand that the change
will affect their work, resistance to change often occurs. Next, as the change is
implemented, employees may begin to explore how the change affects their work and
how they can adapt to the necessary changes. Finally, through the exploration stage,
the employees determine their level of commitment to the change process. Recall,
however, that the change process is ongoing, not linear.
To change anything, we have to change our thoughts and habits, or change our
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behavior so that it becomes a habit. Developing a habit takes conscious planning and
effort, and a habit has three parts.
Cue−reminds you to (or not to) do the behavior.
Routine−do the behavior.
Reward−reinforce doing the behavior to make it a habit.
There are seven major methods to overcoming resistance to change:
1. Develop a positive trust climate for change.
2. Plan the change.
3. Clearly state why the change is needed and how it will affect employees.
4. Create a win-win situation.
5. Involve employees.
6. Provide support and evaluation.
7. Create urgency.
9-6 Discuss the process of providing corrective feedback and identify the
problems created by modern social media at work.
Provide feedback by initiating a conversation, but do not accuse the employee of
intentionally failing to do something. Ask about problems or issues and follow the
general guidelines in the feedback model. Stick with the facts, and don’t respond
emotionally. Remember that feedback is designed to make things better. Don’t allow
the employee to deflect responsibility for their actions. And finally, maintain control
or your emotions, your message, and the process by preparing ahead of the feedback
session.
The major problem with social media is the ability to instantly communicate without
rationally analyzing what we should say. Other problems include the ability to
communicate with very large groups of people who may not know what we intended
to say, or the background on which our communication is based. Open letters, able
to be read by anyone, can paint a harmful picture of the company, and the company
has to respond because of that potential harm. In addition, laws in this area are
constantly changing, so managers have to continually make judgment calls on when
and how to intervene when employees put out potentially harmful information.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. __________ are things that individuals are allowed to do based on asking permission
from an authority.
2. __________ are things a person in society is allowed to do without any permission
required from an authority.
3. __________ allows the company or the worker to break their work relationship at
any point in time, with or without any particular reason, as long as in doing so, no
law is violated.
4. __________ is the process of giving motivational feedback to maintain and improve
performance.
5. __________ is the process of giving employees feedback (so they realize that a
problem is affecting their job performance) and referring employees with problems
that cannot be managed within the work structure to the organization’s employee
assistance program.
6. __________ provide a staff of people who help employees get professional assistance
in solving their problems.
7. __________ is corrective action to get employees to meet standards and the code of
conduct.
8. __________ is a set of standard tests for fairness in disciplinary actions—tests that
were originally utilized in union grievance arbitrations.
9. __________ is a process whereby the employer provides the employee with
opportunities to correct poor behavior before the individual is terminated.
10. __________ is a serious failure to exercise care in the work environment.
11. is intentional employee behavior that has the potential to cause great harm to another
or to the company.
12. __________ is the process of influencing employees to work toward the achievement
of organizational objectives.
13. are denial, resistance, exploration, and commitment.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you think that organizations should provide more rights or fewer rights to
employees than those listed in the chapter? If more, what would you add? If fewer,
which rights do you think are unimportant?
2. Should companies make a strong attempt never to violate the privacy rights of an
employee? Why or why not?
3. Do you think codes of conduct have any effect on employees’ activities? What would
make them more or less effective in an organization?
4. Is employment-at-will fair, or should companies have to have a legitimate reason to
discharge their employees? Justify your answer.
5. Should coaching, counseling, and discipline processes be utilized by the firm, or
should we just terminate the employment of workers who are not doing their job?
Explain your answer.
6. Is it really necessary to follow all of the Just Cause standards rigorously, or is it a
waste of time? Explain your answer.
7. Do you feel that progressive discipline processes actually work to improve employee
performance in most cases? Why or why not?
8. In your opinion, should there be any situations in which you might not immediately
terminate a worker’s employment as a result of gross negligence or serious
misconduct? Explain why you feel this way.
9. Do you think leadership can be learned, or is it just a personal characteristic that
some people have? Why do you think this way?
10. What are some of the methods you have seen managers or others use to overcome
resistance to change? Were these methods successful? Why or why not?
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Case 9-1 Balancing Rights and Privileges
Nancy Chandler has been employed by the DEG Corporation, an online textbook sales
company, as a sales representative for two years. Her sales manager, Clyde Dodd, informed
her when she started to work that the company’s established email communication and
Internet system is to be used by employees for “business reasons only.” The company’s
email system policy states:
The DEG Corporation’s communication system provides internet access and e-mail
services for the sole purpose to conduct our business and is not to be used for any
personal or non-job related purposes. DEG Corporation has an established policy of
monitoring employees’ use of the internet and e-mail system in communicating with
customers for evaluation of employees’ customer relations performance and for
identifying training and development needs for sales representatives.
The DEG Corporation also has a nonsolicitation policy as follows:
The DEG Corporation prohibits the solicitation, distribution and posting of materials
on or at Company property by any employee or non-employee without the express
permission of management. The sole exceptions to this policy are charitable and
community activities sponsored by the DEG Corporation management.
The management of the company is aware that on occasion, employees send out email
messages to other employees announcing party invitations, charitable fundraising events,
and selling Girl Scout cookies. Yet, no employee has been reprimanded or disciplined for
these occasional uses of the company’s email system.
Recently, Nancy has become actively involved with a group of disgruntled employees who
have an interest in forming a union and organizing the company’s 30 sales representatives
for collective bargaining purposes. During her unpaid lunch period, Nancy sent out an
email correspondence to the other sales representatives announcing an upcoming union
organizing meeting to determine the level of interest in forming and joining a labor union.
The company intercepted her email correspondence; and her manager, Clyde Dodd, issued
Nancy a written warning informing her that any further violations of the company’s email
system and nonsolicitation policies will be considered grounds for termination of her
employment.
Questions
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1. Should Nancy Chandler have a reasonable expectation of a right to privacy in this
case? Explain your answer.
2. If Nancy Chandler has not received any prior, formal disciplinary action, is there
“Just Cause” for the company to impose a written warning for this offense? Explain
the reasoning for your answer to this question.
3. Assuming that Nancy Chandler, as well as the other sales representatives, are “at-will”
employees and she is discharged for this infraction of the company’s rules, what
possible recourse might she have to challenge the termination?
4. Considering the facts in this case, should the company review and revise these two
policies? Explain what, if any, revisions should be made to the email system and
nonsolicitation policies.
Case created by Robert F. Wayland, University of Arkansas at Little Rock
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Case 9-2 Off-Duty Misconduct
The small Southwestern city of Happy Hollow, with a population of approximately 17,000
people, is a modern bedroom community that is located just a 15-minute drive away from
a major city. Happy Hollow maintains a fire department with one fire station serving an
area of 12 square miles. It is staffed with 15 full-time firefighters and 15 volunteer
firefighters. The International Association of Fire Fighters (IAFF) represents all permanent,
full-time employees of Happy Hollow’s fire department.
Four years ago, Tim Nelson was hired as a firefighter and licensed paramedic for Happy
Hollow’s fire department. Previously, he worked for 3 years as a firefighter for another
small city. After getting off work at 4:30 p.m. one evening, he joined a friend at a
restaurant in the major city a 15- or 20-minute drive from where he lives and works.
Nelson and his friend had dinner and several drinks at the restaurant and stayed there until
after midnight, when Nelson drove the friend home and then started on the drive to his
own home.
Upon receiving calls at 12:43 a.m. about someone driving erratically in a pickup truck at a
high rate of speed, Happy Hollow’s police department dispatched a police officer to
investigate. Officer Brian Jones observed someone driving the described truck at an
excessive rate of speed. He followed for approximately one-half mile while observing erratic
driving before stopping the truck. Officer Jones detected a strong odor of alcohol coming
from the pickup truck when he approached it. Officer Jones then recognized the driver as
firefighter Nelson, who appeared fatigued, with red, watery eyes. He noticed that Nelson
had difficulty performing the simple task of retrieving his driver’s license and proof of
insurance coverage, and his speech was slurred. Officer Jones concluded that Nelson
appeared to be intoxicated. Meanwhile, another Ford pickup truck and a second city patrol
vehicle driven by Sgt. David Martinez arrived on the location. The driver and passenger in
the other pickup advised the police officers that the truck driven by Nelson had sideswiped
their vehicle before being stopped by Officer Jones, and they also said that Nelson had
failed to stop after the accident. The collision caused damage to both trucks, ripping the
mirrors from the passenger side of the truck driven by Nelson and the driver’s side of the
other truck.
Officer Jones determined that there was probable cause for arrest and advised Nelson that
he was being arrested for driving under the influence (DUI) and leaving the scene of an
accident. Upon arrival at the police station, Nelson elected to refuse to submit to a
Breathalyzer test for measuring his blood alcohol. He was cited for a DUI and leaving the
scene of an accident resulting in property damage to another vehicle. He was booked into
jail and stayed for a few hours before he was released on bond.
Firefighter and paramedic Tim Nelson was subsequently placed on administrative leave
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with pay while the matter was being investigated. Following a 3-day investigation, the fire
department held a predisciplinary hearing where Nelson had an opportunity to further
describe his version of what had happened leading up to his early-morning arrest. Nelson
described feeling a sudden jolt when his truck hit something while he was driving home,
but he claimed that he did not know what he had hit or if he had hit anything at all.
Nelson acknowledged that he had too much to drink that evening and that he should have
had someone drive him home. He said that although the incident had occurred while he
was off duty, he was willing to do anything necessary to keep his job.
Fire Department Chief Calvin Moore pointed out that he had known that Nelson had
been previously arrested for a DUI while working as a firefighter for the other small city but
that he had hired Nelson as a firefighter for the Happy Hollow Fire Department anyway.
Chief Moore explained that he had already given Nelson a second chance when he hired
him, and he was unwilling to give Nelson a third chance. Chief Moore stated that Nelson
had violated several rules and policies of the fire department and had failed in his obligation
to the public as a firefighter and paramedic by not stopping to check to see if he had
injured anyone in the collision that he caused that night. The incident also garnered
significant media attention, including reports in Happy Hollow’s local newspaper and on at
least one news report from a local television station—thus potentially undermining the
public’s trust in the Happy Hollow Fire Department. For these reasons, Chief Moore
informed Nelson that his employment was being terminated “for cause.”
The union filed a grievance alleging that Nelson’s punishment was too severe since the
incident occurred while he was off duty. The union requested Nelson’s reinstatement with
punishment, such as a reasonable suspension without pay and a warning. The city’s
management responded that they had a duty to ensure the public trust in the fire
department. They also said that the city’s rules and policies, as written in the union–
management labor agreement, stated, “Employees shall conduct themselves off duty in such
a manner as to show respect as a member of the fire department. Conduct unbecoming a
member of the Happy Hollow Fire Department will be subject to disciplinary action, up to
and including dismissal.”
Questions
1. May an employer take disciplinary action (including discharge) against an employee
for illegal off-duty misconduct?
2. Which particular employee rights discussed in the chapter may be asserted by the
employee and his labor union representative in this case?
3. What rights does the city management have in this case?
4. When conducting an investigation of an employee’s off-duty misconduct, what are
important factors for the investigator to consider before recommending disciplinary
action?
5. When considering disciplinary action for an employee’s off-duty misconduct, what
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difference would it make if an employee is or is not represented by a labor union?
Case created by Robert Wayland, University of Arkansas at Little Rock
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Skill Builder 9-1 Coaching
Objective
To develop coaching skill using the coaching model
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—L: Training and development
Procedure 1 (2–4 minutes)
Break into groups of three. Make some groups of two, if necessary. Each member selects
one of the following three situations in which to be the manager and a different one in
which to be the employee. In each situation, the employee knows the standing plans; the
employee is not motivated to follow them. You will take turns coaching and being coached.
Three Problem Employee Situations
1. Employee 1 is a clerical worker who uses files, as do the other 10 employees in the
department. The employees all know that they are supposed to return the files when
they are finished so that others can find them when they need them. Employees
should have only one file out at a time. The supervisor notices that Employee 1 has
five files on the desk, and another employee is looking for one of them.
2. Employee 2 is a server in an ice cream shop. The employee knows that the tables
should be cleaned up quickly after customers leave so that new customers do not have
to sit at dirty tables. It’s a busy night. The supervisor finds dirty dishes on two of this
employee’s occupied tables. Employee 2 is socializing with some friends at one of the
tables.
3. Employee 3 is an auto technician. All employees know that they are supposed to put
a paper mat on the floor of each car so that the carpets don’t get dirty. When the
service supervisor got into a car that Employee 3 had repaired, the car did not have a
mat and there was grease on the carpet.
Procedure 2 (3–7 minutes)
Prepare for coaching to improve performance. Each group member writes an outline of
what they will say when coaching Employee 1, 2, or 3, following the steps below:
1. Describe current performance.
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2. Describe desired performance. (Don’t forget to have the employee state why it is
important.)
3. Get a commitment to the change.
4. Follow up.
Round 1 (5–8 minutes)
Role-playing. The manager of Employee 1, the clerical worker, coaches that employee as
planned. (Use the actual name of the group member playing Employee 1.) Talk—do not
read your plan. Employee 1 should put themselves in the worker’s position. Both the
manager and the employee will have to ad lib. The person not playing a role is the observer.
This person makes notes as the observer for each step of the coaching model listed above.
The manager should coach the employee and try to make positive comments and point out
areas for improvement. The observer should give the manager alternative suggestions about
what could have been said to improve the coaching session.
Feedback. The observer leads a discussion of how well the manager coached the employee.
(This should be a discussion, not a lecture.) Focus on what the manager did well and how
the manager could improve. The employee should also give feedback on how they felt and
what might have been more effective in motivating change. Do not go on to the next
interview until you are told to do so. If you finish early, wait for the others to finish.
Round 2 (5–8 minutes)
Same as Round 1, but change roles so that Employee 2, the server, is coached. The job is
not much fun if you can’t talk to your friends. As the supervisor, coach Employee 2. Again,
the observer gives feedback after the coaching.
Round 3 (5–8 minutes)
Same as Rounds 1 and 2, but change roles so that Employee 3, the auto technician, is
coached. As the supervisor, coach Employee 3. Again, the observer gives feedback after the
coaching.
Apply It
What did I learn from this exercise? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
_______________________________________________________
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Skill Builder 9-2 Disciplining
Objective
To develop your ability to discipline an employee using the discipline model
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—L: Training and development
Note that this is a continuation of Skill Builder Exercise 9-1. Coaching didn’t work, and
you have to discipline the employee.
Procedure 1 (2–4 minutes)
Break into groups of three. Make some groups of two, if necessary. Each member selects
one of the three situations from Skill Builder 1. Decide who will discipline Employee 1, the
clerical worker; Employee 2, the ice cream shop server; and Employee 3, the auto
technician. Also select different group members to play the employee being disciplined and
the observer.
Procedure 2 (3–7 minutes)
Prepare for the discipline session. Write a basic outline of what you will say to Employee 1,
2, or 3; follow the steps in the discipline model below.
1. Refer to past feedback. (Assume that you have discussed the situation before, using
the coaching model.)
2. Ask why the undesired behavior occurred. (The employee should make up an excuse
for not changing.)
3. Administer the discipline. (Assume that an oral warning is appropriate.)
4. Get a commitment to change, and develop a plan.
5. Summarize and state the follow-up.
Round 1 (5–8 minutes)
Role-playing. The manager of Employee 1, the clerical worker, disciplines that employee as
planned. (Use the actual name of the group member playing the employee.) Talk—do not
read your plan. Both the manager and the employee will need to ad lib. As the supervisor,
discipline Employee 1.
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The person not playing a role is the observer. This person makes notes on the five steps of
the discipline model above. For each of the steps, try to make a statement about the
positive aspects of the discipline and a statement about how the manager could have
improved. Give alternative things the manager could have said to improve the discipline
session. Remember, the objective is to change behavior.
Feedback. The observer leads a discussion of how well the manager disciplined the
employee. The employee should also give feedback on how they felt and what might have
been more effective in motivating change. Do not go on to the next interview until you are
told to do so. If you finish early, wait until the others finish or the time is up.
Round 2 (5–8 minutes)
Same as Round 1, but change roles so that Employee 2, the ice cream server, is disciplined.
As Employee 2, put yourself in the worker’s position. As the supervisor, discipline
Employee 2. As the observer, give feedback.
Round 3 (5–8 minutes)
Same as Rounds 1 and 2, but change roles so that Employee 3, the auto technician, is
disciplined. As Employee 3, put yourself in the worker’s position. As the supervisor,
discipline Employee 3. As the observer, give feedback.
Apply It
What did I learn from this exercise? How will I use this knowledge in the future?
___________________________________________________
___________________________________________________
___________________________________________________
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Skill Builder 9-3 Situational Management
Objective
To learn how to use the situational management model to develop skill at selecting the
most appropriate management style in a given situation
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—L: Training and development
Assignment
As stated back in the chapter subsection on Situational Management, select the most
appropriate management style for each of the 12 situations in Self-Assessment 9-1, using
the situational management model. Be sure to fill in the C _____ (1-2-3-4) and S _____
(1A-2C-3P-4E) lines as instructed in the text on p. 328, in “Apply the Most Appropriate
Management Styles.”
Apply It
What did I learn from this exercise? How will I use this knowledge in the future?
______________________________________________________
______________________________________________________
______________________________________________________
Your instructor may review the situational management model, complete more of the
situations in class, and/or ask you to do this Skill Builder in class by breaking into groups of
two or three to select or discuss your answers. If so, the instructor will provide you with any
necessary information or additional instructions.
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Skill Builder 9-4 Developing a Habit
Objective
To develop a new habit.
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—L: Training and development
Assignment
Realizing the importance of having a positive attitude and thoughts about a change, select a
new habit you want to develop, such as A. better study habits or B. losing weight. Now set
an objective, for example: To study nine hours a week or To lose five pounds by June 30.
Next develop a cue, routine, and reward like the examples below.
Cue−reminds you to (or not to) do the behavior. A. Set a schedule of study in your
appointment book/calendar to remind you it’s time to study. B. Put a note about diet
on fridge.
Routine−do the behavior. A. Study on Sunday, Monday, and Wednesday from 6:00
to 9:00. B. Drink water (no sugar/diet drinks) and no snacks—eating between meals.
Reward−reinforce doing the behavior to make it a habit. A and B. Feel better about
yourself. A. Better grades. B. Special snack on Sunday. Lower weight resulting in
looking and feeling better.
Let’s be honest. We will most likely slip and miss a study session or cheat on our diet. The
question is, How do you handle the slip? Are you going to give up and go back to your old
habits, or will you get back to your new routine? Caution—once you slip, and the more
often you slip, the easier it is to go back to your old habits.
Apply It
What did I learn from this exercise? How will I use this knowledge in the future?
_________________________________________________________
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_________________________________________________________
_________________________________________________________
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10 Employee and Labor Relations
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Learning Objectives
After studying this chapter, you should be able to do the following:
10-1 Discuss the value of trust and communication in organizations. How do the message-sending
and the message-receiving processes help improve trust? PAGE 344
10-2 Discuss the primary reason why measuring job satisfaction is so difficult, identify the best tool
for getting employees to tell the truth about their level of satisfaction, and list the major
determinants of job satisfaction. PAGE 350
10-3 Identify the major labor laws in the United States and the other legal issues in labor relations.
PAGE 353
10-4 Briefly discuss the union certification process, the NO TIPS rules for labor elections, and the
concept of collective bargaining. PAGE 361
10-5 Briefly discuss what management can do to limit union organizing efforts. PAGE 365
10-6 Identify the five conflict management styles. How is each described in terms of win or lose?
PAGE 366
10-7 Describe the negotiation process. Briefly explain the processes of mediation and arbitration
and the major difference between the two. PAGE 371
10-8 Discuss recent NLRB rulings dealing with the employer/employee relationship and briefly
discuss the issue of union avoidance and suppression. PAGE 375
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Practitioner’s Perspective
Cindy says: Few issues bring HR professionals out in force to voice their opinion like labor relations. The
divide between management and labor may be wide, yet there is a very fine line separating management
rights from unacceptable labor practices. Cindy’s good friend Leah’s company was facing a labor
organization drive. IT reported that one of the employees had been posting complaints about her job on her
Facebook page. At the weekly executive meeting, one director demanded that the employee be told to
remove the offensive comments immediately or face being discharged from the company. Fortunately,
Leah’s boss listened to her suggestion that they consult professional legal counsel before reacting to the
posts.
Why wasn’t the ultimatum to the employee a good idea? Are there restrictions on the actions a company
may take to counter a labor organization campaign? Chapter 10 takes on another critical legal liability
portion of HR management—labor relations.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
A. Employee and Labor Relations (required)
2. Alternative dispute resolution
8. Union membership
9. Union-related labor laws
10. Union/management relations
11. Union decertification and deauthorization
12. Collective bargaining issues
13. Collective bargaining process
14. Negotiation skills
15. Conflict management
16. Grievance management
17. Strikes, boycotts, and work stoppages
18. Unfair labor practices
19. Managing union organizing policies and handbooks
21. Attitude surveys
B. Employment Law (required)
11. Labor Management Reporting and Disclosure Act of 1959 (LMRDA)
12. National Labor Relations Act of 1935 (NLRA)
13. Labor Management Relations Act of 1947 (LMRA)
14. Railway Labor Act of 1926 (RLA)
16. Worker Adjustment and Retraining Notification Act of 1988 (WARN Act)
18. Contractual and tort theories
20. Employer unfair labor practices
22. Agency relationships/quasi-contracts
23. Employment contracts
28. Whistle-blowing/retaliation
C. Ethics (required)
15. Sarbanes-Oxley Act of 2002 (SOX)
16. False Claims Act
M. Workforce Planning and Talent Management (required)
4. Retention: Voluntary turnover, job satisfaction, withdrawal, alternatives

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
Labor Relations: A Function of Trust and Communication
Trust and Communication
Sending Messages
Receiving Messages
Job Satisfaction
Job Satisfaction/Dissatisfaction and Performance
Measuring Job Satisfaction
Determinants of Job Satisfaction
Legal Issues in Labor Relations
The Railway Labor Act (RLA) of 1926
The National Labor Relations Act (NLRA) of 1935 (Wagner Act)
The Labor Management Relations Act (LMRA) of 1947 (Taft-Hartley Act)
The Labor Management Reporting and Disclosure Act of 1959 (Landrum-Griffin Act or LMRDA)
The Worker Adjustment and Retraining Notification Act of 1988 (WARN Act)
Labor Laws Vary Significantly From Country to Country
Other Legal Issues in Labor Relations
Unions and Labor Rights
Union Organizing
Labor Relations and Collective Bargaining
Grievances
Management Rights and Decertification Elections
Limiting Union Organizing Efforts
Lockouts and Replacement Workers
Decertification Elections
Managing Conflict
Conflict
Conflict Management Styles
Initiating Conflict Resolution
Negotiations
The Negotiation Process
Planning the Negotiation
Negotiate
Alternative Dispute Resolution: Mediation and Arbitration
Trends and Issues in HRM
The NLRB Is Redefining the Employer/Employee Relationship
Are Union Avoidance or Suppression Policies Ethical?
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Labor Relations: A Function of Trust and Communication
Managers and labor have to work together to accomplish goals.1 For this to happen
successfully, people in organizations must be able to communicate with each other.2 Both
companywide and individual communications are vital.3 Communications is the
foundation of human relations skills4 (Chapter 1), and it is a transferable skill.5 HR
professionals rated interpersonal-communication skills as the most valuable knowledge,
skill, or ability for career success.6 However, companies say that communication and other
soft skills are difficult to find in job applicants.7
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LO 10-1
Discuss the value of trust and communication in organizations. How do the message-sending and the
message-receiving processes help improve trust?

Whenever people communicate to accomplish a goal, the sender and receiver must establish
trust to avoid creating barriers in the communication process.8 In this section, we begin
with an overview of trust and communications and then provide details of sending and
receiving messages when communicating.

Trust and Communication
Trust is simply faith in the character and actions of another. In other words, it is a belief that
another person will do what they say they will do, and not take advantage of us—every
time. There is evidence of a “crisis of trust” in business today.9 So how do we get others to
trust us? We must do what we say we will do consistently, over a period of time.
Trust Faith in the character and actions of another

Happiness and success in our personal and professional lives are based on our relationships.
Good relationships are based on trust.10 Do you have good relationships with people you
can’t trust? Employees’ trust in managers affects their motivation to engage in
organizational citizenship behavior (OCB).11 A survey revealed that 74% of engaged
employees trust their manager, while only 14% don’t trust their boss.12 Would you go
above and beyond what is expected (work harder) for a boss you don’t trust?
In turn, managers need to be able to trust employees.13 Trust is absolutely necessary to
strong management–labor relations. It engenders respect between all of the individuals in
the organization; and research shows that companies that have the trust of their employees
have “lower turnover [and] higher revenue, profitability, and shareholder returns.”14 As
soon as trust goes, loyalty to the company goes with it.15
Since a person must consistently do what they say they will over a period of time, trust isn’t
created immediately. But ask yourself a slightly different question: How quickly can we lose
trust in another person? This can happen almost immediately—as soon as the other person
fails to do something that we trusted them to do. So, trust takes a while to create but takes
only an instant to lose. So, the bottom line is this: If we want to improve others’ level of
trust in us, we need to be open and honest with people.16 If people catch you in a lie, they
may never trust you again. To gain and maintain trust and credibility, always get the facts
straight before you communicate; and send clear, complete messages.17
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Good managers are good communicators.18 Communication is the process of transmitting
information and meaning. Communication involves successfully providing information to
others as a sender and as a receiver of messages. As managers, we need our employees to
trust us when we communicate with them. In any communication, receivers consider the
trust they have in the senders, as well as the senders’ credibility.19 When receivers do not
trust senders, or do not believe senders know what they are talking about, then the receivers
are reluctant to accept the message.20
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Work Application 10-1
Select a present or past boss and describe how much you trust that person. Be sure to give specific examples
of things your boss did, or didn’t do, that created or destroyed your trust.

Communication The process of transmitting information and meaning

You can send your messages verbally, nonverbally, or in writing. We are expected to work
well in groups and communicate with ease.21 But if asked, “Are you a good
communicator?” most people would likely say “yes.” However, the truth is that most
people have lots of miscommunications,22 which can result in damaging trust. Let’s take a
look at some tips that can help us be better communicators, as both senders and receivers.

Sending Messages
Every time we talk, we are sending messages.23 We are constantly pitching our ideas.24 The
vast majority of messages you send and receive in the workplace are simple, straightforward
messages like “Please copy this document,” “I’ll call you when I’ve reviewed these
specifications,” and “I put the report you requested on your desk.” You transmit many such
messages face-to-face or in a brief memo, email, or fax. Such straightforward messages need
minimal planning, because they are routine.
However, sometimes the message you need to transmit is difficult, unusual, or especially
important. For example, you may have the difficult task of communicating to someone that
they are to be laid off. Or perhaps you need to communicate to workers at one plant about
the changes that will be occurring there as a result of closing a second plant and moving its
processes to that one—an unusual situation and an important communication.
So before sending a message, we should answer five basic questions: What, who, how,
when, and where? What is the goal of our communication, and what is the desired end
result? Who is affected by the communication? How are we sending the message—in verbal
or written form? When does the message need to be sent? And where should we send it—
your office, mine, or a neutral site? When sending messages, be careful in the vocabulary
you use to convey your message because words make a difference,25 as poor wording drains
money due to miscommunication.26

The Message-Sending Process
Oral communication channels (channels where we speak to others directly) are richer than
other channels, and face-to-face oral communication is the best channel to use when the
message you must transmit is a difficult or complex one. When sending a face-to-face
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message, you can follow the steps in the message-sending process shown in Model 10-1.

Step 1: Develop rapport
Begin by putting the receiver at ease by creating a harmonious relationship. It is usually
appropriate to begin communication by making a connection with the receiver through an
opening conversation that’s related to the message you’re trying to convey.27
Model 10-1 The Message-Sending Process Model

Step 2: State your communication objective
It is helpful for the receiver if you explain the objective (end result) of the communication
before you explain the details.
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Work Application 10-2
Select a present or past boss and describe how well that person sent messages. Did the boss essentially follow
the steps in the message-sending process described here?

Step 3: Transmit your message
Calmly and with respect, tell the receiver(s) whatever you want them to know. It may be
helpful to also provide written directives and/or to ask the receiver to take some notes.

Step 4: Check the receiver’s understanding
When giving information, ask direct questions and/or paraphrase. Simply asking, “Do you
have any questions?” does not check understanding. (The next subsection describes how to
check understanding.)

Step 5: Get a commitment and follow up
If the message involves assigning a task, make sure that the message recipient can do the
task and have it done by a certain time or date. Finally, follow up to ensure that the
necessary action has been taken.

Checking Understanding: Feedback
Feedback is information provided by the receiver that verifies that a message was transmitted
successfully. We tend to assume we are good communicators and that if no one asks a
question, the communication is complete.28 But as senders of messages, we need to get
feedback from the receiver to make sure they “really” understand the message. The best way
to get feedback is to ask for it.29 Questioning, paraphrasing, and inviting comments and
suggestions are all means of obtaining feedback that check understanding.30 So, we should
get feedback by paraphrasing and asking questions, and inviting questions.
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Work Application 10-3
Select a present or past boss and describe how effective that person is at getting feedback and paraphrasing.
How often did you get the task done right the first time versus having to redo it?

Feedback Information provided by the receiver that verifies that a message was transmitted successfully

Paraphrasing
Paraphrasing is the process of restating a message back to the original sender in the receiver’s
own words. Paraphrasing can often avoid the problem of the sender saying things like, “This
isn’t what I asked for.” So taking a minute to get feedback to ensure understanding can
help ensure that the task will get done right the first time. You have to ask good questions
to get good answers.31 How we ask for feedback is important because we don’t want to
make the receiver defensive, so we should say something like this: “Would you tell me what
you are going to do so that I can be sure that I explained myself clearly?”
Paraphrasing The process of restating a message back to the original sender in the receiver’s own words

Receiving Messages
We need to be as effective at receiving messages as we are at sending them. Successfully
receiving and interpreting messages is harder than most of us think.32 First you have to
listen,33 as it is an important part of communications.34 Ever hear the advice that we
should “listen more and talk less?”35 that “you learn more when your mouth is closed and
your ears are open.”36 Putting it bluntly: “Shut up and listen.”37 Here we discuss listening
skills and the message-receiving process so we can round out our communication skills.

Listening Skills
If someone were to ask us if we are good listeners, most of us would say yes. However,
unfortunately, we are naturally poor listeners,38 because we don’t remember what was said.
How’s your memory?39 A recent survey found that the number one thing lacking in new
college grads is listening skills.40 Find out how good a listener you are by completing the
listening skills self-assessment. By using the message-receiving process, you can learn to
become a better listener.
With mobile technology, employees are constantly connected and communicating.
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The Message-Receiving Process
The message-receiving process includes active listening, analyzing, and then checking for
understanding. Recall that active listening is the intention and ability to listen to others,
use the content and context of the communication, and respond appropriately. If you apply
the following tips, you can improve your listening skills. The message-receiving process is
illustrated in Model 10-2.

Step 1: Active listening
Active listening (sometimes called empathetic listening), is about giving your full attention
(meaning 100% of it) to the message sender for the entire time of the message sending.41
Constant multitasking is degrading our ability to pay attention and listen for very long.42
Multitasking causes us to become distracted, whether we realize it or not, and to miss the
message being communicated. So, put the phone away and stop multitasking.43 As the
speaker sends the message, you should be doing the eight things listed in the first column of
Model 10-2. If you find your mind wandering by thinking of other things (something that
happens to all of us), bring it back to pay attention. One way to pay attention is to repeat
in your mind what the sender is saying.
Business communications usually require taking appropriate action based on the message.
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How can we take action if we don’t understand or remember the message? Frank
Felberbaum, president of Memory Training Systems, says that to understand and
remember the message, we have to concentrate. We remember what we see better than what
we hear. The primary reason we get distracted and lose our ability to pay attention and
remember things is the separation of the use of our eyes and mind. When they are not
working together as a team, we cannot concentrate at all.44 Think about this. If you are
listening to someone talking as you check your phone (or look somewhere else), what
happens? Loss of concentration. Can you see how multitasking kills concentration and
memory? So, to maximize listening, you need to look the person (including professors in
class) in the eye and concentrate with your mind to what they say. If your eyes are looking
but your mind is wondering, bring it back. Try repeating what the person is saying word
for word in your mind as they speak. Active listening can help you concentrate and
remember messages.
10-1 Self-assessment
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Listening Skills
For each statement, select the response that best describes how often you actually behave in the way
described. Place the letter A, U, F, O, or S on the line before each statement to indicate your response.
A = almost always U = usually F = frequently O = occasionally S = seldom
_____ 1. I like to listen to people talk. I encourage others to talk by showing interest, smiling,
nodding, and so forth.
_____ 2. I pay closer attention to people who are similar to me than to people who are different
from me.
_____ 3. I evaluate people’s words and nonverbal communication ability as they talk.
_____ 4. I avoid distractions; if it’s noisy, I suggest moving to a quiet spot.
_____ 5. When people interrupt me when I’m doing something, I put what I was doing out of my
mind and give them my complete attention.
_____ 6. When people are talking, I allow them time to finish. I do not interrupt, anticipate what
they are going to say, or jump to conclusions.
_____ 7. I tune out people who do not agree with my views.
_____ 8. While another person is talking or a professor is lecturing, my mind wanders to personal
topics.
_____ 9. While another person is talking, I pay close attention to that person’s nonverbal
communication so I can fully understand what they are trying to communicate.
_____ 10. I tune out and pretend to understand when the topic is difficult for me to understand.
_____ 11. When another person is talking, I think about and prepare what I am going to say in
reply.
_____ 12. When I think there is something missing from or contradictory in what someone says, I
ask direct questions to get the person to explain the idea more fully.
_____ 13. When I don’t understand something, I let the other person know I don’t understand.
_____ 14. When listening to other people, I try to put myself in their position and see things from
their perspective.
_____ 15. During conversations, I repeat back to the other person, in my own words, what the
other person says; I do this to be sure I understand what has been said.
If people you talk to regularly answered these questions about you, would they have the same responses that
you selected? To find out, have friends answer the questions using your name rather than “I.” Then
compare answers.
To determine your score, do the following:
For statements 1, 4, 5, 6, 9, 12, 13, 14, and 15, give yourself 5 points for each A, 4 for each U, 3 for each F,
2 for each O, and 1 for each S.
For statements 2, 3, 7, 8, 10, and 11, give yourself 5 points for each S, 4 for each O, 3 for each F, 2 for each
U, and 1 for each A.
Write your score for each letter response on the line next to the letter. Now add up your total number of
points. Your score should be between 15 and 75. Note where your score falls on the continuum below.
Generally, the higher your score, the better your listening skills.
Poor Listener

Good Listener

15 20 25 30 35 40 45 50 55 60 65 70 75
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Step 2: Analyzing
Analyzing is the process of thinking about, decoding, and evaluating the message. Poor
listening is caused in part by the fact that we speak at an average rate of 120 words per
minute, but we are capable of listening at a rate of 600 words per minute.45 The ability to
comprehend words more than five times faster than the speaker can talk allows our mind to
wander. As the speaker sends the message, we should be doing the three things listed in the
second column of Model 10-2. So while active thinking involves mental paraphrasing,
empathy involves putting yourself in the other person’s position to understand where they
are coming from.

Step 3: Checking understanding by responding when appropriate
Checking understanding by responding when appropriate is the process of giving feedback
to the sender. Although the sender is responsible for conveying the message, it is our job to
help by giving them feedback, whether they ask for it or not.
Model 10-2 The Message-Receiving Process Model
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Work Application 10-4
Select a present or past boss and assess that person’s listening skills. Be sure to give specific examples of when
your boss was not listening effectively.

After you have listened to the message (or while listening to it, if it’s a long message), check
your understanding of the message by paraphrasing it. When we can repeat back a sender’s
message correctly, we convey that we have listened to and understood the sender.46 Now
we are ready to offer our ideas, advice, solutions, decisions, or whatever else is relevant to
the sender’s message. As you speak, pay attention to the other person’s nonverbal
communication. If the person does not seem to understand what you are talking about,
clarify the message before finishing the conversation. The sender and receiver roles can
continue to alternate throughout the conversation.

Improving Listening Skills
Do you talk more than you listen? Ask people who will give you an honest answer—
perhaps your boss, your coworkers, or your friends. Regardless of how much you listen, if
you follow the guidelines discussed in this section, you will become a better listener. Review
items 1, 4, 5, 6, 9, 12, 13, 14, and 15 in Self-assessment 10-1, which are the statements
that describe good listening skills; the other numbered statements are things not to do.
Select a couple of your weaker areas, the ones with lower numbers, and work to improve
them.
10-1 Applying The Concept
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Communications
Identify whether each strategy listed below is an effective or ineffective aid to communications.
1. effective
2. ineffective
____ 1. When listening to instructions, if you don’t understand something being said, you should
not do or say anything until you have received the entire set of instructions.
____ 2. You should repeat back what the other person said word-for-word when you paraphrase.
____ 3. After you finish giving instructions, you should ensure understanding by asking the person,
“Do you have any questions?”
____ 4. When giving instructions, you should tell the receiver your communication objective before
giving the details of what is to be done to complete the task.
____ 5. We should multitask while receiving messages face-to-face so that we can get more than one
thing done at a time.
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Job Satisfaction
Job satisfaction, as we first noted in Chapter 1, is a feeling of well-being and acceptance of
our place in the organization, and it is generally measured along a continuum from
satisfied/positive/high to dissatisfied/negative/low. Remember that job satisfaction is
important to us because it affects many other factors at work.47 It can have a direct effect
on all of our other dependent variables discussed in Chapter 1—productivity, absenteeism,
and turnover—so high job satisfaction is beneficial for firm value.48 Studies have also found
that dissatisfied employees are more apt to break the rules and sabotage coworker
performance.49 In a 2017 SHRM survey,50 the greatest contributors to job satisfaction
were: Respectful treatment of all employee at all levels (65% said this was very important);
Trust between employees and senior management (61%); tied with Compensation (61%).
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LO 10-2
Discuss the primary reason why measuring job satisfaction is so difficult, identify the best tool for getting
employees to tell the truth about their level of satisfaction, and list the major determinants of job
satisfaction.
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Work Application 10-5
Review your answers to the Listening Skills, 10-1 Self-assessment. What are your two weakest areas, and
how will you improve them?

Notice that two of the top three contributors to job satisfaction were trust and respect—
two things we have already mentioned in this chapter. In addition, recalling the
information on communication and especially the section on active listening and empathy,
you can easily see that without successful communication we can’t maintain trust and
respect between employees and management.

Job Satisfaction/Dissatisfaction and Performance
It is very difficult to have good employee/labor relations when employees don’t like their
jobs, and there are many other potential consequences of poor job satisfaction, including
lower levels of health and wellness, higher levels of alcohol and other substance abuse,
physical or psychological withdrawal on the part of the employee, and high levels of theft
and sabotage.51 Even attempts to unionize a workforce could be the result of collective job
dissatisfaction, so managers are wise to pay attention to employee satisfaction levels. So,
organizations do strive for employee job satisfaction.52
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It is known that employees with the personality traits of optimism and positive self-esteem
tend to have greater job satisfaction.53 Although there has long been a debate over the
expression, “A happy worker is a productive worker,” there is some support for the idea of a
positive relationship between job satisfaction and organizational citizenship behavior (OCB),
employee efforts that go above and beyond the call of duty,54 which can then lead to highlevel results.55 In fact, in US companies ranked in the 100 best to work for, total annual
stock returns were also 2–3% higher than peer companies,56 so there is evidence of direct
financial benefit to the organization. However, there is also some support for the assertion
that lower job satisfaction (or higher job dissatisfaction levels) can lead to lower
productivity.57
Also, low job satisfaction is a prominent indicator of a desire to leave the firm.58 In fact, in
the SHRM survey noted above, two out of five employees were considering leaving their
organization within the year due to low satisfaction with one or more factors.59 Women are
more likely than men to be satisfied with their entry-level career, but the opposite is true at
senior levels, as women hit the glass ceiling.60 Job satisfaction can also affect an individual’s
satisfaction away from the job, as people tend to take their jobs home with them.61
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Work Application 10-6
Select a present or past job. Pick a person who had low job satisfaction and another who had high job
satisfaction. How did their different levels of job satisfaction affect their job performance?

Gary Vaynerchuk of New York–based digital media agency Vaynermedia notes that62 “I’ve
learned that employee happiness and well-being come before everything else—including
signing on new clients.” And he may be on to something—he has “taken two businesses
from $3 million to $60 million in revenue, each in less than five years. . . .”

Measuring Job Satisfaction
Job satisfaction can be measured through an organizational development survey, but we
have to remember that a survey is an indirect measurement. Since job satisfaction is an
attitude, we can’t directly see or measure it. We can experience only behaviors directly, not
attitudes. We have to indirectly evaluate attitudes—we have to ask people about their
attitudes. This is the primary reason why job satisfaction is so difficult to measure
accurately. As a result of the inability to observe job satisfaction, we must rely on
individuals to self-report their level of satisfaction. However, this brings up a big question:
Will employees tell us whether or not they are satisfied with their job?
As with so many management questions, the answer is that it depends. If managers and
employees trust each other, then the employees may tell their managers the truth. However,
as noted earlier in this chapter, if there isn’t strong trust between the two, then employees
may think that if they say they are dissatisfied, their manager will get rid of them because
they are “disgruntled workers.”
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Because of this question of trust, it’s always a good idea to ensure that any job satisfaction
surveys that are done within the organization remain completely anonymous. If the surveys
are anonymous, and if the employees know that is the case, then they are much more likely
to tell the truth when they take the survey.
There are two common types of job satisfaction surveys or questionnaires, with a fairly new
method that can be used for either of the two. Let’s briefly review each of them now.

The Faces Scale of Job Satisfaction Measurement
The first and simpler survey is called the “faces scale.”63 It’s pretty much what it sounds
like: a series of pictures of several faces on a sheet of paper, with the face at one end of the
scale looking very happy and the face at the other end of the scale looking unhappy or
angry. All that the employee is asked to do is circle the face that most closely matches their
satisfaction with their job. Exhibit 10-1 shows an example of the faces scale.

The Questionnaire Job Satisfaction Measurement
The second type of survey or questionnaire—the organizational development survey—is
more complex and more comprehensive. An example of this type of survey is the Job
Satisfaction Survey (JSS). Take a look at Exhibit 10-2, which shows some of the questions
from the JSS.64 There are many different surveys of this type, and this is one of only a few
that have been shown to be valid and reliable when used to measure job satisfaction in a
work environment.65 The JSS includes nine factors: pay, promotion, supervision, benefits,
contingent rewards, operating procedures, coworkers, nature of work, and communication.

Pulse Surveys
This type of short survey method—sometimes as short as a single question—is now being
used by many companies.66 We can use a pulse survey to gain either a general picture of
employee satisfaction or to spot problem areas so it can supplement either the faces scale or
a job satisfaction survey. A single question pulse survey might be used to gauge general
employee satisfaction on a recurring basis—as often as several times per week. If we see
indications that there is an increase in dissatisfaction, we may want to change the pulse
questions to try to determine in what areas our employees are dissatisfied.
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Exhibit 10-1 Female Faces Scale

Source: “Development of a female faces scale for measuring job satisfaction” by
Randall B. Dunham and Jeanne B. Herman, Journal of Applied Psychology, 60(5),
October 1975, 629–631.
These pulse questions may pop up on the employee’s computer screen at random times
during the work day, where they can be quickly answered and the worker can move on
with what they are doing. Because millennial and post-millennial employees are used to
continual feedback, pulse surveys are catching on with companies that need to routinely
engage these employees. Since the employee doesn’t think much about the single question,
we may get a more generalizable idea of their satisfaction levels. Qualtrics—a survey
company—notes that organizations may run full-scale employee engagement or satisfaction
surveys every year or so, but that the pulse survey can complement those long evaluations
on a more frequent basis so that we don’t miss a change in employee sentiment.67

Source: P. Spector (1985), “Measurement of human service staff satisfaction: Development of the job satisfaction
survey,” American Journal of Community Psychology 13(6), pp. 693–713.

Which Job Satisfaction Measurement Should We Use?
Since there are two types of measurement options here, which one should we use? Again, it
depends. If we want a quick analysis of the basic level of job satisfaction in our
organization, the faces scale has been shown to be quite accurate, and the pulse survey can
be used for this purpose while being even faster.68 However, if we need a more in-depth
analysis of job satisfaction, including what aspects of the job our employees may be
dissatisfied with, the more complex and comprehensive JSS (or another longer survey
1002

instrument) would be the appropriate choice. Each tool has its value, and in combination,
they can help us keep track of organizational job satisfaction levels over time.
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Work Application 10-7
Select an organization where you work now or where you worked in the past. Does the organization
measure job satisfaction? If yes, state how it is measured and the level of job satisfaction. If not, what level of
satisfaction do employees feel on a scale of 1 (low) to 6 (high)?

Determinants of Job Satisfaction
Although compensation (pay and benefits) is important to job satisfaction, research
historically has not strongly supported the idea that pay is the only, or even the primary
determinant of job satisfaction in many cases; or that people in high-paying jobs are more
satisfied than employees in low-paying jobs. Even though when asked, employees often
reply that compensation is a primary satisfier for their work,69 money may not necessarily
make employees happy.70 Although employee engagement and job satisfaction has been
rising for the past few years, according to recent studies, the top reasons for job
dissatisfaction are a lack of trust in management, poor communication between employees
and senior managers, and failure to provide respectful treatment to all employees.71
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Work Application 10-8
Identify the three most important determinants of your job satisfaction, and explain why they are important
to you.

Seven major determinants of job satisfaction are presented in Self-assessment 10-2: Job
Satisfaction. Complete it to find out what is important to you and your own level of job
satisfaction. You can have an overall high level of job satisfaction and still not like some
aspects of your job; this is common.

Improving Your Job Satisfaction
Remember that job satisfaction is, to a large extent, based on personality and perception, so
it can be changed. If you work at being more positive by focusing on the good parts of your
job and spend less time thinking about problems, and especially complaining to others
about your job, then you may increase your job satisfaction.72 Improving your
communications and human relationship skills can help you to get along better with
coworkers and managers and increase your job satisfaction. It can also increase your chances
for growth and your opportunities for advancement and higher compensation.
10-2 Self-assessment
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Determinants of Job Satisfaction
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Legal Issues in Labor Relations
As with most management processes, a number of legal issues affect labor relations. Let’s
discuss the major facets of the major labor laws at this point. All managers need to
understand the constraints set by these labor laws to successfully do their job. In this
section, we will introduce you to the major labor laws in the United States. See Exhibit 103 for a brief overview of the five major labor laws.
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LO 10-3
Identify the major labor laws in the United States and the other legal issues in labor relations.

The Railway Labor Act (RLA) of 1926
The Railway Labor Act was originally enacted to significantly limit the potential for
railroad strikes to affect interstate commerce by hindering the general public’s ability to
procure goods and services. Railroads were the primary means of moving goods from one
state to another in 1926. Airlines were added to the act in 1936 because much of the US
mail was beginning to be delivered with the help of airlines, and an airline disruption
would affect the delivery of the mail. Airlines are subject to basically the same negotiation
and mediation processes as were the railroads.73
10-2 Applying The Concept
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Job Satisfaction
Correctly match each statement with its determinant of job satisfaction, writing the letter corresponding to
each determinant before the statement associated with it.
1.
2.
3.
4.
5.
6.
7.

personality
work itself
compensation
growth
coworkers
management
communications
____ 6. There is a job opening in the metal fusion shop, and I am going to apply for the position.
____ 7. I really enjoy fixing cars to help people get around.
____ 8. I’m mad at my manager because he didn’t give me the good performance review that I
deserved.
____ 9. Of course I can do that task for you.
____ 10. The thing I like best about my job is the people I work with.
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The act also provides protection for workers’ right to join a union,74 and it requires that in
so-called major disputes—disputes involving rates of pay, work rules, or working conditions
—management and labor must participate in a fairly long negotiation and mediation
process before a labor strike may be called. A strike is a collective work stoppage by members
of a union that is intended to put pressure on an employer. This negotiation process is
designed to force the two parties to come to an agreement without resorting to a strike, in
almost all cases.
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Strike A collective work stoppage by members of a union that is intended to put pressure on an employer

In 1934, the National Mediation Board (NMB) was created in an amendment to the
RLA. If management and labor fail to negotiate a settlement to their disagreement, the
NMB is tasked by the act with mediating the two parties’ disagreements. The NMB can, in
fact, “keep the parties in mediation indefinitely, so long as it feels there’s a reasonable
prospect for settlement.”75
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Even after the NMB determines that there’s no reasonable prospect for settlement through
mediation, it can push the two parties to submit to an arbitration process. However, both
parties must consent to arbitration. Finally, if arbitration is unsuccessful or is rejected, the
NMB has the authority to refer the dispute to the president of the United States, who can
create a Presidential Emergency Board (PEB) as a mechanism to investigate the
disagreement.
It should probably be obvious by now that the intent of the act is to draw out the
bargaining process between management and labor and push the two sides to resolve a
labor disagreement without having to resort to a strike. In fact, in most cases involving
minor disputes (disputes over items other than collective bargaining rights such as pay, work
rules, or working conditions), strikes are prohibited under this law because a disruption in
railroad or airline traffic could have such a devastating effect on the general public.

The National Labor Relations Act (NLRA) of 1935 (Wagner
Act)
The National Labor Relations Act (NLRA; frequently called the Wagner Act) was the first
major modern US law to deal with the legal issue of workers’ employment rights in the
general workforce (workers who were not covered by special laws such as the Railway Labor
Act) in the United States. The act states:
Employees shall have the right to self-organization, to form, join, or assist labor
organizations, to bargain collectively through representatives of their own choosing,
and to engage in other concerted activities for the purpose of collective bargaining or
other mutual aid or protection, and shall also have the right to refrain from any or all
such activities except to the extent that such right may be affected by an agreement
requiring membership in a labor organization as a condition of employment.76
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The NLRA was considered to be very one-sided by employers when it originally passed
because it identified five “unfair labor practices” (prohibitions) for employers but identified
no unfair labor practices for employee unions or labor organizations. The act was later
amended to include unfair labor practices by employees and their representatives.
The employer unfair labor practices identified by the NLRA include the following:
1. Interfering with, restraining, or coercing employees in the exercise of the rights
guaranteed in the NLRA
2. Dominating or interfering with the formation or administration of any labor
organization, or contributing financial or other support to it
3. Discriminating in regard to hiring or tenure of employment or any term or condition
of employment to encourage or discourage membership in any labor organization
(with some specific exceptions)
4. Discharging or otherwise discriminating (retaliating) against an employee because
that person has filed charges or given testimony under the NLRA
5. Refusing to bargain collectively with the legitimate representatives of employees
The NLRA is enforced by the National Labor Relations Board (NLRB), which was
created by the act. According to its website, the NLRB has five primary functions:
conducting elections, investigating charges, facilitating settlements, deciding cases, and
enforcing orders.77 The NLRB has authority over all elections to either certify or decertify
unions within a particular employer’s workforce. It is also tasked with investigating any
unfair labor practice charges and resolving those charges. In addition, when complaints of
unfair labor practices cannot be settled, the case will typically be heard by an NLRB
administrative law judge, whose ruling is subject to review by the NLRB itself. Board
decisions may be appealed to a US Court of Appeals and, ultimately, to the US Supreme
Court if the parties are still unsatisfied. The last of the NLRB’s tasks is enforcing orders.
When a circuit court, an appeals court, or the US Supreme Court issues a decision in a
labor relations case, the NLRB is the enforcement arm of the US government.

The Labor Management Relations Act (LMRA) of 1947
(Taft-Hartley Act)
The Labor Management Relations Act (LMRA), also called the Taft-Hartley Act, was
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passed by Congress as an amendment to the 1935 NLRA. Whereas the NLRA identified a
series of employee rights and employer unfair labor practices, the LMRA attempted to
rebalance employer and employee rights.
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The LMRA included a number of new provisions that limited union and labor rights in the
United States. It outlawed several types of union actions that had been used since passage of
the Wagner Act. These included jurisdictional strikes,78 which union members used to push
companies to provide them with certain types of jobs; wildcat strikes,79 where individual
union members participated in strikes that were not authorized by the union; secondary
boycotts,80 in which a union participating in a strike against a company would pressure
other unions to boycott organizations that did business with that company; and closed shops,
which provided for “the hiring and employment of union members only.”81 In addition,
the law limited union shops,82 where every employee was required to become a member of
the union within a certain time period. Finally, the LMRA provided that supervisors had
no right to be protected if they chose to participate in union activities, so if a supervisor
participated in unionizing activities, the company was allowed to terminate them.
The LMRA, as noted in the beginning of this section, also created a set of unfair labor
practices for unions and labor. Unfair union/labor practices include the following:83
Restraining or coercing (a) employees in the exercise of their rights guaranteed in the
NLRA or (b) an employer in the selection of his representatives for negotiations
Causing or attempting to cause an employer to discriminate against an employee who
is not a union member
Refusing to bargain collectively with an employer, provided the union is the elected
representative of its employees
Engaging in or encouraging any individual to engage in a secondary boycott of an
employer
Requiring dues that the NLRB finds excessive or discriminatory
Causing or attempting to cause an employer to pay for more workers than necessary
or pay for services that are not performed (this is called featherbedding)
Picketing or threatening to picket an employer for the purpose of forcing the
employer to bargain with the labor organization, unless the labor organization is
certified as the employees’ representative
In addition to the limitations on unions and labor, the LMRA created mechanisms for
decertifying unions through an election process, and it allowed the states to pass a right-towork law. Missouri became the 28th US state to pass right-to-work legislation in 2017.84
Right-to-work laws work directly against union shops by declaring that every employee in a
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company has a right to work, even if they choose not to join the union representing the
shop.85 Union shops cannot be set up in states that pass right-to-work laws.

The Labor Management Reporting and Disclosure Act of
1959 (Landrum-Griffin Act or LMRDA)
The LMRDA came about as the result of a congressional investigation in the 1950s that
linked organized crime with some national labor unions. The act required specific
disclosures by union officials and provided certain rights to union members.
Among the important provisions of the law were these:86
A statement of worker rights for union members as well as all other workers in
organizations whose members are represented by a union agreement
The right of all organization members (not just union members) to receive and
evaluate collective bargaining agreements
Freedom of speech when it comes to union activities
Requirements for periodic secret ballot elections of union officers
Requirements for unions to file copies of their constitution, bylaws, and annual
financial reports with the federal government
Requirements that any officers of the union who receive loans or other benefits from
union funds, who have financial interests in employers whose members the union
represents, or who deal with the union must file declaration forms stating such facts
A prohibition against using union funds to support any specific candidate for union
elections
A declaration that union officers have a duty to manage funds and property of the
union solely for the benefit of the members. If union officials fail in this fiduciary
duty, they’ve committed a federal crime that can be punished with a fine of up to
$250,000.

The Worker Adjustment and Retraining Notification Act of
1988 (WARN Act)
The last of the major federal labor laws that we will discuss here is the Worker Adjustment
and Retraining Notification Act. The WARN Act was designed to protect workers in the
case of a plant closing or large-scale layoff. The act says that management has to give
employees notice of a plant closing or layoff at least 60 days ahead of time if more than 50
people will be laid off and if there are more than 100 full-time employees at the workplace.
All workers are entitled to notice under WARN, including hourly and salaried workers as
well as managers.87
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If we don’t give our workers notice of a layoff or plant closing, can we still lay them off? In
fact, we can do that by accepting the penalty provided in the law. The penalty provision
says that an employer who fails to provide notice “is liable to each aggrieved employee for
an amount including back pay and benefits for the period of violation, up to 60 days,” plus
a fine of up to $500 per day of violation.88 What this means is if we lay people off with
fewer than 60 days’ notice, we have to pay them as if they were still employed for the 60
days anyway.
Why would we consider releasing employees but still paying them for 60 days? Well, some
workers might have the ability to sabotage the organization, and therefore, we need to get
them out of the company before they have a chance to hurt it. If we were to give them 60
days to stay and they had the ability to harm the organization, some of them might take
advantage of that because they felt betrayed by the company. For example, if we were going
to lay off a group of computer programmers, should we allow them to have access to the
company computer system, knowing that they are going to lose their jobs in 60 days?
Someone may potentially sabotage the system because they are mad at the company. So in
some cases, we will say, “OK, I know that I am going to have to pay you anyway, but I am
going to lay you off today even though I am required to give you 60 days’ notice.”
However, if your employees are not likely to do harm to the organization in their last 60
days, you need to give them notice in accordance with the WARN Act, because that is just
the right thing and a “fair and reasonable thing” to do.

Labor Laws Vary Significantly From Country to Country
Unfortunately, no text can provide a brief on the labor laws of each country or even
generalize some aspects of labor law that would be valuable to managers in multiple
countries. There are simply too many variables in labor law to be able to do so. However,
we can provide an example of how labor and employment law differs by providing you
with a sampling of some general differences. Take a look at Exhibit 10-4 for a brief review
of major differences between EU, Mexico, and US labor rules. This will show you some key
differences that will help you understand how labor law can vary from location to location.
10-3 Applying The Concept
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Labor Laws
Identify each statement by the law it is discussing, writing the letter corresponding to each law before the
statement discussing it.
1.
2.
3.
4.
5.

RLA of 1926
NLRA of 1935
LMRA of 1947
LMRDA of 1959
WARN of 1988
____ 11. Featherbedding is illegal. The union can’t put in the contract that we have to pay for
services that we really don’t get. We should call in the National Labor Relations Board to
investigate.
____ 12. The union president is afraid that I will speak up at the discussion to vote on the contract
and influence the members to vote it down. So I think he had a few of his boys warn me to keep my
mouth shut.
____ 13. I think we should call in the National Labor Relations Board to investigate the action that
management is taking to stop us from unionizing.
____ 14. The company can’t give us a notice today, with our paychecks, that our factory is being
closed next week and all 500 of us will be without a job.
____ 15. As pilots, we shouldn’t go on strike. Let’s get the National Mediation Board to help us.

Other Legal Issues in Labor Relations
In addition to the major labor laws, we need to do a quick review of some of the other
issues in labor relations. There are several organizational issues that have become items of
concern to companies either because of years of common law decisions or because they are
associated with other federal laws that limit businesses in their ability to manage their
workforce. Some of the more common issues that you might run into in your company
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include corporate whistle-blowers, wrongful discharge, constructive discharge, express
contracts, implied contracts, and quasi-contracts.

Corporate Whistle-blowers and the Law
A whistle-blower is an individual who tells an authoritative organization (such as a TV
station or a government agency) outside the individual’s own company about actions within the
company that the individual believes to be illegal. Among the many laws that deal with
protection for whistle-blowers who expose fraud are the federal False Claims Act, the
Sarbanes-Oxley Act, and, most recently, the Dodd-Frank Act. In fiscal year 2016, the US
Department of Justice collected $4.7 billion in settlements and judgments from companies
under the federal False Claims Act. Over $2.9 billion of the $4.7 billion was recovered with
the help of whistle-blowers, who were paid an additional $519 million as their share in the
recovery from the fraudulent acts.89 This shows the magnitude of the potential loss to
organizations from whistle-blowers.
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Work Application 10-9
Select an organization you work or have worked for and explain how the five major labor laws apply to that
firm. What can and can’t the firm do under each law?

Because there are incentives for whistle-blowing in many federal and state laws,
organizations need to devise policies and create cultures that encourage employees to bring
complaints of fraud or other illegal activities to the attention of the organization’s
management, and that encourage managers to then investigate such claims. Research shows
that about 97% of individuals who ultimately acted as whistle-blowers and reported
company wrongdoing outside the firm first tried to report the illegal actions internally.90
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Here are six things that can encourage internal reporting and, as a result, limit outside
reports of wrongdoing by the firm:91
1. Create and maintain a company culture that values reporting of unethical and illegal
activities. If potential whistle-blowers feel that the company listens, they are less likely
to take action outside the company.
2. Have a written policy on actions to be taken by the organization when reports of
illegal or unethical activities occur. This policy should include information on
avoiding adverse employment actions and should specifically address retaliation, a
direct violation of many of the whistle-blower laws.
3. Routinely train all employees, especially managers and supervisors, on the contents of
organizational policies concerning the reporting of illegal and unethical activities.
4. Provide multiple ways to report suspected illegal or unethical activities. As with sexual
harassment, an individual’s supervisor may be the person suspected of illegal activity,
and therefore, the supervisor should not be the only person designated to take reports
of such activities. There needs to be a mechanism to allow the individual to avoid
directly confronting the supervisor in such a case.
5. Create and follow clear guidelines for investigation of reports and keep the whistleblower informed of the progress in the investigation. The Just Cause procedures
provided in Chapter 9 can be used in this situation to ensure that a fair investigation
is conducted.
6. Maintain confidentiality if at all possible during and after the investigation. In some
cases, the individual reporting the suspicious activity may have to be identified in the
course of a thorough investigation or in the case of a criminal complaint; but unless it
is absolutely necessary, the whistle-blower’s identity should be protected.
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Whistle-blower An individual who tells an authoritative organization (such as a TV station or a government
agency) outside the individual’s own company about actions within the company that the individual believes
to be illegal

Express Contracts, Implied Contracts, and Quasi-Contracts
Good labor relations also require an understanding of the concepts of both formal and
informal agreements. Each of these legal concepts means something slightly different, and
all of them can affect employment contracts. Let’s take a quick look at the differences
between the terms.
An express contract is a transaction in which the agreement between two parties is specifically
stated,92 whether orally or in writing. Generally, in employment and labor relations, any
express contracts should probably be in writing due to the complex nature of the
relationships between individuals. An implied contract exists when “the parties form an
agreement from their actions rather than from a specific oral or written agreement.”93 Every
manager needs to understand the concept of an implied contract. Nothing has to be written
down; the parties don’t have to sign an agreement. All that has to happen is that the two
parties act in a way that creates an agreement. In many cases, managers and supervisors
don’t even realize that they have created an implied contract with their employees, but in
fact have done so, and as a result cost the company significant amounts of money.
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Work Application 10-10
Select an organization you work for or have worked for and give an example of an express, implied, and
quasi-contract that may have existed there (between you and the firm or between the firm and others).

Express contract A transaction in which the agreement between two parties is specifically stated

Implied contract A contract in which the parties form an agreement from their actions rather than from a
specific oral or written agreement

For instance, if by words and actions a supervisor lets an employee know that if they
perform well, they will be promoted, the supervisor may have entered into an implied
contract that the employee can then require to be enforced. If it is not enforced by the
supervisor and the organization, the employee may then resort to the courts. As managers,
we need to be aware of the concept of an implied contract and avoid situations that would
create an organizational obligation to our employees.
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Finally, a quasi-contract is a contract that doesn’t really exist, but a court may create it to
avoid an unfair situation. A quasi-contract is a court-ordered implied agreement to prevent
one party in an action from benefiting at the expense of another party. Why would a judge or a
court create an implied contract when one doesn’t exist? The answer basically comes down
to a question of fairness regarding goods or services provided by one party to another. One
of the more common examples of a quasi-contract in HR law would be an agency
relationship. Agents are individuals who act on behalf of an organization. An agent may act
on behalf of the organization in a way that a quasi-contract might be judged to exist. For
example, assume that our organization has a relationship with an employment firm that
frequently provides us with new employees with specific computer talents. Assume further
that one of our managers saw the owner of the employment agency at the grocery store two
weeks ago, on Sunday. During their conversation, our manager mentioned the need for a
systems analyst to help with an ongoing project. The employment agency owner thought
that he was being asked to find a systems analyst, and as a result, he started a search. The
employment agency spent significant time finding a systems analyst and presented our
manager with a candidate’s information this morning. Our manager protested that she
hadn’t asked the employment agency to find this individual; but our manager also had
knowledge of the historical informal relationship between the employment agency and our
firm, and she should have known that such a conversation would result in the employment
agency owner’s beginning a search. In this case, a judge might determine that a quasicontract existed and cause our company to pay for the search undertaken by the
employment agency.
Quasi-contract A court-ordered implied agreement to prevent one party in an action from benefiting at the
expense of another party

10-4 Applying The Concept
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Labor Contracts
Identify each statement by the type of contract being discussed, writing the contract type’s letter before the
statement(s) describing the contract type.
1. express contract
2. implied contract
3. quasi-contract
____ 16. You must sign the standard 1-year contract if you take the job. You can join the union if
you want to, but it is not a requirement to get the job.
____ 17. If you can get the task done today, I will let you leave an hour early tomorrow.
____ 18. Neal, you have been doing a good job. Keep it up and I will give you a raise during your
next performance review.
____ 19. After 3 months of negotiations, the union president and CEO have signed the new
collective bargaining agreement.
____ 20. I know I told you we are changing our health insurance carrier and that you have our
business. Sorry, but I changed my mind—plus, we never signed anything.

Organizational managers, and certainly HR managers, must be aware of the concepts of
express contracts, implied contracts, and quasi-contracts. Obviously, managers can obligate
the firm to pay significant expenses by not knowing these terms. We always have to be
careful of the way in which we phrase communications with others to avoid creating a
contractual liability when none is intended.

Wrongful Discharge and Constructive Discharge
The last of our legal issues concerns employee termination or discharge. There are two
specific issues that we have to be concerned with to maintain good labor relations—
wrongful discharge and constructive discharge. Wrongful discharge is simply terminating
an individual employee for an illegal reason, either in violation of a contract or in violation of
state or federal law. Even in situations where employment is at-will, employers can’t violate
laws or contracts to terminate employees. Many labor contracts have clauses concerning
actions that constitute wrongful discharge. Employers must understand the terms of such
clauses in order to avoid a contract violation.
Constructive discharge, on the other hand, is not really a direct corporate termination of
employment at all. Recall from Chapter 3 that constructive discharge exists when an
employee is put under such extreme pressure by management that continued employment
becomes intolerable and, as a result, the employee quits, or resigns from the organization.
In this case, other members of the organization may put significant enough pressure on an
individual or make it so difficult for the individual to continue normal work activities that
the employee quits. This type of pressure generally occurs in retaliation for some action
from the individual that harmed the employees and/or the organization.
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For instance, if the individual acted as a whistle-blower and reported the company to
government authorities, then managers or supervisors in the organization might retaliate by
making it virtually impossible for the individual to do their assigned work. Examples of
such retaliation could include constantly interrupting the individual’s work efforts and then
reporting poor productivity, failing to provide necessary tools and equipment, or
continually harassing the individual. If pressure from the other members of the
organization is of such duration and/or intensity (severe and pervasive) that the individual
could no longer reasonably do their job, then constructive discharge has probably occurred.
Because such actions frequently occur as a result of retaliation against the individual for
some legally protected action, constructive discharge is a serious offense that company
managers need to be aware of. As HR managers, we must guard against constructive
discharge.
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Unions and Labor Rights
The United States has a fairly strong history of unions and labor rights. Workers in the
United States enjoy more rights and freedoms than do workers in many other countries,
including the right to form and become members of unions. However, over the past 40
years, union membership has declined, and it continues to do so.94 In 2016, only 10.7% of
American workers (approximately 14.6 million) were union members.95 Therefore, most
businesses do not have unions as part of their HR process.
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LO 10-4
Briefly discuss the union certification process, the NO TIPS rules for labor elections, and the concept of
collective bargaining.
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People join unions for a variety of reasons, including increasing pay and benefits, especially
good health care coverage and retirement plans. There are certainly both good and bad
components to unions and unionization of organizational workforces. On the positive side,
unions are tasked with providing their members with jobs in which they are provided fair
wages and good benefits, as well as protecting them from arbitrary disciplinary or other
actions by employers. On the negative side, unions frequently drive up employer costs,
protect subpar employees, and may disrupt organizational work through strikes and other
work stoppages. Let’s take a look at unions and their impact on organizations.
Wrongful discharge Terminating an individual employee for an illegal reason, either in violation of a
contract or in violation of state or federal law

Union Organizing
The most prominent unions are those whose members are public sector employees such as
teachers and police officers.96 Labor union membership in the private sector has decreased
dramatically in the past 40 years in the United States, to the point where only about 6.4%
of the private sector US workforce belongs to unions.97 Public sector unions have also been
on the decline, with legal changes in some states having significantly cut their membership.
When Wisconsin passed a law in 2012 making public sector union membership optional,
membership in AFSCME (one of the largest public sector unions) in the state dropped by
45%.98 However, some experts believe that union organizing is beginning to increase.
Members of a union may go on strike to put pressure on an employer to improve working
conditions.
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If employees decide they want to join a union, what steps do they take? Usually, the
employees will go through a union organizing process (Exhibit 10-5). In this process,
employees will select a union to represent them and then ask for a vote of employees
concerning whether or not they desire to be represented by the union. The primary method
for union elections is a secret ballot. The NLRA (discussed earlier in the chapter) gives
employees the right to bargain collectively with their employer and to choose a union as
their representative.99 The NLRA is the primary federal law governing union organizing
and elections in private firms.
An election is authorized if at least 30% of the employees in an appropriate bargaining unit
sign authorization cards allowing a union to negotiate employment terms and conditions
on the employees’ behalf. The union then presents these cards to the NLRB as an election
petition. Once this happens, the NLRB sharply limits what management can say and do
without being accused of an unfair labor practice.
A combination of strongly pro-labor NLRB rulings and mandates has recently made it
much easier to organize new bargaining units. One decision that has caused significant
concern for companies is the micro-bargaining unit decision that was recently upheld in
NLRB v. Fedex Freight, Inc., in which the 3rd US Circuit Court allowed a small part of the
employer’s workforce to constitute a bargaining unit.100 The NLRB has noted that these
units would be “presumptively appropriate” unless other employees share an
“overwhelming community of interests.”101 There is some evidence that union organizers
win more often with smaller groups of employees voting, so this ruling could lead to
stronger unionization efforts of small groups. The concern is that this micro-unit
bargaining could lead to companies having to deal with several different union contracts
within one company. This could create an untenable situation due to the time cost of
bargaining with multiple unions each year.
The NLRB has also now agreed on a “quickie election” rule that allows union votes within
10 to 21 days of the date of the petition for election. The previous average time between
the election petition and the vote was an average of about 38 days.102 What this does is
limit the company’s ability to provide employees with information that would be favorable
to the organization before the vote is held. This rule is often referred to as the “ambush
election” rule because employers feel like they are being ambushed without the opportunity
to defend their current employment arrangement. Be aware, though, that there are current
efforts in the US Congress to undo the ambush election rule.103 If these are successful,
companies will have more time to respond to union organizing efforts.
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Work Application 10-11
Describe your experience with a union. If you have no experience, interview someone who has union
experience to find out their views of the union. What do they like and dislike about the union?

The NO TIPS Rules
What practices are prohibited from the point of providing the authorization cards to the
NLRB? A lot of organizations use the acronym NO TIPS to identify what the company
and its managers can’t do. NO TIPS stands for no Threats, no Interrogations, no Promises,
and no Spying.104 An example of each of these factors will help you understand what
management can and can’t do under the NO TIPS rules:
No Threats. Managers in the firm can’t threaten employees by telling them that the
company will shut down a facility that votes for unionization and send the work
elsewhere, maybe overseas.
No Interrogations. The manager is prohibited from calling individual employees into
the manager’s office and asking them about union organizing activities on the part of
others in the workforce.
No Promises. Management cannot promise employees that if they vote against union
authorization, they will receive raises or changes in their benefits package.
No Spying. Management is prohibited from planting individuals in union organizing
meetings or other activities so that those individuals can report back to management
on what is being discussed or who attends the meetings.
Remember, however, that these are just examples of things that are prohibited by the
NLRA.
Exhibit 10-5 The Union Organizing Process
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There is also one final limitation on actions by the organization and its managers in the last
24 hours prior to the union authorization election. Management is prohibited from
holding group meetings with employees who will vote on unionization during this 24-hour
period.
Once the election is held, a simple majority of those voting determines the success or failure
of the campaign. In other words, if only 51 workers in a bargaining unit of 200 vote, and if
26 of the voters desire union membership, then membership in the union will be
authorized.

Labor Relations and Collective Bargaining
Labor relations are the interactions between management and unionized employees. Labor
relations are also called union-management relations and industrial relations. Since there are
many more nonunionized than unionized employees, most organizations don’t have to
manage labor relations, but all have to manage employee relations as noted in Chapter 9.
HRM in Action
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Employee and Labor Relations
Collective bargaining is the negotiation process resulting in a contract between union employees
and management that covers employment conditions. The most common employment
conditions covered in contracts are compensation, hours, and working conditions; but a
contract can include almost any condition that both sides agree to. Job security continues
to be a major bargaining issue for many unions.105
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Grievances
A grievance is a formal complaint concerning pay, working conditions, or violation of some
other factor in a collective bargaining agreement. Grievance procedures help protect
employees against arbitrary decisions by management regarding discipline, discharge,
promotions, or benefits. They also provide labor unions and employers with a formal
process for enforcing the provisions of their contracts. Grievance procedures provide a
mechanism to allow an individual to bring up a complaint and have the company resolve
the complaint in a timely manner.
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Providing a grievance mechanism will generally encourage employees to raise concerns
about fairness, working conditions, or contract provisions directly with management, which
in turn allows managers to resolve such problems quickly and efficiently. Do you remember
earlier, in Chapter 9, when we discussed tests for Just Cause? Those procedures are used if a
grievance involves questions of fairness in disciplinary actions.
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Work Application 10-12
Describe a complaint that you brought to your supervisor and how it was handled. If you have never had a
complaint, interview someone who has and describe the complaint and how it was handled.

As part of a labor contract, a formal grievance process will usually provide a mechanism to
escalate discussion of the issue through successively higher layers of organizational
management until the problem is resolved. It begins with an employee making a complaint
to the supervisor in accordance with the labor contract provisions. The supervisor has a
limited amount of time in which to investigate and respond to the complaint or to send it
further up the management chain. If the complaint cannot be resolved quickly to the
satisfaction of the employee, a union representative (usually the shop steward) will become
the representative of the employee in further negotiations to resolve the issue. The
grievance can continue up the chain until it reaches the head of the firm or the local plant
manager. If it still can’t be resolved, there is frequently an arbitration clause in the union
contract that requires both sides to submit the grievance to an arbitrator. The arbitrator’s
decision on the matter is generally final—the parties cannot dispute it legally.
Labor relations The interactions between management and unionized employees

Collective bargaining The negotiation process resulting in a contract between union employees and
management that covers employment conditions

Grievance A formal complaint concerning pay, working conditions, or violation of some other factor in a
collective bargaining agreement

As a manager, when you have an employee come to you with a complaint, you can follow
the steps in Model 10-3: The Employee Complaint Resolution Model. Note that in step 2,
you don’t have to agree to implement the recommendation; and in steps 4 and 5, unless the
employee is totally wrong in the complaint, you should try to resolve the complaint.
Model 10-3 The Employee Complaint Resolution Model
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Management Rights and Decertification Elections
Of course, management also has some rights concerning union organizing and labor
relations. As in all areas of business, managers have to deal with the protection of the firm
and all of its stakeholders when union and labor issues arise. What tools do managers have
at their disposal to manage their interaction with unions and labor? Let’s find out in this
section.
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LO 10-5
Briefly discuss what management can do to limit union organizing efforts.

Limiting Union Organizing Efforts
Union organizing at a business can be disruptive to the work being done, so management
has some ability to limit union organizing activities in the workplace. Here is what
managers can legally do to limit union organizing efforts.

No Unionization on Company Time
The first thing management can do is limit the ability of union organizers to solicit
employees during working hours and on company time. The organization is within its
rights to prevent solicitation of employees as long as it is consistent with company
solicitation policies and the company handbook. So for example, the company cannot limit
union organizers’ rights to solicit employees, but then later allow a charitable organization
to solicit employees for donations. In 1992, a famous case involving Lechmere Inc. went to
the US Supreme Court. The court verified the company’s right to limit solicitations on
company property as long as the company’s policies were consistent with all solicitors.106
However, the company cannot limit the rights of employees or union organizers to discuss
unionization efforts outside of normal work hours, such as during lunch breaks and before or
after work.
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Management’s Position on Unionization
Management of the firm can identify the costs associated with union membership (such as
dues), as well as limits that may be imposed on promotions or compensation increases
based on merit if the employees choose to unionize. Management can meet with employees
to explain the company’s position on unionizing efforts and to tell employees the truth
about what might happen to the company and its employees as a result of a successful
organizing effort. Remember, though, that the company cannot threaten that the facility
will close or that massive layoffs will occur or make any other threat to try to stop
employees from voting for unionization (per the No Threats part of NO TIPS).

Change Agreements and Use of Nonunion Employee Representation
Management also has a right to change working agreements, even during a period when
union organizers are soliciting their workforce, to show that they are responsive to their
employees’ needs. This can include something called nonunion employee representation
(NER), in which management gives employee representatives a voice in such things as
working conditions, pay and benefits, job security policies, promotion, and grievance
resolution.107 NER policies can sometimes effectively gut a unionization effort since the
areas covered by NER are the most common areas of concern that lead to unionization of
the workforce in any organization.

Lockouts and Replacement Workers
Unions have the potential to strike against an employer if collective bargaining efforts have
failed, but management also has a right to prevent employees from working in certain cases.
Two significant tools in management’s arsenal are lockouts and replacement workers.108
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Work Application 10-13
Describe any management attempts to stop unionization that you are aware of from any source.

Lockout When management stops all work and physically prevents workers from entering the workplace

A lockout occurs when management stops all work and physically prevents workers from
entering the workplace. Lockouts can put economic pressure on members of the union due
to the fact that employees may not be paid during the period of a lockout.109 If
management and union representatives have made a legitimate attempt to come to an
agreement on a contract but have reached an impasse in their collective bargaining process,
then management is allowed to use a lockout. If negotiations have not reached a stalemate,
a lockout is likely to be illegal.110 A good example of a lockout occurred in a dispute
between the National Football League and the unionized NFL officials. You may
remember that a blown call in a September 2012 game between Seattle and Green Bay put
pressure on the NFL to settle the lockout.111
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Another tool that management may employ in the case of a strike is the hiring of
replacement workers. This action is generally legal. However, whether or not striking
employees have to be offered their jobs back depends on the type of strike action
undertaken by the union and its members. An economic strike is a work stoppage over
authorized collective bargaining issues such as pay or working conditions. In the case of an
economic strike, “an employer may not discriminate against a striker, but the employer is
not obligated to lay off a replacement worker to give a striker his job back.”112 Alternately,
a strike may be called because an employer engages in unfair labor practices as defined
under the NLRA. In the case of an unfair labor practices strike, the employees are protected
from being permanently replaced and must be offered their jobs back when the strike
concludes.

Decertification Elections
Decertification elections can be held to remove a union as the representative of company
workers. This cannot happen within a year of a previous failed attempt at decertification,
and management of the company can’t bring a decertification petition up on its own.
Management cannot even directly encourage this action on the part of the employees; but
it can provide information to employees regarding decertification processes if they request
it, “as long as the company does so without threatening its employees or promising them
benefits.”113
Employees or other groups such as another union or labor organization must bring
decertification petitions forward. “Any impetus for decertification must come from the
workers rather than the employer.”114 In a recent case, managers of Enterprise Leasing Co.
personally encouraged an employee who was leading a decertification drive to “go back and
get more” signatures when they found that the employee did not have enough signatures
for the decertification effort to go through. Just this encouragement was enough to cause a
decision that the company acted illegally.115 In general, if there is an existing labor contract
in effect and the duration of that contract is 3 years or less, a petition can’t be brought to
the NLRB until a window between 60 and 90 days before the end of the contract.116
What happens in a decertification process? First, 30% of covered employees must sign a
petition for decertification of the union. Once this happens, the election process proceeds
in pretty much the same way as the process for voting for union representation. Remember,
1050

though, that the employer cannot directly or indirectly encourage the decertification
process. To avoid any implications of influence over the process, companies need to require
that signatures on the decertification petition be collected in the same manner as are
signatures for a certification petition—on nonwork time and in nonwork areas.
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Managing Conflict
Certainly, labor and management don’t intentionally create conflict, but the chance of
conflict occurring is significant when two parties have to work in concert in any
circumstance but each party has its own set of opposing goals. Incompatible activities
occur117 because management wants to keep costs down and employees want to maintain
and improve their standard of living. As a result of the potential for conflict, we as
managers have to understand it and be able to work our way through conflicting goals.
Thus, no chapter on labor relations would be complete without a discussion of conflict and
negotiation. So let’s discuss conflict and conflict management styles (including negotiation)
in this section, and let’s discuss negotiation in more detail in the next section.
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LO 10-6
Identify the five conflict management styles. How is each described in terms of win or lose?

Economic strike A work stoppage over authorized collective bargaining issues such as pay or working
conditions

Conflict
Remember that conflict exists whenever people are in disagreement and opposition.
Conflict is part of every relationship118 and every social system.119 You are in conflict when
you get aggravated at someone,120 or when someone does something that bothers you.121
So, you want to manage it effectively122 because, if you don’t, you can hurt feelings, kill
important relationships, and damage your career.123 Thus, conflict management is an
important skill in your personal and professional lives.124
Hostess went bankrupt after failing to resolve disputes between management and labor
unions.

©iStockphoto.com/Jacob Wackerhausen
On a personal level, in any relationship, we have expectations of what we will do and what
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the other party will do (the psychological contract). As long as people meet our
expectations, everything is fine. We are in conflict when people don’t meet our
expectations, and this happens for three major reasons. First, we fail to let others know our
own expectations, and we don’t ask others for their expectations. Second, we assume that
others have the same expectations that we have. Last, sometimes we don’t know our
expectations until people do things in opposition to us. Thus, it is important to share
information and communicate expectations.

Functional Versus Dysfunctional Conflict
People often think of conflict as “fighting” and view it as disruptive.125 However, conflict
can frequently be beneficial,126 or functional, when it helps the organization meet its goals
of increasing performance.127 On the other hand, conflict that prevents the achievement of
individual and organizational objectives is called dysfunctional conflict.128 Conflict between
management and labor often degrades into dysfunctional conflict, because of significantly
different objectives. This can produce severe negative consequences for individuals and
organizations. Conflict of ideas generally lead to changes that improve performance—
functional conflict. Conversely, personal conflict tends to hurt relationships and decrease
performance—dysfunctional conflict.
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Work Application 10-14
Give an example of when you were in conflict at work. Describe how expectations were not met.

Conflict Management Styles
When we are faced with conflict, we have five basic conflict management styles to choose
from. The five styles are based on two dimensions of concern: concern for others’ needs and
concern for our own needs, and being cooperative or not. Various levels of concern and
cooperation result in three types of behavior: passive (taking no action or permissively
giving in to others), assertive (defending our position while considering others’ needs), and
aggressive (fighting for what we want without considering others’ needs, or taking advantage
of others).
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Each conflict management style results in a different win-loss pattern. The five styles are
presented in Exhibit 10-6. Note that there is no right or wrong style. Each style has its
advantages and disadvantages and is appropriate to use in different situations. However,
collaborating is the ideal situation.

Avoiding
The user of an avoiding conflict style attempts to passively ignore the conflict rather than
resolve it.129 When we avoid a conflict, we are being passive and generally uncooperative.
We avoid conflict when we refuse to take a stance, when we mentally withdraw, or when
we physically leave. A “lose-lose” situation results because the conflict is not resolved.

Accommodating
The user of an accommodating conflict style attempts to resolve conflict by passively giving in
to the opposing side. When we use the accommodating style, we are being passive but
cooperative. We attempt to satisfy the needs of others but neglect our own needs by letting
others get their own way. We create a “lose-win” situation—we lose and allow the other
party to win.
Exhibit 10-6 Conflict Management Styles
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Avoiding Versus Accommodating
A difference between the two styles is this: When we avoid, we just don’t say or do
anything. How many times have you heard someone say something dumb and you just
ignored it, rather than get into an argument? When we accommodate, we do something we
don’t really want to do. For example, if you and another person are working on a project
together and you go along with that person’s way of doing a particular task, even though
you disagree with it, then you are using the accommodating style. Isn’t accommodating
part of friendship? We often have to accommodate our bosses, especially when they use a
forcing style.

Forcing
Users of a forcing conflict style attempt to resolve conflict by using aggressive behavior to get
their own way. When we use the forcing style, we are aggressive and uncooperative; we do
whatever it takes to satisfy our own needs at the expense of others. Forcers use authority,
threaten, intimidate, and call for majority rule when they know they will win.
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Work Application 10-15
Select a present or past boss and identify which conflict management style the boss uses most often when in
conflict with employees. Give a typical example conflict and how the style is used.

Forcers commonly enjoy dealing with avoiders and accommodators. If we try to get others
to change without being willing to change ourselves, regardless of the means, then we use
the forcing style and create a “win-lose” situation in which we win but everyone else loses.
Being in a position of authority, some managers tend to use this style frequently to get their
way quickly.

Negotiating
The user of the negotiating conflict style, also called the compromising style, attempts to
resolve conflict through assertive give-and-take. When we use the negotiating style, we are
moderate in assertiveness and cooperation, and we create a situation in which each side
achieves a partial victory through compromise. This is a “win-some, lose-some” form of
conflict resolution. Negotiation is how collective bargaining works, and we will discuss it in
more detail in the next major section.

Collaborating
The user of a collaborative conflict style, also called the problem-solving style, assertively
attempts to resolve conflict by working together with the other person to find an acceptable
solution. When we use the collaborative approach, we are being highly assertive and
cooperative. Whereas avoiders and accommodators are concerned about others’ needs and
forcers are concerned about their own needs, the collaborators are concerned about finding
the best solution that is satisfactory to all. Unlike the forcer, the collaborator is willing to
change if a better solution is presented. While negotiating is often based on secret
information, collaboration is based on open and honest communication. This is the only
style that creates a true “win-win” situation.

Negotiating Versus Collaborating
A difference between these two options lies in the solution each option leads to. Again,
suppose you and another person are working on a project and she wants to do a task in a
way that you disagree with. With the negotiating style, you might do this task her way and
the next task your way; you each win some and lose some. With the collaborating style, you
work to develop an approach to the task that you can both agree on. The key to
collaboration is agreeing that the solution picked is the best possible one. Thus, you create a
win-win situation. Unfortunately, we can’t always collaborate.
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Work Application 10-16
Which one of the five conflict management styles do you tend to use most often? Should you be using
another style more often? Why or why not?

Using the Most Appropriate Styles
Again, there is no one best style for resolving all conflicts. A person’s preferred style tends to
meet their needs. Some people enjoy forcing; others prefer to avoid conflict. Managerial
and personal success lies in one’s ability to use the appropriate style to meet the situation.
For most people, the two most difficult styles to develop are the negotiating and
collaborating styles. Thus, we discuss these two skills in more detail next and in the next
major section.

Initiating Conflict Resolution
The way you express conflict will influence perceptions and reactions, changing the way the
conflict process unfolds, and subsequently outcomes.130 Conflict resolution models have
also been shown to be effective in managing conflict, so when initiating a conflict
resolution process, you may want to use the collaborative conflict resolution model.
Research suggests that collaborative conflict resolution skills can be developed. The steps of
the model are illustrated in Model 10-4.
10-5 Applying The Concept
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Conflict Management Styles
Identify the most appropriate conflict management style to use in each situation, writing the letter
corresponding to each style before the situation(s) where it is appropriate.
1.
2.
3.
4.
5.

avoiding style
accommodating style
forcing style
negotiating style
collaborating style
____ 21. As you leave your office, you see at the other end of the work area your employee Ricky,
who is goofing off instead of working. You’re on your way to an important meeting and running
late.
____ 22. You’re over budget for labor this month. The work load is light, so you ask Terri, a parttime employee, to leave work early. Terri says she doesn’t want to go because she needs the money.
____ 23. You have joined a committee to make contacts. You have little interest in what the
committee actually does. At a meeting, you make a recommendation that is opposed by Jim. You
realize that you have the better idea, but Jim is using a forcing style.
____ 24. You are on a task force that has to select a new computer cloud service. The three
alternatives will all do the job; but team members disagree about the company, price, and service
they need.
____ 25. As the sales manager, one of your competent salespeople, Anna, is trying to close a big
sale. The two of you are discussing the sales call she will make. You disagree on the strategy to use to
close the sale.

Consider an example: Suppose that you don’t smoke and are in fact allergic to cigarette
smoke. Some of your coworkers do smoke; and although they are allowed to do so in the
employees’ lounge, most of them avoid smoking when you are in the lounge. One
coworker, however, persists in smoking in your presence. This is a problem—you can’t
always avoid going into the lounge during breaks or lunch. You decide to initiate a
collaborative solution to this problem. You begin by asking the smoker to help you solve
your problem. This approach reduces defensiveness and establishes an atmosphere that will
help maintain a good relationship.
Model 10-4 Initiating Conflict Resolution Model

Step 1
The first step in the collaborative conflict resolution model is to express the problem in a
BCF statement—that is, a statement that describes a conflict in terms of behaviors (B),
consequences (C), and feelings (F)—in a way that maintains ownership of the problem.
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There are three things you should not do in the BCF statement:
1. Don’t make judgments.131 Do you like people telling you what you should or
shouldn’t do, or that you are wrong or at fault? Do you like to hear, “You
never/always/constantly do it.” This can make the person defensive.
2. Don’t make threats.132 This should be a last, not first, option.
3. Don’t give solutions. Do you like people telling you what to do? This is done in step
3.
Regarding the smoker, we should make statements like “When you smoke around me (B), I
have trouble breathing and become nauseous (C), and I feel ill and stressed (F).” We don’t
want to make statements like “You are inconsiderate of others, you shouldn’t smoke, and
you are going to get cancer. So just quit smoking.”
Note that you can vary the sequence if a situation warrants it. For example, you can say, “I
fear (F) that some viewers will respond negatively to this advertisement (B) and we will lose
money by running it (C).”
Now, what exactly does “maintaining ownership of the problem” mean? Think about it—is
it you or the smoker who has the problem? Since the smoker is allowed to smoke in the
lounge, the problem is yours. Maintaining ownership of the problem means expressing it
without assigning blame or making assumptions about who is right or wrong. Fixing blame
only makes people defensive, which is counterproductive in conflict resolution. Your BCF
statement should be descriptive, not evaluative, and it should deal with a single issue.
Before confronting the other person, practice your BCF statement. Also, think of some
possible solutions you might suggest. But be sure your ideas take into consideration the
other person’s point of view, not just your own. Remember to practice empathy—try to
put yourself in the other person’s position. If you were that person, would you like the
solutions you have thought of?

Step 2
You cannot resolve a conflict if the other person does not even acknowledge that it exists.
After stating the problem, let the other person respond. Your coworker might say, “Oh, I
didn’t realize you reacted so strongly to cigarette smoke,” or “Well, that explains why
everybody puts out their cigarettes when you’re around.” On the other hand, the coworker
could say, “What’s the big deal? You can just stay away from the lounge if smoke bothers
you.” If the other person doesn’t understand or acknowledge the problem, you’ll need to be
persistent. Repeat your statement in different terms, if necessary.

Step 3
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Once the other person acknowledges the problem, ask them how the conflict might be
resolved. Perhaps the person will suggest something that you can agree to; if so, you’re well
on your way to a resolution of the conflict. If not, be prepared with your own suggestions.
However, remember that you are collaborating, not simply trying to change the other
person. If they acknowledge the problem but seem unwilling to resolve it, appeal to
common goals. Try to make the other person realize how they might also benefit from a
solution to this conflict.

Step 4
The final step in the collaborative conflict resolution model is to come to an agreement.
Determine what specific actions you will each take to resolve the conflict. Perhaps your
coworker will agree not to smoke in your presence, now that he knows how it affects you.
Perhaps you’ll suggest changing your lunch hour, so you don’t run into each other in the
lounge. Clearly state whatever actions you each agree to. Skill Builder 10-1, at the end of
this chapter, can help develop your conflict resolution skills.
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Negotiations
In this section, we discuss the negotiation process so you will know how to negotiate
effectively in your personal and professional lives. There are times when negotiations are
appropriate and maybe even necessary, such as in management–union collective bargaining,
when buying and selling goods and services, and when discussing a job compensation
offer.133 Negotiating is not about being unethical for personal gain,134 or being a narcissist
and deceiving people to create an “I win and you lose” situation.135 It’s about building trust
so that everyone gets a good deal.136 Negotiation skills are an important part of human
relations skills (Chapter 1).137 Thus, negotiating is an essential career skill.138
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LO 10-7
Describe the negotiation process. Briefly explain the processes of mediation and arbitration and the major
difference between the two.

The Negotiation Process
Negotiating
Negotiating is a process in which two or more parties in conflict attempt to come to an
agreement. If there is a set “take it or leave it” deal, there is no negotiation, so good
managers generally want to try to avoid making such statements.139 Also, not all
negotiations end with an agreement.
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SHRM
A:14
Negotiation Skills

Negotiation is often a zero-sum game in which one party’s gain is the other party’s loss.140
For example, every dollar less that you pay for a cellphone is your gain and the seller’s loss.
Ideally, however, negotiation should be viewed by all parties as “I win some and you win
some,” rather than a win-lose situation; all parties should believe they got a good deal.141 If
union employees believe that they lost and management won, they may become dissatisfied
with their jobs, which could result in lower performance in the long run. You can develop
your negotiation skills by implementing the negotiation process below.

The Negotiation Process Model
Not everyone is born a great negotiator, but the skill can be developed. Following the steps
in the negotiation process can help you develop your negotiation skills.142 The negotiation
process has three and possibly four parts. These steps are summarized in Model 10-5 and
discussed throughout this section. We discuss the process in two parts to reflect the
planning and actual negotiation in which you may or may not postpone or agree to make a
deal. In the course of actual negotiations, you may have to make slight adjustments to the
steps in the process.

Planning the Negotiation
Success or failure in negotiating is usually based on preparation.143 Planning has four steps:
Negotiating A process in which two or more parties in conflict attempt to come to an agreement

Step 1: Research the other parties to the negotiation
Do your homework.144 Know the key power players, and make sure you are dealing with
the right people. Try to find out what the other parties want and what they will and will
not be willing to give up before you negotiate,145 and what they expect in return.146 Find
out, through your networking grapevine, their personality traits and negotiation style. You
can also Google, Facebook, et cetera, the people for information.147 The more you know
about those with whom you will be negotiating, the better your chances are of reaching an
agreement. If you have worked with some of the people before, think about what worked
and what did not work in the past. Know what your deal is really worth before you
negotiate.148 Doing your homework can result in realizing whether or not it’s worth the
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time and effort negotiating.149
Model 10-5 The Negotiation Process

Step 2: Set objectives
In some negotiations, your objective will be to change someone’s behavior; at other times,
you may be negotiating salary or benefits or a better price from a supplier. Know what you
want to get out of the deal.150 Be clear about what it is you are negotiating. Is it price,
options, delivery time, sales quantity, or something else entirely? Set limits—what price and
other key terms do you need to make a deal?151 In any case, you want to set three
objectives:
A specific lower limit that you are unwilling to give up (say, a certain behavior on the
part of your peer in the department or a minimum price from your supplier). You
must be willing to walk away from negotiations if this lower limit is not agreed to.
A target objective that represents what you believe is fair
An opening objective that is more than you actually expect but that you may achieve
Remember that the other person or party is probably also setting these kinds of objectives.
The key to successful negotiation is for each person or party to achieve something between
their minimum objective and their target objective—that is, to win some and lose some.

Step 3: Try to develop options and trade-offs
In some negotiating situations, you may find that you are in a position of power to achieve
your target objective. For example, when negotiating prices with a supplier or applying for
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jobs, you may be able to quote other prices or salary offers and get the other person to beat
them. If you have to give up something or cannot get exactly what you want, be prepared
to ask for something in return.152 When GM, Eastern Airlines, and others were having
financial difficulties, the company asked employees to take a pay cut. Rather than simply
accept a cut, the employees asked for company stock in a trade-off. Based on your research,
you should be able to anticipate the kinds of trade-offs you might expect from the other
person.

Step 4: Anticipate questions and objections and prepare answers
Very likely, the other party to negotiations wants an answer to the unasked question,
“What’s in it for me?” Focus on how the negotiations will benefit the other person.153
Speak in terms of “you” and “we” rather than “I.”
There is a good chance that the other person will raise objections.154 Unfortunately, not
everyone will be open about their real objections. Thus, you need to listen and ask
questions to find out what is preventing an agreement. It will also help to project an
attitude of enthusiasm and confidence. If the other person does not trust you, you will not
reach an agreement.

Negotiate
After you have planned, you are ready to negotiate the deal. Face-to-face negotiations are
generally preferred because you can see the other person’s nonverbal behavior and better
understand objections.155 However, negotiations by telephone and written negotiations
(email) work, too.
It will help to keep the following in mind as you negotiate:

Step 1: Develop rapport and focus on obstacles, not on the person
Use the other person’s name as you greet them. Relationships are always wrapped up in
underlying influences,156 so it is appropriate to open with small talk and develop a
relationship.157 How long you wait before getting down to negotiations will depend on the
particular situation and the other person’s style.
Never attack the other person’s personality or use negative statements such as, “You always
bad-mouth me to the boss” or “You’re being unfair to ask for such a price cut.” Statements
like these will make the other person defensive, which will make it harder to reach an
agreement.158 During negotiations, people look for four things: inclusion, control, safety,
and respect. If people perceive that you are pushing them into something, threatening
them, or belittling them, they will not trust you and will be unlikely to come to an
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agreement with you.159

Step 2: Let the other party make the first offer
Letting the other party make the first offer often gives you the advantage, because if the
other party offers you more than your target objective, you can close the agreement.160 Of
course, the other party may pressure you to make the first offer; for example, the person
may say, “Give us your best price, and we’ll decide whether to take it.” If so, you can
counter with a question such as, “What do you expect to pay?” You should let the other
party go first so that if you get a better offer than you expected, you can take it and get
more than your target. If the offer is lower than your target, you can negotiate to get more.

Step 3: Listen and ask questions to focus on meeting the other party’s needs
Create an opportunity for the other person to disclose reservations and objections. Focus on
how your deal will benefit the other party.161 When you give people what they want, they
tend to give you what you want.162 Zig Ziglar said, “You can have everything in life you
want, if you will just help enough other people get what they want.”163 When you ask
questions and listen, you gather information that will help you overcome the other party’s
objections. Determining whether the objection is a “want” criterion or a “must” criterion
will help you decide how to proceed.

Step 4: Don’t be too quick to give in, and remember to ask for something in
return
Those who ask for more often get more.164 But many people—especially many women—
are reluctant to ask for what they deserve. You want to satisfy the other party without
giving up too much yourself; remember not to go below your minimum objective and be
prepared to walk away if that minimum can’t be met. If you are giving something, you
ought to get something in return.165 When you are not getting what you want, having
other options can help give you bargaining power.
Negotiations are common, making good negotiation skills important for personal and
professional success.
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©iStockphoto.com/ferrantraite
Though you don’t want to be quick to give in, you might want to be the first to make a
concession, particularly when you are negotiating complex deals. A concession makes the
other party feel obligated, which gives you negotiating power. However, before making a
concession, it’s essential to know what all of the other party’s demands are. And avoid
unilateral concessions.
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Work Application 10-17
Assess how well you plan for and run a negotiation. Which steps do and don’t you follow? How can you
improve your negotiating skills?

Be reluctant to lower your price. If you have to, ask for something in return, which means
giving something and getting something else. For example, if you are offered a job at
$35,000 but your target is higher and the other side will not or cannot come up, ask for
more vacation days, more retirement, or more benefits. If you are buying a car and the sales
rep will not come down in price, ask for an extended warranty, new tires, and so on. Skill
Builder 10-2 can help develop your negotiation skills.

Alternative Dispute Resolution: Mediation and Arbitration
Labor and management are required by law to bargain with each other in good faith, and
companies need to maintain effective employee relations—but when in conflict, we cannot
always resolve our dispute alone. In these cases, we can use something called alternative
dispute resolution. Alternative dispute resolution includes a series of tools, most commonly
either mediation or arbitration, which parties in conflict can use to resolve their
disagreements without going through the process of litigation. The US government’s
Federal Mediation and Conciliation Service (FMCS) is often used as an alternative
dispute resolution resource. For more information about the FMCS, visit its website at
http://www.fmcs.gov. At this point, let’s take a little more detailed look at both mediation
and arbitration.
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SHRM
A:2
Alternative Dispute Resolution

In many cases in an organization where conflicts occur, a mediator may be used. A
mediator is a neutral third party who helps resolve a conflict but has no authority to impose a
solution to the conflict. As a manager, you may often be called upon to serve as a mediator
between two employees. In this case, remember that you should be a mediator, not a judge.
Your task is to get the employees to resolve the conflict themselves, if possible. You will
need to work diligently to remain impartial, unless one party is violating company policies.

1071

Work Application 10-18
Describe a conflict that you could not resolve on your own and that a neutral third party (a teacher, coach,
or boss) got involved in to help you resolve. Assess how helpful the mediator or arbitrator was.

When bringing employees who are in conflict together, focus on how the conflict is
affecting their work. Discuss the issues by addressing specific behavior that bothers the
other person and not discussing personalities. If a person says, “We cannot work together
because of a personality conflict,” ask the person to identify the specific behavior that is the
root of the conflict. The discussion should make the parties aware of their behavior and of
how its consequences are causing the conflict. What expectations are not being met?
Mediator A neutral third party who helps resolve a conflict but has no authority to impose a solution to the
conflict

In the mediation process, the purpose of the mediator is to assist the parties in overcoming
barriers to communication as well as other barriers that are keeping the parties from
resolving their differences. Facilitation is one of the major tools available to the mediator.
When people act as facilitators, their primary purpose is to help individuals or groups who
are in conflict to overcome hurdles that are keeping the conflict from being resolved.
As in most cases, an example will help you understand how a mediator might act in the role
of facilitator. Let’s assume that an individual employee and their supervisor are in conflict
over how to resolve a grievance concerning unsafe tools in the workspace. The employee, in
fact, filed a grievance based on a concern for their own safety and the safety of others, while
the supervisor is under the impression that the employee just wants newer and nicer tools.
The employee’s grievance was initially denied by the supervisor, and the contract with the
labor union allows a mediation process between the direct supervisor and the employee
prior to going up the chain of command to higher-level managers.
In this case, the mediator could step in and assist by acting as a facilitator of
communication between the two parties. While the employee is concerned with safety, the
supervisor is concerned with the overall cost of buying new tools or equipment. Part of the
supervisor’s job is to control costs in the work area, and the tools that would have to be
replaced are very expensive. However, the supervisor did not initially know the details
concerning how the existing tools were unsafe, and the employee had not successfully
explained the nature of the problem in the initial grievance. The mediator helps the two
parties communicate with each other about their concerns—the mediator helps the
supervisor relay their concern for cost controls while also providing the employee with
assistance in identifying the specific problem with the tools that makes them unsafe. The
result might be that both parties successfully communicate their concerns, but the
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supervisor realizes that the issue of safety is much more significant than the issue of cost and
therefore agrees to buy the new tools that the employee has requested.
If the conflict cannot be resolved by mediation, an arbitrator may be used as a follow-up.
An arbitrator is a neutral third party who resolves a conflict by making a binding decision.
Many business contracts require the use of an arbitrator rather than seeking relief by way of
the court system. An arbitrator basically acts like a judge in a civil hearing. The arbitrator
will hear arguments from both parties in a conflict, may ask questions of each of the parties
in order to clarify issues, and will then make a decision on which party will “win” the case.
Arbitrator A neutral third party who resolves a conflict by making a binding decision

The most significant difference between the processes of mediation and arbitration is that
the result of an arbitration process is binding on the parties who are in conflict. Mediation,
on the other hand, is merely a process designed to assist the parties in coming to an
agreement on their own. The mediator has no authority to impose a solution on the two
parties in conflict. Because of this difference, the use of arbitration should be kept to a
minimum because it is not a collaborative process.
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Trends and Issues in HRM
It’s time to take a look at this chapter’s trends and issues. We will first take a quick look at
how recent NLRB decisions are changing how businesses must operate and then review
some of the significant costs of poor job satisfaction and employee engagement in this
section.
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LO 10-8
Discuss recent NLRB rulings dealing with the employer/employee relationship and briefly discuss the issue
of union avoidance and suppression.

The NLRB Is Redefining the Employer/Employee
Relationship
The NLRB continues to redefine protected activity in both union and nonunion
environments. Rulings in the past several years have consistently and heavily favored the
employee when there have been questions concerning whether actions on the part of the
employee have been protected concerted activity. A few examples of actions that have been
protected by the NLRB will help you understand the problem that businesses face in
managing their organizations.
A worker at Pier Sixty, a catering company, posted a profane rant about his manager, the
manager’s mother and family, and was fired when managers saw the post. The NLRB ruled
that the post was protected activity because the worker had noted, “Vote YES for the
UNION!!!!!,” and the company was forced to rehire the offending employee.
The NLRB recently held that companies with broad “no recording” policies at work were
in violation of the NLRA. Whole Foods had banned audio and video recordings without
managerial consent, reportedly so that employees did not feel discouraged to speak out in
meetings. The NLRB held that broad bans against recording were illegal infringements on
“concerted activity regarding terms and conditions of employment.”166
MikLin Enterprises, a Jimmy John’s franchisee, terminated six employees and disciplined
three others when they participated in a sign campaign outside of its stores saying that
employees who were sick were fixing food in the restaurants because they did not have paid
sick leave.167 The NLRB determined that the workers’ activity did not rise to the level of
being seriously disloyal to the company, and legitimately discussed working conditions at
the restaurants. MikLin was forced to rehire the terminated employees and rescind the
disciplinary actions against the others.
Finally, as far as companies are concerned, there is at least some voice of reason in some of
the federal court decisions. The D.C. Appeals Court recently reversed an NLRB ruling that
AT&T workers were acting in protected concerted actions when a group of them wore
disparaging T-shirts to work saying “Prisoner of AT&T.” The D.C. court said, “Common
sense sometimes matters in resolving legal disputes,” and noted that “the message was
offensive and bound to undermine the company’s relationship with its customers.”168 HR
managers will have to stay tuned to see whether, or how much the NLRB will be reined in
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as new board members are appointed by the current administration.

Are Union Avoidance or Suppression Policies Ethical?
Somewhat surprisingly, membership in unions in the United States continues to drop, even
in the face of extremely pro-employee rulings on the part of the NLRB. Companies have
become significantly more savvy in union avoidance and in suppressing unionization
attempts. Union suppression is where a company uses all the tactics available to prevent the
unionization of the company’s workforce. These tactics can include such things as
spreading rumors about potential job losses, hiring consultants who specialize in union
avoidance tactics, hiring labor lawyers who know the limits to what the company can do to
avoid unionization, closing facilities that vote for unionization, bringing in disgruntled
current members of the union to talk to your workforce, and many other tactics.
Is this process of union avoidance and even suppression ethical or unethical? Again, it
depends. If the organization remains within the law and the NO TIPS guidelines, it may be
ethical for company management to engage in union suppression. Even here, you need to
look at fair, reasonable, and equitable treatment of employees in the organization and not
just at whether or not the company is following the letter of the law.
We have discussed the issue of ethics in several chapters of this text, and we’ve noted that
just because something is legal, it doesn’t mean that it is necessarily ethical. Staying within
the letter of the law may not provide the company with the kind of workforce that it needs
in order to compete with other firms in the 21st century. Here again, we return to the
question of whether or not actions on the part of management will increase the satisfaction
and engagement levels of the employees or cause them to decrease.
Tactics that employ actions such as the nonunion employee representation (NER) that we
discussed earlier in the chapter can certainly be ethical methods of suppressing unions in
some cases. Using these representatives can also increase employee satisfaction and
engagement in the organization. So this tactic and other similar tactics would be considered
ethical by most.
On the flip side, planting rumors, whether true or not, concerning the potential closing of
facilities if workers were to vote to unionize would probably be unethical and could even
violate the rule of “no threats” in a unionization campaign. Each situation has to be looked
at individually, and management needs to decide which tactics are ethical and legal and
which tactics might not be.
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Chapter Summary
10-1 Discuss the value of trust and communication in organizations. How do the
message-sending and the message-receiving processes help improve trust?
Trust helps create respect between all individuals in the organization. Some level of
trust between manager and employee is necessary in order to communicate
successfully. If the receiver doesn’t trust the sender, they will be reluctant to accept
the message. Conversely, if we want to improve trust, we have to be open and honest
in communications with other people. Solid communication in all directions, for
both the sender and receiver is the only way to build and maintain trust. So we have
to have the facts, and then send clear and complete messages.
10-2 Discuss the primary reason why measuring job satisfaction is so difficult,
identify the best tool for getting employees to tell the truth about their level of
satisfaction, and list the major determinants of job satisfaction.
Job satisfaction is an attitude, not a behavior. We can experience behaviors directly,
while we can measure attitudes only indirectly. Because of this, we must use some
form of survey and ask the employees about their job satisfaction level. When using
job satisfaction surveys, we have to ensure that they are anonymous, or employees
will most likely not tell the truth about their satisfaction levels.
The seven determinants of job satisfaction include: Individual personality; The work
itself; Compensation; Growth and upward mobility; Coworkers; Management; and
Communication.
10-3 Identify the major labor laws in the United States and the other legal issues
in labor relations.
1. The Railway Labor Act of 1926 was enacted to force negotiation between labor
and management, first in railroads and later in the airlines, to prevent
shutdown of these critical services.
2. The National Labor Relations Act of 1935 was the first major law to deal with
the rights of labor to form unions in the general workforce and collectively
bargain with employers. It identified unfair labor practices for management in
negotiating with labor organizations.
3. The Labor Management Relations Act of 1947 was an amendment to the
NLRA that focused on unfair labor practices on the part of unions and other
labor organizations. It outlawed or restricted a variety of strikes and boycotts,
and it also allowed the states to pass right-to-work laws.
4. The Labor Management Reporting and Disclosure Act of 1959 was passed as a
result of congressional investigations linking organized crime with labor
unions. The LMRDA required a series of reports from labor unions and
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created restrictions on their activities.
5. The Worker Adjustment and Retraining Notification Act of 1988 required
that organizations with certain qualifying characteristics should provide 60
days’ notice when laying off more than 50 people or closing a plant.
Other legal issues discussed include corporate whistle-blowers; express-, implied-, and
quasi-contracts; and wrongful discharge and constructive discharge.
10-4 Briefly discuss the union certification process, the NO TIPS rules for labor
elections, and the concept of collective bargaining.
Employees organize and select a union to represent them and then attempt to collect
authorization cards from at least 30% of the employees in the appropriate bargaining
unit. If they get 30% or more, an election will be called by the NLRB. If more than a
simple majority vote for the union, the collective bargaining unit is certified by the
NLRB; if not, then the union vote fails.
NO TIPS is an acronym that stands for No Threats, No Interrogations, No
Promises, and No Spying. This means first that employers cannot threaten to
terminate employees from their jobs, threaten to close the plant, or threaten other
harmful consequences to employees in any other manner during the period prior to a
labor election. Secondly, employers cannot question or interrogate employees about
union organizing activities within the organization. Third, management cannot
promise that if employees vote against unionization, the organization will provide
them with benefits because of their votes. Finally, management cannot spy on
individual employees taking part in union organizing events, either through planting
individuals in such meetings or through electronic or other means.
Collective bargaining allows the employees to collectively negotiate an employment
contract through their union representatives with management of the organization.
This contract will generally cover major employment conditions such as
compensation (pay and benefits), work hours and working conditions, and other
conditions that both sides agree to.
10-5 Briefly discuss what management can do to limit union organizing efforts.
Management can prevent union organizers from soliciting employees on company
property during working hours, as long as such prohibitions are consistent with the
company’s general solicitation policies. Management can also identify costs that
would be associated with union membership and can provide truthful information
concerning how unionization will affect relationships between individual employees
and management. These relationships can include things such as performance-based
promotions, merit-based raises, and training opportunities.
10-6 Identify the five conflict management styles. How is each described in terms
of win or lose?
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The first conflict management style is called avoiding. Avoiding is unassertive and
uncooperative, leading to a “lose-lose” situation. The second style is accommodating.
In accommodation, the individual is unassertive but cooperative, leading to a “losewin” situation—the individual loses and the other party wins. The third option is
forcing. Forcers are assertive but uncooperative, meaning they create a “win-lose”
situation. Some managers will use this style to get things done quickly because they
have legitimate authority over others. The fourth style is negotiating, which creates a
“win-some, lose-some” situation. Each side gets some of what it wants through
compromise, but not everything it wants. The final style is collaborating, which
create a true “win-win” situation. Both sides worked together to create a solution that
meets all of their needs. Although collaborating is the ultimate style, all five styles are
appropriate based on the situation.
10-7 Describe the negotiation process. Briefly explain the processes of mediation
and arbitration and the major difference between the two.
The negotiation process has three or four parts. These are: Plan the negotiation;
Negotiate; Postpone negotiations (Optional); Agreement. Planning includes
researching the opposing party, setting objectives, developing options, and
attempting to anticipate questions or objections. Negotiating involves creating
rapport, letting the other party make the first offer, listening and asking questions to
meet the other party’s needs, and not giving in too quickly and asking for something
in return.
Mediation and arbitration both deal with inserting a third party as an intermediary
into a dispute between two other individuals or groups. However, they differ in how
much power the third party has in the process. Mediators enter into a conflict to
assist the two conflicting parties in coming to a resolution and to act as a facilitator in
their negotiations, but the mediator has no authority to force a solution on the
opposing parties. In contrast, arbitrators also assist the two parties in attempting to
work out a solution to their conflict, but arbitrators have the ability to enforce
decisions they make on both of the conflicting parties. Such decisions are called
binding decisions.
10-8 Discuss recent NLRB rulings dealing with the employer/employee
relationship and briefly discuss the issue of union avoidance and suppression.
The NLRB has taken a stance that heavily favors the employee in virtually all
situations where there may be questions about whether or not an action is protected
concerted activity. Business, as a result of these interpretations, has found it more
difficult to maintain good order and discipline within their organizations. However,
there is at least some help from some recent court decisions that have reversed some
of the more extreme NLRB decisions, noting that sometimes you have to use
common sense in such situations.
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Companies have become much more knowledgeable concerning avoiding
unionization drives. However, it doesn’t mean that their actions are necessarily
ethical. Staying within the letter of the law (NO TIPS) may not provide the company
with the kind of skilled workforce that it needs. We have to pay attention to whether
or not actions on the part of management will increase the satisfaction and
engagement levels of the employees or cause them to decrease.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. ________ is faith in the character and actions of another.
2. ________ is the process of transmitting information and meaning.
3. ________ is information provided by the receiver that verifies that a message was
transmitted successfully.
4. ________ is the process of restating a message back to the original sender in the
receiver’s own words.
5. ________ is a collective work stoppage by members of a union, that is intended to
put pressure on an employer.
6. ________ is an individual who tells an authoritative organization outside the
company about actions within the company that the individual believes to be illegal.
7. ________ is a transaction in which the agreement between two parties is specifically
stated.
8. ________ occurs when the parties form an agreement from their actions rather than
from a specific oral or written agreement.
9. ________ is a court-ordered implied agreement to prevent one party in an action
from benefiting at the expense of another party.
10. ________ consists of terminating an individual employee for an illegal reason, either
in violation of a contract or because of violation of a state or federal law.
11. ________ consists of the interactions between management and unionized
employees.
12. ________ is the negotiation process resulting in a contract between union employees
and management that covers employment conditions.
13. ________ is a formal complaint concerning pay, working conditions, or violation of
some other factor in a collective bargaining agreement.
14. ________ occurs when management stops work and physically prevents workers
from entering the workplace.
15. ________ is a work stoppage over authorized collective bargaining issues such as pay
or working conditions.
16. ________ is a process in which two or more parties in conflict attempt to come to an
agreement.
17. ________ is a neutral third party who helps resolve a conflict but who has no
authority to impose a solution to the conflict.
18. ________ is a neutral third party who resolves a conflict by making a binding
decision.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. What causes you to trust or distrust someone else? Using this answer, what would
you do as a manager to cause your employees to trust you?
2. Good communication skills are critical to a manager. Which do you think is more
important: learning to communicate specifically as a sender, or learning to listen well
as a receiver? Why?
3. What actions would you consider taking, other than increasing pay, if job satisfaction
survey data showed that your employees’ satisfaction level was dropping significantly?
4. Which side do you think has an easier job when a labor organization is trying to
unionize the company’s employees—management or the union organizers? Why?
5. Do you think it is ever OK for employees to strike against an employer? If so, in what
circumstances? If not, why not?
6. What actions would you take if a potential whistle-blower told you she had evidence
that an executive-level manager in your company was doing something illegal?
Explain your answer in some detail.
7. Looking at the concept of constructive discharge, is it ever really possible that an
employee could be harassed so severely as to be forced to quit? Can you give an
example of a situation that you feel would meet this level of harassment?
8. Assume that you are a fairly high-level manager in your company and that one of
your employees comes to you to tell you that other employees are attempting to
unionize the company. What would your initial actions be, and why?
9. An employee who works for you confronts you with a formal grievance concerning
another employee being promoted over him. What initial actions will you take in
order to address this grievance?
10. Describe an example of conflict between people in an organization. How would you
as a facilitator assist the people in conflict to resolve their differences?
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Case 10-1 Willful Violation, or a Problem That Can Be
Corrected?
Sandy Clark has worked for Healthy Meals Company for 10 years in a facility that cooks
and packages prepared, frozen meals. Sandy is part of a crew that provides cleaning and
sanitation services for the equipment used to prepare the meals. She has always sustained an
excellent work record with no complaints about her work performance. She was recently
assigned to the night shift to clean and sanitize the equipment used to mix and dispense
sauce for the meals. The equipment consists primarily of a large vat and a rotating paddle
with wooden blades driven by an electrical motor to continuously stir the sauce. After the
meal preparation crew finishes production for the day shift, Sandy’s work begins cleaning
and sanitizing the equipment for production the next day.
Sandy was trained to clean and sanitize the equipment by observing an experienced
member of the sanitizing crew who had been performing the work for the past three years.
During her training, she was instructed to use a high-pressure water hose, bleach, and
sanitizing cleaner on the paddle blades and the lower part of the vat, then use a sponge pad
to scrub the top part of the vat. Her trainer explained that the best way to get the wooden
paddles thoroughly clean was to spray them while the machine was running, then turn off
the equipment and lock it out before she used the sponge pad to clean the inside of the vat.
After two days of training, she demonstrated to the person who trained her that she could
satisfactorily perform all the duties of cleaning the equipment.
During her second week of working alone cleaning the vat and the wooden paddles of sauce
residue, she was spraying the paddles using the high-pressure water hose while the machine
was running with the paddles turning in the vat. While holding the sponge pad in one
hand and holding the hose nozzle in the other hand, she finished spraying the moving
paddles and accidently dropped the pad from her hand into the vat. She reached to grab the
sponge pad as a reflex action and the fingertips of her rubber gloves were caught between
the wall of the vat and the paddle. The paddle pulled her right hand further into the
hopper up to her knuckles. Immediately, a nearby coworker turned off the equipment and
freed Sandy’s hand. Fortunately, she suffered only minor injuries to her hand. She later
stated that she reacted to reach for the pad and catch it to avoid damage to the equipment.
After an investigation was conducted by a safety inspector, the company’s management
stated that Sandy did not follow the proper procedure for cleaning the equipment by first
unplugging the power cord for the motor then locking out the electrical source to assure
that no one started the motor. This procedure was to be followed before any cleaning of the
equipment was started.
Sandy, during her rebuttal, claims that discharge is too severe when you consider her work
performance for ten years of service to the company and she was never told by any
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management official that her job performance was unacceptable. According to two other
employees who previously held this job, training for these duties was typically done with
instruction and observation by someone who had earlier carried out the tasks. Sandy points
out that she has followed the procedure for cleaning and sanitizing that she was taught by
another employee during her training and no one has ever instructed her otherwise. She
adds that she has learned by her mistake and that she would not make that mistake again.
She believes that progressive discipline should be used in this particular case. Sandy was
subsequently fired for “willfully violating the company’s proper safety procedures.”

Questions
1. Do the facts in this case indicate that Sandy Clark was guilty of a willful violation of
the company’s safety rules? Explain your answer.
2. What possible corrective action could the company take as an alternative to
discharge?
3. If Sandy is represented by a labor union with a current labor agreement or contract
stating that “employees shall only be discharged for just cause,” how could this affect
her termination?
4. What particular mitigating factors or circumstances in this case should be considered
in determining whether or not her termination is for “just cause?”
Case created by Robert F. Wayland, University of Arkansas at Little Rock
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Case 10-2 Constructive Discharge and Reinstatement of
Strikers
Pearl Refining Company operates a facility in Sunflower, Arkansas, where it is engaged in
the refining, sale, and distribution of petroleum products. The International Refinery
Workers Union conducted an organizing drive recently at this facility, but it failed to
obtain majority support in an election conducted by the NLRB. Chief Operator Gene
Roberts has worked at Pearl’s Sunflower refinery for about 16 years. Roberts works all three
shifts on a rotating basis, earning $24 per hour. Roberts attended one union organizing
meeting and voted during the union organizing election, but he didn’t discuss with anyone
how he voted.
Pearl Refining Company also operates a crude oil storage facility located in northern
Louisiana, about 4 hours’ drive from the refinery. The refinery manager, Dusty Conway,
was notified by vice president of refining George Letterman that the crude oil storage
facility in Louisiana had recently been experiencing substantial shortages in deliveries of
crude oil. Crude oil delivery receipts kept at the refinery did not correspond to the crude oil
reportedly delivered by truck from independent producers to the Louisiana storage facility.
It was suspected that a large portion of this shortage was due to the delivery of water rather
than oil to the storage facility. To correct this problem, it was necessary to send someone to
the storage facility to double-check the truck drivers’ deliveries and the accuracy of their
delivery reports. Refinery manager Conway decided to send Gene Roberts to the Louisiana
crude oil storage facility, thinking that he was very dependable and had the experience to
do the best job of detecting who might be delivering water instead of crude oil.
Conway called Roberts to his office on Monday and instructed him not to report for the
night shift, as originally scheduled, but to report to the crude oil storage facility on
Wednesday morning to accept a 2-week assignment there, helping the gauging employees
at the facility. Roberts said that he didn’t want the assignment and that he wanted to keep
his regular job as operator. Conway said, “No, Gene. Let’s just think about it. You go home
and think about it and come back in the morning.” The next morning, Roberts told
Conway that he wanted to continue working in his current job in the plant and that the
Louisiana assignment might result in some conflict. Conway said, “Well, Gene, that’s all
there is for you, that’s it, and that’s all.” Roberts, thinking that he had no choice in the
matter, laid his hard hat on the desk, walked out of Conway’s office, and left the refinery.
As Roberts was walking out of the refinery, Manager Conway confronted him, stating that
he was considering this a resignation and that his employment would be terminated.
The following morning, six of Roberts’s fellow employees met with Conway in his office
and asked that Roberts be reinstated. Conway informed them that he had no intention of
rehiring Roberts. The six employees then informed Conway that if Roberts was not going
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to be rehired, they were going out on strike. The employees then left the refinery and
started picketing.
Subsequently, Roberts filed a complaint with the National Labor Relations Board (NLRB),
stating that he had been constructively discharged. In addition, the six employees on strike
complained to the NLRB that they were participating in an unfair labor strike and
requested that they be reinstated to their jobs and made whole. The employees were told by
refinery manager Conway that their jobs had already been filled and that they therefore
could not get their old jobs back.

Questions
1. What are the differences between “constructive discharge” and “wrongful discharge”?
2. What factors would the NLRB most likely consider in its investigation of whether or
not Roberts’s termination was a constructive discharge?
3. What elements should be proven to show that Roberts was “constructively
discharged”?
4. What is the difference between economic strikes and unfair labor practice strikes?
5. What rights do economic strikers and unfair labor practice strikers have to
reinstatement?
Case created by Robert F. Wayland, University of Arkansas at Little Rock
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Skill Builder 10-1 Conflict Resolution
Objective
To develop conflict resolution skills using the Initiating Conflict Resolution Model

Skills
The primary skills developed through this exercise are as follows:
1. HR management skill—Human relations
2. SHRM 2016 Curriculum Guidebook—A: Employee and Labor Relations
During this exercise, you will be given the opportunity to role-play a conflict (one you are
facing now or have faced in the past) to develop your conflict resolution skills. Students and
workers have reported that this exercise helped prepare them for successful initiation of
conflict resolution with roommates or coworkers.
First, list the other party or parties in the conflict situation (you may use fictitious names):
_______________________________________________________
_______________________________________________________
Describe the conflict situation:
_______________________________________________________
_______________________________________________________
List pertinent information about the other party or parties (i.e., their relationship to you
and their knowledge of the situation, age, and background):
_______________________________________________________
_______________________________________________________
Identify the other party or parties’ possible reaction to your confrontation. How receptive
will they be to collaborating? What might they say or do during the discussion to resist
change?
_______________________________________________________
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_______________________________________________________
How will you overcome the resistance to change?
Following the steps in the collaborative conflict resolution model, write out your BCF
(behaviors, consequences, and feelings) statement.
_______________________________________________________
_______________________________________________________

Apply It
Your instructor may allow you to role-play the conflict in class, or you may role-play with
someone outside of class, or you may just initiate the conflict resolution in your personal or
professional life. If you role-play in class, the instructor will provide directions.
What did I learn from this experience? How will I use this knowledge in the future?
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Skill Builder 10-2 Negotiating
Objective
To develop negotiating skills using the Negotiation Process Model

Skills
The primary skills developed through this exercise are as follows:
1. HR management skill—Human relations
2. SHRM 2016 Curriculum Guidebook—A: Employee and Labor Relations
You will role-play being the buyer or seller of a used car.

Procedure 1 (1–2 minutes)
Pair off and sit facing your partner so that you cannot read each other’s confidential sheet.
Pairs should be as far apart as possible so they cannot overhear other pairs’ conversations. If
there is an odd number of students in the class, one student will be an observer or will work
with the instructor. Decide who will be the buyer and who will be the seller of the used car.

Procedure 2 (1–2 minutes)
The instructor will give a confidential sheet to each buyer and seller. (These do not appear
in this book.)

Procedure 3 (5–6 minutes)
Buyers and sellers read their confidential sheets and jot down some plans, including what
their basic approach will be and what they will say in the negotiation.

Procedure 4 (3–7 minutes)
Negotiate the sale of the car. You do not have to buy or sell the car. After you make the sale
or decide not to sell, read your partner’s confidential sheet and discuss the experience.

Integration (3–7 minutes)
Planning the Negotiation
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Step 1. Research the other party. Did you at least consider the car to be an antique?
Step 2. Set objectives. Did you set a lower limit, target, and opening price?
Step 3. Did you develop options and/or develop trade-offs?
Step 4. Did you anticipate questions and objections and prepare answers?
Negotiating
Step 1. Did you develop rapport and focus on obstacles, not on the person?
Step 2. Did you let the other party make the first offer?
Step 3. Did you listen and ask questions to focus on meeting the other party’s needs?
Step 4. Were you quick to settle for less than your target price and/or ask for something in
return for giving concessions?
Did you postpone? If you did reach a sales agreement, which price did you receive?
$_______

Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
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Part IV Compensating
11 Compensation Management
12 Incentive Pay
13 Employee Benefits
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11 Compensation Management

©iStockphoto.com/xavierarnau

1097

Learning Objectives
After studying this chapter, you should be able to do the following:
11-1 Identify the components of a compensation system and describe how expectancy and equity
theories apply to compensation. PAGE 388
11-2 Identify the seven basic issues that make up the organization’s compensation strategy. PAGE
393
11-3 Discuss the three major provisions of the FLSA and the penalties for misclassification of
employees. PAGE 398
11-4 Briefly describe the concept of comparable worth and highlight the other legal issues in
compensation. PAGE 404
11-5 Identify the three types of job evaluation and discuss whether they are more objective or
subjective in form. PAGE 405
11-6 Briefly describe the concepts of job structure, pay levels, product market competition, and
labor market competition. PAGE 407
11-7 Briefly describe the concept of a pay structure, including broadbanding and delayering. PAGE
411
11-8 Briefly discuss the issues of independent contractors versus employees and the problem of the
gender–wage gap. PAGE 413
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Practitioner’s Perspective
Cindy tells the story of when Drew walked dejectedly into her office and flopped down in the nearest chair.
“I hear they hired a new payroll clerk—the same job I’ve been doing for five years—and this new person is
going to be paid more than I make! I’ve been a loyal employee for years and haven’t had a real raise since I
started. Is that fair?”
Cindy couldn’t fault Drew for his feelings, and she knew it was past time the company examined its
compensation guidelines.
Once you have an established pay scale, is it really important to reexamine your compensation levels? What
is the solution when the going market rate for a position outdistances your set pay scale? Chapter 11
answers these questions and more as it demonstrates the reasons why compensation management is so vital
to attracting and retaining your best employees.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
B. Employment Law (required)
8. Fair Labor Standards Act of 1938 (FLSA)
E. Job Analysis/Job Design (required)
2. Job evaluation and compensation (grades, pay surveys, and pay setting)
6. Compliance with legal requirements
Equal pay (skill, effort, responsibility, and working conditions) and comparable worth
Overtime eligibility (exempt vs. nonexempt work)
G. Outcomes: Metrics and Measurement of HR (required)
11. Benchmarking
I. Staffing: Recruitment and Selection (required)
16. Employment brand
K. Total Rewards (required)
A. Compensation
1. Development of a base pay system
2. Developing pay levels
3. Determining pay increases
4. Role of job analysis/job design/job descriptions in determining compensation
6. Compensation of special groups (e.g., executives, sales, contingent workers, management)
7. Internal alignment strategies
8. External competitiveness strategies
9. Legal constraints on pay issues
10. Monitoring compensation costs
11. Union role in wage and salary administration
12. Minimum wage/overtime
13. Pay discrimination and dissimilar jobs
14. Prevailing wage
15. Motivation theories: Equity theory, reinforcement theory, agency theory

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
Compensation Management
The Compensation System
Motivation and Compensation Planning
Compensation Strategy
Ability to Pay
What Types of Compensation?
Pay for Performance or Pay for Longevity?
Skill-Based or Competency-Based Pay?
At, Above, or Below the Market?
Wage Compression
Pay Secrecy
Legal and Fairness Issues in Compensation
Fair Labor Standards Act of 1938 (Amended)
Pay Equity, Comparable Worth, and Other Legal Issues
Comparable Worth
Other Legal Issues
Job Evaluation
Job-Ranking Method
Point-Factor Method
Factor Comparison Method
Developing a Pay System
Job Structure and Pay Levels
Pay Structure
Stacking Pay Levels and Evaluating
Delayering and Broadbanding
Trends and Issues in HRM
Designation of Independent Contractors Continues to Be an Issue
The Stubborn Gender–Wage Gap: Can It Be Fixed?
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Compensation Management
Compensation is the total of an employee’s pay and benefits. Compensation affects both
attracting and retaining employees.1 Pay is now the top reason for job satisfaction,
overtaking job security as the top driver of satisfaction back in 2013.2 According to recent
research by Payscale, “Compensation has officially expanded from ‘just a human resources
issue’ to a C-suite issue,”3 with about 57% of individuals in their survey saying that
compensation is becoming more important to executives and that it has strategic value to
the firm. Pay is the most important priority to North Americans, Latin Americans, and
Western Europeans—so HR must pay attention to fair and equitable compensation for
company employees.4
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LO 11-1
Identify the components of a compensation system and describe how expectancy and equity theories apply
to compensation.

Compensation The total of an employee’s pay and benefits

Compensation costs are frequently the largest part of total production costs at today’s firms.
Because this is the case, management must continually monitor and manage total
organizational compensation. This monitoring function usually falls to the HR
department. Compensation costs also continue to rise as companies started to face shortages
of skilled talent after the latest recession.5 According to the US Bureau of Labor Statistics,
average total compensation costs rose from $31.93 to $35.28 per hour from March 2014 to
March 2017.6

The Compensation System
A business designs and implements a compensation system to focus worker attention on the
specific efforts the organization considers necessary to achieve its desired goals.7 However, if
rewards are to be useful in stimulating desired behavior, they must also meet the demands
of employees whose behavior they’re intended to influence.8 Thus, poor compensation
management practices can have negative effects on performance.9 The compensation
system of an organization includes anything that an employee may value and desire and that
the employer is willing and able to offer in exchange. This includes the following:
1. Compensation components. All rewards that can be classified as monetary payments
and in-kind payments constitute the compensation component.
2. Noncompensation components. All rewards other than monetary and in-kind payments
(e.g., company cafeterias, gyms) constitute the noncompensation component.
Compensation system Anything that an employee may value and desire and that the employer is willing
and able to offer in exchange

Types of Compensation
There are four basic parts of a compensation system:
1. Base pay. This is typically a flat rate, either as an hourly wage or salary. Many
employees consider this to be the most important part of the compensation program,
and it is therefore a major factor in their decision to accept or decline the job.
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Wages versus salary. Wages are paid on an hourly basis. Salary is based on time—a
week, a month, or a year. A salary is paid regardless of the number of hours worked.
Wages are common for blue-collar workers, and salaries are common for white-collar
professionals and managers. A salary, however, does not make an employee “exempt”;
we will cover this in detail shortly.
2. Wage and salary add-ons. This includes overtime pay, shift differential, premium pay
for working weekends and holidays, and other add-ons.
3. Incentive pay. Also called variable pay, incentive pay is pay for performance, and it
commonly includes items such as piece work in production and commissioned sales.
Pay for performance, especially in the form of short-term incentive pay, continues to
increase as a percentage of employee compensation due to the ability of the employer
to shift risk from the company to the individual employee.10 The use of pay for
performance rather than hours worked11 and giving bonuses12 are the trend today.
We will discuss incentives in detail in Chapter 12.
4. Benefits. This is indirect compensation that provides something of value to the
employee. You need to include benefits in your system, because they cost the
company a lot of money even though they aren’t direct compensation to the
employee. Benefits are expensive costing employers 25 to 35% of total employee
compensation.13 Benefits may include health insurance; payments to employees if
they are unable to work because of sickness or accident; retirement pay contributions;
and provision of a wide variety of desired goods and services such as cafeteria service,
tuition reimbursement, and many other items. We will discuss benefits in detail in
Chapter 13.

Direct versus indirect compensation
The first three compensation components—base pay, any add-ons, and incentive pay—are
known as direct compensation. These forms of compensation go directly to the employees as
part of their paycheck. Benefits are indirect compensation. The employees don’t directly get
any funds from a benefits program. Benefits are usually paid for by the company, and the
employees never see those funds.
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Work Application 11-1
Select a job. Identify the compensation you received there in detail.

11-1 Applying The Concept
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Types of Compensation
Review the types of compensation and then write the letter corresponding to each one before the
statement(s) describing it.
1.
2.
3.
4.

base pay
wage and salary add-ons
incentive pay
benefits
____ 1. I’d like to work for a firm that will help pay for me to get my master’s of business
administration (MBA) degree.
____ 2. I get paid only $11 an hour, so I’m looking for a better job.
____ 3. I like getting paid the same each week. It helps me to budget my expenses.
____ 4. I like being paid for every sale I make, but my pay does vary from week to week.
____ 5. I like working nights because it pays more.

In for-profit businesses, we want to design the mix of compensation and noncompensation
components that provide us with the best productivity return for the money spent.
However, to do that, we need to understand something about the motivational value of our
compensation system. Let’s take a look at a few theories that help us understand better how
compensation systems can motivate our workers to learn and act in the way we need them
to act.
A Honda and MINI dealership in Colorado. Organizations can motivate employees to
work harder with incentive systems that pay for high performance.
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Motivation and Compensation Planning
When we look at designing compensation programs, we need to remember that we are
trying to motivate the employee to do the things that we need them to do, consistently,
over a period of time. However, “while 73 percent of employers say they pay their workers
fairly, only 36 percent of employees agree.”14 Why does this result exist? Probably the most
significant theories that help you to understand compensation planning and employee
motivation are expectancy theory and equity theory.15 However, we also need to look at
how our employees learn and carry out their jobs in the organization, so we need to
remember what we discussed in Chapter 7 about learning theories. But let’s get started with
motivation and how it affects the design of our compensation system.

Expectancy Theory
Expectancy theory is a process theory of motivation. This basically means that we, as human
beings, go through a cognitive process to evaluate something; and if we evaluate the process
positively, we will likely continue to be motivated to do the same thing. Alternately, if we
evaluate the process negatively, we will be disinclined to do the same thing in the future.
Expectancy theory proposes that employees are motivated when they believe they can
accomplish a task and that the rewards for doing so are worth the effort. Expectancy theory is
based on Victor Vroom’s formula: Motivation = Expectancy × Instrumentality × Valence.16
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Expectancy theory A theory proposing that employees are motivated when they believe they can accomplish
a task and that the rewards for doing so are worth the effort

For compensation purposes, we have intentionally simplified the theory to show how it
affects a person’s motivation to perform. Expectancy is the person’s perception of their
ability to accomplish or probability of accomplishing an objective. Generally, the higher
one’s expectancy, the better the chance for motivation. Instrumentality is the perception
that a particular level of performance is likely to provide the individual with a desired
reward. Valence refers to the value a person places on the outcome or reward, because not
all people value the same reward. Again, generally, the higher the valence (meaning the
importance to the individual) of the outcome or reward, the better the chance of
motivation. One thing that we need to remember here is that the three components of the
theory—valence, instrumentality, and expectancy—are multiplicative. This means that if
any one of the three is near zero, the motivating potential is also near zero, and the
individual has almost no motivation to perform!17
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Work Application 11-2
Give an example of how expectancy theory has affected your motivation or that of someone you work with
or have worked with. Be sure to specify the expectancy and valence.

How does this theory affect the compensation of our workforce? The simple way to answer
is to show expectancy in action (see Exhibit 11-1). An employee will have an expectation to
put forth some form of effort at work. This effort is expected to result in some level of
performance, and higher effort should result in higher performance levels. (This is
expectancy.) The performance level is expected to result in some type of desired reward
(this is instrumentality); and if it does, the employee expects to put out more effort.
(Obviously, compensation in some form is at least part of the reward expected by the
employee.) The reward must be significant to the individual (this is valence); and if it is, the
motivation to put forth effort should continue. As long as the process continues unbroken,
the employee will continue to put out effort. In other words, as HR managers, if we help
employees get what they want, they will give us the work we want to help meet the
organizational goals.18
We need to realize that expectancy is based on the individual employee’s perception of
fairness. So the result of expectancy theory is that our employees will either be motivated by
their outcomes, including compensation, or be demotivated by them. A brewing problem
here is that new employees are coming into the workforce with unrealistic expectations
concerning compensation. In a 2017 survey, college seniors expected to make about
$53,500 once they graduated, with more than half expecting at least $50,000; but
recruiters said that a new graduate would average a little over $45,000.19 This sets up a very
real danger to companies that their new employees will be strongly demotivated if the
company cannot get the employee to change their perception of fair pay. Knowing how
people internally evaluate their outcomes using the cognitive process of expectancy theory
therefore helps us when we are structuring the compensation plan.
Exhibit 11-1 Expectancy Theory and Compensation
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Motivating employees with expectancy theory
Here are some keys to using expectancy theory successfully:
1. Clearly define objectives and the performance needed to achieve them. In other
words, goal setting is part of expectancy theory.
2. Tie performance to rewards. High performance should be rewarded. Highlight how
the reward is a fair return for the performance. When one employee works harder to
produce more than other employees and is not rewarded, that employee may slow
down.
3. Be sure rewards have value to employees. What motivates one employee may not
motivate other employees, so managers should get to know employees as
individuals.20 Letting employees speak (called employee voice) about the rewards they
want, and giving those rewards, results in higher levels of motivation and
performance.21
4. Make sure employees believe that management will do what it says it will. For
example, employees must believe that management will give them a merit raise if they
meet their performance goals. And, as noted in Chapter 10, management must do so
to earn employees’ trust.

Equity Theory

1110

Equity theory is another concept that affects people in our organizations. Let’s face it, we
are not all equal; but we want to be treated fairly,22 with mutually beneficial
relationships.23 Employees’ perception of being treated fairly affects their attitude and
performance.24 So we need to be honest and fair to develop trusting relationship to
motivate others.25 When managers are unfair and abusive, they can demotivate employees
and hurt performance.26
We all apply equity theory constantly.27 Equity theory, particularly the version developed
by J. Stacy Adams, proposes that people are motivated to seek equity in the rewards they
receive (outcomes) in exchange for their performance (input).28 So in general, equity
theory proposes that employees are motivated when the ratio of their perceived outcomes to
inputs is at least roughly equal to that of other referent individuals. Employees are more
motivated to achieve organizational objectives when they believe they are being treated
fairly,29 especially regarding pay.30 Here again, there appears to be a problem—almost half
of US employees feel they are being paid unfairly,31 and employees in many other countries
feel the same.
Equity theory Theory that employees are motivated when the ratio of their perceived outcomes to inputs is
at least roughly equal to that of other referent individuals

According to equity theory, people compare their inputs (effort, loyalty, hard work,
commitment, skills, ability, experience, seniority, trust, support of colleagues, and so forth),
financial rewards (pay, benefits, and perks), and intangible outcomes (praise, recognition,
status, job security, sense of advancement, achievement, etc.) to those of relevant others.32
A relevant other could be a coworker or a group of employees from the same or different
organizations.33 Notice that the definition says that employees compare their perceived (not
actual) inputs and outcomes.34 Equity may actually exist, but if employees believe that
there is inequity, they will change their behavior to create what they consider to be equity.
Employees must perceive that they are being treated fairly, relative to others. Managers can
also help control employee perceptions of fairness through honest discussion of
compensation.35 Perceptions of inequity hurt attitudes, commitment, and cooperation,
thereby decreasing individual, team, and organizational performance.36 This perceived
inequity is used as a justification for unethical behavior.37
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Unfortunately, at least in some cases, employees tend to inflate their own efforts or
performance when comparing themselves to others.38 They also tend to overestimate what
others earn. A 2016 Willis Towers Watson report noted that only about 39% of
employees understood how their pay compared with others in their own organization, and
that number went to 34% compared with employees in other organizations.39 Employees
may be very satisfied and motivated until they perceive that a relevant other is earning more
for the same job or earning the same for doing less work. When employees perceive
inequity, they are motivated to reduce it by decreasing input or increasing outcomes. A
comparison with relevant others leads to one of three conclusions: the employee is either
underrewarded (will try to get equity, such as ask for a raise or leave for a better job or
reduce output), overrewarded (may work harder, or will accept it as equity), or equitably
rewarded (not dissatisfied with compensation).40

Motivating employees with equity theory
Using equity theory in practice can be difficult, because you don’t know employees’
reference groups and their views of inputs and outcomes. However, the theory does offer
some useful general recommendations:
1. Managers should be aware that equity is based on perception, which may not be
correct. Possibly, managers can create equity or inequity, so the manager’s role is to
be the arbiter of equity.41 If employees believe they are not being treated fairly, there
should be procedures in place to resolve the issue or complaint.42 A good
performance appraisal system (as discussed in Chapter 8) can help.
2. Rewards should actually be equitable. When employees perceive that they are not
treated fairly, morale suffers and performance problems occur. Employees producing
at the same level should be given roughly equivalent rewards. It helps to know who
the comparison person or group is to know if equity does exit.43
3. High performance should be rewarded, but employees must understand the inputs
needed to attain certain outcomes. When using incentive pay, managers should
clearly specify the exact requirements to achieve the incentive. As discussed in
Chapter 8, a manager should be able to state objectively why one person got a higher
merit raise than another did.
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Work Application 11-3
Give an example of how equity theory has affected your motivation or that of someone you work with or
have worked with. Be sure to specify if you were underrewarded, overrewarded, or equitably rewarded.

As HR managers, we need to understand that people will be demotivated if they feel
(perceive) that they are not fairly compensated.44 As a result, we have to use this
information when we begin to structure our compensation plan. We need to “build in”
equity to minimize the problems associated with equity theory.

Learning Theories
We talked about learning at length in Chapter 7, so we want to do just a brief review of
those theories here. Remember that learning theories are about changing behaviors of
people in the organization. We especially need to remember how reinforcement and social
learning work, because compensation is designed at least partly to reinforce learned
behaviors at work.45 If you make something more (or less) attractive, people will do more
(or less) of it.46 People respond to consequences and will behave as you want them to if you
find the right incentives.47 Managers need to say, “This is what we do and do not do, and
here is the behavior that will be rewarded and punished.”48
B. F. Skinner said that if we give employees something that they want in return for doing
what we need them to do, they are more likely to continue to do the same work successfully
in the future, because their behavior got positive reinforcement. Positive reinforcement
generally works better than punishment,49 especially when training employees.50 In the
same way, if an employee sees another get positive reinforcement for doing something,
Skinner said that the person observing this action is more likely to imitate the rewarded
behavior, because of social learning, in order to get a similar reward.
We can also use negative reinforcement because, you will remember, it also causes a person
to repeat a desired action. If employees are less motivated because they have to work too
much overtime, we can take the overtime away. Because we take away something that the
employees don’t want, they are inclined to be more motivated. The whole point of
compensation is to motivate employees, so we don’t want to demotivate them because we
are working them too hard.
We also set work standards to ensure that employees do a reasonable amount of work for
their compensation. (This is called avoidance reinforcement.) If not, we use punishment,
such as pay cuts, demotions, and (when necessary) firings.
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Work Application 11-4
Give an example of the types of reinforcement used on a present or past job.
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Compensation Strategy
In addition to understanding our compensation options and how they motivate employees,
we need to identify what our overall compensation strategy will be. We need to ask
ourselves (and get honest answers to) a series of questions concerning the compensation
system that we need to design. How much can we afford to pay? What actions are we
willing to pay for? How will we structure our compensation system, and why? Will our pay
structure be higher or lower than that of our competitors, and why? Let’s discuss some of
these major organizational issues that we will need to understand and make decisions about
before we can set up our system.
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LO 11-2
Identify the seven basic issues that make up the organization’s compensation strategy.

Ability to Pay
Probably the first thing we need is an honest assessment of how much we can afford or are
willing to afford to pay our employees. This of course means we need to complete an
assessment of estimated revenues from our business operations and determine what
percentage of revenues can or should realistically go toward compensation costs. There are a
number of ways of figuring this out, such as building pro forma financial analyses, but these
are beyond the scope of this text.
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Work Application 11-5
Assess the ability to pay of an organization you work or worked for. Explain how you came up with your
answer.
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In our analysis, we want to calculate the total amount of annual organizational revenue that
we expect to be available for all compensation components—wages, incentive payments,
and benefits. One of the worst possible situations a company can find itself in is to have
promised a particular level of compensation and then not be able to provide what was
agreed upon because the funds are not available. This is especially true in the case of
incentive payments. Making incentive promises at the beginning of a year and then
reneging on them at the end of the year will almost always cause intense demotivation and
high rates of turnover among our workers.51

What Types of Compensation?
Once we identify how much revenue is available for compensation, the next thing we need
to do is determine how to break the compensation structure down. We noted earlier in the
chapter that we have four basic components to compensation—base pay, wage add-ons,
incentives, and benefits. We will need to determine how to divide the funds available
between each of the components.
There are some legal requirements for certain benefits such as Social Security (we will
discuss these in Chapter 13), so these legal requirements have to be dealt with “off the
top”—they have to be subtracted from the available funds. Once we subtract the amount
necessary to provide the benefits that are legally mandated by local, state and federal
requirements, we need to determine how much direct compensation will be in the form of
base pay and how much will be incentive pay. We will have to ensure that the direct
compensation that we provide will allow us to be competitive in the labor markets from
which we must draw our employees. Otherwise, we may not be able to get recruits to select
jobs with our firm.52
The last type of compensation that we will consider is voluntary benefits. Here again, we
need to analyze competition within the labor market and what benefits each of our close
competitors provides. We will most likely have to approximately match the benefits that are
provided by our main competitors.53 In addition, we may determine that other benefits
provide us with leverage that allows us to get better employees to commit to work for our
firm, and such benefits may also help us keep the workers who are already part of the
organization more satisfied and less likely to quit.54
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Pay for Performance or Pay for Longevity?
In breaking down base pay versus incentives, we will need to look at whether our
organization is going to have a performance philosophy or a longevity philosophy. What do we
mean by performance and longevity? Some companies pay people more for longevity or
seniority, meaning accumulating years of service with the firm. If we work for this type of
organization, we will likely get promotions and raises over time (assuming that we meet
minimal organizational standards) regardless of performance because we have been a loyal
member of the organization. Other companies, however, pay more for performance—for
completing certain tasks or doing certain things faster or better than average, not just for
being there and being loyal to the firm.55
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Work Application 11-6
Select a job you have or have had. Did the firm pay for performance or longevity? Explain in detail.

Why would anyone pay people just for being in the company for a long time? We may be
in an industry where customers have strong relationships with their contact within the firm
and where training new employees is costly. In this case, we might need to reward service
because it gives us stability and our customers rely on this stability. A common example of
an industry where at least part of direct compensation is based on longevity is the insurance
industry. Customers create a relationship with their insurance agent, and they may not feel
comfortable changing to a new agent every few months. And the company does not want to
have to pay to train new insurance agents every few months. In this type of company, base
pay may be the largest component of direct compensation.
There certainly may be problems with longevity philosophies. Some of our employees may
think, “As long as I am here, regardless of my performance, I will get more compensation
over time.” So entitlement-style pay philosophies don’t motivate us much. They may cause
us to continue to work, but they probably won’t make us want to perform better over time.
However, if we are in an industry that focuses on performance and where customers want
the best possible product or service, then we probably have to lean toward a performance
orientation rather than a longevity-based philosophy.56 Such industries include those where
competition is intense or where products or services are constantly developing and
changing. Here companies might need to base at least a significant portion of their pay on
performance. An example might be a company such as Samsung or Apple, which are
continuously developing new microcircuit-based electronic products. In these firms, speed
to market is a critical component of overall strategy, so major parts of their compensation
strategy may be based on worker performance. In companies such as these, incentive pay
will likely be a very large component compared to base pay.
One caution here, though: Pay for performance is on the rise, but there is a potential dark
side to individual incentives, as linking pay and performance is difficult in many jobs and
employees frequently don’t think the system is fair.57 For example, was one of your
professors (or physicians) better or worse than others? Why? And would all professors and
students (or doctors and patients) agree and think it is fair to pay such a person differently
based on performance? Also, many people believe in the egalitarian approach that we are all
in this together, we are all equal, it is not fair to treat people differently, and we deserve the
same compensation.58 This is the common mentality of most unions (e.g., teachers’
unions) that fight merit pay. So the challenging part is to design compensation programs
that are perceived as fair to everyone.59
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Skill-Based or Competency-Based Pay?
The next item that we may consider is whether or not we want to utilize competency-based
or skill-based pay. Both fall within the incentive component of compensation. While
Chapter 12 is the primary chapter covering incentive pay, we need to consider whether or
not we’re going to use this type of incentive pay before we create the company’s pay
structure.
Organizations commonly pay based on the skills and competencies needed to do the job.
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If we decide to use skill-based or competency-based pay, we will pay members of the
workforce for individual skills or competencies that they bring to work, whether or not
those skills are necessary for the individuals to do their current job. Competencies involve the
individual’s level of knowledge in a particular area, while skills involve the ability to apply
that knowledge set in that field. Examples of competencies include such things as an
understanding of negotiation and collaboration, an understanding of the basic principles of
physics, or problem-solving and decision-making expertise. Examples of skills related to
these competencies would include the ability to actually negotiate contract agreements,
apply principles of physics to a new equipment design, or make a high-quality decision
based on good analysis of a situation.
Should we use competency-based or skill-based pay? Again, it depends.60 Probably the
most important thing that we need to consider is our generic strategy. As we noted in
Chapter 2, if our generic strategy is low cost, we probably want to hire and train people for
specific jobs and will not generally pay them for knowledge and skills outside of that
narrow job description. If, however, our strategy says that we’re going to act as a
differentiator, then we may gain significant value from paying individuals extra for bringing
to the workplace skills or competencies that can allow them to think, analyze a situation,
and come up with good solutions to organizational problems.
However, we are paying our employees for knowledge, skills, and abilities that they may
not necessarily ever use in the organization. This obviously drives up our overall costs for
compensation. So we have to ask whether it is valuable to have somebody who is well
rounded or whether we just need someone who is specifically trained for a job. Thus, skillsbased pay is commonly measured based on the number of actual jobs the person can
perform. For example, on an assembly line, a person who can work only on one part of
production will be paid less than a person who can work on two or three parts. People who
can perform multiple jobs are more valuable because they can help out wherever they are
needed at any particular time.

At, Above, or Below the Market?
The next item we must determine is whether we will pay above market, at market, or below
market. Are we willing to pay more than necessary to hire individuals? Can we pay less than
average and still get people to apply for jobs in our company? What are the advantages and
disadvantages of each option?
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Why would we ever want to pay above the market? The simple answer is to attract better
workers and enhance our employment brand. We want good employees to have a strong
incentive to work for us, and one way to enhance our employment brand is to pay above
the market rate.61 We also want better productivity out of our workforce if we pay more for
employees.
Do better workers generally have higher levels of productivity? In fact, there is some
evidence that says that this is the case. Efficiency wage theory says that if a company pays
higher wages, it can generally hire better people who will in turn be more productive.62
Walmart began an experiment using efficiency wage theory in 2015, at least partially due
to a continuing slip in customer satisfaction surveys. As of late 2016, they were paying
13.7% above the average employee wage at “general merchandise stores” in an attempt to
improve the candidate pool and ultimately the total skill set of their 1.2 million employees
in the United States.63 There is some evidence that their attempt is working, as customer
satisfaction has been rising steadily, although profit has not risen in step with customer
ratings yet. Efficiency wage theory says that because we have higher-quality employees, we
get a productivity increase that more than offsets the higher cost of employing them; but it
does not conclude that increased profitability will necessarily follow increased
productivity.64
Based on efficiency wage theory, would we necessarily get lower productivity from our
workforce if we paid below the market? In general, yes, but not always. Low-paying firms
may save money on pay, but the savings can be lost to the high cost of turnover as
employees leave for better jobs; but just good pay will not retain good employees.65 If our
firm is in an industry where unemployment is high, it is easy to find replacement workers;
and if most positions require a low-level skill set, we may be able to get away with paying
less than average. But is this a good idea? What will likely happen if the labor market gets
tighter and there are fewer unemployed workers with the skills that we require? It will
become easier for an employee with such skills to quit our company and go to work for
another, and we will likely start to lose at least some of our more skilled employees because
of job dissatisfaction and a lack of organizational commitment.66 So if you pay too little
and the skill set you need is in high demand, it will be hard to find people.
So we have to think about our overall pay levels. Are they going to be at the market average,
above it, or below it? We can’t pay higher than average if we can’t afford to, but HRM
1125

professionals consistently conduct research to find out what the average compensation is so
they know where they stand. In the end, most of them select the average option.

1126

Work Application 11-7
Select a job you have or have had. Did the firm provide above-average, average, or below-average
compensation? Explain how you came up with your answer, using comparisons to competitors.

Wage Compression
Wage compression is another concern in setting up a pay structure. Wage compression
occurs when new employees require higher starting pay than the historical norm, causing
narrowing of the pay gap between experienced and new employees.67 It generally occurs over a
significant period of time. We bring workers into the organization in both good economic
times and bad. When the economy is doing poorly and overall wages are depressed, people
will generally accept jobs for less than they would if the economy were doing well and
higher-wage jobs were available. Since raises are frequently based on an employee’s initial
salary or pay rate, those who start at lower pay than others may stay that way over time, and
pay inequality for the same work may increase over time as well.
Wage compression When new employees require higher starting pay than the historical norm, causing
narrowing of the pay gap between experienced and new employees

Because we have to pay more to attract new employees when the overall economy is doing
well or when their skills are in high demand, we may create a situation where workers with
less time on the job might be paid nearly as much as, or more than, employees who have
worked for us for many years but who came into the organization under other
circumstances. For example, the supply of accounting professors with PhDs and CPA
certifications is far lower than the demand. So some universities end up hiring such
professors who don’t have any full-time academic experience and pay them more than some
tenured full professors in other areas, such as organizational behavior.
This wage compression can weaken the desired link between pay and performance
(expectancy theory), creating significant dissatisfaction on the part of long-term employees
because of the pay differential.68 Employers are usually unaware that pay compression exists
until problems surface. Most companies and organizations don’t set out to do this—they
just fall into it.69 If we understand wage compression when creating a pay structure for the
organization, we can avoid at least some of the dissatisfaction associated with the pay
differentials between short-term and long-term employees.

Pay Secrecy
If we are savvy managers, we know that based on equity theory, our employees will review
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both internal and external equity, meaning they will compare themselves to other people
both inside the firm and in other companies. Because our employees do this, we also have
to pay attention to both types of pay equity. Sometimes we actually do a worse job with
internal equity than we do with external equity. We have some knowledge of what a job is
worth in other companies or on the open market through the use of pay survey data.
However, we can have people working next to each other who have significant differences
in salary, possibly because of wage compression or possibly from other factors such as
personal productivity. When workers talk to each other and find out that they are getting
significantly different pay, they might get upset.
Many managers think that one of the solutions to deal with this issue is pay secrecy, which
means requiring employees to not disclose their pay to anyone else. But the NLRB has
consistently ruled over the past several years that companies may not discipline workers
who reveal information about their pay and other work conditions as long as the workers
are participating in “protected, concerted activity,” and the NLRB views this activity very
broadly. As a result of these rulings, any company that continues to function with pay
secrecy rules and that uses those rules to discipline employees in any way may be charged by
the NLRB with violating the NLRA. In addition, President Obama signed an Executive
Order in 2014 (EO 13665) prohibiting pay secrecy policies in federal government
contractors, with potential loss of government contracts as punishment for failure to
comply. So, enforcing pay secrecy clauses is becoming more dangerous to companies.
However, there may be legitimate concerns about pay secrecy within companies. We may
want to keep employees from discussing their pay because if we have two people working
next to each other and doing the same basic job, and if there are big pay differences
between them, then there could be a problem—even if the two individuals have
significantly different performance histories. We think we may be able to avoid the
problem by not letting them talk about it, but can we really avoid the problem? As a
general rule, we can’t.
If you’re an employee who is required to sign a contract with a pay secrecy clause, what is
one of the first things that pops into your head? You immediately begin to believe that we
must be paying somebody else more than you. So, one of the issues here is that we almost
immediately create a motivation and job satisfaction problem because of your perception of
inequity (remember, perception is the key to equity).70
So there is a perception problem associated with pay secrecy, even if pay secrecy is deemed
to be legal in some cases. Employees may assume the employer is unfair and biased against
them, whether it is the truth or not. Therefore, they may try to balance the equation in a
different way. There are also potential legal questions that the employer may be trying to
avoid—potential age, race, and gender discrimination or other issues. For example,
companies might have pay secrecy rules because they have older employees making less
than younger employees. This may be because of the wage compression that we discussed
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in the last section, or it may be because the older workers have fewer current skills than
someone who is just out of school. When you get out of college, you should have fairly upto-date skills, but older employees may not even want to learn those new skill sets. In that
kind of situation, the younger person may be worth more to the company, but the older
person doesn’t feel like that’s true. So there is some potential for discrimination lawsuits.
But will all of this really keep everyone from talking about their pay? Of course not—at
least some people will talk. So one thing that we create by putting a pay secrecy clause into
employment contracts is a whole bunch of rule breakers. This is never a good idea. Well,
will it cause people to be more satisfied with their pay, since they don’t know that anyone
else is getting paid more than they are? We have already dispelled that assumption, because
of perception. All right, won’t we have to answer a lot of questions about why someone is
getting paid more than someone else in a similar job? Yes, we might, but isn’t this
something that you should do proactively if you are doing your job and you know that the
differential exists because of performance, knowledge, or skills? If we can explain the reason
for inequity successfully, we change the equity theory equation. So, there usually are no
defensible reasons for pay secrecy.
Open companies, where large amounts of corporate information are available to everyone in
the organization, are becoming more common. Namaste Solar in Colorado has decided to
practice complete salary transparency.71 And salaries at SumAll are continually adjusted,
both up and down. SumAll’s CEO says that peers will be your measure. “When they feel
you’re doing well, they argue for you to make more money, and when they feel you’re
doing poorly, they pull you down.”72
Recent research supports opening the books as well, with evidence that pay secrecy has an
adverse effect on performance and voluntary turnover.73 According to Ed Lawler of the
University of Southern California, companies may not have a choice to remain secretive
because of the nature of work in the new economy. However, this will put more pressure
on management to be able to explain differences in pay when questioned.74
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Legal and Fairness Issues in Compensation
In Chapter 3, we discussed the Equal Pay Act and how it specifically deals with paying
women and men equally when all other factors are the same. We also just mentioned EO
13665, which requires pay openness and gender equity for federal contractors. We have to
provide equal pay for equal work unless there is a difference in productivity, seniority,
merit, or other factors “other than sex.” There are also a number of federal and state laws
that directly or indirectly affect pay and compensation systems. Virtually every equal
employment opportunity (EEO) law identifies compensation as one of the employment
actions where discrimination is prohibited if it is based on a protected characteristic. So we
have to keep these laws in mind as we set up our pay system. See Exhibit 11-2 for a list of
some of the major EEO laws and legal concepts that cover compensation.
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LO 11-3
Discuss the three major provisions of the FLSA and the penalties for misclassification of employees.
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Work Application 11-8
Select a job you have or have had. Did people know how much other employees made, or was there pay
secrecy?

Fair Labor Standards Act of 1938 (Amended)
Besides the Equal Pay Act and the other EEO laws, there are some laws that deal with
specific compensation issues. The grandfather of these laws is the Fair Labor Standards Act
(FLSA). We must really understand the FLSA well in order to create a pay system. The
law’s major provisions cover minimum wage, overtime issues, and child labor rules for most
US-based businesses.75 Let’s complete a quick review of the major provisions of the FLSA.

The Minimum Wage
The first major provision of the FLSA concerns the federal minimum wage. The minimum
wage is the lowest hourly rate of pay generally permissible by federal law. The current federal
minimum wage for most employees in the United States as of 2017 is $7.25 per hour.76
This is adjusted periodically by Congress, but the FLSA applies the minimum wage
provision. It doesn’t matter how the employer pays employees—the net value paid per hour
can’t generally fall below the minimum wage. In other words, we can compensate
employees based on a “piece-rate” payment; on commission; or by use of a straight hourly
wage, salary, or other common form—but the amount has to equal $7.25 per hour or more
for the hours worked.77 Some states and even cities have set the minimum wage higher
than the federal rate. You may have seen in the news that Seattle, Washington, is increasing
the city’s minimum wage to $15 per hour! However, there is some recent research that
posits that this increase in the minimum wages has actually harmed low-wage workers
because their hours have been cut and others laid off. As wages increase, businesses will use
more technology to replace workers. Have you seen an ordering and paying kiosk at
McDonald’s or other places? Other research disputes this, so we are not sure at this point
whether or not a higher minimum wage helps the lowest paid workers in a particular labor
market.78 In addition, a rule to raise the minimum wage for federal contract workers to
$10.10 per hour was in place as of July 2017.79
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Minimum wage The lowest hourly rate of pay generally permissible by federal law

Does everyone get paid at least the minimum wage for their area? Not exactly. There are
some exemptions to the rules.80 If someone is exempt, by the definitions in the FLSA, they
are exempt from the minimum wage requirement, overtime provisions, or child labor rules
or possibly all three. People not meeting any of the requirements for an exemption are
called nonexempt and must be paid minimum wage, overtime, and so forth.
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Work Application 11-9
Select a job you have or have had. What is the minimum wage in your state? Does the firm pay its lowestlevel employees below, at, or above the state minimum wage?

As an example, workers who most people know are commonly exempt include restaurant
servers. The current minimum wage for servers is $2.13 per hour.81 Why should servers be
paid less than $7.25? The obvious answer is that they are in a “tipped” position. Servers
would normally expect to get a large portion of their wages in tips. The FLSA says that we
can pay servers a minimum of $2.13 per hour as long as their tips make up the difference.
If somebody in a restaurant works 20 hours in 1 week and does not make an average of
$5.12 an hour in tips, it is illegal to pay that person $2.13. So just because there is an
exemption, it does not mean that we can pay our servers $2.13 per hour, no matter the
circumstances. This is why workers at the local McDonald’s or Taco Bell are not paid
$2.13 an hour: Most workers at fast-food restaurants don’t get tipped. For food service
workers, average tips must make up the difference between the wage paid and the
minimum wage; and in these businesses, tips will not do so.82 There are also other
exemptions for individuals who are live-in child care providers, newspaper carriers, seasonal
workers, and so on. In fact, there are hundreds of exemptions (see Exhibit 11-3 for
examples).
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Work Application 11-10
Give examples of jobs that are exempt and nonexempt. Be sure to state why they are classified as such.

However, there is a set of quick guidelines concerning exempt and nonexempt persons at
work. If you make under $23,660 per year, you are pretty much guaranteed to be
nonexempt under the current provisions of the FLSA.83 “Highly compensated employees”
paid $100,000 or more per year (and at least $455 per week) are pretty much automatically
exempt from the minimum wage and overtime rules if they regularly perform at least one of
the duties of an exempt executive, administrative employee, or professional employee
identified in the standard tests for exemption.84 If an individual is paid more than $23,660
but less than $100,000, then the employee usually must meet a set of specific “duties tests”
in order to fall within an exemption category (see Exhibit 11-4).

You may have heard that in the United States the minimum weekly salary test was going to
increase significantly. The Department of Labor (DOL) did implement a rule that would
have nearly doubled the weekly salary requirements for anyone in one of the general
exemption categories to $913 per week,85 but the rule had not taken effect before the new
president was inaugurated. Once this change occurred, the DOL withdrew the new rule,
although it is still possible that we will see an increase in the salary test, but at a lower level
than originally proposed. If you are about to graduate and are going to work in the HRM
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field, you will want to pay close attention to this issue so that you can take action once you
are employed.
11-2 Applying The Concept
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Employee Exemptions
Identify each job as generally being considered exempt or not from minimum wage or overtime pay (write a
or b before each job type).
1. exempt
2. nonexempt
____ 6. Auto mechanic
____ 7. Fruit picker
____ 8. Worker on a foreign-flag cruise ship
____ 9. Librarian
____ 10. Taxi driver
____ 11. Real estate agent
____ 12. Bellperson at a hotel
____ 13. Computer programmer (paid more than $27.63 per hour)
____ 14. Hairdresser
____ 15. Bank teller
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Source: US Department of Labor, http://www.dol.gov/whd/regs/compliance/fairpay/fs17g_salary.htm, retrieved
July 15, 2017.

Overtime
Overtime is a higher than minimum, federally mandated wage, required for nonexempt
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employees if they work more than a certain number of hours in a week. Overtime is currently
set by the FLSA as “time-and-a-half,” or 150% of the individual’s normal wages. If
somebody is not an exempt employee and works more than 40 hours a week, do we have to
pay that employee overtime? Yes, in almost all cases. But what if the person works more
than 8 hours a day? No, there is no limit to the number of hours per day for calculation of
overtime. With very few exceptions, if a nonexempt employee works more than 40 hours in
a week, that employee is eligible for overtime.
Overtime A higher than minimum, federally mandated wage, required for nonexempt employees if they
work more than a certain number of hours in a week

HRM in Action

Compensation Management
In a few cases, the organization may be allowed to average an employee’s work hours over 2
weeks in order to determine whether the individual is eligible for overtime—but this is an
exception, not the rule! One type of work for which this may be allowed is shift work for
firefighters, police officers, or medical personnel who may work 12- or 24-hour shifts. This
is because they may work 48 hours one week and 24 the next, so we can calculate their
overtime based on a 2-week average rather than a 1-week total. Remember, though, that
these situations are fairly rare and are explicitly identified in the FLSA.
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What about double time? If an employee works more than 60 hours in a week, do we have
to pay that person double time? In fact, we don’t. The FLSA has no requirement for paying
anything more than time-and-a-half for any overtime work.87 Employers are also not
required to provide paid holidays, vacation, or extra pay for working on weekends or on
holidays. Many do this, though, because of the issue of job satisfaction and organizational
commitment.

Child Labor
The FLSA also has rules on the use of child labor, meaning any workers under 18 years old.
If individuals are 18 or older, we can use them in any normal employment situation.
However, we can employ 16- and 17-year-olds only in nonhazardous jobs, although their
work hours are unrestricted. Finally, there are significantly different rules for 14- and 15year-olds.
Minors age 14 and 15 may work outside school hours for no more than “three hours on a
school day, 18 hours in a school week, eight hours on a non-school day, and 40 hours in a
non-school week.”88 They can’t start work before 7:00 a.m. or work after 7:00 p.m., except
from June 1 through Labor Day, when they can work until 9:00 p.m. Jobs they can work
are limited to retail, food service, and gasoline service at establishments specifically listed in
the FLSA regulations. Employees 14 and 15 years old may not work overtime. While there
are some exceptions to these rules for businesses such as family businesses or family farms,
these are the general guidelines for child labor.
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Work Application 11-11
Select a job you have or have had. Who gets paid overtime, why, and how much?

Employee Misclassification Under the FLSA
Misclassification of employees as exempt from minimum wage or overtime is one area
where companies can get into serious trouble. In a news release in June of 2017, the
Department of Labor noted the recovery of $3.4 million in unpaid overtime from Zenefits,
a human resources benefits company.89 The DOL charged that the 743 account executives
and sales representatives identified in their investigation were non-exempt. You would
think that an HR company would know—and follow—the rules on minimum wage and
overtime, but this shows how complicated it can sometimes be to identify who is exempt
under federal rules. Another interesting point here is that the investigation was most likely
initiated by the complaint of one or a few workers. So how would more than 700 people
end up getting back wage settlements when perhaps only one made a complaint?
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Work Application 11-12
Select a job you have or have had. Does the organization hire child labor? If so, why, and what do the child
laborers do?

Once a complaint is filed, the Department of Labor’s Wage and Hour Division (see the
website at http://dol.gov/whd/), the enforcement arm for wage complaints, will investigate
the situation. If it finds evidence of minimum wage or overtime violations with the
complainant, it will typically investigate every employee record at the company (at least in
that employee class). In the case of Zenefits, the Department of Labor investigated all of
individuals in the sales and account executive jobs who had been labeled as exempt by the
company. They determined that these individuals did not meet the duties tests that we
discussed earlier, and as a result, Zenefits agreed to pay back wages for the misclassification.
Why does misclassification occur? Obviously, companies want to save money. Many
employers think that if they put you on salary, they don’t have to pay overtime—so they
put you on a salary and work you 70 hours per week. Another company might say, “All my
people are professionals, so they are all exempt.” But this is rarely possible in reality, if you
look at the FLSA rules for exemption.
So what happens if we exempt someone who is not legitimately in an exempt category? We
could end up being investigated by the Wage and Hour Division of the DOL. And what
are the penalties for misclassifying employees? The employer can personally be criminally
prosecuted and fined up to $10,000 per infraction. That can add up real fast—think of the
743 Zenefits employees; that would have been more than $7.4 million if the DOL had
decided that the misclassification was willful on top of the $3.4 million paid to the
employees! Also, there is no limit to the fines in this law—a fact that most managers don’t
realize. A second conviction could result in imprisonment, and in addition, employers who
willfully or repeatedly violate the exemption rules may be assessed civil penalties of more
than $1,100 per violation. It’s also worse for child labor violations. Here, the civil penalty
can be more than $11,000 per worker for each violation. And this can go to as much as
$50,000 or even $100,000 if the violation causes the death or serious injury of an employee
younger than 18 years of age.90
So what do we need to do as HR managers? We must try to impress on company leadership
that misclassifying employees as exempt to save a few dollars is not the smart thing to do.
Would you rather pay a few extra dollars a week or have a multimillion-dollar liability
because of multiple fines?
Finally, states can’t allow a lower minimum wage than the federal guidelines of $7.25, but
they can require a higher wage. Therefore, we need to remember that many states have a
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state minimum wage that is higher than the federal minimum wage.91 Currently, over half
of US states have their own minimums that are higher than the federal minimum wage. So
we need to make sure that we know our state’s laws concerning minimum wage and
overtime. Note that this can be complicated for firms with employees in several states, and
even more so with international business operations.
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Pay Equity, Comparable Worth, and Other Legal Issues
Although the FLSA is the major compensation law, there are a number of other federal
laws, as well as state and local statutes that affect organizational compensation decisions.
Companies have to be aware of all of the laws—and even local sentiment concerning fair
pay—in order to be able to set up a compensation system. Let’s look at some of the other
issues here.
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LO 11-4
Briefly describe the concept of comparable worth and highlight the other legal issues in compensation.

Comparable Worth
One of the more controversial issues in compensation is comparable worth. Comparable
worth is the principle that when jobs are distinctly different but entail similar levels of
ability, responsibility, skills, and working conditions, they are of equal value and should
have the same pay scale. Comparable worth legislation has been proposed as a solution to
the problem of persistent gender inequity in pay. According to the US Senate, women earn
an average of 79 cents for every dollar that men earn.92 This is one of the major reasons
that comparable worth continues to be an issue in both business and government. While
equal pay for equal work is the law (EPA of 1963), comparable worth is not currently
federal law except in some very limited cases. However, a number of states—with
California in the lead—have passed fair pay laws that are designed to require comparable
pay in at least most work environments, and shift to the employer the burden of showing
that any pay differences are due to valid, legal reasons.93
What does “comparable worth” mean? It is simply “similar pay for similar work.” While
this sounds almost like the equal pay for equal work stipulated by the Equal Pay Act, the
doctrine of comparable worth says that if we can compare your job with that of another
person, and if the two jobs are similar but not the same, then we should pay you a similar
wage but not necessarily exactly the same wage. So this concept is much broader than equal
pay.
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If comparable worth were federal law, companies would be required to pay people who are
in similar jobs similarly, which leads to a whole bunch of questions: What is similar work?
Who determines what work is comparable? How do we take market supply and demand for
labor into account? And what is comparable pay?
Let’s look at an example to see what comparable worth is all about. Say that Amanda and
Kenny—an engineer and a nurse, respectively—both work for Baptist Medical Center.
Amanda has a graduate degree in mechanical engineering. She started working at Baptist
about 5 years ago as the head of heating/ventilation/air-conditioning services. Amanda is
paid $85,000 a year. Her primary job is maintaining the HVAC system and reengineering
it as necessary when the hospital changes its facilities in any way. Kenny, on the other hand,
is a registered nurse (RN), and he also has a master’s degree (in nursing). He has been at
Baptist for about 5 years, too. Kenny’s primary job is to work as an RN in one of the
intensive care units (ICUs). He is responsible for maintaining the health of the patients in
the ICU, and his job frequently involves life-and-death situations. However, Kenny gets
paid only $65,000 a year. He may feel like Amanda’s job doesn’t involve life and death as
his job does, although it might in some ways if she were to do a poor job of engineering
something at the hospital and thus caused an accident. How might Kenny feel about the
pay differential if he knew about it? He might feel like he is not getting paid enough, right?
Kenny would therefore be using the equity equation that we talked about earlier in the
chapter to determine that he is underpaid, and that is exactly what comparable worth
legislation would do.
OK, so how much should Kenny be paid relative to Amanda?
There is no simple answer to this question, and it would be very difficult to apply
comparable worth to determine a dollar value for Kenny’s job. Why? It is too hard to
classify these jobs and determine what is comparable, because there are too many variables.
These jobs are certainly comparable in such things as education (both have graduate
degrees), tenure on the job (both about 5 years), and classification (both are considered
professional occupations). But are there other factors? Of course there are, including
thousands of details within each job plus the supply and demand for nurses and mechanical
engineers. So who should get paid more if there are too many nurses and not enough
engineers? It would be very difficult to deal with the market value factor of a job within a
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federal law. This is probably the main reason why Congress has not been able to pass a
comparable worth law, at least not one that covers most businesses. Almost every year since
the mid-1990s, at least some members of Congress have tried to bring up and pass a
comparable worth law. Attempts to pass such laws have so far failed, mainly because of the
issue of market forces and the difficulty of enforcing the laws.
As we noted, though, there are a few cases where comparable worth is now law, even
though business argues that the laws are vague. Some states have passed comparable worth
legislation that applies to state, county, and city agencies; and some have now even passed
“fair pay” acts that apply to all employers in the state. California’s law requires all
employers to provide comparable pay for “substantially similar work,”94 but who makes the
decision concerning what work is substantially similar? It will be interesting to see what
effect these laws have on pay equity and comparable worth, and how such laws will be
enforced.

Other Legal Issues
A number of other federal laws place controls on pay and benefits. Recall from Chapter 10
that the National Labor Relations Act (NLRA) allows collective bargaining on the part of
workers who join a union. Since the NLRA allows employees to bargain collectively with
their employers for wages, benefits, and working conditions, in limited cases, the workers
can agree to a workweek that is longer than 40 hours. The wages paid must be significantly
higher than the minimum wage, and other conditions apply; but it is possible for the
collective bargaining unit to agree to more than a 40-hour workweek.95
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Work Application 11-13
Select an organization you work at or have worked at. Could comparable worth work at that organization?
Why or why not?
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Mandatory employee pension and benefits legislation also includes the following:
Social Security
Workers’ compensation
Unemployment insurance
Family and Medical Leave Act (FMLA)
Patient Protection and Affordable Care Act (PPACA)
Employee Retirement Income Security Act (ERISA—mandatory for employers who
offer pension plans)
Health Insurance Portability and Accountability Act (HIPAA—mandatory for
employers who offer health insurance)
We will discuss each of these laws further in Chapter 13.
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Job Evaluation
Deciding how much to pay each employee in a company is difficult. There are two
approaches to this—internal and external—though they may be used together. An external
approach involves finding out what other organizations pay for the same or similar jobs
through available pay surveys, and it sets pay levels based on market pricing. The vast
majority of firms use this external approach to identifying pay levels. In a recent survey,
about 95% of companies said that they use at least one source of pay survey data or other
external information to determine market pricing for their jobs.96 On the other hand, an
internal approach uses job evaluation. Job evaluation is the process of determining the worth
of each position relative to the other positions within the organization. The most common
form of internal job evaluation, the point-factor method, was used in only about one sixth
of the companies surveyed.97 Organizations commonly group jobs into pay levels or grades,
and the higher the grade of the job, the higher the pay. A common example of this type of
grouping is the federal government’s GS ratings.
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LO 11-5
Identify the three types of job evaluation and discuss whether they are more objective or subjective in form.

Job evaluation The process of determining the worth of each position relative to the other positions within
the organization

How do we accomplish a job evaluation? There are several ways, but the methods usually
involve assigning points to activities that occur within a job and totaling the points for the
job. Once this is done, we can place the job in a hierarchy and create our pay grades. Let’s
discuss some of the more popular job evaluation methods.
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Job-Ranking Method
Job ranking is simply the process of putting jobs in order from lowest to highest or vice
versa, in terms of value to the company. This is the easiest and fastest method of job
evaluation, but it has limited usefulness because it is subjective.
When doing job ranking, we utilize the job descriptions that we discussed in Chapter 4 to
identify the factors in each job and then rank those jobs based on their content and
complexity. We usually do job ranking without assigning points to different jobs. So we
might start at the top of the organization with the CEO as the highest-ranking person and
then work all the way down to the lowest-skilled housekeeping job.
Generally, the higher a person is in the organization, the more compensation that employee
is given.

Luke Sharrett/Bloomberg via Getty Images
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But if you look at this method for a second, you will see that somebody has to decide the
value of each job and do so without any quantitative factors. Therefore, this determination
requires judgment and is highly subjective. This means it is difficult to defend if we have to
do so.

Point-Factor Method
A second type of job evaluation is the point-factor method. The Hay Guide is probably the
most well-known point-factor method, but there are many others.98 Point-factor methods
attempt to be completely objective in form. They break a job down into components like
particular skills or abilities, and then they assign a number of points to each component
based on its difficulty. These components are usually referred to as compensable factors.
Essential functions, as defined in the ADA, would certainly be compensable factors to
which points would be assigned when evaluating a job. Many of the compensable factors
will be common among a number of different jobs, so once we have identified the number
of points the factor is worth, we can then transfer that same value to all other jobs where
the factor is present. The value of the point-factor job evaluation method is that we can
differentiate jobs based on the difficulty or intensity of each factor, so it becomes easier to
determine the total value of the job in a quantitative form.
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Work Application 11-14
Select an organization. Identify and describe which of the four job evaluation methods are used in that
organization to determine pay.

Factor Comparison Method
The factor comparison method combines the job-ranking and point-factor methods to
provide a more thorough form of job evaluation.99 This model is somewhat similar to the
point-factor method in that it assigns points to compensable factors. However, the factor
comparison method first identifies a group of benchmark jobs—positions that are
identified and evaluated in a large number of organizations and that can generally be found
in most pay surveys. Examples of benchmark jobs include “Training Specialist I,”
“Accountant II,” “Lending Officer I,” or “Hotel Registration Clerk.” These benchmark
jobs are then analyzed in some detail based on their compensable factors. We then rank the
benchmark jobs in order, and we finally compare all other jobs in the organization to the
benchmark jobs to determine where each one fits in the rankings. Here again, the primary
method of determining the monetary value of a job is through the analysis of the
compensable factors.
11-3 Applying The Concept
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Job Evaluation
Review the list of job evaluation methods and then write the letter corresponding to each method before
each statement below.
1.
2.
3.
4.

external
job-ranking
point-factor
factor comparison
____ 16. I use two methods together to determine how much to pay each position because I’m an
HR professional.
____ 17. I look at the job and determine the specific skills needed to do the job, and then I add up
the total point value of the skills to set the pay.
____ 18. To figure out how much to pay the data entry person, I’m checking the SHRM data.
____ 19. I placed all the jobs in rank order, from the one that was worth the most to the one that
was worth the least, in order to determine how much to pay for each position.
____ 20. All of the companies in our industry pay essentially the same hourly wage.

A custom factor comparison method is more complex and time-consuming than the
ranking or point-factor methods, mainly because it is customized to the individual
organization and to the jobs within the organization.100 Because the factor comparison
method uses both point factors and ranking, it has both objective and subjective
components.

1160

Developing a Pay System
Well, we have finally gotten to the point where we can start to develop our new pay
structure. Remember, though, all of the things that we had to review and decide on first.
We had to review motivational theories that show us how compensation motivates our
workers, and why. We also looked at how much revenue we expect to be available for
compensation purposes. Then we reviewed each of our pay policies to make sure they were
fresh in our minds so that we could maintain consistency in our compensation system.
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LO 11-6
Briefly describe the concepts of job structure, pay levels, product market competition, and labor market
competition.

We also reviewed each of the major federal laws concerning compensation and equity, and
we went through the process of ensuring that our job analysis files were up-to-date. From
these, we were able to complete job evaluations of each of the jobs in the organization. We
also most likely researched external equity using one or more industry-specific pay surveys.
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Take a look now at Exhibit 11-5 to see how each of these items comes together to allow us
to create a pay structure and individual pay rates for each job.

Job Structure and Pay Levels
A pay structure is a hierarchy of jobs and their rates of pay within the organization.101 It
allows us to identify what the pay range is for each job. Once we have completed the
process of creating a pay structure, we will have the pay range for every job in the hierarchy.
From that, managers can determine individual compensation levels based on the
employee’s performance, seniority, skills, and any other significant contingency factors.
A pay structure is composed of both a job structure and pay levels. The job structure is what
gives us our job hierarchy. As we noted in the job evaluation section of this chapter, the job
structure is the stacking up of the jobs in the organization, from the lowest to the highest
level. Each of the jobs within the job structure will end up at a particular pay level. On the
other hand, a pay level (frequently called a pay grade) is made up of many different jobs,
and each pay level has a maximum pay rate and a minimum pay rate.
Pay structure A hierarchy of jobs and their rates of pay within the organization

Creation of Pay Levels
To establish pay levels and determine the maximum and minimum pay rates for particular
jobs, we have to look at some market factors. We must look at market pricing because if we
don’t pay attention to external equity or fairness, we are going to have trouble filling many
of our jobs.
Exhibit 11-5 Creation of a Pay Structure and Individual Pay Rates
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Product Market Competition and Labor Market Competition
To set the minimum value for a particular pay level, we have to look at the applicable labor
market competition, meaning labor supply versus demand for labor. If we graph
compensation for a given type of work versus the number of workers in the labor market
who can do that type of work, the place where the two lines cross is the average pay for that
work. Per Exhibit 11-6, when the supply of labor equals the demand for that labor in the
workforce, we have equilibrium. The market will pay about what the workers demand to be
paid, or workers who have the necessary skills won’t be willing to fill the job.
What happens in bad economic times when there are more workers available than jobs?
The market can get some of them to work for less than the normal rate (where the lines
cross) because those workers need to work and earn a living. So the average compensation
will most likely go down because we will have an oversupply situation. Conversely, what if
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we have more jobs available than we have workers with the requisite skills? In this case, we
will usually have to pay more to attract the limited number of workers with the skills set
that we require. We noted earlier in the chapter that as of 2016, Walmart was paying about
13.7% more than the average wage to entice workers to apply to work in their stores. The
company realized that the labor market was tightening, and that they would have to pay
more in order to get applicants with good skill sets. In either case, though, labor market
competition will set the minimum pay that a worker will require in order to come to work
for us. Also recall that we have to pay at least minimum wage to nonexempt employees. For
example, if we need to hire an arc welder for one of our shops and the average pay for a
welder is $16 per hour, what happens if we advertise that we will pay minimum wage
($7.25 per hour)? Will we be able to hire a qualified welder for that wage? It is really
unlikely, unless there are way too many welders who are out of work. If that’s the case,
though, we might be able to hire a welder for minimum wage, but we had better
understand that as soon as the market for welders recovers, the new employee will likely
quit.
Exhibit 11-6 Supply and Demand Curve

What happens if, instead of there being too many welders available, there are too few? If the
average pay for a welder is $16 per hour and we advertise that we will pay $16 per hour for
a welder, will we be able to hire one? We will probably have to raise the minimum amount
that we are willing to pay in order to get someone to take the job. If our pay rate is too low
in either situation, we won’t get anybody. That’s why we have a base wage—the bottom of
our pay level. We have to compete for people who are willing to do the job, and labor
market competition sets the minimum amount for any pay level—but it can be a moving
target that we have to track.
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On the other hand, how do we determine the top of the pay level? We have to look at
something called product market competition. This is basically a function of the value of the
product or service that we sell to the customer.102 Again, an example will help make it
clear.
Let’s say we manufacture utility trailers (see Exhibit 11-7). The public will pay about $500
for our 5- by 8-foot utility trailers. To make the problem simple, we will pretend that we
have only a couple of components that go into making that trailer: labor (our welder can
also assemble other parts of the trailer) and materials (all of the pieces that go into the
making of the trailer). Let’s assume that all of the materials are going to cost $250 (we
might need bolts, axles, angle iron for the basic frame, welding rods, etc.).
What do we have left for labor? Do we have $250? No! We also have some other indirect
costs, don’t we? And we would like to make a profit, right? So if we estimate all of our
other costs at $50, we now have $200 left. We can pay labor $200 if we only want to break
even. However, if we want to make any money, we have to pay less than $200 for labor.
Assume again that our welder makes $20 per hour (because this employee is a good welder
and has worked for us for a long time) and it takes the welder 8 hours to build a trailer—
$160 for the 8 hours of labor costs. So we have a $40 profit left, or about 8% profit.
Now, our welder comes to you and says, “Boss, I need more money—I need a raise.” What
do you just about have to tell the employee? “We can’t pay you more.” The trailer can sell
only for a certain amount of money. If our trailer is $800 and a competitor’s trailer is $500,
almost everyone will buy the competitor’s trailer. We can’t charge much more than the
normal rate for a product or service. The labor is worth only so much money, because the
sale price of the good or service has to cover the cost of the labor.
Exhibit 11-7 Product Market Competition Limits
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Something you always need to keep in mind in HR and as a manager is how much you can
pay for labor, meaning what the job is worth. We do not price the value of a person when
we create a pay scale—we price the value of a job. You need to understand that you can’t
pay more than the value added to the product or service by the labor. The biggest reason
that you need to understand this is so that you can explain it to your employees. The
decision of whether or not to pay someone more for a particular job is not a function of
liking or disliking the employee; it is a function of being able to pay only a certain amount
because of the product’s market value. So, product market competition sets the top of the pay
level for most types of jobs in the company.
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Exhibit 11-8 shows that we have a maximum and a minimum level of pay for a particular
class of jobs. So labor market competition sets the bottom of the range, and product market
competition sets the top of the range. Remember, though, that this is a simplified example
—there may be other factors involved as well.
Exhibit 11-8 Pay Levels

Benchmarking Pay Survey Data
Next, we look at benchmarks from the pay survey data that we reviewed earlier and put
those benchmark jobs into the pay level where they belong (the blue dots in Exhibit 11-8).
Once we place some benchmark jobs in a plot of our pay levels, we can get a market pay line
(sometimes called a pay curve)—a line that shows the average pay at different levels in a
particular industry (see Exhibit 11-9). We use the benchmarks to see whether or not what
we are doing is OK. If the range is correct, we have successfully created a pay level; if not,
we have to figure out what is wrong with our range.
After going through this process for a particular pay level, we end up with a rate range,
which provides the maximum, minimum, and midpoint of pay for a certain group of jobs. Once
the range is created, we can go in and add to the range any other jobs that are at
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approximately the same level based on our earlier job evaluations.
Rate range The maximum, minimum, and midpoint of pay for a certain group of jobs

Exhibit 11-9 Pay Structure
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Pay Structure
So we have figured out our first pay level. So what do we do now? Job structure and pay
level design are the last pieces that we need in order to put together a complete pay
structure for our organization. How are we going to accomplish this? Let’s review the
process.
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LO 11-7
Briefly describe the concept of a pay structure, including broadbanding and delayering.

Stacking Pay Levels and Evaluating
We start to lay pay levels out next to each other, creating a pay dispersion.103 Again, look at
Exhibit 11-9. We take our first pay level and put it down: bottom, midpoint, and top. The
bottom of the range for the first level will probably be near minimum wage in most cases.
Then our second tier will start, and beyond that will be the third and the fourth, and so on.
Notice that the ranges overlap each other in Exhibit 11-9. Why do they overlap? What
would happen if each pay level started with its minimum pay rate at the maximum rate of
the previous level? Would we have any room to pay people differentially in a particular
level? Take a look at the market pay line. It would have to go exactly through the corners of
each pay level if the levels didn’t overlap. That doesn’t give us much wiggle room on which
to base people’s pay rates, does it? So the major reason for the overlap is to give the
company some flexibility in each person’s pay within a particular pay level.
Once we set up our pay levels, we can actually plot the real pay levels for people in the
organization. These are indicated in Exhibit 11-9 as black dots. We identify where people
fall within the pay structure, and we will sometimes see that we have someone plotted
outside our pay-level ranges—either too high or too low. Individual pay rates that fall
outside our pay range on the high side are called red-circle rates (red dots in Exhibit 11-9),
and those that are lower than the bottom of the pay range are green-circle rates (green dots
in Exhibit 11-9). If we find a green-circle rate for an individual, the correct thing to do is to
raise the individual’s pay to at least the minimum for that pay level, because we are not
paying them fairly for their skill set.104
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Work Application 11-15
Select an organization. Identify the rate range for a category of jobs.

But what should we do about a red-circle rate? We probably won’t cut someone’s pay, but
we will not be able to pay them any more unless they move up to a higher skill level, and
therefore a higher pay level. For instance, if our welder is making $24 per hour, the
maximum for his pay level is $20, but he wants a pay raise and hasn’t had a one in several
years, we may have to tell him no. However, we can also tell him that if he is willing to
become a supervisor over other welders, he can get the chance to raise his pay rate because
the skill level for a supervisor is higher than that of a welder.
Understanding pay levels and our pay structure allows us to provide good answers to our
employees about why their pay is set at a certain level. If a worker decides to become a
supervisor, that employee is worth more and we can pay more. So we are able to tell the
employee, “The job isn’t worth any more than what you are being paid,” instead of saying,
“You are not worth any more than that.” It also gives us leverage to get good workers to
consider becoming supervisors or managers if we tell them, “If you want a pay raise,
become a supervisor.”

Delayering and Broadbanding
A trend over many years now has been to lower the number of pay levels using one of two
options—either delayering or broadbanding. Delayering is the process of changing the
company structure to get rid of some of the vertical hierarchy (reporting levels) in an
organization. On the other hand, broadbanding is accomplished by combining multiple pay
levels into one.105 What is the benefit of combining levels either vertically or horizontally in
this way? Is it that we can make bigger groups, and bigger is always better? Well, bigger
isn’t always better, but in this case it may be. When we lower the number of pay levels that
we have to deal with, we make the process simpler. It takes a long time to create, maintain,
and evaluate 20 pay levels, when instead we can have just 5 broadbands. It also allows us
more capacity to reward outstanding performers. Because we have taller and wider levels,
we can move them up way more while staying within the boundaries of the pay level.
Delayering The process of changing the company structure to get rid of some of the vertical hierarchy
(reporting levels) in an organization.

Broadbanding Combining multiple pay levels into one

Take a look at what happens to our pay structure in Exhibit 11-10 when we convert it into
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a broadband pay structure. The new broadband pay structure combines the first two pay
levels, the third and fourth level, and finally the fifth and sixth, making three levels instead
of six. This causes our red- and green-circle rates to disappear. It also gives us greater ability
to adjust the pay of people based on their performance and ability. Finally, it lowers the
administrative burden of maintaining the compensation system. For these reasons,
companies may have broadened the pay levels that they use. It is fairly easy to see why it
would be easier to work with just 5 pay levels rather than 20. It just takes much more
management time to administer the larger number of levels. However, recent research
showed that only about 3% of companies worldwide are actually using some form of
broadbanding.106
So when we are done with our pay structure, we will have created that hierarchy of jobs
that we mentioned earlier—from lowest to highest. And as you have probably already
guessed, much of this work is now done using computers. Once the HRIS have the
necessary data, we can create most of our pay structure using existing company
information. The computer models will identify the outliers for us. In many cases, the
HRIS can identify the market pay line and provide other compensation information, too.
We can see very quickly if we have a whole bunch of employees in level 3 and also see that
they are all getting almost the highest possible pay for that level. From this information, we
can analyze why this may be happening and figure out whether the pay scale needs to be
changed in some manner. HRIS are very valuable tools for job structure analysis.
Exhibit 11-10 Broadbanding of Multiple Pay Levels
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Trends and Issues in HRM
What compensation trends and issues do we see in organizations? One continuing trend is
toward classifying individuals as independent contractors instead of as employees. And
gender equity in pay continues to elude most organizations, even though awareness is at an
all-time high. Let’s look at these issues in a little more depth here.
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LO 11-8
Briefly discuss the issues of independent contractors versus employees and the problem of the gender–wage
gap.

Designation of Independent Contractors Continues to Be an
Issue
Earlier, we discussed the trend toward more on-demand workers, and companies continue
to create more independent contractor relationships and fewer employer-employee
relationships as part of this trend. While some of these contract relationships are absolutely
legitimate, many have been set up to intentionally avoid an employee relationship and all of
the associated record-keeping and legal issues.
11-1 Self-assessment
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Compensation Management Satisfaction
This exercise is also a good review of the chapter, as it uses most of the important concepts. Select an
organization that you work or have worked for and select your level of satisfaction with each of the
following parts of the compensation management system, on a scale of 1 to 5.
1 2 3 4 5
Not satisfied

Satisfied

_____ 1. Base pay
_____ 2. Wage and salary add-ons
_____ 3. Incentive pay
_____ 4. Benefits
_____ 5. Meeting expectancy theory
_____ 6. Meeting equity theory
_____ 7. What the firm actually pays based on its ability to pay
_____ 8. Pay for performance versus longevity
_____ 9. What the firm pays based on being below, at, or above market-level pay
____ 10. Wage compression
____ 11. Pay secrecy
____ 12. Meeting the Fair Labor Standards Act
____ 13. Pay equity and comparable worth
____ 14. The system used for job evaluation
____ 15. Job structure
____ 16. Pay levels
____ 17. Benchmarking
____ 18. Pay structure
____ 19. Pay raises
____ 20. Benefit increases
_____ Total the points and place the score on the continuum below.
20 30 40 50 60 70 80 90 100
Not satisfied

Satisfied

The higher the score, the greater your level of satisfaction with the compensation management system of the
organization. However, to most employees, what really matters most is answers to questions regarding their
own pay and benefits (compensation), and we all are more satisfied when these increase.
Think about the people you worked with as a group. You can select the group’s level of satisfaction with
each question. Would their answers vary from yours? Would the satisfaction level vary by the level in the
organization—among executives versus nonmanagers, by department, or among other groupings?

Why are companies so intent on moving toward independent contractor relationships? One
reason for the shift is to maximize organizational flexibility. In many cases, the relationship
with independent contractors can be severed much more easily than those with employees.
If there is no long-term contract, the company can release the contractor immediately on
completion of whatever job is currently being done. Another reason for maintaining this
type of arms-length relationship is that it can save the company from significant costs.
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Compensation of an independent contractor is much simpler than compensation of
employees. In the contract relationship, the company pays the agreed-upon amount on the
contract, and there is no need to calculate hours, minimum wage, overtime, benefits costs,
health care insurance eligibility, or any other compensation factors. They also do not have
to pay federal (social security and other) taxes or state mandated (unemployment, workers’
compensation, etc.) taxes on employees and other potential costs. All of those requirements
fall to the contractor to manage.
Employers may think that it is easy to make an employee into a contractor, but
independent contractors must be truly independent of the company’s control. According to
the IRS website, “The general rule is that an individual is an independent contractor if the
payer has the right to control or direct only the result of the work and not what will be done
and how it will be done” (emphasis added).107 The US Supreme Court identified an
“economic realities” test to help determine whether or not a case is dealing with an
employer-employee relationship:108
1. The extent to which the work performed is an integral part of the employer’s
business.
2. Whether the worker’s managerial skills affect his or her opportunity for profit and
loss.
3. The relative investments in facilities and equipment by the worker and the employer.
4. The worker’s skill and initiative.
5. The permanency of the worker’s relationship with the employer.
6. The nature and degree of control by the employer.
Most everyone has by now heard of the ongoing dispute between the ride-sharing service
Uber and the federal government concerning whether or not Uber drivers are independent
contractors. At last count, there were more than a dozen lawsuits on this single issue. In one
case, a federal judge rejected a proposed settlement for $100 million because the deal
“undervalued” potential claims.109 The government wants to show an employee
relationship because, if they can, they receive more in the form of taxes on those employees’
wages. And drivers suing Uber want to be employees because of the worker protections
involved under the FLSA and other federal and state laws. Of course, Uber wants to
maintain the independent relationship so that the company doesn’t have the internal costs
associated with collecting and delivering those tax costs to the federal (and state)
government. HR managers will need to follow these cases as they progress through the
courts as the decisions will significantly affect the ability to identify independent
contractors in the future.
Lyft uses contractors as drivers. Drivers’ compensation depends on how often they choose
to work; however, the company does not provide benefits to drivers.
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Mike Coppola/Getty Images for Lyft
Even though the DOL has recently pulled back on previously issued guidance concerning
the employee versus independent contractor designations, employers need to be aware of,
and concerned with their use of such identifications. Intentionally misclassifying of
employees as contractors is similar to calling an individual exempt under the FLSA when
that worker is nonexempt by current laws. It is unethical and illegal to intentionally
misclassify individuals to avoid paying them what would reasonably and ordinarily be due
them in their relationship with the company, and it carries the same penalties as other
FLSA violations should the employer get caught.

The Stubborn Gender–Wage Gap: Can It Be Fixed?
According to Fortune magazine, “Gender parity in wages still has a long way to go.”110
Research backs this up. Sex differences in total rewards in the workplace were 14 times
larger than sex differences in performance evaluations,111 according to one study. Even
though the pay gap is likely the smallest it has been since about 1960, evidence still shows
that women make about 79% of what men do on average across all industries in the United
States.112 Why is this wage gap so stubborn?
Some of the gender–wage gap can be explained away based on a number of factors other
than discrimination. For instance, it is true that women leave the workforce more often
than men and that women tend to be absent more when employed than their male
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counterparts. There are logical reasons for these facts, including the fact that women still
tend to be the primary care giver to children in a family; but they are still facts. However, at
least some of the difference appears to still be an inherent bias in companies toward paying
men more than their female counterparts. Some states have begun to pass laws that limit
the ability for companies to exhibit such biases. For instance, Oregon recently passed a pay
equity law that provides for “two years of back pay at the employee’s regular rate of pay,
compensatory and punitive damages, and attorney fees”113 to an employee who wins a fair
pay claim against their employer; and California passed a law that required comparable pay
for “substantially similar” work—which significantly expands the ability of an employee to
claim unfair wage discrimination.114
Companies are taking notice. According to HR Magazine, “Pay equity has become a top-ofmind concern for employers nationally as a result of California’s new gender pay equity law
and similar legislation in New York and elsewhere.”115 Pay equity is not just a US issue
either. Countries as varied as Iceland, New Zealand, Canada, and Singapore are discussing
the issue and passing gender equity laws.116 But not enough seems to be getting done.
So what can be done to mitigate the problem? Government rulemaking can go only so far.
In some cases, it appears that there has been some overreach on the part of federal—and
maybe state—agencies, which will probably not help the situation very much. Google
recently pushed back when the DOL demanded information that the company claimed
would cost more than $1 million to gather on a contract that paid them only $600,000.117
That argument is still being litigated as this is written. But good companies, including
Google, say that they want to do something to minimize the gap. The monitoring of the
problem and enforcement of solutions will almost always fall to the HR department for
implementation in such situations. HR leaders can maintain records of initial salary
negotiations and ultimately of offers, manage and evaluate any compensation increases over
time, and complete pay audits on a periodic basis. If unexplainable disparities are found
during the various analysis efforts, HR needs to make recommendations to senior
management to correct any problems by adjusting compensation components as needed.
Pay disparity is a fact. Consistent vigilance is the only way to combat this historically
stubborn issue.
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Chapter Summary
11-1 Identify the components of a compensation system and describe how
expectancy and equity theories apply to compensation.
Components of compensation include the following four items:
1. Base pay, either an hourly wage or salary. Base pay is frequently a major decision
factor for most employees in deciding to accept the job.
2. Wage and salary add-ons. These include overtime pay, shift differential,
premium pay for working weekends and holidays, and other add-ons.
3. Incentive pay for performance. Incentives give workers strong reasons to perform
above the standard.
4. Benefits. This is indirect compensation that provides something of value to the
employee. Benefits cost the company money even though they aren’t direct
compensation.
Expectancy theory (Motivation = Expectancy x Instrumentality x Valence) says that
employees expect to put forth some form of effort at work and believe they can
accomplish the task or objective (expectancy). This effort is expected to result in
some level of performance resulting in some type of reward (instrumentality). The
reward has to be significant (valence) to the individual; and as long as it is, the
employee will continue to put out effort to get the reward.
According to equity theory, people compare their inputs (the things they do in the
organization) and outcomes (the things that they receive from the organization) to
those of relevant others. But it’s their and others’ perceived inputs and outcomes that
employees compare, not necessarily actual inputs and outcomes. If employees believe
that there is inequity, they will change their work behavior to create equity.
Employees must perceive that they are being treated fairly, relative to others.
Compensation is obviously a large part of the perceived outcomes.
11-2 Identify the seven basic issues that make up the organization’s compensation
strategy.
1. Ability to pay. This is an honest assessment of how much we can afford, or are
willing to afford, in order to compensate our employees.
2. Types of compensation. This refers to the mix of the four basic components of
compensation—base pay, wage add-ons, incentives, and benefits—that we
employ. We must divide available funds among the components.
3. Pay for performance or longevity. Will we pay people based on organizational
loyalty/tenure, or will we pay based on performance in their jobs?
4. Skill- or competency-based pay.
5. At, above, or below the market. What will our general pay structure look like,
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and why?
6. Wage compression. This lowers the pay differential between long-term and
newly hired employees.
7. Pay secrecy. Will we utilize pay secrecy clauses in employment contracts? Pay
secrecy may allow us to hide actual wage inequities from employees, but it has
the potential to create dissatisfaction and demotivation.
11-3 Discuss the three major provisions of the FLSA and the penalties for
misclassification of employees.
1. Minimum wage rates identify the lowest hourly rate of pay generally allowed
under the FLSA. There are many exemptions; but if a person is nonexempt,
minimum wage will apply.
2. Overtime rates are also required for persons who are nonexempt. However,
there are different exemptions for overtime than there are for minimum wage,
so HR managers must check the law to determine who will have to be paid
overtime.
3. Child labor requirements within the FLSA identify the jobs and allowable
working hours for individuals between 14 and 18 years old. Sixteen- and 17year-olds can be employed only in nonhazardous jobs, but their work hours are
unrestricted. However, 14- and 15-year-olds can work only outside school
hours, and the jobs that they are allowed to do are limited to retail and other
service positions. They may not work overtime.
The employer can personally be criminally prosecuted and fined up to $10,000 per
misclassification infraction. There is no maximum limit to the allowable fines, so
fines in the millions of dollars have been assessed in the past. A second conviction can
result in imprisonment. Employers who willfully or repeatedly violate the exemption
rules may be assessed civil penalties of up to $1,100 per violation. For child labor
violations, the civil penalty can be up to $11,000 per worker for each violation and
can go to as much as $50,000 or even $100,000 if the violation causes the serious
injury or death of an employee younger than 18 years old.
11-4 Briefly describe the concept of comparable worth and highlight the other
legal issues in compensation.
Comparable worth is similar pay for similar work, which is different from equal pay
for equal work. The concept of comparable worth holds that if we can compare your
job with that of another person and they are similar, we should pay you a similar
wage, which makes this concept much broader than equal pay. The biggest problem
with comparable worth from a legal standpoint is how to legislate the value of a job
while taking supply and demand into account.
Other legal issues besides the FLSA and comparable worth include:
The NLRA
Social Security
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Workers’ compensation
Unemployment insurance
Family and Medical Leave Act (FMLA)
Patient Protection and Affordable Care Act (PPACA)
Employee Retirement Income Security Act (ERISA—mandatory for employers
who offer pension plans)
Health Insurance Portability and Accountability Act (HIPAA—mandatory for
employers who offer health insurance)
11-5 Identify the three types of job evaluation and discuss whether they are more
objective or subjective in form.
1. The job-ranking method is simply the process of putting jobs in order from
lowest to highest or vice versa, in terms of value to the company. However, it
has limited usefulness because it is subjective.
2. Point-factor methods, on the other hand, attempt to be completely objective in
form. They break a job down into component skills or abilities, known as
factors, and then apply points to each factor based on its difficulty.
3. The factor comparison method combines the job-ranking and point-factor
methods to provide a more thorough form of job evaluation. It identifies
benchmark jobs, and then analyzes and rank-orders them. We then compare all
other jobs in the organization to the benchmark jobs to determine where each
one fits in the rankings.
11-6 Briefly describe the concepts of job structure, pay levels, product market
competition, and labor market competition.
The job structure is what gives us a job hierarchy. The job hierarchy is the
stacking of the jobs in the organization from the lowest (simplest) to the
highest (most complex) levels.
A pay level (frequently called a pay grade) will be made up of several different
jobs. Pay levels provide a framework for the minimum and maximum pay for a
particular group of jobs in the organization. Pay levels are then laid out one
next to another in order to create the entire pay structure for the company.
Product market competition sets the top of a pay level. We can pay someone
only as much as we can recover from a customer when we sell our goods or
services. We can’t pay more than the value added to the product or service by
the labor. Together, product market and labor market competition identify the
maximum and minimum rates of pay for a particular group of jobs in a pay
level.
Labor market competition sets the bottom of a pay level. We have to compete
with other companies to attract labor; and if we don’t pay enough, we will be
unable to attract the workers we need. So we compete in the labor market for
available workers.
11-7 Briefly describe the concept of a pay structure, including broadbanding and
delayering.
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A pay structure is created by laying out our pay levels, one next to the other. The
entire group of pay levels creates the pay structure. Benchmark jobs can be plotted on
the pay structure to get a market pay line—a line that shows the average pay at
different levels in a particular industry. Once pay levels are set, we can actually plot
employee rates of pay on the pay structure to see if any are plotted outside our paylevel ranges, either high or low. Individuals who fall outside our pay range to the high
side are paid red-circle rates, and those who fall outside low are paid green-circle rates.
Each of these rates should be reviewed and corrected if necessary.
Broadbanding lowers the number of pay levels that a company administers by
combining multiple pay levels into one. Lowering the number of pay levels makes the
process simpler. It takes a long time to create, maintain, and evaluate many pay
levels; but instead, we can have just a few broadbands. Because pay bands are wider
and taller under broadbanding, the company also has more flexibility in pay rates for
individuals who are overperforming or underperforming. Broadbanding may also
cause most red- and green-circle rates to disappear. Delayering also lowers the number
of pay levels, but it does so by getting rid of layers of vertical hierarchy in the
organizational structure.
11-8 Briefly discuss the issues of independent contractors versus employees and
the problem of the gender–wage gap.
Companies are using more independent contractors to maintain maximum
organizational flexibility, and in some cases at least, to lower costs associated with
maintaining employees. Costs include the need to calculate hours, minimum wage,
overtime, benefits costs, health care insurance eligibility, or any other compensation
factors. They also do not have to pay federal (social security and other) taxes or state
mandated (unemployment, workers’ compensation, etc.) taxes on employees and
other potential costs. The gender–wage gap continues to stymie governments and
companies. Evidence still shows that women make about 79% of what men do on
average across all industries in the United States. Some of the gap can be explained
based on legitimate factors, but some can’t. Individual states and local governments
are starting to pass wage equity laws, which makes it more difficult for companies to
manage widespread operations, so pay equity has become an executive concern. HR
leaders need to maintain records of initial salary negotiations and ultimately of offers,
manage and evaluate any compensation increases over time, and complete pay audits
on a periodic basis. If unexplainable disparities are found during the various analysis
efforts, HR needs to make recommendations to senior management to correct the
problem.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. ________ is the total of an employee’s pay and benefits.
2. ________ includes anything that an employee may value and desire and that the
employer is willing and able to offer in exchange.
3. ________ proposes that employees are motivated when they believe they can
accomplish a task and that the rewards for doing so are worth the effort.
4. ________ proposes that employees are motivated when the ratio of their perceived
outcomes to inputs is at least roughly equal to that of other referent individuals.
5. ________ occurs when new employees require higher starting pay than the historical
norm, causing narrowing of the pay gap between experienced and new employees.
6. ________ is the lowest hourly rate of pay generally permissible by federal law.
7. ________ is a higher than minimum, federally mandated wage, required for
nonexempt employees if they work more than a certain number of hours in a week.
8. ________ is the process of determining the worth of each position relative to the
other positions within the organization.
9. ________ is a hierarchy of jobs and their rates of pay within the organization.
10. ________ provides the maximum, minimum, and midpoint of pay for a certain
group of jobs.
11. ________ is the process of changing the company structure to get rid of some of the
vertical hierarchy (reporting levels) in an organization.
12. ________ is accomplished by combining multiple pay levels into one.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you believe it is always necessary to provide incentives as part of a pay structure?
Why or why not?
2. As the HR manager, would you pay more attention to expectancy theory or equity
theory in designing your compensation system? Why?
3. If your company had promised an incentive program right before the recession of
2007–2008, and if the recession made it impossible for the company to pay
employees what they had been promised, then how would you explain this to your
workforce to keep them motivated?
4. Would you rather have higher pay or better benefits? Why?
5. Would you ever consider paying below the market rate for employees if you had
control of wages? Why or why not?
6. Do you believe that pay secrecy can ever really work in a business? Why or why not?
7. How would you approach a CEO or company president who insisted on classifying
nonexempt workers as exempt? What would you say to get the CEO to stop this
practice?
8. Do you think that comparable worth should be made federal law? Why or why not?
9. If you were the lead HR manager in your company, would you ever consider setting
pay levels by just using external pay surveys and no internal analysis? What are the
advantages and disadvantages of this?
10. As the head of HR, would you rather change narrow pay levels into broadbands? Can
you think of any disadvantages to doing so?
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Case 11-1 Discounting Everything but Compensation at
Costco
Costco has gone head to head with the likes BJ’s, Target, and SAM’s Club and has come
out the winner. Offering over 3,700 discounted household products to over 71 million
people across Asia, Spain, Puerto Rico, Mexico, Canada, and 44 states in the United States,
and like their competitors, they also offer additional services including mortgage, car, and
home insurance, as well as travel packages.(1)
Costco has proven though that there is more to warehouse stores than just low prices. So
how can Costco beat other retailers like Walmart, BJ’s, and Target, who sell similar
products and services? By having “great jobs, great pay, great benefits and a great place to
work,”(2) Costco has attracted employees who are ardent and arduous workers, who thrive
on working in a dynamic and hypercompetitive industry, who are high achievers and excel
in a team environment. So how does one then attract such superstars to one’s business?
Costco has learned that the secret to hiring the best and the brightest is not through salary
alone but by offering a superior work environment including a comprehensive benefits
package. They pay a higher insurance premium percent than their competitors toward
employees’ and include in the plan the employees’ entire family (spouse, domestic partner,
and dependents). Employees pay their portion of the premiums with pre-tax dollars,
therefore reducing their taxable income. Employees also qualify very quickly for benefits
relative to industry standards. Salaried employees receive benefits after the first month of
service while full-time/part-time hourly employees are eligible after 90/180 days of service
or 450/600 hours.
Costco’s generous benefits package includes the following:
Health care
Dental care
Pharmacy program
Vision program
401(k) plan
Dependent care assistance plan
Care network
Voluntary short-term disability
Long-term disability
Life insurance
Employee stock purchase plan
Health care reimbursement account
Long-term care insurance
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Does Costco’s strategy about superior benefits work? If one asks their employees, the
resounding answer is yes. Glassdoor.com ranks the best companies to work for based upon
benefits and compensation and obtains this information directly from the firms’ employees.
Ninety-two percent of Costco’s personnel thought CEO Craig Jelinek was doing a good
job, while 82% would want a friend to work there as well. Interestingly their benefits
package received an 88% rating, while employee satisfaction slipped to 76%. Nonetheless
the scores where high enough to rank Costco 2nd overall, just behind the megastar Google.
(3) One Costco employee on glassdoor.com’s website summed it up quite well:
The best incentive at Costco is the benefits, whether you are working full time or part time.
I paid 20 bucks a month for a $500 deductible with no co-pay. The hourly compensation
is more than fair, and I got the sense very quickly that management was eyeing the most
competent workers for advancement. . . . Great wages, benefits . . . and working for a great
company that really truly cares about their members and employees.(4)
Questions
1. What organizational processes does compensation affect and what is Costco’s
rationale for having an exceptional compensation plan?
2. What are the parts of a compensation system, and what component(s) does Costco’s
compensation system focus on?
3. What are the four basic types of compensation, and which are evident at Costco?
4. What is expectancy theory, and how does or does not Costco employ this theory
within their compensations system?
5. What are the differing types of basic wage classifications, and how does Costco
categorize their workforce by basic wage?
6. What is Costco’s philosophy about employee compensation?
7. Costco lists numerous benefits that the firm provides employees above their basic
salary. What pay rate and benefits must Costco provide their employees as required
by Federal Labor Laws?
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Case 11-2 Employee Red-Lining at CVS: The Have and the
Have Not
CVS Caremark is the second-largest drugstore chain in the United States (just behind
Walmart). It employs 286,000 people in 45 states under the CVS logo, and it operates
more than 7,600 drugstores. In 2013, CVS’s sales exceeded $126 billion, but its net income
was only around $4.6 billion, for about a 3.6% profit—about the median profit for the
industry.(1)
As would any other public corporation, CVS wanted to increase its profitability for
stockholders and regain its position as the industry leader. One method of increasing profits
is cutting operational costs, and CVS decided to do just that. It adjusted employee annual
pay raises by placing an earnings ceiling on salaries, and any employees earning the highest
hourly wage in their job classification became ineligible for a raise.
Besides the obvious cost savings, why put a “red line” on wages? The main goal was to
adjust the highest-paid employees’ compensation to the job market average and, with these
savings, provide raises to the employees who were paid below that average. The philosophy
was that as a CVS employee, one should expect lower raises (or none at all) if one is earning
much more than one’s colleagues. So once an employee reached the red line, that person
received no additional compensation.
CVS executives knew that the new compensation policy would negatively impact some of
their most loyal employees, yet the executives felt that they needed to draw a line on salaries
in order to make the most of limited compensation dollars. What they did not figure was
that the policy mostly hurt the employees who had been working there the longest. Worse,
these same employees feared retaliation if they publicly criticized the new policy. How
would it look to the other lower-paid employees (and worse, the public at large) if the
highest-paid employees complained about their lack of raises?
Nationwide, the minimum wage is set at $7.25 per hour, but the wage management
guidelines of CVS are different in most regions depending on the minimum wage in each
state. Lowest-ranked employees with exceptional skills would receive a 4.75% raise on an
annual basis if they were making minimum wage. However, if an employee with
exceptional skills in the same position was already earning $12.50 an hour, that person
would not receive a raise, having already crossed the red line.(2) With employment-at-will,
the possibility of being laid off, and a tough job market, where would these employees get
such high-paying jobs in the retail and service industries? It was better for them to keep
quiet about their pay and stay in a company that they were comfortable with.(3)
Wage rates depend on employees’ rank, and it is no secret that the CEO is going to be paid
much more than the company’s average worker. This is because the CEO job requires a
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more demanding set of skills compared to the average store job, and the workload of a
CEO is much more demanding. But if the range of compensation is so great, it may
discourage employees who are paid less.(4)
Some ethical and legal concerns arose when these same red-lined employees found out that
this new compensation policy did not seem to apply to the top-level executives. The CEO
of CVS was paid a total of $23 million in 2013, including bonuses and additional perks.
He earned a 26% raise from the previous year, and that was almost 800 times more than
the median income of a CVS employee. The red-lined employees saw an inequitable pay
situation, with the rich getting richer because they were allowed a raise while the in-store
employees had a cap on their income. The CEO’s salary package was tied to the company’s
performance, and according to CVS spokesperson Carolyn Castel, “Last year, CVS
Caremark had an outstanding year and continued to deliver strong financial results and
enhanced returns to shareholders in a challenging economic environment, performing
favorably against our peer group in several key areas.”(5)
Questions
1. Describe the pay structure and compensation system for a CVS store employee. How
might this pay structure be different from that of the CEO of the firm?
2. Define the rate range of CVS employees. How would you change the pay structure to
encourage performance, especially for red-lined employees?
3. In terms of expectancy and equity theories, describe how the red-line policy will
affect the motivation of employees.
4. In light of the red-line policy, what was CVS’s philosophy toward employee
performance, compensation, and longevity?
5. If you were CVS’s CEO, knowing that you have to reduce costs and balance
employee wages, what other measures would you take besides freezing raises for the
highest-paid employees?
6. Why would the firm implement an HR policy that it knew would negatively affect its
highest-paid employees? Did it perhaps have a hidden agenda?
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Skill Builder 11-1 Job Evaluation
Objective
To develop a better understanding of the job evaluation process

Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Technical, conceptual and design, and business skills
2. SHRM 2016 Curriculum Guidebook—K: Total Rewards

Assignment
Step 1. You decided to open a restaurant and pub, and you have five job categories:
Owner/manager: You are the owner, performing all the management functions and
also greeting and seating people as you oversee all activities.
Wait staff: They take food orders and bring food to customers.
Cooks: They prepare the food.
Helpers: They bus tables, wash dishes, help in food preparation, and bring food to
some customers.
Bartenders: They make the drinks for both the dining and bar areas.
Step 2. Using the table below, rank each job for each of the five factors commonly used in
job evaluations. Rank the jobs from 1 to 5, with 5 being the highest-ranking job and 1
being the lowest.
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Step 3. The five factors are commonly weighted since some are more important than others.
(A) In the above table in the bottom row—Factor Rank—now rank the five factors
from 1 to 5, with 5 being the most important and 1 being the least important.
(B) The five factors can also be weighted as percentages. For example, based on a
total of 100%, the highest-rated factor could be weighted at 40%, then the nexthighest could be rated at 30%, followed by 20%, and the other two at 5% each. So
also include your percentage-based weights for each factor, like in the example.
People generally will not agree on all the rankings, and that is a major reason why there is
virtually always a committee that conducts job evaluations.
Step 4 (optional due to difficulty). Assign pay values to each of the five factors and weight
them to determine pay levels for each job.

Apply It
What did I learn from this experience? How will I use this knowledge in the future?
_______________________________________________________
_______________________________________________________
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Skill Builder 11-2 Product Market Competition Limits
Objective
To develop a better understanding of product market competition limits

Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Technical and business skills
2. SHRM 2016 Curriculum Guidebook—K: Total Rewards

Assignment
Complete the math problems below:
_____ 1. Your product sells for $1,000. Materials cost $300, labor costs $300, and
overhead costs $200. What is your profit in dollars and as a percentage?
_____ 2. Your product sells for $750. Materials cost $250, labor costs $300, and
overhead costs $150. What is the profit in dollars and as a percentage?
_____ 3. Your product sells for $1,000. Materials cost $300 and overhead costs
$200. What is the maximum amount you can pay labor to make a $100 profit with a
10% return?
_____ 4. Your product sells for $750. Materials cost $250 and overhead costs $150.
What is the maximum amount you can pay labor to make a 10% profit return on the
sales price?
_____ 5. Your product sells for $800. Materials cost $300 and overhead costs $200.
What is the maximum amount you can pay labor to make a 15% profit return on the
sales price?
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12 Incentive Pay
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Learning Objectives
After studying this chapter, you should be able to do the following:
12-1 Discuss the major reasons why companies use incentive pay. PAGE 425
12-2 Identify the advantages and disadvantages of both individual and group incentives. PAGE 427
12-3 Briefly discuss options for individual incentives. PAGE 431
12-4 Briefly discuss options for group-based incentives. PAGE 439
12-5 Discuss the major reasons why incentive plans fail and the challenges involved. PAGE 443
12-6 Identify the guidelines for creating motivational incentive systems. PAGE 445
12-7 Discuss the issue of executive compensation and how the major provisions of the Dodd-Frank
Act affect the issue. PAGE 449
12-8 Briefly discuss the question of whether incentives improve performance and some options
available for incentivizing employees other than knowledge workers. PAGE 453
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Practitioner’s Perspective
Cindy reflects: Whether the economy is up or down, your star employees can always find another job. This
keeps HR departments looking for ways to keep their best employees motivated and engaged in their
positions.
One of Cindy’s colleagues, Terry, is a big advocate of incentive pay. “We need to look at ways to reward our
exceptional employees now without expanding our base labor costs into future years,” Terry said at one of
their strategy meetings. “I’ve seen evidence to support the case that employees work harder if they know
they have a fair chance of being rewarded for that extra effort.”
“Well, I’ve heard lots of complaints against incentive pay,” says Bill, another member of their department.
“I’m not sure we want to open our compensation program to those issues.”
Is incentive pay a good idea? The pros and cons plus the methods of implementation are detailed for your
consideration in Chapter 12.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
A. Employee and Labor Relations
24. Promotion
25. Recognition
26. Service awards
K. Total Rewards
A. Compensation
5. Pay programs: Merit pay, pay-for-performance, incentives/bonuses, profit sharing, group
incentives/gainsharing, balanced scorecard
15. Motivation theories: Equity theory, reinforcement theory, agency theory
B. Employee Benefits
18. Financial benefits (gainsharing, group incentives, team awards, merit pay/bonuses)

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Incentive Compensation
Chapter 11 provided an overview of compensation planning, so we now know that the HR
department typically develops pay systems1 and that compensation is an important part of
the HRM process.2 Recall for a moment the motivation theories that we discussed in that
chapter. Incentive compensation takes advantage of both expectancy theory (where the
employee expects a reward that matches their effort and performance) and equity theory
(where that individual employee evaluates their rewards against others based on the amount
of “input” effort that they provide). Incentives allow us to vary the reward based on the
individual (or group) effort put into the work process. While we briefly discussed incentive
pay in the last chapter, let’s get into some more detail on why we use incentives, what they
are, their advantages and disadvantages, and why they might be successful in motivating
our workforce.
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LO 12-1
Discuss the major reasons why companies use incentive pay.

Why Do We Use Incentive Pay?
Incentives, or variable pay, is compensation that depends on some measure of individual or
group performance or results in order to be awarded. But why do we need variable pay? Isn’t it
enough that our employees get a set amount of money each week or month in a paycheck
from the organization? The simple answer is “Not always.” So to answer employees’ often
unasked question What’s in it for me? companies develop incentive systems.3 People
respond to incentives,4 and rewards and recognition are combined to create motivational
incentive systems.5 The use of pay for performance rather than hours worked is the trend
today.6
In Chapter 11, we identified which employees fit into which pay levels. We noted, though,
that individual effort and performance levels can vary. That is why we have pay ranges in
each level. We want to be able to reward our best employees so that they feel that they are
being recognized.7 Recognition is a highly motivational tool that we will discuss in some
detail shortly.8 But pay levels only have so much flexibility built into them, so we would
sometimes like to have a tool that will allow us to provide greater rewards to the best people
in our organization. Managers like to use discretion in compensating employees.9 This is
why we create incentives.10
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SHRM
A:24
Promotion

Variable pay Compensation that depends on some measure of individual or group performance or results in
order to be awarded

What are we attempting to do when we provide employees with incentives? We are
rewarding them for their past performance, but we are doing it in the hope that they will
want similar rewards in the future and therefore will repeat the desired behaviors.11 It is
simply a reinforcement process like the one we discussed when we covered learning theories
in Chapter 7.
There is a second reason why we use variable pay in organizations. Variable pay moves
some of the risk associated with having employees (and the associated payroll costs) from
the firm to the individual. If the employee has variable pay that is tied to organizational
productivity as part of their annual compensation, and the company (and therefore the
employee) doesn’t do well in that year, the individual loses part of their pay. The company
does not have to pay out as much in compensation when the organization’s performance in
a given year is lower than expected. This effectively moves the risk associated with the
incentive payment from the organization to the employee. If all annual compensation was
provided in the form of base pay, we would still have to provide it to each employee, no
matter how well the company did in a particular year. But if we have part of the annual
compensation budget applied to variable pay, we don’t have to pay out as much in lean
years.
Our final reason for incentive pay ties into company strategy. We noted in Chapter 2 that
“HRM is a critical component of meeting organizational goals, because without the right
people with the right types of education, skills, and mind-set, we cannot expect to
accomplish the objectives that we set for ourselves.” However, we can’t get the right people
to accomplish organizational objectives without providing some incentives to do so.12
Incentive pay has to aim at the strategic goals of the organization in order to make any
sense. Remember that people will not focus on attaining goals that we don’t emphasize as
important, and we emphasize what is important by attaching incentives to the achievement
of the goal. People respond to incentives and can nearly always be guided toward goals if we
find the right incentives.13 Incentives are so important that they are one of the most
written-about topics in management.14
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Individual or Group-Based Incentives?
There are two basic choices in incentive pay—individual or group-based incentives. Groups
can be small (a work cell of three people who assemble a computer) or large (an entire
manufacturing plant or a call center), but all of these divisions are a bit artificial when it
comes to incentive pay and, in fact, even the individual and group categories may cross. So
in this text we will just divide incentives into individual or group options. You will see as
we go through our incentive pay options that a lot of incentives can work in either an
individual or a group setting. For example, bonuses have historically been provided as an
individual incentive,15 but they can and are being used as group incentives as well.16 Let’s
take a look at the advantages and disadvantages of each and when each option tends to
work best.
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LO 12-2
Identify the advantages and disadvantages of both individual and group incentives.

Individual Incentives
Individual incentives reinforce performance of a single person with a reward that is significant
to that person. What are some of the more common advantages and disadvantages of
individual incentive plans for the organization? Let’s take a look at Exhibit 12-1 for a brief
list.
Individual incentives Incentives that reinforce performance of a single person with a reward that is
significant to that person

Advantages of Individual Incentives
Makes it easy to evaluate individual employees. Individual incentive programs, if
designed correctly, make it easier to identify individual efforts. This is because
performance goals will be set at the personal level, not the group or organizational
level. If goals are reached, it will be due to individual efforts, not those of a larger
organizational group.
Offers the ability to match rewards to employee desires. Recall that expectancy theory
(Chapter 11) shows the need to reinforce individual performance levels with rewards
that are significant to the individual. Individualized incentives allow us to do this to a
much greater degree than group incentives.
Promotes the link between performance and results. Individual incentives provide a
direct link between performance levels and the rewards received—pay for
performance.17 A side benefit to this link is that we get equitable (fair) distribution of
incentives; higher incentive payments go to those who perform at a higher level.
May motivate less productive employees to work harder. Recall social learning theory:
People learn by watching the consequences of others’ behavior (Chapter 7). Less
productive employees who see others getting valued rewards for performance may be
convinced to increase their own performance levels in order to get similar rewards.
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Disadvantages of Individual Incentives
Many jobs have no direct output. We don’t have any way to directly measure results of
some jobs in organizations. We discussed this in Chapter 8 when we discussed
results-based performance appraisals. What is a measurable result on which we can
base an incentive for most managers? How about equipment maintenance personnel
or health care providers? It may be very difficult or even impossible in some jobs to
identify individual output on which we can base an incentive.
May motivate undesirable employee behaviors. If rewards are distributed based on
personal performance levels, a perception of favoritism can be created if we don’t
make clear why some are provided with greater incentives than others. Jealousy can
occur because of this perception. Jealousy can then cause other problems, such as
dysfunctional conflict or competition—and even sabotage if it is significant enough.
Another problem is that even top performers may focus only on the items that are
being measured for incentive payments. So we end up with a situation in which only
the things that are rewarded get done. Everything else may be allowed to lag.
Record-keeping burden is high. Individual incentive plans require that we keep track of
individual efforts. Supervisors must develop and maintain comprehensive records to
manage the program. This makes individual incentive programs much more time
intensive than group incentives.
May not fit organizational culture. Individual incentives may not be acceptable in
team-oriented organizations or in societies in which the culture is highly collectivist.
For example, in some Central and South American countries and in many countries
in Southeast Asia, the national cultures do not condone the rewarding of individual
efforts. In these societies, the team or group is what is valued, and therefore the team
or group should be rewarded as a whole. In these situations, individual reward
systems go against the norms of the employees and will likely cause significant
backlash if implemented.
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Work Application 12-1
Select a job. Assess the advantages and disadvantages of offering incentives for your job and whether the
criteria are met for individual incentives to be effective at motivating employees.

HRM in Action

Incentive Pay

Criteria for Individual Incentives
Individual incentive plans work best in the following circumstances:18
When there are distinct, measurable outcomes for individual efforts. If we can isolate
individual results, individual incentives can work. If not, they won’t be very effective
at motivating employees.
When individual jobs require autonomy. In some jobs, autonomy is a necessary
condition, because a group effort may just cause confusion or unnecessary conflict.
Individual effort is almost always necessary in one-to-one sales situations, for
instance. Or think about your professor. Is at least some part of teaching an individual
effort on the part of the professor?

Group Incentives
Individual incentive programs obviously work well in some cases. However, group
incentives tend to work better in a number of other situations. CEO Alan Mulally said,
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“We’re aligning compensation with the success of Ford.”19 Group incentives provide
reinforcement for actions of more than one individual within the organization. What are the
advantages and disadvantages of group incentive plans? See Exhibit 12-2 for a list.

Advantages of Group Incentives
Promotes better teamwork. Group incentives, to no one’s surprise, tend to encourage
higher levels of teamwork and group cohesiveness. They can foster loyalty and trust
between group members. Rewarding members for successfully working within the
group creates an enticement to perform in ways that improve group outcomes, not
just individual outcomes.
Broadens individual outlook. Recall the discussion of the job characteristics model in
Chapter 4. When we broaden the individual’s job by giving them more and different
things to do, we can ultimately increase motivation and productivity. By allowing
employees to see how their actions affect others, we create positive psychological
states that improve performance. Group incentives encourage this type of
understanding because the employee has to know what others are doing and how
one’s individual efforts affect each of the members of the group.
Requires less supervision. Group incentives, at least in some cases, tend to require less
supervision. This is due to the tendency for the group to police its own members
when they are not performing as well as they can. The “social loafers” in the group
will feel pressure to improve their efforts from others in the group who are
performing up to standards.
Is easier to develop than individual incentive programs. Developing incentive programs
for groups is less difficult than creating separate incentives for each individual in the
organization. We can cover entire segments of the workforce with one set of
incentives in many cases, and we may be able to design just a few different incentive
program options that will motivate most of our employees.
Group incentives Incentives that provide reinforcement for actions of more than one individual within the
organization

Social loafers Individuals who avoid providing their maximum effort in group settings because it is difficult
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to pick out individual performance

Disadvantages of Group Incentives
Social loafing can occur. Social loafers (or free riders) may be able to stay hidden
within the group while allowing others to do the majority of the group work. Social
loafers avoid providing their maximum effort in group settings because it is difficult to
pick out individual performance. This social loafing, if left uncorrected, can cause
group morale and ultimately motivation and performance to drop significantly. If
you want to learn more about social loafing, search the Internet for the “Ringelmann
effect.”
Individual output may be discounted. Individual effort and results may get “lost” in the
group. Some individuals may feel as if they are providing most of the group’s effort,
while others take a “free ride.” Therefore, they may hold back their efforts and
commitment,20 especially when the relationship with other group members is not
good.21
Outstanding performers may slacken efforts. If the group is highly cohesive and has low
performance norms, individual high-level performers may be pressured to lower their
output to conform to group norms. Peer pressure can operate on the individual
member to force them to stay within the performance boundaries of the rest of the
group.
Group infighting may arise. There might be a breakdown of communication and/or
cooperation among individuals within the group, and they might begin to compete
with each other instead of cooperating. High-performance group members may even
sanction or coerce low-performance group members to provide greater effort.
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Work Application 12-2
Select a job. Assess the advantages and disadvantages of offering incentives for your work group and whether
the criteria are met for group incentives to be effective at motivating employees.

12-1 Applying The Concept
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Individual Incentives
Identify each statement by placing the letter of its advantage or disadvantage on the line next to it.

____ 1. The HR staff offered me a few different gifts for my top performance, but I took the cash.
____ 2. The old compensation system without incentives was easier. Now I have to keep track of
everyone’s performance.
____ 3. The new incentive system will be easy for me because all my employees are sales reps and
we already keep track of each sale.
____ 4. I just do the minimum required for my job. If I want more compensation, I will just have
to produce more to earn more.
____ 5. I’m a new high school teacher, and I’m very concerned about how the administration will
assess my teaching in order to award tenure.

Criteria for Group Incentives
Group incentive plans work best in the following circumstances:22
When we need people to cooperate. When a group effort is necessary in order to
optimize an outcome or to produce organizational goods or services, group incentives
are far more powerful than individual incentives.
When individual contributions are difficult to identify. When an activity requires the
work of many individuals, all doing their part of the job, it may be difficult or
impossible to identify how important one individual’s contribution is compared to
that of others in the group. Think about a team designing software: Did the interface
engineer do more than the programmer, or vice versa? It may be impossible to tell.
When group members possess either similar or complementary skills. If group members all
have similar skill levels (think about comparable worth from Chapter 11), it may be
difficult to determine whose efforts are more significant in creating the desired
results. Similarly, if group members complement each other’s skill sets, it may be
impossible to say that one set of skills was more important than others.
12-2 Applying The Concept
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Group Incentives
Identify each statement by its group advantage or disadvantage.

____ 6. What happened? Latoya and Katie used to get along so well. Now they are constantly
bickering.
____ 7. Katrina, you are not being fair to the rest of us by not doing your fair share of the work.
____ 8. Now that we use a team-based process, the manager doesn’t check up on us like she used
to.
____ 9. By assembling the product as a team, we actually increased production by 20%.
____ 10. I know I’m the best, but none of the department members work very hard, so why should
I?
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Options for Individual Incentives
Many different potential incentive programs can be used to meet the award needs of every
individual.23 Remember, each person has to consider the incentive to be significant or it
won’t act as a mechanism to motivate that individual to increase their performance.
Because of this, sometimes the best thing to do is ask the members of the organization what
they want.24 However, some rewards have become commonplace partially because we as
managers believe that they work, at least in some cases. Exhibit 12-3 summarizes some of
the more common incentive options. In this section we discuss the individual option, while
group incentives are presented in the next section.
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LO 12-3
Briefly discuss options for individual incentives.
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SHRM
K:A5
Pay Programs

We noted earlier that individual incentives work best when we can isolate individual efforts
and when jobs require autonomy. There are six common options for individual incentive
programs that are used in a wide variety of organizational settings. Let’s take a brief look at
each of these six incentives used to reward individual employee performance.

Bonus
A bonus is a lump sum payment, typically given to an individual at the end of a time period.25
A bonus does not carry over from one period to the next. Over what type of period do we
usually provide bonuses? Generally they will be provided annually. Many companies will
call them a “seasonal bonus,” “holiday bonus,” or “year-end bonus” or something similar.
How would a bonus program have to be designed in order to motivate increased
performance? We would need to identify specific and measurable goals that the individual
could affect and a bonus that would cause the individual (assuming we are making this an
individual incentive program) to change something that they are doing to perform at a
higher level.26 If they then reached the measurable goal, they would receive the bonus.27
Bonuses can also be used at the group level but are generally considered an individual
incentive.
Bonus A lump sum payment, typically given to an individual at the end of a time period

Restaurant servers have an incentive through tipping. Darden Restaurants, which operates
Olive Garden and Red Lobster, enforces a tip-sharing policy so that servers share tips with
bussers and bartenders.
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Ineffective Bonus Implementation
Let’s look at how motivational the “year-end bonus” is in most companies—remember that
we are talking about things that are supposed to be incentives to perform at a higher level!
Three years ago, because the company was doing well, senior management decided to
provide a bonus at the end of the year to all employees. Joanna received a $3,000 bonus
based on her pay level at the time. Two years ago, she again received $3,000 at the end of
the year (because the company was doing well). The same thing happened last year, but
then this year she received no bonus. Management explained that new competitors and
technologies had hurt company performance and, as a result, there would be no bonuses
provided at the end of the year. But Joanna had worked hard all year expecting to receive
her bonus at year end. How do you think Joanna feels? Is she frustrated and demotivated?
Wasn’t a bonus supposed to do the opposite—make her feel like she wanted to perform
better?
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Work Application 12-3
Select a job. Does the organization offer bonuses? If not, how could it offer bonuses to effectively motivate
employees? Assess the advantages and disadvantages of offering bonuses at your organization. Should it offer
bonuses?

What did management do wrong? First, they provided the bonus based on a period of time,
not based on meeting a performance goal. Reinforcement theory says that variable
reinforcement works much better than fixed reinforcement.28 The end of each year is a
fixed reinforcement period. That is one error on the part of the managers. What else did
they do wrong? What individual goal did they base the bonus on? They didn’t base it on
individual results but on company performance, so the employees most likely did nothing
different than they had done in the past. In addition, the individual employees most likely
have no idea how to affect the overall performance of the company because nobody
explained the relationship between their actions and organizational success. Third, because
the bonus had been provided on the fixed schedule, as soon as management provided it to
the employees twice, the employees started to expect it. It became an entitlement, or
something that they felt the company owed them because it had been provided in the past.
As soon as the bonus became an entitlement (you owe me), it ceased to motivate any
additional performance on the part of employees. This is historically how most companies
use a bonus payment. And if we use it this way, it just becomes an expected part of your
annual pay.

Effective Bonus Implementation
However, to use a bonus as it was originally designed and should be used, what should we
do? We create a specific, measurable, and attainable goal that the individual has control
over and communicate that goal to the employee. The goal is continuously measured
during the performance period, and that measurement is communicated to the employee so
they know where they stand. When the individual meets the goal, the bonus payment is
provided—immediately, not at the end of the year.29 The reward is applied for doing more
than was required—it was a bonus! Now, the bonus can act as an incentive to perform. So
the biggest problem with a bonus as an incentive is in allowing it to become a time-based
entitlement instead of a performance incentive.
In the global competitive environment, many businesses are giving bonuses effectively to
keep valuable employees from leaving for other companies. Most bonuses of this type will
typically be paid out over several years based on performance goals. Technology companies
are closely looking at their top 10% of performers and asking themselves, Are they locked in?
What can we do to keep them? Google awarded a $5 million bonus package to a top engineer
to keep him from leaving for a job with a start-up firm.30
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Commissions
Commissions are well-known incentive tools for sales professionals. A commission is a
payment typically provided to a salesperson for selling an item to a customer and is usually paid
as a percentage of the price of an item that is sold. If you sell a $100 product and you are
on a 10% commission, you would receive $10 for that sale. Salespeople sometimes work on
straight commission, where they only get paid when they sell an item, or they can be paid a
salary plus commission, where they receive a lower salary and it is supplemented by
commissions on sales. Commissions can also be used at the group level in some cases. In
general, commissions are good individual incentives to sell.31
Commission A payment typically provided to a salesperson for selling an item to a customer

Real estate agents are paid on commission. It takes the right type of employee to be
successful on commission pay.

Daniel Acker/Bloomberg via Getty Image

Ineffective Commission Implementation
Are commissions sometimes ineffective as individual incentives? If not implemented
correctly, they can certainly be unproductive and maybe even harmful. The salesperson
may ignore the customer’s needs or desires in order to sell something that makes the
salesperson more money. If the salesperson gets the customer to buy something they didn’t
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really want, it may harm the long-term relationship between the company and the
customer. The company can also create too much competition within the sales force if the
commission structure isn’t set up right. We may create dysfunctional conflict among
members of the sales force or even motivate one salesperson to sabotage another in order to
make the sale themselves.32 Overall, however, commissions are a strong incentive to
perform well in a sales role.

Effective Commission Implementation
In order for a commission incentive program to work, it must provide a significant return
to the salesperson who is successful in selling to the customer, but it also has to provide a
disincentive to harm the customer, or the company, to make a “quick sale.” You may have
noticed that more automobile dealerships are now using customer satisfaction surveys after
a customer buys a vehicle.33 What they are trying to do is determine whether the
salesperson may have done anything to damage the long-term relationship between the
customer and the company. In some cases, dealers are even making customer complaints
part of their commission structure so that if a salesperson gets too many complaints, part of
their commissions will have to be reimbursed to the dealership.

Merit Pay
The next incentive option is called merit pay. Merit pay is a program to reward top
performers with increases in their annual wage that carry over from year to year. Merit pay is
different from most other individual incentives in that if an individual gets merit pay
increases consistently over time, their annual pay can become significantly greater than that
of others who do not consistently get merit increases.34
Merit pay A program to reward top performers with increases in their annual wage that carry over from year
to year

Merit pay works as follows: The company announces a “merit pool” available for pay
increases in a given period, usually annually. The merit raises will be given to the top
performers in the company based on performance evaluations. Frequently, individuals who
receive either outstanding or excellent marks will get merit increases above the average,
while average performers will get a lower raise, and those who receive below-average marks
will get no raise at all.
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Work Application 12-4
Select a job. Does the organization offer commissions? If not, how could it offer commissions to effectively
motivate employees? Assess the advantages and disadvantages of offering commissions at your organization.
Should it offer commissions?

Ineffective Merit Pay Implementation
There are some significant potential problems in using merit pay as an incentive. The first
issue is that merit pay is typically a very small percentage of the individual’s total pay,
which makes it very difficult to use it as a motivator to perform. Remember that people
need to feel that the reward is “significant” to them in order for it to motivate. In many
cases, merit raises may amount to only an extra 1% of pay in any given year. Many
employees won’t consider this significant.
Another major issue is inflation of the performance appraisal process. If the company does
not set limits on how many employees can be judged as outstanding or excellent, and
supervisors know that a pay increase is attached to the individual’s performance rating,
nearly everyone tends to become outstanding or excellent.35 While we know this is not
true, the supervisor doesn’t want to be the person to keep someone in their department
from getting a pay raise. Also, when you limit the number of people who can get a merit
raise in any given year, sometimes the manager rotates who will get merit pay, rather than
rewarding the best performers, to keep the majority happy.
In order for merit pay to be valuable as an incentive, it must be significant, which means it
must be more than 1% of the employee’s pay. However, there is another problem here.
Remember that merit pay increases the individual’s pay from one year to the next and it
carries forward, so if merit pay is 5% to 10% instead of 1% to 2%, we can end up with
employees who break right through our maximum wage for a specific pay level very
quickly. If we had a pay level (from Chapter 11) that began at $12 per hour and went to
$16 and an employee was hired with a base pay of $12, they could “max out,” or reach $16
per hour, in only 3 years if they received a merit raise of 10% each year. So merit pay is
difficult to use as an incentive to perform at a higher level.
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Work Application 12-5
Select a job. Does the organization offer merit pay? If not, how could it offer merit pay to effectively
motivate employees? Assess the advantages and disadvantages of offering merit pay at your organization.
Should it offer merit pay?

Effective Merit Pay Implementation
Merit pay is one of the most frequently used individual incentive programs in companies,
and it can be used in some team-based situations as well.36 It requires that we pay attention
to some details though. The first and probably most important item that HR needs to
develop for a merit pay program is material that communicates the value of merit pay over
time. We need to communicate that even what would normally be considered a small
incentive can become a significant boost to an individual’s pay when they are judged to
have merit over several years. For instance, if we have a merit raise each year of only 2%,
because of compounding, this becomes an additional permanent increase in the pay of an
individual employee of nearly 10.5% above cost-of-living increases if received for 5 years.
Over the employee’s entire work life, this will make a huge difference in total wages earned.
So HR needs to communicate the value of merit pay better than has historically been the
case.
Secondly, we only want to reward true top performers with merit pay. If we do so, this
means that those who are rewarded are truly recognized as having exceptional ability, and it
also means that limited amounts of merit pay cash can provide a larger merit increase to
those who deserve it. Alternately, if we provide all employees with merit raises, the pool of
funds must be spread out among everyone, and the small amount of the supposed “merit”
increase doesn’t amount to much. Let’s look at a quick example.
If your company has 1,000 employees and the annual payroll is $60 million, and the
leadership decides to provide a 2% merit pool for the coming year, that is $1.2 million in
available dollars for merit increases. If we spread that money evenly over all 1,000
employees, each employee receives an increase in pay of about $100 per month. However,
if we truly identify the individuals who are meritorious and limit our payout to the top
30% of the employee group, each individual receives an average merit raise of about $350
per month. Most of us would consider an extra $350 per month to be significant, while
$100 is probably not significant to many of us. So if we give “all As” to our employees and
say that everyone is meritorious, our actual top performers are demotivated because their
efforts aren’t being recognized, and nobody in the employee group considers the reward to
be significant because it is too small to make much difference in their lives.

Piecework Plans
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Piecework or piece-rate plans are among the simplest forms of compensation, and they can
act as an incentive to produce at a higher level because the more workers produce, the more
they get paid. In a “straight piece-rate” compensation system, the employee gets paid for
every “piece” that they complete. If they are faster than the average, they can make more
money than other employees.37 A “differential piece-rate” system (sometimes called a
Taylor plan after Frederick Taylor of scientific management theory fame) provides the
employee with a base wage to complete a certain amount of work, and if they produce
more than the standard, a differential wage is paid for the extra pieces produced. In either
case, the employee is being paid for increased speed. Take a look at Exhibit 12-4 for an
example of a piece-rate system.

Ineffective Piecework Implementation
Are there any problems associated with a piecework incentive program? There is an obvious
one—quality.38 If we pay employees “by the piece,” they may make lots of pieces with lots
of quality problems because they are trying to work too fast and not paying attention to
how well they are doing the work. So quality is an issue in a piece-rate system. There may
also be a problem in determining where the standard is going to be set for a differential
piece-rate system, and there are other potential problems.

Effective Piecework Implementation
However, in some situations, a piecework plan can be an incentive to produce at a faster
rate. The obvious answer to potential quality problems is to set clear standards that each
piece must meet to be accepted and paid for. Thus, if the employees don’t do a quality job,
they don’t get paid. Clear standards tell the employee what they need to do in order to
benefit from the piecework pay schedule. If they will not be given credit for items that
don’t meet quality standards, they need to know this up front. If they will have to rework
any items that aren’t correct, they need to know this, too. They also know that they don’t
have to “hit a moving target” if the standards are clear from the beginning—that the
company isn’t going to just lower the amount paid per piece in order to pay the employees
what they have always been paid.
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Work Application 12-6
Select a job. Does the organization offer piecework? If not, how could it offer piecework to effectively
motivate employees? Assess the advantages and disadvantages of offering piecework at your organization.
Should it offer piecework?

The other key to effective piecework plans is feedback. Employees need to know how they
are doing as they go through the workweek. In some cases, they may see that they are not
meeting their own goals of performance and pick up the pace, and in others, they may see
that their performance is producing a desired result. Many people expect that once the
employee reaches a level of production that provides them with an acceptable wage, they
will slow down, but there is very little evidence that this occurs in more than isolated cases.
Feedback gives the employees information about the “significant reward” that they seek and
can motivate continued performance—just as expectancy theory shows.

Standard Hour Plans
Standard hour plans are used quite a bit in some types of service work. In a standard hour
plan, each task is assigned a “standard” amount of work time for completion.39 Generally,
this time will be shown in a standard-hour manual. The individual doing the job will get
paid based on the standard time to complete the job, but good workers can frequently
complete the work in less than the standard amount of time. If they do, they can get paid
for an hour of work while working less than an hour of time. Take a quick look at Exhibit
12-5 for two examples of a standard hour plan. In many cases, good service employees can
do better than the standard most of the time, so they get an incentive to work faster.
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Ineffective and Effective Standard Hour Implementation
Like the piecework plan, standard hour incentives can cause quality problems. So most
standard hour plans also require that if there are any quality problems, the job has to be
redone; the worker must do the rework for no additional pay. This is one way to make sure
that speed doesn’t create poor quality. Standard hour plans, like most individual incentive
programs, can be used for groups if the group is responsible for completion of the work.
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Standard hour plans are used heavily in automotive and heavy equipment repair and in
other areas, like heating and air-conditioning services. The biggest challenge with standard
hour plans is creating the manuals showing the allowable time for a job. We have to have a
large baseline measuring the amount of time necessary to perform specific tasks in order to
figure out the average time needed to do a particular job. We can only do this in jobs where
the same task is done many times in a year. We also need to keep an ongoing record of the
actual times to do the jobs so we can adjust the standards accordingly and not over- or
underpay for each job.
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Giving Praise and Other Nonmonetary Incentives
People work for money, so financial rewards are critical, but just as important is recognition
for the work we do.40 Employee recognition leads to profits,41 so both financial and
nonfinancial rewards and recognition are important to motivate employees to meet
objectives and put their ideas into practice.42 Nonmonetary recognition can come in many
forms (e.g., service awards), but evidence says that honest praise is one of the most effective
motivational tools that management has at its disposal.43
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Work Application 12-7
Select a job. Does the organization offer a standard hour plan? If not, how could it offer a standard hour
plan to effectively motivate employees? Assess the advantages and disadvantages of offering a standard hour
plan at your organization. Should it offer a standard hour plan?

Ineffective Recognition Implementation
Wait just a minute! Service awards—things like Employee of the Month—are motivators?
How often is an award such as employee of the month just rotated among the employees? In
such a case, is it a motivator, or is it a joke? It is a joke if not used correctly, because
everyone knows that there are no criteria that the employee must meet in order to become
“employee of the month.” So how do we make an employee-of-the-month award a valuable
incentive?

Effective Recognition Implementation
Remember that recognition is a powerful incentive, so we need to use it effectively to
motivate our employees. In order for this type of recognition to mean something, there has
to be a specific set of criteria that must be met in order to receive the recognition. The
employee has to do something extra, above what others do, in order to be recognized.44
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Service Awards

How many of you have seen a military awards ceremony at which service members receive
meritorious awards? Why do military services all over the world perform these ceremonies?
It takes a lot of time and man-hours to do so. The ceremonies are carried out to recognize
special efforts by service members, because the officers in charge know that other service
members will see such ceremonies and (through social learning!) determine that they can
perform at a higher level in order to also receive an award.
If service awards have strong requirements for eligibility, they can become a powerful
motivational factor in any workforce. So if our company has an employee-of-the-month or
-year program, it needs specific and measurable criteria, clearly communicated to the
workforce, that require performance above the company’s standards in order to be eligible
for the award. If this is done, these awards can become excellent motivators.
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Praise as Recognition
Empirical research studies have found that feedback and social reinforcers (praise) may have
as strong an impact on performance as pay. Tom Gimbel, CEO of LaSalle Network and
one of the INC. “Best Workplaces 2016,” believes this wholeheartedly. He constantly talks
with his employees, and says “I may say the wrong thing sometimes, but I’m never going to
have somebody leave here for something I did not say. People want to be appreciated.”45
Praise actually works by boosting levels of dopamine in the brain, a chemical linked to joy.
In the 1940s, a survey revealed that what employees want most from a job is full
appreciation for work done. Similar studies have been performed over the years with little
change in results. Employees want to know that their organization values their
contributions and cares about their well-being.46 Giving praise is simply complimenting
the achievements of others,47 and this recognition increases performance.48 It costs you
nothing to give praise,49 involves very little effort, and produces a lot in return.50 It is
probably the most powerful, simplest, least costly, and yet most underused motivational
incentive there is.
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Work Application 12-8
Select a job. Does the organization offer a recognition plan? If not, how could it offer a recognition plan to
effectively motivate employees? Assess the advantages and disadvantages of offering a recognition plan at
your organization. Should it offer a recognition plan?

Model 12-1 The Giving Praise Model

Ken Blanchard and Spencer Johnson popularized giving praise back in the 1980s through
their best-selling book The One-Minute Manager. They developed a technique that involves
giving 1 minute of positive feedback. Model 12-1: The Giving Praise Model, is an
adaptation. Blanchard called it “one-minute praise” because it should not take more than 1
minute to carry out. It is not necessary for the employee to say anything. The four steps are
described and illustrated in Model 12-1.
Step 1: Tell the employee exactly what was done correctly. When giving praise, look the
person in the eye. Eye contact shows sincerity and concern. It is important to be very
specific and descriptive.51 General statements like “You’re a good worker” are not as
effective. On the other hand, don’t talk for too long or the praise loses its
effectiveness.
Step 2: Tell the employee why the behavior is important. Briefly state how the
organization and/or person benefits from the action. It is also helpful to tell the
employee how you feel about the behavior. Be specific and descriptive.
Step 3: Stop for a moment of silence. Being silent is tough for many managers. The
rationale for the silence is to give the employee the chance to “feel” the impact of the
praise. It’s like “the pause that refreshes.” When you are thirsty and take the first sip
or gulp of a refreshing drink, it’s not until you stop and maybe say “Ah” that you feel
your thirst quenched.
Step 4: Encourage repeat performance. This is the reinforcement that motivates the
employee to continue the desired behavior.52 Blanchard recommended touching the
employee because it has a powerful impact. However, he recommends doing this only
if both parties feel comfortable. Others recommend that you don’t touch employees,
as physical contact could lead to a sexual harassment charge.
As you can see, giving praise is easy, and it doesn’t cost a penny. Managers trained to give
praise say it works wonders. It’s almost always a much better motivator than giving a raise
or other monetary rewards.53
Other nonmonetary recognition, besides praise, also increases motivation if the individual
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considers it to be significant.54 Some of the more common forms are extra time off, ability
to choose tasks or jobs, flexible hours, or extra training in a particular area of interest to the
employee. Younger workers, especially, often want more flexible hours and working
conditions.55
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Work Application 12-9
Select a job. How often does your boss criticize your work? How often does your boss praise your work?
What is the last thing you did that deserved praise? How often do you criticize and praise others at work?
Will you now give more praise, knowing how it affects others?

1239

Options for Group Incentives
Individual incentives can work well, but what can we use to motivate higher levels of
performance from groups? After all, in most of our 21st-century companies, groups and
teams are the norm. Let’s take a look at some of the more common group incentive
options.
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LO 12-4
Briefly discuss options for group-based incentives.

Profit-Sharing Plans
Profit-sharing programs provide a portion of company proceeds over a specific period of time
(usually either quarterly or annually) to the employees of the firm through a bonus payment.
The programs are designed to cause everyone in the company to focus on total
organizational profitability.56 This sounds like a good opportunity for the employee to get a
share of the returns that the company receives from their work, right? But how well does it
work? What if the company does not have any profit during a particular period? If this is
the case, then there is no profit to be shared.
Profit-sharing programs Programs that provide a portion of company proceeds over a specific period of
time (usually either quarterly or annually) to the employees of the firm through a bonus payment

Ineffective Profit Sharing Implementation
If the company doesn’t have any profits, employees may not be motivated to work harder.
But how can a company have no profit? It is actually pretty easy for the company to have
no profit, or a minimal amount of profit, in any given year.
The company can, and frequently does, manipulate net profit in many ways in order to pay
less in tax on corporate profits at the end of the year, and in some cases to minimize profit
sharing. Management might put profits back into the company by buying new equipment
or other assets. It can decide to pay management an unscheduled bonus, acquire another
business, or increase finished goods inventory. However, if the company is manipulating
expenses or other cost factors to decrease profit sharing and employees find out, the plan
will certainly not be a performance motivator and most likely will cause other problems.
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Another issue with profit sharing as a motivator is that it is focused on total organizational
profitability. How can the average employee affect company-wide profitability? If the
employee doesn’t know what to do in order to increase profits, what will they do differently
in their job? The answer is “absolutely nothing.” Remember that we need to be able to
personally affect the desired result in order to be motivated to do anything different. So
profit sharing in many cases does not provide the company with the expected boost in
productivity.57

Effective Profit Sharing Implementation
To motivate employees, we need to be sure that management is not manipulating factors to
minimize profits so it doesn’t have to pay much in profit sharing. The second thing is to be
sure to train all employees on how to increase revenues and decrease cost in their job areas
so that they can affect the bottom line and increase their profit share. In addition, a
running record of organizational revenues and profitability should be maintained and
updated on at least a weekly basis. This record should be posted where everyone can see it
and keep track of company performance—some companies post it in the lunch/break
room. This allows the employees to see how their efforts are affecting profitability of the
firm overall. It can also allow interim payments of incentives, which can assist the company
in maintaining high worker efficiency over longer periods of time.
12-3 Applying The Concept
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Individual Incentive Options
Place the letter of the individual incentive on the line next to the scenario illustrating it.
1.
2.
3.
4.
5.
6.
7.

bonus
commissions
merit pay
piecework
standard hour
nonmonetary awards
praise
____ 11. I’m an auto mechanic at a dealership, and we have a set amount of time to complete each
type of repair work. I complete a job before a stated time so that I can go on to the next car and get
paid extra for being faster than the average guy.
____ 12. I just sold that top-of-the-line BMW M3. I can’t wait to get my pay this week.
____ 13. I’m the top producer in the entire department, so I will get an extra raise for high
performance this year.
____ 14. The boss had me come to the front of the room at the annual meeting to get a plaque for
5 years of service to the company. She listed some of my major accomplishments.
____ 15. The boss just thanked me for getting a shipment that was behind schedule out on time
today.
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Work Application 12-10
Select a job at a for-profit company. Does the organization offer profit sharing? If not, how could it offer a
profit-sharing plan to effectively motivate employees? Assess the advantages and disadvantages of offering
profit sharing at your company. Should it offer a profit-sharing plan?

Gainsharing Plans
An alternative to profit sharing is a gainsharing program. Gainsharing is similar to profit
sharing because in each case, the gain (in either profit or some other factor) is shared with
the employees who helped to create the gain. Gainsharing is a bit broader than profit
sharing though. Gainsharing can be accomplished using any organizational factor that costs
the company money and that can be analyzed and modified for performance
improvement.58 Originally, gainsharing usually used corporate revenue, but today, many
gainsharing options exist. Some of the more common gainsharing options are increased
revenues, increased labor productivity or lower labor costs, improved safety (fewer lost-time
accidents), return on assets or investment, and increased customer satisfaction.
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Work Application 12-11
Select a job. Does the organization offer gainsharing? If not, how could it offer gainsharing to effectively
motivate employees? Assess the advantages and disadvantages of offering gainsharing at your firm. Should it
offer a gainsharing plan?

Ineffective and Effective Gainsharing Implementation
Being somewhat similar to profit sharing, gainsharing has the same potential problems.
Here, as with profit sharing, we have to show employees how they can affect the desired
outcome in order for them to be motivated to change the way they work.59 However,
different from profit sharing, many of the options for gainsharing are more difficult for
management to manipulate, so workers feel that they have more control over their results.
It is tougher for management to modify total revenue or days lost to accidents, for instance,
than it is to modify net profit. So gainsharing sometimes initiates a stronger reaction and
more motivation from the workforce than profit sharing.
How do we incorporate gainsharing effectively in the organization? It’s pretty
straightforward but easier said than done. Here is the process. We establish the objective(s),
identify the performance measure (usually as a per-unit value), determine how to split the
gain between the organization and the employees, and then provide the payout when
earned.

Employee Stock Ownership Plan (ESOP)
An employee stock ownership plan (ESOP) ultimately allows at least part of the stock in
the company to be provided to the employees over a period of time based on some
formula.60 For example, if you work for the company for a year, you might get 10 shares of
stock, and for every additional year of employment, you would receive 10% more than the
year before. An ESOP is actually a retirement benefits plan because the company puts the
tax-deferred stock in a trust for eventual use by employees who retire. But it also has the
potential to be an incentive to the company’s employees, because they become part owners
of the firm.
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Work Application 12-12
Select a job at a for-profit company. Does the organization offer ESOPs? If not, how could it offer an ESOP
to effectively motivate employees? Assess the advantages and disadvantages of offering ESOPs at your
company. Should it offer an ESOP?

Why would the current owners of the firm give away stock in the company? Well, there are
a couple of major reasons. Because an ESOP is basically a “qualified” retirement benefits
plan, it has some significant tax advantages to both the firm and the employee in most
cases.61 This means that owners can give their employees part of the company and receive a
tax break for doing so. A second major reason for giving employees stock in the company is
to cause them to act more like owners. It is thought that this will motivate employees to do
such things as reduce scrap, increase quality, improve customer service, and pay attention to
many other things that cost the company money over the course of a year.

Ineffective and Effective ESOP Implementation
But does an ESOP always work as intended? Of course not. Because an ESOP is like the
other two group incentives, it is subject to the same potential problems and requires the
same lack of manipulation and employee training.
Stock does, however, have a unique potential problem. The entire company typically has to
improve in order for the value of its stock to increase. But even if the employees are highly
motivated and work really hard, the value of the stock can actually go down for many
reasons that are outside the control of the individual and groups. For example, a recession
may hit and sales and profits may go down, as well as the price of your stock. Competition
can take some or all of your business away, as Netflix did to Blockbuster, or the company
can go bankrupt as Hostess did, and you can lose it all.
12-4 Applying The Concept
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Group Incentive Options
Place the letter of the group incentive option on the line next to the matching description.
1.
2.
3.
4.
5.

profit sharing
gainsharing
ESOP
stock options
stock purchasing
____ 16. Our group incentive option gives us a bonus at the end of the year based on how
profitable we were for the year.
____ 17. Our group incentive option plan allows me to get stock and put it in my retirement
account without paying anything for it.
____ 18. Our group incentive option plan worked like this. The manager told us that if we could
cut cost in our department by 5%, as a group we would get 5% of the savings to the company
distributed evenly among us.
____ 19. Our group incentive option allows me to buy company stock for 10% less than the
market value.
____ 20. Our group incentive option plan allows me to buy $50 shares of the company stock for
only $13 apiece next year.

Stock Options and Stock Purchasing Plans
There are two other common stock plans used by companies as incentives. The first is a
stock option plan, and the second is direct stock ownership.

Stock Options
Stock options are usually offered to an individual employee to allow them to buy a certain
number of shares of stock in the company at a specified point in the future, but at a price
that is set when the option is offered.62 Options can be provided either to executives or to
nonexecutive employees.63 So, we might offer our employees the option to buy stock in the
company in a year at today’s stock price.
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Work Application 12-13
Select a job at a for-profit company. Does the organization offer stock options and/or stock ownership? If
not, how could it offer one or the other to effectively motivate employees? Assess the advantages and
disadvantages of offering stock options and stock ownership at your company. Should it offer stock options
and/or a stock ownership plan?

The intent here is to motivate the employees to work to improve the value of the company
so that when the option to buy the stock comes up in a year, the price of the stock has
increased, giving the employee more value than what they paid for. For example, we may
offer our employees the option to buy 100 shares of our stock in 1 year at today’s price of
$10. If the company’s value increases so that at the end of the year, a share of stock is worth
$20, the employee can buy $2,000 worth of company stock for $1,000. However, if the
value of the stock doesn’t go up in a year, the option isn’t worth anything.

Stock Purchasing
These plans are similar to stock options, but instead of giving you the option to buy stock
in the future, they let qualifying employees buy the stock essentially anytime, usually at a
discount. ESOPs, stock options, and stock purchasing give employees ownership in the
company, but the big difference is that with an ESOP, the employees are given the stock
over time, whereas with stock options or purchases, employees have to buy the stock.
12-1 Self-assessment
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Compensation Options
Answer each question based on how well it describes you:
1 2 3 4 5
Not like me

Describes me

____ 1. I enjoy competing and winning.
____ 2. I usually work faster than others.
____ 3. I like working alone more than being part of a group.
____ 4. I don’t need to have approximately the same pay every week; varying income is fine.
____ 5. I enjoy meeting new people and can strike up a conversation with most people.
____ 6. I take risks.
____ 7. I would prefer to get a large sum of money all at once rather many smaller payments.
____ 8. I’m thinking long term for my retirement.
____ 9. I like working toward a set of goals and being rewarded for achieving them.
____ 10. I like knowing that I am one of the best at what I do (merit pay and praise).
There is no simple sum to add up here. Although we would all love to have a high wage or salary with lots
of incentive pay on top of it, this is not the reality in most jobs today. In general, the higher your number of
“describes me” statements, the more open you are to incentives versus wages/salaries. Following is an
explanation of each statement.
Item 1: If you don’t like competing and winning, you may be more comfortable in a job with a wage or
salary; you usually have to compete for incentives like merit raises. Item 2: If you are not faster than others,
piecework and standard hour incentives may not be your best option. Item 3: Commissions, piecework, and
standard hours are often based on individual performance. Item 4: Wages and salaries give you a fixed
income, whereas incentives provide a variable income. Item 5 is characteristic of commission salespeople.
Item 6: If you don’t like risk, incentives can be risky. Item 7: Getting a large sum at once tends to involve a
bonus, profit sharing, or gainsharing incentives. Item 8: ESOPs are retirement plans, and stock purchases
can be, too. Item 9 reflects gainsharing and bonuses. Item 10 reflects merit pay and praise.

Ineffective and Effective Stock Options and Purchasing Implementation
Stock options and stock purchasing don’t always work as intended for essentially the same
reasons as ESOPs. The hope is that if you are an owner, you will think more about the
long-term value of the company and work to improve its performance. But with stock
options, there is a unique potential problem. The employee can simply buy the stock and
then quickly sell it for a profit so that they are no longer an owner of the company. The
same problem can occur with stock purchases, depending on the arrangement; there can be
restrictions on the sale of the stock, and if it is part of a qualified retirement plan, there are
penalties for selling before retiring.
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Failures and Challenges in Creating Incentive Pay Systems
Now that we know a little about the various types of incentives available to the company,
let’s discuss some of the issues that we will have to deal with in creating an incentive
program that works.
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LO 12-5
Discuss the major reasons why incentive plans fail and the challenges involved.

Why Do Incentive Pay Systems Fail?
Too often, incentive systems are poorly designed and badly implemented.64 If we are not
going to carefully manage a system, then we shouldn’t even create it. It is worse than no
system at all. There are many reasons why incentive plans might fail to motivate the
workforce, but let’s take a look at some of the more common ones.

Poor Management
Even the best incentive plan won’t work with bad management. Managers are the core of
any incentive program, because they have to keep track of individual and group
performance in order to reward those who perform the best. Management also has to
monitor the program and adjust things as necessary when the environment or the
organizational tasks change.

Complicated Programs
If the employees can’t figure out what they need to do in order to receive the incentives,
they won’t do anything different. Complex programs will almost always lead to failure of an
incentive program because the workers don’t know how to reach the goals or, in many
cases, even what the true goals are.65 In addition, failure to successfully communicate the
plan to employees creates the same problem—the employee won’t know how to reach the
goals.

The Plan Doesn’t Really Increase Rewards, or It Provides Insignificant
Rewards
If a plan takes away from base pay in order to add incentive pay, the employee isn’t really
gaining anything. The net result is the same, and employees will see right through such a
“rewards” program. Even if there is a minimal increase in pay, often employees will figure
that the extra effort required is not worth the return—again, we see expectancy theory in
action.66 We have to tailor the incentive program to the things that matter to each specific
employee.67

Employees Can’t Affect the Desired Outcomes
Frequently, we create rewards programs that promise a return to the employee, but we base
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the promised reward on something the employee can’t do anything about. Think about
company profit—what can the housekeeping staff (and many others in the organization) do
about company profit? So if the desired outcome is increased profit, the employee doesn’t
know what to do to affect profitability.

Employees Don’t Know How They Are Doing
In order for an incentive plan to motivate, the employee has to know how they are doing
compared to the desired outcomes.68 If you know that you have to reach a certain
production goal by the end of next week in order to get a desired reward and you are
currently behind schedule, you will likely work harder to reach the goal. However, if you
don’t know where you stand, you may feel that everything is going well and won’t increase
your efforts. People have to know how they are doing compared to the program goals.
Wells Fargo was fined $185 million regarding its incentive program after a number of
employees were found to have opened up additional accounts without customers knowing,
in order to meet goals and earn incentives.

Justin Sullivan/Getty Images

Challenges to Incentive Pay Systems
There are obviously going to be challenges associated with incentive systems. Employees do

1252

respond to incentives, but unfortunately, they don’t always respond to incentives in the way
we expect them to.69 Questions covered in this section will discuss four of the major
challenges: Do incentives work? Do incentives become entitlements? Will employees only
do what they get paid for? And do extrinsic rewards decrease intrinsic motivation?

Do Incentives Really Work?
The answer here is “It depends on who you ask.” If you ask the CEO of a company that
does incentive planning for other firms, they work great. If you ask some company leaders
who have tried them, they don’t work at all. For others, they work some of the time, but
not always.70 One of the things that we have found out over the past 20 years or so is that
incentives don’t work as well as we might have thought they would in at least some cases.71
There is some recent evidence that group incentives work significantly better than individual
incentives when people in the organization have to cooperate or coordinate with one another
in completing a set of tasks.72 However, there is little clear evidence that supports companywide applications of group incentives. One HR Magazine article noted that “company
incentives do little to drive performance. They’re the least effective motivational tool.”73
This is primarily because of the difficulty in establishing a link between the individual
employee’s actions and the success of the entire firm.
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Work Application 12-14
Select an organization that you know or work for. Assess how likely the factors that lead to failed incentives
are to occur in the organization.

Does this mean companies shouldn’t use incentives? No, but managers need to make sure
that employees understand how their actions connect to the needed results. We have to
help our people figure out how they can help the group or organization gain. If we can
create the connection between how the employee acts and how they gain from it, we can
create strong performance incentives. If not, the incentives will not work.

Incentive to Entitlement—An Easy Step
Remember from our discussion of bonuses that in order for an incentive to continue to
motivate, it can’t be considered an entitlement. An entitlement is something that the
employee feels they have a right to receive from the company. A common example of an
entitlement would be a weekly paycheck. Most employees feel that if they show up to work,
the company owes them a paycheck. In academia, some students feel they deserve a B for
showing up. It doesn’t matter whether they did anything or not! So we have the same
challenge with regular pay and incentive compensation. However, an effective incentive
makes the employees actually earn the reward based on their performance—it is not
automatic like a salary. The current group of younger employees entering the workforce has
been called the entitlement generation because of the expectation that they are entitled to
certain perquisites just for becoming an employee.74
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Work Application 12-15
Select an organization that you know or work for. Do incentives really work at your organization, or would
they if the firm offered them?

Entitlement Something that the employee feels they have a right to receive from the company

Consultants are seeing that in many cases, “what was intended to be ‘pay for performance’
in many organizations deteriorated into a bland set of rewards based on an entitlement
mindset.”75 As soon as this happens, our incentive program ceases to motivate higher levels
of performance. Incentive pay of any kind is going to be a significant portion of overall
compensation costs in companies where it is used. In fact, it will almost always be at least a
few percent of base pay and in some situations can go up to 100% of base pay or even
more, so we have to ensure that we get something in return for the cost.

“Do Only What Gets Paid For” Syndrome
Another of the challenges associated with incentive programs is the tendency of people to
only do what is measured and is paid for. In other words, our people will pay attention to
the work that will get them the rewards that they desire. There is a lot of anecdotal evidence
that this occurs. However, there is not much empirical evidence that incentive pay fails
because of this syndrome. Besides, we have the same challenge with regular compensation.
Remember, reinforcement theory notes that if we reward an individual for doing
something, they are likely to continue to do that thing in the expectation that they will
continue to receive a desired reward.
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Work Application 12-16
Select an organization that you know or work for. Do employees in general have a sense of entitlement
about pay and/or incentives? Is there a difference in feelings of entitlement between the younger and older
workers?

However, assuming that this might be a problem in some cases, one way to combat it is to
make the incentive specific but make overall job performance a part of any variable pay
program. The incentive causes the employees to focus on the specific goals that we need
accomplished, but the performance component lets everyone know that they still have to
do all of the other things that make the organization successful over the long term.

Extrinsic Rewards May Decrease Intrinsic Motivation
Extrinsic rewards are valued returns (such as incentive pay for performance) to the
individual in exchange for doing something that the organization desires of the employee.
Intrinsic motivation means that a person does something because they like it, it is
interesting and personally satisfying, and they want to do it. More than 100 studies over
many years have shown that there is a relationship between the application of extrinsic
rewards and a decrease in intrinsic motivation.76 In other words, when we get an external
reward for doing something that we enjoy, the enjoyment level will go down. Some
evidence says that this is due to the fact that we may feel like we are being controlled
externally and then rebel against that control.
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Work Application 12-17
Select an organization that you know or work for. Do employees only do what they get paid for?

Extrinsic rewards Valued returns (such as incentive pay for performance) to the individual in exchange for
doing something that the organization desires of the employee

However, there is also evidence that in at least some cases, we can increase internalization of
extrinsic motivators (cause the individual to believe that the rewards are for the “right”
things), which lowers resistance to the external rewards.77 We always need to be on the
lookout for ways to show that the external motivators that we provide are good things for
both the employee being rewarded and others who depend on the actions of the employee
being rewarded to increase this internalization process.
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Guidelines for Creating Motivational Incentive Systems
So we now know that we have a number of factors that make incentive programs more or
less successful. Anytime we are developing a variable pay plan, we have to consider what we
need to do to make it work. What will make the system motivational to the workforce
while also improving organization success overall? Exhibit 12-6 lists some guidelines that
researchers have come up with over many years of analyzing incentive programs that can
significantly increase the chances of success. Let’s discuss our guidelines for creation of an
effective incentive plan in a little more detail in this section.
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LO 12-6
Identify the guidelines for creating motivational incentive systems.

Based on Organizational Strategy and Culture
The incentive program must be based on the goals in the strategic plan—the direction of
the organization.78 Think back to when we discussed strategic HR in Chapter 2. We talked
about how HR can drive people to do things for the organization that it needs to have done
in order to reach its goals. One thing we can use to avoid creating the entitlement mentality
that we just discussed is to avoid basing our reinforcement on a fixed period of time or a
fixed number of actions by the employee. We need to base the reward on achieving specific
and measurable goals and provide at least some reinforcement as soon after the goal is
achieved as is feasible. If the incentives are not driving our employees to work toward
organizational goals, we won’t reach those goals. One of the most common problems in
incentive systems is picking an expedient goal that is easy to measure but doesn’t aim at the
strategic goals of the company.
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Work Application 12-18
Select an organization that you know or work for. Do incentives decrease intrinsic motivation, or would
they if the firm offered them?

Another thing that we need to keep in mind is to create both short-term and long-term
goals for all organization members. Both short- and long-term incentives should be
provided based on those goals at each level in the firm. This will both mix up the timing of
the rewards provided to the employee and provide them with incentives to improve
company performance over the long term.

We also need to make sure that the incentive program is consistent with the organizational
culture.79 A lot of organizational cultures are egalitarian—everyone expects that they will be
compensated equally with others in similar positions. Many others are collectivist, meaning
the group has a strong desire to work together. In an egalitarian culture, it will be difficult
or impossible to provide different rewards to individuals, even if rewards are based on
performance differences. In collectivist cultures, the group won’t accept incentives that
focus on the individual. So culture must be taken into account in designing incentive
systems.80
12-5 Applying The Concept
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Effective Incentives
Identify each statement by the guideline it is violating using the letters (a) to (l) in Exhibit 12-6. You should
read the explanations of each guideline before completing this application.
____ 21. I went to the meeting to find out about the new incentive system, but I didn’t understand
what they were talking about.
____ 22. I understand that if the price of the stock goes up next year, I can buy stock at today’s
lower price. But I don’t see how my delivering mail can make any difference in the price of the
stock.
____ 23. What’s the incentive for me? Management gets great bonuses every year and we do all the
work and they don’t give us anything.
____ 24. How can we know if we are the best company in the sporting goods industry?
____ 25. This system isn’t fair to me. I was the top performer, but Sam, who didn’t even meet his
quota, got the same bonus.

Incentives for All
Any incentive program needs to provide performance incentives to all individuals involved
in the process that is being targeted.81 We can’t just provide incentives to management,
because management will attempt to force lower-level employees to perform so that the
manager can get rewarded. This is a recipe for frustration and resistance by the line
employees. But what if we only provide incentives for the line workers and not
management? Management’s job (at least a significant part of it) is to get obstacles out of
the way so that line employees can do their jobs. If the manager has no incentive to move
quickly to get obstacles out of the way, we just end up with frustrated employees who can’t
meet their incentive goals.
Can the incentive apply differentially? Yes, if one group’s job is more important to reaching
the goal, then it is OK to give them a differential incentive. However, everyone needs to be
rewarded so that they have an incentive to work together.

Understandable and Clearly Communicated
Complexity is a part of many organizational environments in today’s businesses. However,
our incentive programs have to be set up in such a way that employees at every level of the
firm can understand them. If people can’t understand what is expected of them, there is no
way that they will reach the goals that we set. In addition, even if the program is
understandable, it has to be accurately communicated to everyone in the organization.82 All
of our employees need to know about the program: how to participate, what their goals are,
any assistance that is available to help them meet those goals, how their performance ties in
with that of others in the company, and any other pertinent information. Good incentive
programs must be clearly and completely communicated to all the personnel affected by the
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program.83

Based on Factors the Target Can Affect
The incentive offered should be based on factors that the individual or group, whichever is
the target of the incentive, can affect.84 If it is an individual incentive, the individual
employee should be able to modify their behavior to affect the outcome of the process, and
the same goes for a group of employees. If the individual or group can see no connection
between what they do and reaching the goal, they will most likely do nothing different than
before the incentive was instituted.

SMART Goals
Remember in Chapter 8 where we talked about goals having to be SMART—specific,
measurable, attainable, relevant, and time based? SMART goals provide a clear link
between performance and payout.85 Here again, as with any valuable organizational goal,
we have to ensure that our incentive program identifies the goals of the plan in SMART
fashion. This is the only way that we can then accurately measure and reward our
employees for goal attainment. So remember to use our setting objectives model: To + action
verb + specific and measurable outcome + target date.

Clearly Separate From Base Pay
Base pay is almost always considered an entitlement by the employees in an organization.
We utilize base pay to allow our workforce to meet their basic needs (Maslow’s
physiological, safety, and social needs). This base pay very rarely motivates additional
actions on the part of our employees. Incentives need to be clearly separated from base pay
to avoid creating the impression that they, too, are an entitlement. Employees need to
understand that they only receive incentive rewards if they do something extraordinary.

A Significant Piece of Overall Compensation
What is a “significant piece” of compensation? Compensation studies will tell you different
things about what is considered significant.86 A good recommendation would be at least
10% of overall pay and, in some cases, 20% or more. Why? Let’s take a look at an example.
You work for XYZ Co. and are getting paid $40,000 a year. Your manager decides to give
you a 2% bonus if you reach your goals this year, or $800. You reach your incentive goals
at the end of the year, and it is now time to pay you. If we pay you a lump sum at the end
of the year, we generally have to take out 25% for federal withholding taxes and may have
to take out state tax as well, so your $800 just dropped to between $500 and $600. At a
salary of $40,000 per year, if you are paid twice monthly, you would normally receive
about $1,350 or so per paycheck, depending on the state in which you reside. How many
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of you would work really hard next year if you got a whopping $500, a little more than one
third of 1 month’s pay, as a bonus for meeting your goals the year before? To most of us,
that would be an insignificant reward for meeting our goals for an entire year. Remember
what we said when discussing merit pay earlier in the chapter: Merit pay is typically a very
small percentage of the individual’s total pay, which makes using it as a motivator for
performance very difficult.
Alternatively, if we make your base pay $36,000 and provide a 10% incentive for reaching
certain goals, you will receive around $2,600 after taxes—a sum that most people making
$36,000 per year would consider significant. People need to feel that the reward is
“significant” to them in order for it to motivate them.

Take Great Care in Administering the Program
Meticulously measure performance using multiple metrics and vigilantly calculate the
rewards to be provided to persons who reach their incentive goals.87 If the company owes
an individual or group an incentive award based on reaching their goals, then we must
make sure that it is paid. Set attainable standards and then measure them fairly, when and
how they are supposed to be measured. Once performance is measured, reward those who
attain the goals as soon as possible. If individuals or groups did not meet their goals,
communicate that to them so that they know why they didn’t get a reward.
Again, an example helps in understanding what might happen if we fail to be meticulous in
our measuring and administration duties. Let’s say we have 600 employees in our company
and set some ambitious goals at the beginning of the year for the company and for each
individual employee. As a company, we met our goals for the year, and we calculated
whether or not each individual employee met their personal goals. But we miscalculated
with one person. How fast will the word likely get around the company that we “cheated”
that one employee? Via the employee grapevine, it will probably be known throughout the
company in 2 days—possibly 1. This employee starts telling their friends that “the
company cheated me and lied to me.” And what will happen as soon as one person starts to
complain? As soon as one person makes that claim, others will start to wonder whether or
not they were treated fairly—even though we were correct in calculating their individual
payments! Pretty soon, what was supposed to be a motivational program becomes a massive
demotivator due to the fact that people begin to perceive that they may not have been
treated fairly. We have to be meticulous in our management of any incentive program.

Promptly Apply Any Incentive Award
“Keep the time between the performance and reward as short as possible.”88 If the incentive
is based on an annual goal, and we use a calendar year as our organizational fiscal year, our
year ends in December, and we should provide any incentive awards on the first payday in
January, or even on December 31 if we already have results calculated. If incentives are
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calculated monthly, pay them at the end of the month. Why? We provide the reward to
reinforce the employee’s efforts that led to desired results. If you receive a reward 6 months
after you do something, you don’t really see the connection. If you don’t see the
connection, it does not reinforce your earlier actions.

Don’t Forget Nonmonetary Rewards
Remember from our discussion about praise and other nonmonetary recognition that not
everyone is motivated by cash.89 Nonmonetary rewards often work better than monetary
rewards. Having a bit of time off to play with the company’s resources, like 3M Company
provides, can be a huge incentive. 3M gives 15% of work time to employees to use the
company’s resources and labs and to just tinker around and see what they can come up
with.90 Post-it notes were created in just this way in 1974. A 3M employee was tired of
bookmarks falling out of his books, so he used an adhesive that had been invented at 3M
earlier (but considered a failure) and applied it to small pieces of paper. The incentive was
in being allowed to be creative and avoid being bored. Incentives can include providing the
ability to choose between work assignments, providing training and learning opportunities,
allowing flexible schedules, providing extra paid time off, recognition at an awards
ceremony, offers to present results to top management, having greater input into future
incentive goals, and many others. We can use an on-site child care center or a gym or
lounge as an incentive—for example, “If we reach a certain set of organizational goals by
the end of the year, we will be able to build the child care center.” To many people in
today’s workforce, this would be a significant incentive. However, to others, it may not be a
reward at all. Remember that according to expectancy theory, we have to pay attention to
significance.

Don’t Reward Nonperformers
When goals are not met, do not apply rewards.91 It seems silly to have to say this, but in
many cases, you will want to reward your employees, even when they don’t quite meet the
goals that were set. Why would this happen? Let’s look at an example that will explain it.
Andy works for you and didn’t quite meet the goals set for the incentive program at the end
of the year. You are a good manager, and you saw Andy consistently come to work and
work hard, but he just wasn’t able to reach his goal. At the end of the year, you see that he
didn’t make it, but you know that Andy is a hard worker. So you sit down and look at
everyone in your department, and everyone except Andy met their goals. Then you think
about how hard Andy tries and you say, “I know I saw him working all the time. I am just
going to give the incentive payment to him anyway because I know that he works hard.”
Here again, how quickly will the word get around about Andy getting the reward even
though he didn’t meet his goals? Again, the communication grapevine will start working,
and within 1 or 2 days everyone will know, because Andy is going to tell them.
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Well, what will happen next time incentives are being calculated? Next time, maybe several
workers miss their goals, and they tell you, “Boss, I worked my tail off, but I just couldn’t
reach my goals. But you gave Andy his incentive last time even though he missed his goal.
You can go ahead and give it to me too, right?” You have succeeded in destroying your
incentive program because you rewarded a nonperformer. Rewarding nonperformers just
cannot be allowed if we want the incentive program to continue to work in the future.
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Work Application 12-19
Select an organization that you know or work for. In which two or three incentive pay guidelines is your
organization strongest and weakest at following to ensure it effectively motivates employees?

There is, however, a way that we may be able to reward Andy, at least partially, but we have
to identify it at the beginning of the program. We can create a series of progressively more
difficult goals in our incentive program. This allows us to provide a minimal incentive for
meeting goals that are just above a baseline and provide progressively more significant
awards for meeting more difficult goals. This will let us reward Andy for going above the
standard but not quite meeting an aggressive incentive goal. So progressive or stair-step
goals can help us avoid rewarding people who don’t meet the top-level, or most difficult,
goals.

Make the Incentive Program Part of a Comprehensive Approach to Managing
Remember that incentives can create a “just do what you get paid for” mentality. So, as we
noted earlier in this chapter, we “make the incentive specific but make overall job
performance a part of any variable pay program.” We can’t create an incentive for every
aspect of every job in most organizations, so we have to continue to evaluate and reward
overall performance so that our employees know that they have to do all tasks successfully,
even though only some have incentives directly attached to their performance. One easy
way to do this is to provide a caveat in the incentive program that receipt of an overall
performance appraisal of “Meets Expectations” or higher is required in order to be eligible
for incentive rewards.
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Executive Compensation
No modern discussion of compensation is complete without at least touching on the topic
of executive compensation practices. Executives drive organizational performance more
than any other employees. The great debate over how much chief executive officers (CEOs)
matter rages on.92 CEOs like the late Steve Jobs of Apple have the power to make or break
a company.93 When he retired in August of 2011 and died shortly thereafter, Apple stock
lost nearly a third of its market value (about $120 billion!) in a year.94 Research clearly
links managerial leadership to positive consequences for both the individual and
organizations, including financial performance. Also, substantial evidence demonstrates
that sound managerial leadership practice is critical to creating effective organizations.95 So
it makes sense that executives are well paid for their managerial and decision-making skills.
But has executive pay gotten out of line? The average CEO compensation for the largest
500 US public companies rose to about $11 million in 2016.96
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LO 12-7
Discuss the issue of executive compensation and how the major provisions of the Dodd-Frank Act affect the
issue.

Too Much or Just Enough?
Tim Cook of Apple—$150 million97
Elon Musk of Tesla—$100 million
Virginia Rometty of IBM—$97 million
Leslie Moonves of CBS Corp.—$84 million
There are many cries in the business world today that executives are getting paid too much.
In at least some cases, that certainly appears to be true based on the performance of their
companies. But are executives generally paid too much, too little, or about right? In order
to even attempt to answer such a question, we need to look at what executives are paid to
do. If we were to ask you if anyone in a company physically produces enough products or
services to make $1,000,000 or more in any given year, most of you would answer
absolutely not. However, executives are not paid to be production employees; they are paid
to make decisions for the organization and to guide it toward its goals. In addition, the
decisions that executives are paid to make are not easy decisions. Successful executive
leadership requires a high level of inherent intelligence, knowledge, and skills to analyze so
much information, as well as significant experience in making decisions of similar types and
consequences.
There is an ongoing debate as to whether executives are overpaid. Elon Musk, CEO of
Tesla, makes $100 million per year.
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Troy Harvey/Bloomberg via Getty Images
While many of us think that we could run a billion-dollar company, the reality is that very
few individuals have the required skills and abilities to do so. Since labor is always at least
partly priced based on supply and demand, and there are very few executives with the highlevel skills necessary to run large firms, these individuals are always going to be worth quite
a bit of money to the firm. And how about professional athletes’ pay? Some of them make
more for sitting on the bench than some CEOs, especially of smaller firms.
Think of it this way. If you were the owner of a company and had hired somebody to lead
the company throughout the year, and at the end of the year this person had made you $10
billion (that’s 10,000 times a million!) in profit, would you be willing to pay them $10
million (0.1% of the profit)? Most of us would have no problem paying someone this
much money if they made us $10 billion. They deserve a piece of the pie they helped
create.98
However, this is not to say that there have not been some serious excesses in executive pay
in the past several years, especially when CEO pay increases while employees take pay cuts
and get laid off.99 The company is not acting ethically or in a socially responsible manner
in this situation because it is harming a large number of stakeholders (including employees
and shareholders and maybe others) in order to reward a single stakeholder, or a few, in the
executive suites. Actions such as this are certain to affect the market value of the firm as
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soon as they become publicly known. One result of excessive executive compensation was
the writing of federal legislation that covers requirements for executive compensation—the
Dodd-Frank Wall Street Reform and Consumer Protection Act.

The Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010
One of the outcomes of both perceived and actual excesses in executive pay was the DoddFrank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act). The DoddFrank Act placed some significant limits on executive pay in public corporations and also
added some new requirements for both reporting of compensation and shareholder
involvement with executive compensation.100
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Work Application 12-20
Would you say the CEO of an organization you work(ed) for is overpaid, underpaid, or paid fairly for the
contribution made to the firm?

Shareholder “Say on Pay” and “Golden Parachute” Votes
Among the most significant provisions of the act is that shareholders must be allowed to
vote on compensation packages for their executive officers at least once every 3 years. This
provision is called “say on pay.” While the vote is nonbinding, it can still put pressure on
executives to maintain compensation in line with organizational performance.
Shareholders also have a vote on a “golden parachute” for executives. Golden parachutes
provide executives who are dismissed from a merged or acquired firm with typically large lump
sum payments on dismissal. This tool is typically used to discourage a takeover of the firm,
because the cost of the takeover becomes much higher due to the high payout to these
executives.
Golden parachutes Provision for executives who are dismissed from a merged or acquired firm of typically
large lump sum payments on dismissal

Executive Compensation Ratios
Other provisions in Dodd-Frank include a requirement that every public company disclose
the total compensation of the CEO and the total median compensation of all employees
and provide a ratio of these two figures.101 A 2015 survey on CEO pay by Glassdoor
found that in Fortune 500 firms, the CEO–to–median employee pay ratio was 204 to 1,
staying fairly stable since 2013.102 It would be very easy to argue that this pay ratio is
significantly out of line with performance, though even the smallest of these firms have a
market capitalization of about $2.5 to $3 billion.103 However, we should also note that US
Bureau of Labor Statistics (BLS.gov) research shows that the average annual CEO pay in all
public and private companies was $194,350, a little under four times that of the average
employee in the United States in 2016.104
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Work Application 12-21
Would you say the Dodd-Frank Act will help, hurt, or have no effect on an organization you work or have
worked for?

Another provision of Dodd-Frank is that all public firms will be required to provide
information on the relationship between executive compensation and the total shareholder
return of the company each year. This will allow shareholders to more easily evaluate the
performance of firms in which they hold stock. The act also requires that public companies
establish policies to “claw back” incentives in certain cases if the company has to restate
financial information that is detrimental to the firm’s value.105 In other words, if the
company paid out an executive incentive based on its financial statements and then had to
disclose later that those statements were not accurate, company policy would require that
any incentives paid out to the executives be given back to the company. An example of the
use of a claw-back provision is the 2016 Wells Fargo Bank scandal in which employees
were pressured to open fake accounts using customer information. The former CEO and
former head of community banking got the blame for an incentive program that led to the
illegal accounts and had to repay the company $75 million in pay and stock grants.106
While Congress has recently been attempting to undo or rework Dodd-Frank, as of the
writing of this text, the law is still in full effect, and the first reports of CEO–to–median
employee pay will be required in 2018.107 Executive pay is obviously not a simple issue.
However, there is significant evidence that at least in some industries, executive pay has
gotten out of line with organizational performance.108 As a result of this realization, and
also due to new legislation placing limits on organizational compensation for executives,
companies have to be more diligent both in creating and in managing their executive
compensation packages.

Executive Incentives
As with any other type of incentive, executive incentives are supposed to create motivation
to perform for the organization in certain ways. Executive incentives should be designed to
cause the executive receiving them to make decisions that will benefit the organization over
both the short and the long term. We need the executive to act as an impartial “agent” for
the organization.109 An agent is someone who acts on the owners’ (shareholders’) behalf.
Agency theory says that agents will act in the way that provides the most benefit to them and
not the owners unless we provide the agent with incentives to act in ways that help the
owners of the firm. The way to do this is to align the benefits that go to the agent with
benefits that accrue to the firm. This is what executive incentives should be designed to do.
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SHRM
K:A15
Motivation Theories: Equity Theory, Reinforcement Theory, Agency Theory

What are some of the common incentives that are used to create this alignment? The first
and probably most common is the stock incentive.110 We noted earlier that various types of
stock incentives are available as group incentives. These same incentives—primarily stock
grants and stock options—are used in executive compensation for basically the same reason.
They are supposed to cause the executive to act to increase the value of the company over
time, because if this is done, the executive’s stock becomes more valuable.
Long-term bonuses attached to company performance goals are another popular incentive
for executives.111 These also help to focus the “agent” executive on goals that will improve
the value of the company over several years. In addition to stock awards, executives may be
paid retention bonuses for each year they continue in their positions, and they are often
paid bonuses tied to either short- or long-term company performance.
In addition to incentive packages, executives generally receive compensation in the form of
perquisites or “perks.” Perquisites are extra financial benefits usually provided to top employees
in many businesses. While perks are not technically incentive pay (they are generally classed
as benefits), they do serve to entice top-level executives to consider accepting jobs within an
organization in some cases. Common perks include such things as vehicle allowances,
memberships in various clubs, the use of company aircraft, tax assistance in various forms,
home-buying or -selling assistance, security systems, and many others.112 While the
prevalence of perks continues to decline according to Hay Group research, you need to be
aware of executive perks and understand that they are still a common component of
executive compensation systems.
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Work Application 12-22
Identify the incentives the CEO of an organization you work or have worked for receives.

Perquisites Extra financial benefits usually provided to top employees in many businesses

Short-Term Versus Long-Term
For many years now, executive incentives have been moving toward more long-term
options and fewer short-term payments in order to force the executives to look at the health
of the firm over many years.113 While CEO compensation rose every year from 2011 to
2016, corporate boards put more and more emphasis on aligning that pay with shareholder
returns over the long term.114 Even though this is the case, there are still many short-term
incentives being used by firms.
Most short-term incentives are in the form of bonuses for one or a combination of several
company performance measures. These bonuses are (or should be) designed to focus
executive behavior on managing performance measures that need immediate managerial
attention. For example, if company labor costs are out of line with industry competitors, we
could provide 10% of CEO base pay as a bonus for lowering per-unit labor costs by 7%
over 1 year. If workers’ compensation premiums have tripled in the past 3 years due to
increases in lost-time accidents, we might offer a 12% bonus for improving workplace
safety (as measured by OSHA reports of lost-time accidents) by 3%. These bonuses would
be designed to focus the CEO’s attention on specific problems.
In contrast to short-term incentives, most long-term incentives are made in the form of
stock awards or options, with companies currently moving away from options toward more
direct performance-based stock awards.115 Of course, there are other long-term incentives,
such as the excess contributions to retirement plans and longevity bonuses mentioned
earlier, but in general, at least for publicly traded companies, long-term incentives tend to
be stock based. And there is another possibility with long-term incentives in many
companies—the “claw-back” provision. The Dodd-Frank Act required this in some cases as
noted earlier in the chapter, but companies are extending the claw back to instances that are
not subject to the law’s provisions. Long-term incentives are designed to cause the executive
to pay attention to how their decisions will affect the company and its profitability over the
course of multiple years, not over the course of a single year or quarter.

The Goal of Executive Compensation
So what is the overall goal of executive compensation? Remember that we want to create a
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system that aligns the behavior of the executive (agent) with the interests of the owners of
the firm (shareholders). The best way to do this is to use a combination approach of shortand long-term incentives to focus on both the immediate future and long-term success of
the organization.
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Work Application 12-23
Would you say the CEO of an organization you work or have worked for focuses more on short-term or
long-term incentives or a balance of both to run the firm effectively?

One way companies are making the attempt to better align executive compensation with
organizational performance is through the use of performance “scorecards.”116 The use of
performance scorecards came about partly as the result of the 2008–2009 bank crisis in the
United States. At least part of the crisis was blamed on CEOs who were being rewarded
only for short-term organizational performance. The Hay Group has created one of these
in the form of “A CEO Performance Dashboard,” which includes not only financial
performance, but also strategic alignment, sustainability, people, governance, and crisis
management.117 While it is still too early to tell whether this approach will work, it is at
least an attempt to put a longer-term focus on executive compensation.
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Trends and Issues in HRM
In this chapter’s Trends and Issues section, we are going to explore the ethical questions
surrounding executive compensation, the heavy reliance on incentives to perform in
entrepreneurial organizations, and how incentive pay can cause unethical actions on the
part of managers and employees.
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LO 12-8
Briefly discuss the question of whether incentives improve performance and some options available for
incentivizing employees other than knowledge workers.

Does Incentive Pay Actually Improve Performance?
We would be remiss in discussing incentive pay if we did not mention the fact that there is
an ongoing argument that incentive pay actually causes demotivation. While we can’t go
into all of the details in this section, we need to briefly lay out the issues. An article in
Psychology Today makes the argument that incentives don’t work. It says one study “found
it makes better business sense to reward team performance rather than provide bonuses to
the top-performing individuals” and that “McKinsey consultants found that shareholder
returns were no higher when management had incentive plans” (emphasis added).118
However, if you follow the guidelines that we provided earlier, you know that we never
want to incentivize only managers (we should provide incentives to all) and that we take
team performance into account through a number of the guidelines, from creating SMART
goals that make sure that there is a link between performance and payout to making the
program part of a comprehensive approach to managing people that ensures that all
organizational goals are met, not just the individual goals that are incentivized.
The same study also notes that “financial incentives can create pay inequality, which in turn
can cause turnover and harm performance.”119 But in fact, isn’t turnover of nonperformers
or low performers part of what we want in the organization? If they self-select out of the
company, we have the opportunity to bring in people better suited to do the job.
Remember back in Chapter 1, where we said that some turnover is necessary in order for
the organization to improve over time.
There are also many studies of incentives that back up variable pay despite the detractors.
One recent meta-analysis on the effectiveness of incentives identified 146 studies of
financial incentives and concluded that the “overall effect size of individual incentives was
positive” and that the studies “indicated a positive effect regarding team-based rewards on
performance” as well.120 The study also noted that equitably distributed rewards created
higher performance levels than equally distributed rewards, which is what equity theory
predicts.
So there are arguments concerning the value of incentives. However, if you look at business
research, the evidence seems to strongly favor providing equitable (fair but not equal)
incentives to all in order to get maximum productivity in return. While team incentives
seem to be more valuable based on the research, they are much more difficult to implement
successfully in reality. So organizations have to choose what type of programs to
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implement, knowing that there are potential flaws with every option. Using the guidelines
to creating motivational incentives will help you work through the issue and come up with
an incentive program that can work for your company.

Comprehensive Pay and Incentive Programs Aren’t Just for
Highly Skilled Employees
We have discussed the shortage of skilled knowledge workers worldwide more than once
already. However, another phenomenon is quietly occurring at the same time. Companies
are working very hard to win the talent wars in occupations that may not be high tech.
Restaurant workers, trade laborers, manufacturers, and others are finding that some
employers are willing to provide good pay and incentives to employees who are loyal,
willing, and able to work for them. Some employers draw people with high pay, some with
incentives and benefits, and some with company policies that make the recruiting and
selection process and ultimately working for the employer easier.
Some of you may have heard of Dan Price. He’s the founder and CEO of Gravity
Payments, and in 2015 he announced that he would change his company’s compensation
plan to make $70,000 the minimum salary for all employees. This is the approximate salary
rate at which research says money ceases to be a factor in happiness. The evidence so far is
that productivity has improved, voluntary turnover has dropped drastically, and profit
almost doubled the first year after the announcement (recall efficiency wage theory from
Chapter 11).121 Oh, and his employees bought him a Tesla Model S in appreciation.122
And then there’s Buffalo Wild Wings CEO Sally Smith, who says labor availability and
wages are her biggest challenges today. She has considered providing paid time off, and she
is paying higher wages and creating new positions to make the restaurants more friendly to
employees and customers alike.123 Deli Express, a Minnesota company that makes about
1.5 million sandwiches a week, has raised starting pay by about 40%, pays $500 bonuses to
new workers, and runs buses from Minneapolis to Eden Prairie to transport workers.124 In
another example, consulting company FMI wrote that in order to retain talent,
construction employers needed to be “an employer of choice . . . offering marketcompetitive compensation . . . providing comprehensive benefits and rewards [incentives].”
In an example of nonmonetary rewards, some companies are easing employee fears by
changing organizational policies that may be problematic. Reddit decided that they would
ban salary negotiations and just pay “market-competitive” rates to their employees. For
many job seekers, salary negotiations are one of the most nerve-wracking things that they
have to do in the job-search process. Taking that away has proven to be an incentive to at
least some job seekers. “Reddit has seen an uptick in candidates seeking to work at the
company citing the policy” according to an article on the change.125
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So we come to the conclusion, again, that pretty much anything that can become an
incentive to the employee can also be used to improve relations and ultimately maybe even
productivity and profit. Whether we provide new positions, raise baseline wages and
incentives, provide a bus to take you to work, or get rid of a policy that some people fear,
we just have to think through the opportunities and their consequences and then try them
out.

Want a better grade?
Get the tools you need to sharpen your study skills. Access practice quizzes, eFlashcards, video and
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Chapter Summary
12-1 Discuss the major reasons why companies use incentive pay.
Incentives are necessary because they give us the opportunity to recognize our best
people and provide us with flexibility to give them greater rewards than average or
low performers. Variable pay systems also shift some of the company risk to the
employee when economic downturns affect our businesses. Companies don’t have to
pay out some incentives if they are tied to organizational performance and the
organization underperforms because of problems in the economy. Finally, incentive
pay helps us achieve strategic goals, assuming that our incentives are aimed at
accomplishing these objectives.
12-2 Identify the advantages and disadvantages of individual and group
incentives.
Individual incentives make it easy to evaluate each individual employee; they provide
the ability to choose rewards that match employee desires; they promote a link
between performance and results; and they may motivate less productive workers to
work harder. Disadvantages include the fact that many jobs have no direct outputs,
making it hard to identify individual objectives; we may motivate undesirable
behaviors; there is a higher record-keeping burden than in group incentives; and
individual rewards may not fit in the organizational culture.
Group incentives help foster more teamwork; they broaden the individual’s outlook
by letting them see how they affect others. They also require less supervision and are
easier to develop than individual incentives. Disadvantages include the potential for
social loafing; the possibility that we will discount individual efforts and output; the
fact that outstanding performers may lessen their efforts; and the potential for group
infighting.
12-3 Briefly discuss options for individual incentives.
Individual incentives can come in many forms. The first form that we discussed was
bonus payments, lump sum payments for reaching a goal that don’t change base pay.
Commissions can also be used as incentives for sales. Commissions also only occur
based on certain actions on the part of the employee—they don’t add to base pay.
Merit pay is different. Merit pay is based on past performance (appraisals) and does
change base pay in future pay periods. However, merit pay is frequently too small to
be considered a significant reward. Piecework and standard hour plans also work as
incentives for speed of production. Under piecework, the employee gets paid for each
item produced, and under a standard hour plan, they are paid based on a standard
time allowed to perform an action. Both plans may give rise to quality issues if not
monitored. Finally, there are recognition and other nonmonetary rewards, which are
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very powerful incentives if used in the right ways.
12-4 Briefly discuss options for group-based incentives.
Group incentives are mostly based on organizational gains of some kind or on
gaining an ownership stake in the company. First, there is profit sharing, where if the
company’s profits increase over the course of a year, the employees share in those
increased profits. However, in some cases, gainsharing may be better, because profit
can be easily manipulated. Gainsharing is based on other organizational gains that are
more difficult to manipulate, such as revenue changes, lost-time accidents, or lower
per-unit labor costs. If the company gains in these areas, it saves money, and some of
the savings is shared with employees. ESOPs are the first stock (ownership) option,
where at least part of the company’s stock is provided to the employees over time.
Other stock incentives are stock ownership awards or stock options, where employees
earn stock by meeting goals.
12-5 Discuss the major reasons why incentive plans fail and the challenges
involved.
Incentive plans usually fail for one or more of five reasons. The first is bad
management—managers have to manage the incentive program, and if they fail to do
so, employees won’t trust the program. Second, programs may be so complex that
people can’t figure them out, so they don’t change their behavior. Third, plans may
not really increase the potential rewards available, or the rewards may not appear
significant to the employees. The fourth problem is that in a lot of cases, employees
can’t affect the desired outcomes by their actions. Finally, in many “reward”
programs, employees never know how they are doing, so they don’t know whether to
modify their behavior to change their output.
Challenges: There is still some concern that, at least in some cases, incentives don’t
work. The evidence shows that group incentives do work better than individual
incentives when cooperation is required in a work group, but in general it is difficult
to tie employee actions to company success. If we fail to do that, incentives will not
work. There is also an issue of incentives becoming an entitlement. If this occurs, the
incentive no longer motivates changed behaviors. Third, external incentives may act
to lower a person’s internal motivation to do something, which may mean that we
actually lower performance instead of raising it when we apply incentives. Finally,
there is the problem of people only focusing on what they are receiving incentive pay
to do.
12-6 Identify the guidelines for creating motivational incentive systems.
1. Base all incentive programs on the company strategy and culture.
2. Make sure that the incentive program has some rewards for everyone—nobody
should be left out.
3. Make the incentive program easy to understand and clearly communicate it to
all involved.
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4.
5.
6.
7.
8.

Base the incentive on factors that the individual or group can affect.
Use SMART goals—specific, measurable, attainable, relevant, and time-based.
Clearly separate incentives from base pay to avoid the question of entitlement.
Make the reward a significant piece of overall compensation.
Take great care in program administration to provide rewards in the amount
owed, when they are owed.
9. Promptly apply any incentive award—immediate reinforcement works much
better than delayed reinforcement.
10. Don’t forget to use nonmonetary rewards too—not everyone is motivated by
cash.
11. Don’t reward nonperformers, or you risk ruining the incentive system.
12. Make the incentive program part of a comprehensive approach to managing—
pay attention to the entire performance of employees, not just specific
behaviors tied to incentive payments.
12-7 Discuss the issue of executive compensation and how the major provisions of
the Dodd-Frank Act affect the issue.
There is no doubt that in some cases, executive compensation has gotten out of
control. However, research shows that overall executive pay only runs about four
times the pay of an average employee in most firms, which means that as a general
rule, executive pay is probably not out of line, considering the pressure on executives
to perform at the highest level all the time.
Dodd-Frank requires that shareholders be allowed a “say on pay,” where they vote on
executive compensation packages at least once every 3 years. Shareholders also have a
vote on “golden parachute” payments to executives who are forced out of the
company because of a merger or acquisition, and every public company is required to
disclose the total compensation of the CEO and provide a ratio of CEO pay to the
average pay in the company. Finally, all public companies are required to provide
information on executive compensation compared to the company’s total shareholder
returns every year to allow shareholders to evaluate the performance of companies in
which they own stock.
12-8 Briefly discuss the question of whether incentives improve performance and
some options available for incentivizing employees other than knowledge workers.
There is an argument that incentive pay doesn’t increase performance, but if you read
the research, at least in most cases, even articles that argue against incentives note that
group or team incentives tend to work. There is concern that financial incentives
create pay inequality, but again, that is not necessarily a problem. Equitable rewards
work better than equal rewards.
Pay and incentive programs are also being used more in non–knowledge worker
occupations. In every industry—from restaurants to construction and low-tech
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manufacturing—companies are using more comprehensive pay and incentive
programs to attract and keep workers in a tight labor market. These programs include
everything from across-the-board pay increases to paid time off (PTO), to bonuses
and changing pay policies.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. _________ is compensation that depends on some measure of individual
performance or results in order to be awarded.
2. _________ reinforce performance of a single person with a reward that is significant
to that person.
3. _________ provide reinforcement for actions of more than one individual within the
organization.
4. _________ avoid providing their maximum effort in group settings because it is
difficult to pick out individual performance.
5. _________ is a lump sum payment, typically given to an individual at the end of a
period.
6. _________ is a payment typically provided to a salesperson for selling an item to a
customer.
7. _________ is a program to reward top performers with increases in their annual
wage that carry over from year to year.
8. _________ provide a portion of company proceeds over a specific period of time
(usually either quarterly or annually) to the employees of the firm through a bonus
payment.
9. _________ is something that the employee feels they have a right to receive from the
company.
10. _________ are valued returns (such as incentive pay for performance) to the
individual in exchange for doing something that the organization desires of the
employee.
11. _________ provide executives who are dismissed from a merged or acquired firm
with typically large lump sum payments on dismissal.
12. _________ are extra financial benefits usually provided to top employees in many
businesses.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you think that incentive programs can really work to align the company’s goals
with the employees’ goals? Why or why not?
2. Would you rather be given the opportunity to receive incentives based on individual
performance or group performance? Does it depend on the situation? Why?
3. Have you ever been a “social loafer” in a group? If so, why did you not put out your
best effort? What could the group or the company have done to limit your social
loafing?
4. Do you feel that merit pay programs would cause you to work hard, knowing that
the average merit award is only between 1% and 2%? If not, how big would they
need to be to cause you to pay attention?
5. Would you rather work on a commission basis if you were in sales, or would you
rather have a salary—or a combination of both? Why?
6. Do nonmonetary rewards ever motivate you? Why do you think you answered the
way that you did?
7. Would you personally rather participate in a profit-sharing plan or a gainsharing
plan? Why?
8. Which of the 12 guidelines for creating incentive systems is the most important in
your mind? Why did you choose this one?
9. If you were a compensation consultant to a company, how would you recommend it
provide incentives to the CEO and other executives? Why?
10. Is the Dodd-Frank Act a good or bad idea? Why?
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Case 12-1 Best Buy or Best Scam? Trying to Get Commission
Results on So-Called Noncommission Pay
One cannot go shopping for a home theater system, big-screen TV, or computer in person
without crossing paths with Best Buy. With more than 1,600 retail stores operating under
the names Magnolia Audio Video, Five Star, Pacific Kitchen, Future Shop, and Home
Sales as well as the more well-known Best Buy, Best Buy Mobile, and Best Buy Express,
this conglomerate offers a plethora of consumer electronics including appliances, mobile
phones, entertainment (music/movies), and computers. Although the firm has gone
multinational, 92% of its total sales in 2016 were domestic and included kitchen appliance
installations, mobile phone service, sales, and technology support. These ancillary services
are offered predominately through Best Buy stores using what is characterized as a “storewithin-a-store” format.
As a category killer, Best Buy has itself come under attack from such warehouse retailers as
Walmart and online behemoths as Amazon. In order to address reduced revenues and get
the firm back on track, Best Buy has had to reshuffle the location of its stores, rethink instore space allocation by product category, and renegotiate leases.(1)
One way that Best Buy has tried to increase store revenues is by focusing on providing
customers product knowledge and services over direct sales. The Best Buy Code of Ethics is
very clear on how customers should be treated.
Customers are at the core of our success and must be treated with respect. Every
customer. Every situation. Every day. On the Responsibility to Our Business Partners
page, we noted how important Best Buy’s reputation is to the long-term success of our
Company. For this reason, every employee is obligated to:
Treat all customers fairly and honestly
Communicate with customers in a respectful and helpful manner
Provide prompt and accurate customer service. . . .
Our customers rely on us to price and present our products and services fairly and
accurately. . . . We do not condone any behavior that would violate their trust in us.
Ever.(2)
Best Buy, unlike other retail electronics stores, has marketed the fact that their employees
are salaried, not commissioned. Out of the gate, their employees are told to tell clients that
there are no commissions involved and they are there to assist the customer. The focus was
on growing revenue through quality service buttressed by customer confidence.(3)
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We were told to emphasize this fact as to gain the customer’s trust. ‘Tell them that
you won’t make a dime from the product you’re recommending. Tell them that
you’re only recommending this product based on their needs and preferences.’(4)
According to one self-proclaimed employee veteran, this is not the complete truth.
Although many of the personnel at Best Buy are not paid on a commission basis (i.e., sales
personnel and Geek Squad members), Best Buy for Business employees do receive
commission payments. For most others, though, sales are used in the calculation of
additional employee income that would appear commission driven.
Large bonuses are awarded to managers who meet and exceed sales/margin objectives, while
sales associates can earn what are called “Blue Crew Bucks,” which are added to their
weekly salaries.
These compensation practices are certainly legal, but the question becomes whether just
because Best Buy doesn’t call these systems “commissions” they are not. More important,
having employees tell customers that sales is not a factor in their salaries seems both
erroneous and unethical. The data following from Payscale indicates that sales associates
earn bonuses plus commission.(5)
Sales Associate at Best Buy Salary Range(6)
Bonus $199.11–$2,970
Commission $122.82–$16,650
Total Pay $19,262–$28,070
In an attempt to increase in-store sales due to increased online competition, the firm
developed a new sales tracking system similar to a commission-driven pay system. Now
employees are evaluated on several performance measures such as gross/marginal revenue
per sale, accessory and extended warranty attach percentage, hourly sales, and ratio of sales
on Best Buy credit cards.
Best Buy got far more (or less) than what they bargained for. They knew that this system
had the possibility of backfiring and reducing sales, so they told the floor supervisors to use
the data for on-the-job feedback. That is not at all how it worked out. Employees were
being rated using the information from the system, resulting in demotions and promotions.
(7) One employee blog reported that
One of the store managers was demoted recently because his department wasn’t
meeting the sales numbers all the time even though he was the best manager in the
store. He would be constantly running around from department to department
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helping any customer he could while the rest of the “leaders” stand around or sit in
the back of geeksquad [sic] and talk, usually personal conversations.(8)
The tracking system rapidly and irreparably damaged the culture on the selling floor,
including their relationship with the customer, who was led to believe that they were
dealing with salaried-only employees. Fighting over customers and cut-throat competition
emerged, mimicking all of the negative effects one would expect in a commission
environment.
Is Best Buy getting the best they can from their sales associates given their current
compensation system? Do the math—working 50 weeks a year, 40 hours a week, sales
associates earn between $9.50 and about $14 per hour. Is this a “Best Buy” for the
employees, their customers, and ultimately their stockholders?
Questions
1. What is the definition of an incentive pay system, and given this definition, does Best
Buy have a pay-for-performance system?
2. Why would any firm (including Best Buy) use an “incentive-like” pay system?
3. There are two basic choices in incentive pay. Which one(s) do(es) Best Buy appear to
utilize in their compensation plans and “tracking systems”?
4. The veteran employee claims that Best Buy has created using their “tracking system”
all of the problems of a commission system. What are the advantages and
disadvantages of this system in general and more specifically for Best Buy?
5. The veteran employee’s perception was that Best Buy’s metric system, which focused
on individual employees’ behaviors, decreased their job performance. What would be
the pros and cons of Best Buy using a group incentive system?
6. Best Buy seems to use bonuses and commissions as part of their pay system. What are
the effective and ineffective uses of each system?
7. What group incentive do you think might work “best” for Best Buy?
8. In light of Best Buy’s code of ethics and the opinions reported in this case, do you
believe that it is ethical for sales associates to tell customers that they are simply paid a
flat rate?
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Case 12-2 Barclays Bonus Bank: Robbing Peter to Pay Paul
Barclays is a London-based multinational banking company that employs 140,000
employees. The company’s revenue drastically decreased in 2012 ($53 billion), with a yearend deficit of $1.7 million. Later in 2012, Anthony Jenkins was appointed the new CEO in
order to turn things around so as to regain the trust of investors and thereby increase the
profitability of the firm. In 2013, Barclays did achieve a positive net income of $890
million with sales growth of more than 9%, yet stockholders demanded far greater results.
(1) Why did the bank experience so huge a downturn, and what did Jenkins do to try to
turn the bank around quickly?
One way a bank can boost profits is by selling more financial products and services,
including new bank accounts, credit cards, life insurance, financial advising services, or
mortgages, to existing customers—in other words, cross-selling. In order to cross-sell these
products and services, banks require employees with skills in promotion and direct
marketing. Banks, not unlike other firms, use individual performance-based bonuses and
commissions to reinforce customer cross-selling. This type of incentive pay increases
employee motivation and positively impacts sales performance.(2)
Historically, Barclays was productive in cross-selling its products to its customers until the
firm initiated employee pay cuts in 2012 in order to generate more short-term profit. In
return, Barclays started losing its most valuable employees, even at senior-level positions.
Newly appointed CEO Jenkins decided to increase sales force salaries in 2013, but the plan
failed to increase profits to desired levels. These actions came on the heels of government
investigations of the bank’s possible manipulation of interest and foreign exchange rates.(3)
Watching the most skilled employees leave was no longer acceptable to Jenkins. In response
to low profits and returns, Jenkins felt the need to take more radical actions in the first
quarter of 2014 while bearing in mind the long-term interests of the shareholders. In order
to increase performance and keep the best employees, compensation had increased to more
competitive levels. In early 2014, the median amount of granted incentives was around
$30,000 for its 130,000 employees,(4) funded by a 10% increase in the bonus bank. The
pool of funds reached $4 billion by the end of 2014.(5)
These increased incentives did not come without a price tag. In order to generate
sustainable returns to shareholders and satisfy the board of directors, Jenkins decided he
had to lay off employees—perhaps the hardest decision he ever had to make. More than
10,000 employees were going to be laid off to fund the bonus pool. The British
government was quite concerned about such massive layoffs and suggested that the
situation could be better managed by deferring the bonuses. Jenkins rejected the proposed
deferral plan, since employees would not receive their bonus for another 10 years, a
ludicrous amount of time to ask employees to wait. Timely bonuses and incentives were
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essential to motivate cross-selling products for Barclays, and as long as Barclays properly
motivated its sales force, the firm would generate higher profits—profits it could later use
to rehire some of its former employees.(6)
Time will tell whether Jenkins’s decision to fund the bonus pool rather than keep 10,000
employees was the right one.(7) Jenkins, in light of all of the firings, declined his own
bonus from the board of directors in 2013, just as he did in 2012. Some might argue it was
a noble gesture to refuse a bonus of $4.4 million, although it would not have had a
noticeable impact on Barclays’s bottom line.
Questions
1. The British government took the position that saving 10,000 jobs and deferring
employee incentive pay was more important than immediate extrinsic reinforcement
of sales force performance. How do the notions of entitlement and social loafing
possibly explain the government’s position?
2. Individual performance-based bonuses and commissions are one form of incentive
pay. Might group and/or organizational incentive pay systems have achieved similar
results for Barclays?
3. What other forms of individual incentive pay might Barclays have utilized? Which
one of these plans might have saved the jobs lost to fund the bonus bank?
4. Develop a preliminary individual performance-based incentive plan that you think
best suits cross-selling. Why?
5. Given your answer to question 4, develop a preliminary appraisal system for product
cross-selling. How might this system be different if the incentive plan included group
and organizational incentives?
6. Although Jenkins refused his bonuses in 2012 and 2013, as the CEO, he would have
a comprehensive compensation package. What other incentives might Jenkins be
entitled to beyond his annual bonus?
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Skill Builder 12-1 Calculating Individual Incentives
Objective
To develop your skill at calculating incentive pay

Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Technical and business skills
2. SHRM 2016 Curriculum Guidebook—K: Total rewards

Assignment
Complete the math for the following six incentive programs.
1. Bonus. You have a salary of $46,000 per year, and you get a 7% bonus at year end.
(1) How much is your bonus, and (2) what is the premium percentage on your
annual salary?
2. Commission. You are an independent real estate agent in a rural area in the South,
and you get a 5% commission on every house you sell. Your monthly expenses are
around $10,000. This month you sold two houses: one for $168,000 and the other
for $116,000. (1) How much revenue did you earn this month? (2) What was your
profit for the month? (3) If this was an average month, what would be your profit for
the year?
3. Merit Pay. You are the top performer in your department, so you are getting a 2%
merit raise over the 2% that everyone else will get. (1) How much is your merit pay if
your current salary is $35,000? (2) What is the merit pay premium percentage on
your annual salary of $35,000? (3) What will your total pay be for next year? (4)
What is the total pay premium percentage for next year?
4. Straight Piece-Rate. You make car parts. You get paid $1.10 for every part you
make. This week you made 423 parts. (1) What is your pay for the week? (2) The
estimated average pay is $450, so how much more or less than average did you make?
(3) What is the premium percentage?
5. 5. Differential Piece-Rate. You sell cell phones and phone service contracts in a
small rural town. You are paid a salary of $7.50 per hour for a 40-hour week—$300
or $1,350 for the (180-hour) month. You also get paid $8 for every phone you sell in
excess of five for the month. This month you sold 15. (1) What is your total pay for
the month? (2) What is your premium if the average pay is $1,400 per month? (3)
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What is your premium percentage over the average?
6. Standard Hour. You rebuild transmissions. The standard rate is 6 hours each. You
are paid $25 per standard hour. During this 40-hour week, you rebuilt 8
transmissions. (1) What is your pay for the week? (2) What is your premium for the
week, and (3) what is your premium over the standard as a percentage?
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Skill Builder 12-2 Developing a Compensation Plan With an
Incentive
Objective
To develop a better understanding of creating motivational incentives

Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Technical, conceptual and design, and business skills
2. SHRM 2016 Curriculum Guidebook—K: Total rewards
After a few years of selling new cars, you managed to get the funding to start your own
small new car dealership as a sole proprietorship. Your starting staff of 10 employees will be
as follows:
You are the owner manager and will oversee everything. You will also be the sales
manager and do some selling.
Sales staff. Three salespeople report directly to you.
Service and parts manager. You will have one person supervise the mechanics and
detailer.
Mechanics. Three mechanics will work on the cars.
Detailer. One person will clean the cars, help out the mechanics, and work in parts.
Office staff. Two people will answer phones, greet customers, make up the bills and
collect money from sales and service, and do other paperwork including
bookkeeping. They will report to you.
Preparing for Exercise 12-2—Develop an incentive system
1. What type of compensation will each classification of employee receive for their
work? Will you give them a wage, salary, or incentive pay (commissions, piecework,
or standard hour)?
2. Will you give incentives (recognition and other nonmonetary incentives, merit pay,
bonuses, profit sharing, gainsharing, ESOPs, stock option, and/or stock purchase
plans)?
3. As the only executive, what will your compensation package include?
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Skill Builder 12-3 Giving Praise
Objective
To develop your skill at giving praise

Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Human relations skills
2. SHRM 2016 Curriculum Guidebook—K: Total rewards, and L: Training and
development

Assignment
Think of a job situation in which you did something well deserving of praise and
recognition. For example, you may have saved the company some money, you may have
turned a dissatisfied customer into a happy one, and so forth. If you have never worked or
can’t think of a situation like this, interview someone who has. Put yourself in a
management position and write out the praise you would give to an employee for doing
what you did.
1. Briefly describe the situation in writing.
2. Write out the four steps of the giving praise model and what you would say to the
person for steps 1, 2, and 4.

In-Class Role-Play
You will give and receive praise.

Procedure (10–15 minutes)
Break into groups of four to six. One at a time, give the praise you prepared.
1. Explain the situation.
2. Select a group member to receive the praise.
3. Give the praise. (Talk—don’t read it off the paper.) Try to select the position you
would use if you were actually giving the praise on the job (both standing, both
sitting, etc.).
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4. Integration. The group gives the praise giver feedback on how they did:
Step 1. Was the praise very specific and descriptive? Did the giver look the
employee in the eye?
Step 2. Was the importance of the behavior clearly stated?
Step 3. Did the giver stop for a moment of silence?
Step 4. Did the giver encourage repeat performance? Did the giver of praise
touch the receiver (optional)?
Overall. Did the praise take less than 1 minute? Was the praise sincere?
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Learning Objectives
After studying this chapter, you should be able to do the following:
13-1 Discuss the strategic value of benefits programs, why these programs continue to grow, and
considerations that need to be taken into account in providing benefits. PAGE 464
13-2 Identify and summarize the major components of OASDI and the Medicare program. PAGE
468
13-3 Identify the statutory requirements other than OASDI, including those required if
organizations choose to provide health care or retirement plans for their employees. PAGE 471
13-4 Briefly describe the main categories of voluntary benefits available to organizations. PAGE 482
13-5 Discuss the organization’s options when providing flexible benefit plans and why benefit plans
need to be communicated to employees. PAGE 493
13-6 Discuss the issue of domestic partner benefits and review the issues in personalization of health
care. PAGE 496
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Practitioner’s Perspective
Cindy says that as a benefits administrator for several years, she is a firm believer in the value of health and
welfare benefits as part of an attractive total compensation package. But she asks: “Do all employees value
all benefits equally?”
The first-ever employee benefits survey at one company revealed real differences between different ages and
classifications of employees. Older workers valued employer contributions to the 401(k) plan; younger
workers wanted more paid time off. Floor workers were concerned about affordable health care premiums,
while the supervisors were interested in vision insurance. Management wisely proved to their employees that
their opinion counted—an increase was made in the employer 401(k) contribution, vision insurance was
added with the total cost of the payroll-deducted premium paid by the employee (employees still regarded it
as a desirable benefit), and the firm adopted a paid-time-off plan that allowed the largely male workforce
some flexible time off to attend to family responsibilities.
How do we create benefit packages that provide the greatest value to employees at a price employers can
afford? Chapter 13 provides insight into voluntary and involuntary benefits and company benefit plans.
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SHRM HR Content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
B. Employment Law (required)
7. Employer Retirement Income Security Act of 1974 (ERISA)
9. Family and Medical Leave Act of 1993 (FMLA)
33. COBRA: Consolidated Omnibus Budget Reconciliation Act of 1985
34. American Recovery and Reinvestment Act of 2009 (ARRA)
37. Health Insurance Portability and Accountability Act (HIPAA) of 1996
K. Total Rewards (required)
B. Employee Benefits
1. Statutory vs. voluntary benefits
2. Types of retirement plans (defined benefit, defined contribution, hybrid plans)
3. Regulation of retirement plans (FLSA, ERISA, Pension Protection Act of 2006)
4. Types of health care plans (multiple payer/single payer, universal health care systems,
HMOs, PPOs, fee-for-service, consumer-directed)
5. Regulation of health insurance programs (COBRA, HIPAA, Health Maintenance
Organization Act of 1973)
6. Federal insurance programs (Old-Age, Survivor, and Disability Insurance [OASDI],
Medicare)
7. Disability insurance
8. Educational benefits
10. Family-oriented benefits
12. Life insurance
13. Nonqualified plans for highly paid and executive employees
15. Time off and other benefits
16. Unemployment Insurance
19. Managing employee benefits (cost control, monitoring future obligations, action
planning, strategic planning)
20. Domestic partner benefits
21. Paid leave plans
22. Workers’ compensation

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
The Strategic Value of Benefits Programs
Why Are Benefits Continuing to Grow as a Portion of Overall Compensation?
Considerations in Providing Benefits Programs
Old Age, Survivors, and Disability Insurance (OASDI)
Social Security and Medicare
Other Statutory Benefits
Workers’ Compensation
Unemployment Insurance
Family and Medical Leave Act of 1993 (FMLA)
The Patient Protection and Affordable Care Act of 2010 (ACA)
Statutory Requirements When Providing Certain Voluntary Benefits
Voluntary Benefits
Group Health Insurance
Retirement Benefits
Paid Time Off
Other Employee Insurance Coverage
Employee Services
Administration and Communication of Benefits
Flexible Benefit (Cafeteria) Plans
Communicate Value to Employees
Trends and Issues in HRM
Benefits for “Domestic Partners”
Personalization of Health Care
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The Strategic Value of Benefits Programs
The last of our chapters on compensation deals with benefits—indirect compensation that
provides something of value to the employee. Some benefits are mandatory, due to federal
and state statutes, and some are optional, based on the desires of the firm. In addition, we
need to understand that if we choose to provide some benefits to our employees, there are
mandatory laws that we have to follow as well. We will get into all of these shortly. First,
though, we want to discuss the cost of benefits programs to the company.
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LO 13-1
Discuss the strategic value of benefits programs, why these programs continue to grow, and considerations
that need to be taken into account in providing benefits.

How much would you think that companies spend on benefits packages—5% of direct
wages? 10%? more? Benefits are expensive.1 According to the US Bureau of Labor
Statistics (BLS), benefits for all groups of workers average roughly 32% of total employee
compensation cost.2 Looking at it another way, benefit costs equaled about a 46.4%
premium on top of direct wage costs in March 2014. This means that for every $100 that
goes into employee paychecks, another $46.40 is spent on benefits. So, if you get a fulltime job with average benefits and your salary is $50,000, you would be getting around
$23,200 in benefits, or have a total compensation cost (to the firm) of around $73,200.
If you became the HR manager for an organization and you were spending nearly one third
of your total compensation dollars on employee benefits, would you want to manage those
costs as closely as possible? It makes sense that you would. Luckily, we have some control
over benefits costs, and as HR managers, we want to make sure that we get the best return
possible—in loyalty, job satisfaction, and employee engagement—for our money.
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The costs of benefits programs are staggering to most people. Of course, the BLS numbers
are just an average cost to companies, but that means that for some employers, the costs are
even higher than those noted already. Because benefits cost our companies so much, we
need to plan our benefits programs to add value for our employees and their families as well
as provide a strategic advantage to the company.3 How do benefits programs provide
strategic value to the firm? As we noted in Chapter 1, our human resources are one of the
few potential sources for competitive advantage in a modern organization. What keeps
these employees happy and engaged and willing to create a competitive advantage for our
firm? The totality of their compensation—including their benefits packages—is one major
factor.4 While we are all aware that most employees take a job because of the advertised
level of pay, many stay with a job because of the benefits package associated with it.5
Today, workers are demanding more benefits and an improved mix of choices and
flexibility to better fit with their lifestyle and that of their family.6 This phenomenon has
made it more difficult for the firm to keep track of and control benefits costs. Because
people demand more and better benefits, companies add new benefits to what they have
historically offered.7 This requires HR to spend more time monitoring the cost as well as
the value provided by different types of benefits. But it also provides an incentive to our
employees to continue working for us due to the fact that they feel as if they are being cared
for by the company.8 We increase job satisfaction and engagement because when employees
are taken care of, they work harder and take good care of our customers and the
organization.9
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Work Application 13-1
How important are benefits to you in selecting and staying on a job? How do benefits affect employment
where you work or have worked?

Why Are Benefits Continuing to Grow as a Portion of
Overall Compensation?
Growth in the cost of providing employee benefits has occurred for a number of reasons.
Let’s take a quick look at some of the biggest reasons for growth in benefits programs in the
United States and worldwide.

Tax Advantages
One reason benefits are growing is that there are federal and sometimes state tax advantages
for companies that provide them. If the company provides its employees with a benefit, the
firm can write off all or part of the cost of providing the benefit. Sometimes the company
can get benefits pretax for employees as well. As an example, most health insurance
premiums are tax deductible for employers and are not taxable as income (pretax) for
employees. So providing some benefits can reduce the tax burden on both the company
and the individual. Take a look at the table on benefits taxation that is reproduced from
IRS Publication 15B10 in Exhibit 13-1.
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Source: IRS Publication 15B (2017) Fully or Partially Tax Exempt Benefits.

a Exemption doesn’t apply to S corporation employees who are 2% shareholders.
b Exemption doesn’t apply to certain highly compensated employees under a selfinsured plan that favors those employees.
c Exemption doesn’t apply to certain highly compensated employees under a program
that favors those employees.
d Exemption doesn’t apply to certain key employees under a plan that favors those
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employees.
e Exemption doesn’t apply to services for tax preparation, accounting, legal, or
brokerage services.
f If the employee receives a qualified bicycle commuting reimbursement in a qualified
bicycle commuting month, the employee can’t receive commuter highway vehicle,
transit pass, or qualified parking benefits in that same month.
g You must include in your employee’s wages the cost of group-term life insurance
beyond $50,000 worth of coverage, reduced by the amount the employee paid toward
the insurance. Report it as wages in boxes 1, 3, and 5 of the employee’s Form W-2.
Also, show it in box 12 with code “C.” The amount is subject to social security and
Medicare taxes, and you may, at your option, withhold federal income tax.

Statutory Requirements
Federal—and, increasingly, state and local—laws require companies to provide certain
benefits. A number of states have now made sick leave, other paid time off, retirement,
health care, and other benefits mandatory for most or all private corporate employers in
addition to the minimum wage increases we noted in Chapter 11. In 1935, Social Security
laws were passed that required companies to provide employees with old-age, survivor, and
disability benefits. Over the ensuing years, Congress has added other mandatory benefits
such as unemployment, workers’ compensation, family and medical leave, and the
Affordable Care Act or ACA (we will discuss each of these shortly). Each time Congress or
the states require employers to provide a new benefit, the cost to employers for providing
benefits goes up.

Influence of Organized Labor
We talked about the National Labor Relations Act in Chapter 9 and noted then that the act
allows employees to “bargain collectively” with their employers. This is another reason that
benefit costs have grown for companies over the years. A large part of collective bargaining
is usually focused on employee benefits (for a variety of reasons), and once union members
gain such benefits, employees in other competing companies use this as leverage to have the
same benefits added to their workplace, even if the company is not unionized. Unions also
use the tax-favored status of many benefits to make them more palatable to the company
during negotiations, and organizations may prefer benefits concessions to wage concessions
because of the tax advantages. So unions have had a significant effect on the cost and
variety of benefits.

Buying in Bulk
Virtually everyone now knows that if you buy things in larger quantities, you get them
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cheaper (think Sam’s Club or Costco). Buying benefits in bulk works the same way. If
companies buy benefits in bulk for employees, it is cheaper than if the employee buys the
same benefits individually.
As you can see, there are a variety of reasons why the costs of benefits have grown in the last
80 years. And once a benefit becomes part of the employee’s compensation package, it is
very hard to delete that benefit in the future. We consider them an entitlement (Chapter
12)—we feel that the company owes us this benefit.11 So the cost of providing benefits
almost never goes down; it just keeps going up. However, some companies, especially
companies with fewer than 50 employees, have decided to drop health care benefits for
their employees as a result of the detailed requirements in the ACA. An EBRI study noted
that “many small employers may have decided that the increasing costs and risks associated
with offering health coverage were no longer justified.”12

Considerations in Providing Benefits Programs
How do we create and then administer a benefits program for our workforce? We need to
understand several things before creating the program so that we create a system that is
both valuable to the employees and affordable for the organization. Remember that our
goal is to have a program that increases employee motivation and engagement and helps
create a competitive advantage.
As part of strategic value, to help attract and retain the best workers, some companies offer
generous voluntary benefits. Google is well known for its generous benefits, including free
gourmet food all day long, free gyms and massages, and generous parental leave, and dogs
are welcome at work.13 L.L. Bean gives employees discounts of 33% to 40% on companymade items, and it increased its tuition reimbursement from $2,750 to $5,250 per year.14
Starbucks will reimburse tuition cost for online degrees from Arizona State University.15
But of course, any firm that decides to provide these generous benefits must be able to
afford the high cost.

Amounts
The first issue is how much money the company is willing to spend to provide an employee
benefits program. Many companies will calculate this as a percentage of direct
compensation. We may analyze the current situation and come to the conclusion that we
are able to provide a 40% premium to direct compensation for the cost of benefits. We
have to be very careful in our consideration of the amounts available for employee benefit
programs. As with other types of compensation, if we tell our employees that we will
provide a benefit that they value and then fail to follow through for any reason, it is just as
damaging to motivation and engagement as any other type of management action that
breaks the expectancy theory process discussed in Chapter 11. We need to make absolutely
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sure that we will have the funds available if we commit to providing the benefit.

Mix
Once we know how much money is available, we need to decide what types of benefits we
will offer. Here again, the number of different types of benefits has exploded over the past
40 years. In the 1960s and 1970s, most companies had limited benefit programs. They
might have offered their employees a retirement benefit, health insurance, life and disability
insurance, and possibly dental care, but nobody ever thought about providing “$2,000 to
travel” like Airbnb or “acupuncture or improv classes” like Twitter!16 Today, the number
and type of benefits available in some company programs is limited only by the imagination
of the employees of the firm.
Airbnb CEO Brian Chesky. Airbnb provides employees $2,000 to travel as part of its
benefits program.

John van Hasselt/Corbis via Getty Images
As an example, companies today may provide a transportation subsidy such as a vehicle
allowance, a public transportation voucher, free parking near the office or a parking
voucher, alternative vehicle allowances (for buying “green” vehicles), allowances for bicycles
and places for bike parking, a van or shuttle service to take employees to work and back
home . . . and this is just benefits associated with transporting the worker to and from
work. The company can provide on-site wellness centers and child care,17 child care
vouchers, sick child care, paid child care leave, paid leave for pregnancy and childbirth,
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elder care, and/or pet care. So we can quickly see how large the pool of potential employee
benefits can become. We have to decide which of the options is going to provide our
workforce with the best benefits package for the money spent.
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Work Application 13-2
How important is benefits flexibility to you? How does benefits flexibility affect employment where you
work or have worked?

Flexibility
Finally, we need to consider how much flexibility we are willing to build into our benefits
program because flexible options are very important to today’s employees. Flexible benefit
programs allow employees to pick from a set of benefits in some way. The employee can, at
least for a portion of their benefit package, choose one type of benefit over another in
flexible benefit plans. Flexibility is important to motivation because it gives employees the
benefits that are of value to them—expectancy theory.
We will get into the reasons behind these issues later in the chapter. Right now let’s get into
a review of the mandatory and common voluntary benefits available today.
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Old Age, Survivors, and Disability Insurance (OASDI)
Statutory benefits are benefits that are required by law. A number of benefits are required
by federal laws in the United States and in many other countries. There are also laws that
apply if the company chooses certain optional, or nonmandatory, benefits in certain cases.
Always remember that laws vary in every state and every country, so check to make sure
you know all of the requirements based on where your organization is based. The first of
our statutory benefits in the United States is Old Age, Survivors, and Disability Insurance.
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LO 13-2
Identify and summarize the major components of OASDI and the Medicare program.

Social Security and Medicare
By far the largest of the statutory US programs, in both size and cost to employers (and
employees), are Social Security and Medicare. The combined cost of the Old Age,
Survivors, and Disability Insurance (OASDI)—the formal name for what we generally call
Social Security—and Medicare programs was more than $1.5 trillion in 2016.18 To put
that in perspective, the total federal revenue collected in 2016 was expected to be about $
3.27 trillion.19 This means that this one group of programs cost more than 46% of all
money the federal government received in 2016.
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Employers and employees are required to provide funds for Social Security benefits. The
program was created with the passage of the Social Security Act of 1935. The act created a
series of programs for the social welfare of the population of the United States, including
OASDI, Medicare for elderly and disabled individuals, and several other lesser-known
programs. Since these programs are so complex, and this is an introductory overview of the
field of HRM, the best that we can do in this text is to provide some general information
on the programs.
How much money does the employee’s Social Security benefit cost, and who pays for it?
The employer and employee jointly pay into Social Security through withholdings from the
employee’s paycheck and a mandatory employer payment. Each of them pays 6.2% of the
employee’s total pay per pay period into OASDI and 1.45% of the employee’s pay into the
Medicare fund. The 6.2% contribution is only withheld on the first $127,200 the
employee earns during the year (in 2017),20 and then it stops, but the 1.45% tax for
Medicare is paid on all income, no matter how much is earned. So the combined amount
sent to the federal government is 15.3% of the employee’s income, half from the employer
and half from the employee.
How does an employee become eligible for OASDI benefits? As a general rule, the
individual must receive 40 “credits” in their lifetime in order to become eligible for Social
Security retirement. They must earn $1,300 in one quarter (in 2017) in order to receive 1
credit. The amount of earnings required to receive 1 credit rises each year as average
earnings rise. The 40 credits do not have to be in consecutive quarters—the individual does
not have to work for 10 years without a break in employment—and more than 1 credit can
be earned in a quarter (if a person made $2,600 in a quarter, they would earn 2 credits),
but a person can only earn 4 credits per year.21 However, the 40-credit rule does not
necessarily apply to disability or survivor benefits. While we would normally need 40 credits
in order to be eligible for disability payments, if we were disabled before we could
reasonably earn the 40 credits, we might become eligible earlier. For example, if disabled
before age 24, you could qualify for disability benefits with as few as 6 credits earned in the
3 years prior to becoming disabled.22

Retirement
Once an employee becomes eligible through earning 40 credits and meeting the retirement
age requirements, they can receive a monthly check, but is that monthly check supposed to
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help the employee maintain the lifestyle that they had before retirement? Social Security
was only designed to pay about 30% of preretirement income. It was never designed to
replace 100% of preretirement income. However, many employees plan on it as their only
retirement.
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Work Application 13-3
Look at your last pay stub. How much was taken out for Social Security tax and Medicare tax? How much
did your employer pay?

As HR managers, part of your job will be to make employees aware that they need to also
save for retirement. Most people aren’t saving at all or are not saving enough for
retirement.23 The savings rate in the United States compared to that in many other
developed countries is low. In 1990 the US savings rate was around 7%, but by 2005 it had
dropped to less than 1.5% and by 2017 had recovered to about 5.5%.24 This compares
with savings rates of 10% or more in Germany, Sweden, and Switzerland.
The key to having money at retirement is to start saving at a young age to take advantage of
compound interest.

©iStockphoto.com/XiXinXing
Regardless of your age, think retirement, right now.25 There are sayings, such as pay
yourself first and retirement should always be your top payment priority.26 The common
recommendation is to start when you get your first full-time job by putting 10% of your
income into a retirement fund every month, no matter how low or high your income is,
and always take advantage of matching benefits from your employer.27 We’ll talk more
about retirement later in this chapter.
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At what age are we eligible for Social Security retirement? If you were born in 1937 or
earlier, you are eligible for retirement at age 65. If you were born in 1960 or later, your
retirement age is 67. For those born between 1937 and 1960, it is based on a sliding scale.
Take a look at Exhibit 13-2. If you were born in 1956, you are eligible for full retirement
benefits from Social Security at age 66 and 4 months.28
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Source: US Social Security Administration, https://www.ssa.gov/planners/retire/agereduction.html, retrieved July
29, 2017.

One of the most important things to understand about social security is how many people
lived to be age 65 when the Social Security law originally passed and how many it supports
now. In 1935, approximately 6% of the population was age 65 or older, but in the year
2000, that number was about 12.4%, and in 2017, it was estimated at 14.9%.29 The Social
Security program was designed around a retiree population of 6%, but that has more than
doubled, and it will continue to rise for many years to come. This is one of the issues with
the way Social Security is set up today and one of the reasons that the program constantly
has to be reevaluated. The changes in life span and changes in income that have occurred
over the past 70 years have made the program unsustainable in its current form.
Another major issue with Social Security is the large number of baby boomers who are
starting to retire, with fewer younger workers paying into the Social Security system. The
Social Security Board of Governors estimates that the OASDI fund will have greater
outflows than it takes in beginning in 2022 and will exhaust its funds in 2034 if legislative
corrections are not undertaken.30
What about early retirement? Can a person retire earlier than age 65–67? Yes, but their
benefits will be permanently reduced. For example, if an employee was eligible for
retirement at age 65, they could take early retirement and get an 80% benefit at age 62.
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That 20% reduction is forever, not just until they reach age 65. If an individual is not
eligible for full retirement benefits until age 67 (they were born after 1960), the reduction
is 30% at age 62—again for the life of the retirement benefit.

Disability and Survivor Benefits
These components are really basically the same benefit. If an employee becomes disabled or
dies and is otherwise eligible, the disability or survivor benefit will apply in most cases. The
employee, or their survivors, will get payments each month roughly equal to what the
employee would have gotten in retirement based on their historical earnings. If the
employee is disabled for at least 5 months and is expected to be disabled for at least 12
months, Social Security disability will be allowed. The disability must last at least 12
months or be expected to ultimately cause the covered person’s death.
Survivor benefits can go to a widow/widower over age 60, any child or grandchild who is a
dependent of the deceased and is under age 18, or any dependent parent over 62. If an
individual has survivors in multiple categories, then the survivor benefit gets split among
eligible survivors.31

Medicare
Finally, there is the Medicare component. Individuals become eligible for Medicare at the
same time as their eligibility for Social Security retirement begins. There are currently four
parts to Medicare:32
Part A is Hospital Insurance (HI). Hospitalization covers the inpatient care of a
retiree in a hospital, skilled nursing facility, or hospice. Again, according to the Social
Security Board of Governors: “The HI . . . trust fund ratio is already below 100
percent of annual costs, and is expected to stay about unchanged to 2021 before
declining in a continuous fashion until reserve depletion in 2029.”33
Part B covers non–hospital-related (outpatient) Medical Services Insurance (MSI).
Part C Medicare recipients can also now choose this option, called Medicare
Advantage plans, instead of Part A and Part B. Option C combines Part A (HI) and
Part B (MSI) coverage in a plan similar to an HMO or PPO (we will talk about these
in detail shortly). Private insurance companies approved by Medicare provide this
coverage. Costs may be lower than in the original Medicare Part A and B plans, and
the insured may get extra benefits.
Part D is a prescription drug benefit. Part A and B are basically automatic upon the
individual’s retirement. The retiree has to elect to participate in Part C and/or D.
Medicare is not completely free to the retiree. The covered person has to pay copayments
and deductibles of various types, the details of which are beyond the scope of this text. But
understand that there are out-of-pocket costs involved with Medicare. There are also
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limitations on what is covered. So Medicare provides basic medical benefits, but it was not
designed to be a full-coverage program.
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Work Application 13-4
Using Exhibit 13-2, at what age can you expect to collect full Social Security?
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Other Statutory Benefits
While social security and Medicare are massive programs that take up much of the federal
budget in the US, there are a number of other required benefits. In addition, there are
several statutory requirements if the company chooses to provide certain health and welfare
or retirement benefits to their workforce. Let’s review these requirements now.
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LO 13-3
Identify the statutory requirements other than OASDI, including those required if organizations choose to
provide health care or retirement plans for their employees.

Workers’ Compensation
The next mandatory benefit is workers’ compensation. Workers’ compensation is an
insurance program designed to provide medical treatment and temporary payments to
employees who cannot work because of an employment-related injury or illness.
“Employment-related” means that the illness or injury had to do with the worker’s actions
for the company, although the injury or illness didn’t have to happen while the person was
actually at work. For instance, if an employee were traveling through an airport as part of
their job and picked up their suitcase, injuring their back, this would be an “employmentrelated” injury.
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Workers’ compensation An insurance program designed to provide medical treatment and temporary
payments to employees who cannot work because of an employment-related injury or illness

The workers’ compensation program is paid for by employers—employees pay none of the
cost of workers’ compensation insurance. Workers’ compensation payments to sick or
injured employees are not permanent in most cases. The program was created to provide
workers with short-term relief because of work-related injuries or illnesses. Social Security
disability, on the other hand, generally provides long-term relief in the form of disability
payments. Workers’ compensation does, however, pay a survivor benefit in the case of
death of the employee.
Workers’ compensation is a type of “no-fault” insurance, which means that no matter
which party—the employer or the employee—was at fault in an accident- or illness-related
situation, the insurance will be paid out to the party harmed. Why is no-fault such an issue?
The main reason is the problems that would arise if the employee had to sue in court. First,
there would almost certainly be animosity between the employer and employee if the
employer were to be sued. It would also take significant time to get the case settled and for
the injured party (if the decision went in their favor) to receive compensation. The
employer’s maximum liability is also limited by workers’ compensation. Without it, the
employer could potentially be bankrupted by a single employment accident or incident,
especially if an employee were killed. In all but situations of gross negligence or intent to
harm (willful misconduct), neither party can take the other to court over compensation for
such an injury or illness because of the no-fault nature of the insurance. So the ability to
provide no-fault insurance in this circumstance is valuable to both parties.
Workers’ compensation is mandatory in every state with the exception of Texas, where
coverage is optional.34 In the states where it is mandatory, employers must purchase
workers’ compensation insurance in order to operate their business. In Texas, companies
can choose not to purchase insurance, but in fact most still do. Texas’s nonsubscriber rate
(those companies that do not purchase workers’ compensation insurance) was about 22%
in 2016.35 Why would they buy this insurance if it is not mandatory? The simple answer is
that it is cheaper than losing a court case concerning an employee injury. Here again, if
there isn’t an insurance policy in place, the employee can, and likely will, sue the company
because they are unable to work. As most of you have seen in the newspaper, these types of
court cases may provide very large awards to injured parties. It is likely that workers’
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compensation insurance is a very low-cost method to insure against a very large potential
jury award. Of course, the company can get a blanket liability policy that would cover onthe-job injuries, but it might be much more expensive than workers’ compensation
insurance, and the company could still be bankrupted by a lawsuit if the liability policy
limits were exceeded.
Just how expensive is workers’ compensation insurance? It varies, but as an average, it
generally costs between 1.2% and 2% of payroll for most companies.36 It can go much
higher than this, though, in some cases. Rates are primarily determined by three factors:
1. Occupations. Within a company, what are the risks of injury associated with each job?
Some occupations are much more risky than others. For instance, it costs a lot more
to insure firefighters, police officers, or construction workers than it does to cover
office workers, sales clerks in a mall, or a librarian.
2. Experience ratings. An experience rating is a measure of how often claims are made
against an insurance policy. A company’s workers’ compensation experience rating is
basically calculated on the frequency and severity of injuries that occur within that
company. There are companies that are in dangerous industries, but they have very
few on-the-job injuries because they have very strong safety programs, while other
companies in the same industry might have really high injury rates because they don’t
pay as much attention to safety. Experience ratings can significantly affect a
company’s workers’ compensation costs.
3. Level of benefits payable. Injured workers will get compensated based on their
particular state’s workers’ compensation rating manual. This manual provides the
required payout rates for various types of injuries. For instance, an amputation of a
finger other than the index finger or thumb might provide the employee with a small,
one-time payment, but amputation of an arm below the elbow would likely provide
more and continuing payments. Individual states can set the rates for injuries within
the state’s boundaries, and these rates affect the cost of workers’ compensation
insurance.
Experience rating A measure of how often claims are made against an insurance policy

If you read the previous paragraph closely, you will notice that the company has some
control over their workers’ compensation rates. The experience rating figures heavily into
the company’s cost of providing this insurance, so if we can lower our experience rating, we
can lower our insurance cost as well. And the savings associated with a low experience
rating aren’t just one-time savings; our costs continue to be lower for as long as we
maintain a safer-than-average work environment (we will discuss safety further in the next
chapter). This is an area that HR managers need to understand so that they can lower
company costs for workers’ compensation insurance.
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Who manages and monitors the workers’ compensation programs? State governments have
the primary authority for managing their state’s program. However, the insurance doesn’t
come from the state itself. The insurance is almost always provided by a private insurance
company that provides workers’ compensation insurance in that state. Each state has an
insurance commission that authorizes insurance firms to operate in that state, and if
insurance companies choose to offer workers’ compensation insurance in a particular state,
they have to follow that state’s guidelines. The company approaches a private insurer for
workers’ compensation insurance and purchases a policy from whichever state-licensed
insurer they choose.
What if the company has a poor experience rating because of excessive accidents? In such a
case, the insurers may choose not to provide insurance to the company because the risk to
the insurance firm is too great. In this situation, the company that has been denied
insurance can go to the state workers’ compensation commission and ask to be covered in
the workers’ compensation pool. The pool is made up of insurers who provide workers’
compensation policies in the state. Each insurer that is licensed to provide such insurance
typically has to be part of the pool. The state commission will then assign the company
requesting coverage to one of the insurers, and the insurer will have to write the policy for
the company that was previously denied coverage.
The pool assignments are usually based on the percent share of each insurer’s policies
within the state. For instance, if one insurer writes workers’ compensation policies that
cover 13% of all employees in the state of Arkansas, that insurer would be asked to cover
about 13% of the employees whose companies have to resort to the state pool for coverage.
While this is a simplified example, it gives you an idea of how companies can get insured,
even if no insurance company is willing to cover the risks associated with such an employer
with a poor experience rating. Remember though that the cost associated with being in the
state pool is significantly more in most cases than it is if the company can get insurance
coverage without becoming part of the pool.
Because of their industry and their experience rating, there are cases where companies are
spending significant amounts of money on worker’s compensation. In some cases, as much
as 25% of a company’s total personnel costs can come from workers’ compensation costs if
they are in a high-risk business and their experience rating is also high. Obviously, it can be
different from company to company. But again, we can actually lower our experience rating
by providing safety training as discussed in Chapter 14.
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Work Application 13-5
How would you rate the risk of occupational injury or illness where you work or at an organization where
you have worked? Is it high, moderate, or low? Why?

Unemployment Insurance
The third statutory benefit is Unemployment Insurance. Unemployment Insurance (UI)
provides workers who lose their jobs with continuing subsistence payments from their state for a
specified period of time. It is a federally mandated program but is managed and administered
separately by each of the states. UI originated under the Social Security Act of 1935 and is
applied as a tax on the employers—“Only Alaska, New Jersey, and Pennsylvania levy UI
taxes on workers.”37 The basic federal tax rate is set at 6.2% of wages earned (in 2011) for
the first $7,000 in individual wages, but this rate can be (and generally is) reduced by up to
5.4% if the employer pays state unemployment taxes on time and avoids tax delinquencies.
A minimum of 5.4% of the first $7,000 paid to each employee goes to the state
unemployment fund, and 0.8% goes to the federal government.38
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Unemployment Insurance (UI) Insurance that provides workers who lose their jobs with continuing
subsistence payments from their state for a specified period of time

In addition to the federal minimum of 6.2%, states can vary the tax rate and effective wage
rate within their borders. Here again, as in workers’ compensation, the tax rate is also
affected by the company’s “experience rating.” Employers who tend to terminate more
employees who are eligible for UI benefits have a higher experience rating and, as a result, a
higher UI tax rate. So, within the same state, some employers will pay much more in UI
taxes than other employers will.
What is the logic behind UI? It is there to allow people to continue to have at least some
purchasing power even when they are unemployed. If UI was not available, when the
country experienced a recession, many individuals and families would stop spending as
much as they possibly could. This could cause the recession to deepen even more and make
it more difficult for the economy to recover, because consumer spending is the largest input
into the national economy. If, however, unemployed individuals are provided with some
funds, the overall economy is not harmed as much as it would otherwise be. In ordinary
times, when unemployment rates are not very high, unemployment payments are capped at
26 weeks per recipient in most states. However, in times of high unemployment, this can
be (and usually is) extended. In the 2007–2009 recession, some states with very high
unemployment rates were allowed to extend unemployment benefits to as long as 99 weeks
—nearly 2 years!39
How does an individual become eligible for UI? What has to happen? They have to be
terminated from employment—either through downsizing, layoff, or other processes—and
in most cases must have worked in four of the last five quarters and met minimum income
guidelines in each of those quarters. What makes them ineligible? A series of things can
occur that make the individual ineligible:
The individual quit voluntarily.
They fail to look for work.
They were terminated “for cause” (because they did something wrong).
They refuse suitable work (work comparable to what they were doing prior to being
terminated).
They, as a member of a union, participate in a strike against the company (in most
states).
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They become self-employed.
They fail to disclose any monies earned in a period of unemployment.
What does the individual receive in the way of UI benefits? Generally the weekly benefit is
about 60% of what the person was making when they were employed, but this also varies
some by state, and there is a cap on the amount that will be paid out in unemployment
benefits. So if the individual was highly paid, in some states they may only receive 25% (or
even less) of their prior weekly pay because of the cap.
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Family and Medical Leave Act of 1993 (FMLA)
The next mandatory benefit is Family and Medical Act leave, more commonly known as
FMLA leave. FMLA requires that the employer provide unpaid leave for an “eligible
employee” when they are faced with any of the following situations:40
Leave of 12 workweeks in a 12-month period for:
The birth of a child and to care for the newborn child within 1 year of birth
The placement with the employee of a child for adoption or foster care and to
care for the newly placed child within 1 year of placement
To care for the employee’s spouse, child, or parent who has a serious health
condition
A serious health condition that makes the employee unable to perform the
essential functions of their job
Any qualifying exigency arising out of the fact that the employee’s spouse, son,
daughter, or parent is a covered military member on “covered active duty”
or . . .
Leave of 26 workweeks during a single 12-month period to care for a covered service
member with a serious injury or illness if the eligible employee is the spouse, son,
daughter, parent, or next of kin (military caregiver leave)
In addition, upon the employee’s return from FMLA leave, they must be restored to their
original job or one that is equivalent in pay, benefits, and other terms and conditions of
employment.
Any private-sector employer is covered under the act if they have 50 or more employees
who worked at least 20 weeks during the year, working within a 75-mile radius of a central
location.
Eligible employees must
work for a covered employer;
have worked for the employer for a total of 12 months (not necessarily consecutive);
or
have worked at least 1,250 hours over the previous 12 months.
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The act also exempts some eligible employees. “A salaried eligible employee who is among
the highest paid 10% of the employees employed by the employer within 75 miles of the
facility at which the employee is employed”41 is exempted from FMLA leave and can be
denied restoration of their job if they utilize their “eligible employee” status to take such
leave.
Reasons to deny restoration to a job include the following:42
Such denial is necessary to prevent substantial and grievous economic injury to the
operations of the employer.
The employer notifies the employee of the intent of the employer to deny restoration
on such basis at the time the employer determines that such injury would occur.
In any case in which the leave has commenced, the employee elects not to return to
employment after receiving such notice.
One of the problems that employers run into with FMLA is the definition of “serious
health condition.” Under FMLA, a serious health condition means an illness, injury,
impairment, or physical or mental condition that involves either inpatient care or continuing
care for at least 3 consecutive days, but there is strong evidence that FMLA leave is heavily
abused. All an employee needs in order to be able to claim FMLA leave is a document from
a health care provider that says that they have such a serious health condition. When
President Bill Clinton pushed the law through during his first term, the intent of the law
was noble. However, the execution left something to be desired for businesses dealing with
abuse of this benefit.
Serious health condition An illness, injury, impairment, or physical or mental condition that involves either
inpatient care or continuing care for at least 3 consecutive days

Why are there problems with the law? The employer has little leeway when an employee
requests FMLA leave and has documentation of a serious health condition. The employer
has to cover the costs of not having the employee at work (we talked about the costs of
absenteeism in Chapter 1). The law also says that we have to give at least 90% (remember,
we can exempt the top 10%) of our employees up to 12 weeks of FMLA leave per year and
then have to give them their job back, or a comparable job. So if we have 50 employees
who work within 75 miles of a central location, we would have to allow up to 45 of those
employees to miss up to a quarter of the work year, every year. This puts a huge burden on
both HR and operational managers, and it can easily affect morale of the other employees
who have to take up the slack for the employee who is on FMLA leave. And remember
when we discussed the issue of bad employees in Chapter 9, we noted that one bad
employee can affect everyone’s productivity. In fact, there is evidence that one person who
games the company for unfair time off can bring performance of the entire organization
down by 30% to 40%.43
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Because of the burden that FMLA can create, employers want to make sure to the best of
their ability that employees are not abusing FMLA. One thing that the employer can do to
lower abuse is to enforce the requirement that employees give 30 days’ advance notice of
intent to use FMLA leave if they know that it will be needed. The law also says that if an
employee cannot foresee the need 30 days ahead of time, they must provide notice to the
company as soon as practicable. Usually this is within 1 day of learning of the need for
FMLA leave, or if the need is emergent (for example, an employee is hurt in a car accident),
they must notify the employer as soon as possible. Employers also have the right to require
that the reason behind a request for FMLA leave be documented by a health care provider,
at the employee’s expense. The employer can also require a second or even third opinion on
such reasons for FMLA leave (at the employer’s expense), as well as requiring periodic
certification of the continuing need for FMLA leave when the condition lasts for an
extended period of time. Employers should typically get a second certification when it is
suspected that an employee is abusing FMLA.
Many employees want to have time to spend with their family, which is made possible
through FMLA leave.

©iStockphoto.com/kali9
Companies can additionally require that employees substitute paid leave and completely
use such leave up before taking unpaid FMLA leave as long as that is the employer’s normal
policy. And they can recover health care premiums that were paid to an employee on
FMLA leave if the employee doesn’t return to work.
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Additional employer requirements include the requirement to post notice of FMLA
benefits prominently in the workplace and to include this notice in either an employee
handbook or other written guidance to employees when they are hired. Employers must
also maintain health insurance coverage for the employee on FMLA leave if such health
benefits are normally provided, again adding to the employer’s costs.
All in all, even though FMLA requires only unpaid leave, the costs to the company are
significant. It puts a significant strain on businesses, especially small businesses. The HR
department usually bears a large part of the burden of monitoring and curbing abuses of
FMLA leave, and HR managers must be aware of the rules and regulations in order to
apply the law correctly.

The Patient Protection and Affordable Care Act of 2010
(ACA)
The last mandatory benefit is the Patient Protection and Affordable Care Act of 2010. This
act mandated that all employers with more than 50 employees provide their full-time
employees with health care coverage or face penalties for failing to do so.44 Offering health
insurance benefits helps to attract and retain employees, and it is a major concern for both
employees and employers.45 A MetLife study found that 60% of employees are concerned
about having access to affordable health insurance and worry about how they will pay for
the out-of-pocket medical costs. Employers are concerned about the rising cost of health
care and how the ACA will affect their health care benefits as it is implemented46 and the
still unknown possible changes and effects of the ACA. The major provisions of the law are
presented in Exhibit 13-3, by the year in which they became effective.
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Source: Affordable Care Act of 2010.

The “pay or play” penalty noted in Exhibit 13-3 under 2015 applies to full-time equivalent
(FTE) employees. Full-time equivalents include all workers putting in 30 or more hours per
week plus the total number of hours worked by part-time employees per month divided by
120. For example, take a look at the calculation below. If a company has 42 employees who
work 40 or more hours per week, 22 employees who work fewer than 40 hours per week
but more than 30, and 25 employees who work fewer than 30 hours per week and worked
a total of 1,500 hours per month (an average of about 15 hours per person per week), the
calculation of FTEs would be as follows:

If this company chose not to provide health insurance, they would have to pay a fine of
$94,000: 77 FTEs − 30 FTEs = 47, 47 × $2,000 = $94,000.
Another provision of the law is that employees not covered by a health care plan at work
are required to go to the state health exchange, where they can purchase individual
coverage. Individuals who fail to gain coverage will also be fined. The penalty was a
minimum of $695 in 2017 and is indexed for inflation after that. The total amount of the
penalty for a family will not exceed $2,250. One caveat is necessary here. These penalties
and amounts are as of the time that this text was written. There are ongoing attempts to
change the structure of the ACA or even completely repeal the law. If this were to happen,
HR managers would need to update themselves on the provisions of the law.
“Qualified” ACA plans (plans that meet the guidelines of the law) will have to pay at least
60% of allowed charges and meet some minimum benefit standards. The plan must also be
“affordable,” which means it will not exceed 9.5% of the employee’s household income. If
an employer offers a plan that is not “qualified and affordable,” they will be fined $3,000
annually for each employee who goes to the health care exchange for coverage. So for an
employer, offering no plan is cheaper than offering a plan that isn’t qualified and affordable
—it costs $2,000 per employee to have no coverage but $3,000 to have nonqualifying
coverage.
One of the most significant questions associated with the ACA is “Will employers just
choose to pay the fine rather than provide health insurance, because the fine is less
expensive?” The average cost for employer coverage of a full-time worker in 2016 was
nearly $6,000,47 and cost for a family health plan was about $17,000,48 and that is just the
direct cost of the insurance; it doesn’t include the costs of managing the program
requirements created by the ACA. So a $2,000 penalty may be the lesser of two evils for
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companies that are struggling with profitability.
Another concern associated with the ACA is that the company only has to provide
insurance to full-time employees, even though part-time employees are part of the
calculation of firm size under the law. This has caused a significant number of businesses to
shift at least a portion of their workforce from full-time to part-time49 and to cut existing
part-timers’ hours.50 There has also been a notable shift to more part time, contract, and
other contingent employment, and companies expect that shift to intensify as they adjust to
the new law.51 Uber has thousands of drivers, but they are contractors and don’t get any
benefits. Everyone hired at Sid Simone Solutions is an independent contractor.52 Authors
Robert Lussier and John Hendon are contractors for SAGE Publishing. Some companies
are outsourcing work from employees to contractor companies, such as Virgin American.
Google parent Alphabet has roughly equal numbers of outsourced workers and full-time
employees.53 Companies such as FedEx are also reclassifying their current employees as
contractors to cut costs as they continue to do essentially the same work.54

Statutory Requirements When Providing Certain Voluntary
Benefits
Let’s take a look now at some legal requirements if we choose to provide certain benefits to
our employees. These requirements don’t apply unless we make the choice to provide our
employees with health insurance or company-sponsored retirement plans.

Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA)
If employers choose to provide health insurance, we have to abide by the Consolidated
Omnibus Budget Reconciliation Act (COBRA) law. COBRA is a law that requires
employers to offer to maintain health insurance on individuals who leave their employment (for
a period of time). The individual former employee has to pay for the insurance, but the
employer is required to keep the former employee on their group insurance policy.
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COBRA A law that requires employers to offer to maintain health insurance on individuals who leave their
employment (for a period of time)

Why would a former employee want to remain on the company’s health insurance policy?
Primarily because buying an individual health insurance policy is much more expensive
than buying insurance for a group of people. According to Smart Money,
Buying individual health insurance isn’t as easy as having a clean bill of health and
enough cash. . . . Should an insurer agree to provide coverage, it will almost certainly
be costly and confusing. The average out-of-pocket costs for people insured
individually is almost double what people covered by an employer pay.55
So this option will save people money over buying health insurance on their own. Another
reason is that in most cases, people don’t leave one job and start another on the same day,
so they will have a gap in their health coverage if they don’t utilize COBRA coverage.
COBRA allows coverage after termination of employment for at least 18 months and for as
many as 36 months in some limited cases. This period is usually sufficient to allow an
individual to leave one job, gain employment elsewhere, and switch to the new employer’s
health care plan without losing health coverage for themselves and their family.
COBRA applies to companies with 20 or more full-time equivalent employees. It is
required to be offered to both terminated employees and those who voluntarily quit, in
most cases. An interesting thing about this law is that it doesn’t make failure to comply
illegal. It instead denies a tax deduction that employers could otherwise take if they fail to
comply with the COBRA regulations, and the law has been amended to charge an excise
tax on employers who are not in compliance. So the employer’s effective tax rate goes up
significantly if they fail to comply with COBRA rules.
The employee, as noted earlier, has to pay the premium for health insurance continuation.
The company can also charge the former employee a fee of up to 2% above the premium
cost for administration costs. But even at 102% of the basic premium cost, COBRA
coverage is almost always a good deal for the former employee, again because of the power
of buying in bulk.
Why don’t more former employees choose to continue their insurance under COBRA? In
1345

most cases it is because of the cost of paying the premium, especially if they will be out of
work for a period of time. However, as HR managers, we need to remember that federal
law requires that we offer COBRA to individuals who leave our employment.
The American Recovery and Reinvestment Act of 2009 (ARRA) added a new requirement
to the COBRA rules: Companies were required to “front” a 65% subsidy of the COBRA
cost of health continuation coverage for qualified employees who lost their jobs between
September 2008 and December 2009. This means that the employer had to pay this cost
and then file for a reimbursement of the cost on their quarterly payroll tax deposits. This
was significantly different from providing COBRA coverage for individuals who lost their
jobs outside of this period. ARRA also modified some other compensation and benefits
requirements that continued past the end of the recession, including new shared health care
IT networks, modifications to unemployment compensation, and some new limits on
executive compensation in certain companies. You can read more about it at
https://www.irs.gov/newsroom/american-recovery-and-reinvestment-act-of-2009-newsreleases-multimedia-and-legal-guidance.

Health Insurance Portability and Accountability Act of 1996 (HIPAA)
The Health Insurance Portability and Accountability Act (HIPAA) is another health
insurance mandate from the federal government that applies if the company provides health
insurance to its employees. Only part of the HIPAA law applies directly to all employers.
What are the general provisions of HIPAA that all employers need to understand?
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First, HIPAA requires that our health insurance is “portable.” This means that if we had
group health insurance at our previous employer and if our new employer has health care
coverage for their employees, the new employer is required to provide us with the
opportunity to participate in their health insurance plan. Why wouldn’t the new company
want us to participate in their plan? Well, if we had a preexisting condition that required a
lot of health care expense, the new employer’s premiums might go up.
The second issue that is mandatory for all employers under HIPAA is the privacy and
security requirements for medical information on employees. This is the accountability part
of HIPAA. HIPAA protects “the privacy of individually identifiable health information”
from being disclosed to unauthorized individuals.56 It also provides that employers must
take action to ensure the security of personal health information. The privacy rule requires
that covered firms take “reasonable steps to limit the use or disclosure of, and requests for,
protected health information.” The security rule requires covered firms to have “appropriate
administrative, technical, and physical safeguards to protect the privacy of protected health
information” for individual employees.57 So COBRA and HIPAA are mandatory if we as
an employer offer health insurance to our employees.
In addition to its effects on COBRA and other forms of compensation, the American
Recovery and Reinvestment Act of 2009 (ARRA) also created new HIPAA privacy and
security requirements for companies with group health plans. Most privacy and security
rules originally created by HIPAA were limited to the covered entities, including group
health benefit plans. ARRA has extended HIPAA’s privacy and security rules to business
associates and other vendors directly, and has enhanced HIPAA’s civil and criminal
penalties.”58 New “notice requirements” for an inadvertent release of protected health
information (PHI) are also included under ARRA.

Employee Retirement Income Security Act of 1974 (ERISA)
The first two government mandates that we discussed were contingent on company actions
in companies that choose to provide group health insurance to their employees. However,
the last one that we will discuss covers employers who provide a group retirement plan
and/or group health and welfare plans of basically any type, including medical, dental, vision,
life insurance and others. Employee Retirement Income Security Act (ERISA) guidance
must be followed in any of these cases.59 Let’s take a look at the main provisions of ERISA.
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General provisions
Any organization that provides retirement or health and welfare plans must provide a
document called a Summary Plan Description (SPD) telling beneficiaries about the plan
and how it works—in plain language that the average employee can understand. The
organization also has to provide similar information whenever the plan changes
significantly and send an annual report to members, as well as meet some other
requirements.

Eligibility
A major provision of ERISA is guidance on retirement (pension) plan eligibility. If the
company provides employees with a retirement plan, the guidelines in ERISA say that the
plan has to be available to all employees over 21 years of age who have worked in the
company for 1 year. This brings up a common question about such laws. Can the company
offer retirement options to employees who are not yet 21 or who haven’t worked there for a
year? The answer is yes. The company can relax the requirements of ERISA, but it cannot
be more restrictive than the law allows. This is the case in many similar laws and federal
regulations.

1349

SHRM
K:B3
Regulation of Retirement Plans

Vesting
A second major provision of ERISA is the vesting rules. Vesting provides for a maximum
amount of time beyond which the employee will have unfettered access to their retirement
funds, both employee contributions and employer contributions. Most retirement plans
today take in contributions from both the employer and the employee. Of course, the
employee’s money is available to the employee at pretty much any time. There are rules
about how the employee can remove money from a “qualified retirement account” (an
account that has federal and sometimes state tax advantages associated with it), including
the requirement that they reinvest it into another qualified retirement fund within a certain
time period, but the money they contribute can be removed from the account when they
leave the employer or even before as long as they follow some IRS rules. ERISA identifies
the maximum amount of time that the company can retain company contributions to the
employee’s retirement account. The rules in ERISA say that the employer must vest the
employee in all employer contributions based on one of two options:
100% of employer contributions at the end of 5 years of contributions to the plan; or
20% of employer contributions from the end of year 3 through the end of year 7.
Vesting A maximum amount of time beyond which the employee will have unfettered access to their
retirement funds, both employee contributions and employer contributions

So if an employer and employee have been contributing to the employee’s retirement fund
for 5 years and the employer has provided $1,000 per year to the account, the employee
can take that $5,000 employer contribution out of the retirement fund and move it to any
other qualified retirement fund that they choose. Alternately, under the 20% per year
option, the employee might only be allowed to have access to 20% of $3,000 at the end of
year 3, 40% of $4,000 at the end of year 4, 60% of $5,000 at the end of year 5, up until
the end of year 7, when they would have access to all of the employer’s contributions to
their retirement fund.
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Can the company allow the employee to be vested earlier? Of course it can. In some cases,
companies will immediately vest employees in their own retirement funds as a recruiting
incentive. This can be a significant advantage over having to wait 5 years to have access to
employer-provided funds. If the company doesn’t vest us in our retirement fund for 5
years, then if we leave the company for a better job after 4 years and 10 months, we forfeit
all of the employer contributions to the fund (in this case about $4,850).
Employers have to be aware that a number of factors may cause retirement plans (as well as
other benefits) to be nonqualified. Executive compensation in the form of a deferred
contribution to the executive’s retirement accounts is one of the most common forms of
nonqualified retirement funds. If the benefit doesn’t meet the requirements of IRS rules
governing qualified retirement plans, the company must treat the contributions to the
account as taxable.

Portability
The third major issue that ERISA addresses is portability of retirement accounts. The
portability rule allows us to take our retirement fund and move it from our employer to
another qualified fund. The employer cannot require that we keep the funds with them or
under their control. Once the vesting requirements have been met, the employee has the
ability to move funds from the employer’s control into another qualified retirement
account.

Fiduciaries
The next provision of ERISA is the responsibility of individuals acting as fiduciaries for
company retirement or health and welfare funds. A fiduciary is a person who has authority
over how those funds are managed but also has financial responsibilities associated with
that authority. ERISA notes that fiduciaries have the requirement to act under a concept
called the “prudent man.” This includes requirements that the fiduciary will act to benefit
the fund’s participants, minimize unnecessary expenses to the fund, and use “care, skill,
prudence, and diligence” in managing the funds entrusted to them.
But what is prudence? Is it prudent to put the bulk of retirement investments into dot-com
stocks, as many investment managers did prior to the year 2000? What about putting large
portions of the fund into financial firm and real estate stocks, as many did up until 2007–
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2008? While in hindsight these were probably not good investments, they would have
probably passed the “prudent man” standard, so prudence is a pretty minimal standard of
diligence for the managers of retirement funds.
13-1 Applying The Concept
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Statutory Benefit Laws
Place the letter of the relevant statutory benefit law on the line next to the statement below.
1.
2.
3.
4.
5.

FMLA
ACA
COBRA
HIPAA
ERISA
____ 1. I don’t trust my company’s financial future, so I like this law because it will allow me to
move my funds out of my company fund to a new account with the stockbroker of my choice.
____ 2. I like this law because it will allow me to take time off from work to take care of my sick
mother.
____ 3. I’m going to quit and look for a new job, so I like this law because I need to continue to
have health insurance while I search for a new job.
____ 4. I currently have health insurance and medical problems, but when I change jobs, the new
company can’t refuse to give me insurance based on any medical problems I have when I join the
firm.
____ 5. I’m out of school and almost 25, so I like this law that allows me to continue on my
parents’ insurance plan.

PBGC
The last big provision of ERISA is the creation of the Pension Benefit Guarantee
Corporation (PBGC). The PBGC is a governmental corporation established within the
Department of Labor whose purpose is to insure retirement funds from failure. Its main
function is to act as an insurer for the benefits promised to employees whose employers go
bankrupt or are for other reasons not able to provide the promised retirement benefits to
their employees. It covers only “defined benefit” retirement plans (which we will cover
shortly)—plans that have specified benefits that will be paid out to the individual employee
on their retirement. The PBGC may not fund 100% of what was promised in the specific
retirement plan, but it “guarantees ‘basic benefits’ earned before the plan’s termination
date” or the employer’s date of bankruptcy.60 There are also caps on coverage of pensions,
which are determined by ERISA.
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Work Application 13-6
Which, if any, statutory requirements governing certain voluntary benefits would be mandatory where you
work or have worked?

PBGC A governmental corporation established within the Department of Labor whose purpose is to insure
retirement funds from failure

Who provides funds for the PBGC? In this case, even though PBGC is a federal
government entity, the funds for the program come from employer payments into the
program. If an employer chooses to provide “defined benefit” retirement accounts for their
employees, they are required to pay into the PBGC. These funds are then used to provide
benefits to workers whose employers are unable to pay the promised benefits. So PBGC
acts as a guarantor of these retirement plans.
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Voluntary Benefits
In addition to mandatory benefits, almost all employers provide some group of voluntary
benefits to their employees. These can range from a narrow group of commonly provided
benefits such as retirement accounts, life insurance, and vacation time to a very broad group
including company nap rooms, sick-child care services, and personal valets. How do
companies determine what voluntary benefits they are going to provide? They look at their
workforce and the funds available to the company and choose the package that will best
allow them to minimize turnover while maintaining a satisfied and engaged workforce.
Let’s discuss some of the more common voluntary benefits, including group health
insurance, retirement, paid time off, and other forms of employee insurance.
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LO 13-4
Briefly describe the main categories of voluntary benefits available to organizations.

Group Health Insurance
While the ACA requires certain employers with more than 50 full-time employees to
provide health insurance to their full-time workforce, all other organizations generally have
the choice of whether or not to offer this benefit. As we have already noted, if a company
chooses to provide health care to employees, they have to follow the COBRA, HIPAA, and
ERISA rules. Companies also have to look at the rising cost of providing such care. In
1980, health care services accounted for less than 10% of gross domestic product (GDP), in
2000, that figure was 13.8%, and in 2015 (the latest government figures), these services
accounted for 17.8% of GDP, or $3.2 trillion.61
A survey by the Bureau of Labor Statistics reported that 67% of private-industry workers
receive medical care benefits and that employers offering health insurance paid an average
of 80% of the cost of premiums for single coverage and 68% of the cost for family coverage
in 2017.62 Thus, companies that do provide health care have to be concerned with the
costs. And remember that the ACA required many companies to start providing health
insurance beginning in 2015, thereby increasing their overall costs of doing business.
Costco offers its workers higher-than-average wages and better benefits. In 2013, 85% of
its US employees, including part-time workers, received health care and other benefits
(compared to less than 50% at Walmart and Target) prior to the implementation of the
Affordable Care Act.63 One of the ways that companies can control costs is to understand
what coverage they are buying for what price. Let’s look at the major types of group health
insurance currently available to companies.
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Traditional Plans (Also Called Fee-for-Service)
Traditional health care plans typically cover a set percentage of fees for medical services—for
either doctors or in-patient care. The most common percentage split between the insurance
plan and the individual is 80/20. In other words, if the employee has to go to the hospital
and is charged $10,000 for services, the insurance would pay $8,000 and the individual
would be responsible for the other $2,000. There are, of course, some variations on these
plans, but this is basically how they work. One of the issues with traditional fee-for-service
plans is that they typically do not cover preventive care, such as an annual physical exam.
They do, however, cover most but not all of the costs to treat medical conditions covered
by the policy.
Traditional health care plans Plans that cover a set percentage of fees for medical services—for either
doctors or in-patient care

One of the biggest advantages of traditional plans is that they allow employees to go to any
doctor or provider they want without a referral to see specialists. Also, if the employee has
traditional health insurance, they can live anywhere. With some managed care health
insurance (we will talk about this next), employees are limited to living within a certain
range of the network controlled by the insurance company. However, the big problem with
such insurance is the high overall cost of medical care today. If a patient went to the
hospital for a serious medical problem, such as cancer, it would be very easy to incur bills in
excess of $1 million. In such a case, the individual would be responsible for $200,000 of
the total charges, unless they had separate gap coverage or other major medical insurance.
So traditional plans have somewhat fallen out of favor. Traditional plans do give the
employee a lot of choice, but there are some serious issues with potential out-of-pocket
costs.

Health Maintenance Organizations (HMO)
HMOs are managed care programs. An HMO is a health care plan that provides both health
maintenance services and medical care as part of the plan. This is health care that provides the
patient with routine preventive care, but in the case of nonpreventive care, it requires that a
review of specific circumstances concerning the individual and their health condition be
completed before any significant medical testing, medical procedures, or hospital care is
approved. Managed care plans generally require that the employee and their family use
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doctors and facilities that are in the managed care network. In some cases, the managed
care plan will allow the insured person to go outside the network, but if this is done, the
cost of care is usually significantly higher. This allows the managed care company to
attempt to ensure that unnecessary tests and procedures are not done, thereby saving both
the insured and the insurance company money.
HMO A health care plan that provides both health maintenance services and medical care as part of the
plan

In the HMO form of managed care, the insured person will generally be required to use
doctors and facilities in the network. The employee (and their family, if covered) will
choose a primary care physician (PCP). The primary care physician (PCP) will be the first
point of contact for all preventive care and in any routine medical situation, except emergencies.
The PCP will see the patient and, if they feel the need for a specialist to be involved with
the case, will refer the patient to that specialist. The specialists also usually have to be part
of the network in order to accept referral patients from the HMO.
Primary care physician (PCP) The first point of contact for all preventive care and in any routine medical
situation, except emergencies

In the HMO form of managed care, the patient pays a copayment each time they visit their
PCP and will generally also pay a copayment if they see a specialist after a referral. Once the
copayment is paid, all other billable costs for the physician visit will generally be paid by the
insurer. In addition, there will almost always be an annual deductible, an amount that the
patient will be required to cover for any care beyond physician office visits (such as an
outpatient procedure to have a child’s tonsils removed) before the remainder of such costs
will be paid by the insurer.
In an HMO plan, the PCP physicians are generally paid a flat fee per patient to take care of
that patient for the year. This fee is provided to the physician to be the gatekeeper for any
other medical services that the employee or their family may need during that year. The
PCP will get the same amount of money no matter how many times a patient visits them
during the year. Why is this significant? If the physician happens to be selected as the PCP
by patients who don’t use medical services at the average rate of the overall population, the
HMO knows this (because they do a utilization analysis) and will cut payments to the
physician next year because the PCP isn’t using up as much time as the average physician.
The company should always do a similar utilization analysis on its employees. If the HMO
can cut payments to the physicians that serve our company, we should share in the cost
reduction. If the company fails to complete the utilization analysis itself, the HMO will be
happy to keep all of the savings, but if the company is doing a utilization analysis, it can
demand some share of the cash saved. This is another place where good HRM can save the
company money.
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HMOs have some very good characteristics and some bad ones. Preventive care is covered,
and there are maximum out-of-pocket costs to the employee in any given year (at least for
covered illnesses and injuries). However, the employee may be required to live in certain
areas (because of the network of physicians and medical facilities) so that they can be safely
covered without having to go long distances in an emergency. There may also be limits to
the number and types of procedures that will be covered by the HMO; the employee does
not have free choice in doctors, clinics, and hospitals for their care; and various copayments
and deductibles are the employee’s responsibility before the HMO covers the rest of the
costs.

Preferred Provider Organizations (PPO)
Preferred provider organizations (PPOs) are a kind of hybrid between traditional fee-forservice plans and HMOs. They have some of the advantages and disadvantages as well as
some of the requirements of both. PPOs have networks of physicians and medical facilities,
just like HMOs. PPOs act like HMOs in that they prefer (but do not require) that you have
a PCP within their medical network and that you go to that PCP before going elsewhere
for medical care. They also provide preventive care services to their insured members,
similar to HMOs, and have similar copayments and annual deductibles.
However, PPOs do not require that you have a referral from the PCP to see a specialist. In
this way, they are more similar to a traditional health care plan. They will also allow you to
see any provider of care either in or outside the network, although you may be required to
pay a larger percentage of the cost of care if you choose to go beyond the network of
physicians and facilities.
Preferred provider organizations (PPOs) A kind of hybrid between traditional fee-for-service plans and
HMOs

So if we compare PPOs with HMOs, we see that the advantages of PPOs include the
ability to see any physician and use any medical facilities (as with a traditional plan), which
in turn relieves the individual insured by the PPO of the necessity to live within certain
geographical boundaries. The member can live anywhere they want because they can use
any medical facilities they choose. In addition, similar to HMOs, PPOs cover preventive
care. However, unlike with HMOs, the cost of care can be significantly higher if the
individual chooses to go outside the preferred providers that are identified as PPO
participants. So PPOs prefer that we use physicians and facilities within their network, but
we have a choice to go outside the network and pay at a higher rate if desired.

Health or Medical Savings Accounts (HSA/MSA) and Health Reimbursement
Accounts (HRA)
HSAs and MSAs are two very similar savings accounts for health care services. MSAs are
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medical savings accounts available to self-employed persons and small businesses with fewer
than 50 employees. HSAs are available to employees of larger businesses who choose to
provide these accounts. An HSA or MSA allows the employer and employee to fund a medical
savings account from which the employee can pay medical expenses each year with pretax dollars.
The money in this account is then used to pay for medical services for the employee (and
their family, if desired) over the course of that year. One of the big advantages of HSAs and
MSAs is that money remaining in the account at the end of the year can be rolled over to
future years without paying a tax penalty as a general rule.64
HSA or MSA A plan allowing the employer and employee to fund a medical savings account from which
the employee can pay medical expenses each year with pretax dollars

For example, assume that our employer provides an HSA and shares equally in funding our
account at the maximum amount allowed for an individual for the year 2017—$3,350.
The employer puts in $1,675, and we put in $1,675 (deducted from our pay over the
entire year). In February of that year, we go to our physician for our annual physical. The
cost of the physical including tests is $465. Our HSA provided us with a debit card for
medical expenses at the beginning of the year, so we provide the debit card to our
physician, and they bill $465 to our card.
The remaining balance on our card will be $2,885. Our physician reports that it appears
that we have a small cancerous growth on our skin that needs to be removed in an
outpatient surgery. We go to the outpatient surgery center, where they remove the cancer
and charge us $1,842, which we pay with our debit card, leaving a balance of $1,043. The
only other medical service that we have that year is a physician’s office visit and antibiotics
for a sinus infection. We are billed for the full cost of the office visit at $80 and for the full
cost of the antibiotics at $34. This would leave a balance of $929 in our HSA. At the end
of the year, this $929 will roll over to next year’s HSA account and be added to the new
contribution of $3,350.
As you can see, in an HSA you pay the full cost of each of the medical services used in a
plan year from the HSA account. There are no copayments; there are no deductibles.
However, if you don’t use the full value of the services, the remaining dollar amounts can
be rolled over to future years, so you don’t lose that money.
HSAs are also portable, so we can take our HSA balance with us if we change employers.
One of the benefits to companies using an HSA or MSA is that it causes the employee to
understand the full cost of providing health care for the year. If the full cost of health care is
coming out of the employee’s pocket through the use of the HSA debit card, it is thought
that they might pay more attention to unnecessary medical expenses, including such things
as going to the doctor’s office when they have a cold or if they sprain a finger. The
assumption is that if the employees pay more attention to the overall cost of health care, we
can lower that cost.
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One of the biggest differences between HRAs and HSAs is the portability of the account.65
HRAs do not go with an employee who leaves the company. Another difference is that the
HRA is not funded with real dollars until the employee provides a claim against the HRA.
So HRAs provide more control to the employer than does an HSA. The employer can
choose what deductibles to require and can manage the account in other ways such as
through managing the pharmacy benefits and maximum out-of-pocket costs. The HRA
also does not carry over from year to year unless the employer decides that they want it to,
and it is not treated as a retirement account. Finally, there is no requirement that an HRA is
tied to an high-deductible health plan,66 which we will discuss next.

High-deductible health plan (HDHP)
One of the problems that we can quickly see within HSA is that our medical services in a
particular year could cost us much more than $3,350, especially if we had to have a surgery.
However, federal rules on HSAs and MSAs require that employees who have these accounts
also participate in something called an HDHP. A high-deductible health plan (HDHP) is
a “major medical” insurance plan that protects against catastrophic health care costs and in most
cases is paid for by the employer. A very common HDHP would pay for medical costs in any
given year that total more than $10,000. So if an individual exceeded the $3,350 in their
HSA, they would be responsible for out-of-pocket costs of a maximum of $6,650, at which
time the HDHP would take over and pay the remaining costs of the individual’s health
care for the year.

1361

Work Application 13-8
Select a company that offers health insurance and identify the type of insurance it offers.

High-deductible health plan (HDHP) A “major medical” insurance plan that protects against catastrophic
health care costs and in most cases is paid for by the employer

At first glance, this looks like a large out-of-pocket expense for the individual employee.
However, in other forms of health care, the employee generally has copayments,
deductibles, and prescription copayments that come out of their own pocket during the
course of the year. Annual deductibles can frequently be as high as $2,000 to $4,000, while
each PCP visit can cost between $20 and $40, each specialist’s office visit costs $40 to $50,
and prescription copayments typically cost from $25 to $40 or more. So if an individual
had large-scale medical costs in any given year, they would most likely have at least as much
in out-of-pocket costs as they would under the HSA plan.
One of the big advantages of HSAs and MSAs is that the individual can go to any physician
or medical facility. There is no HMO network and no preferred providers. If the employee
wants to go to the top specialist in their field and is willing to pay the extra cost of the
office visit for such a specialist, they have the ability to go. In this way, HSAs and MSAs are
much more like traditional fee-for-service plans than HMOs and PPOs. However, they are
much more like HMOs and PPOs in the fact that there are maximum out-of-pocket costs
per year before the HDHP takes over and pays all other medical expenses.
Because HSAs and MSAs cause the individual employee to see the total cost of their health
care and might cause these employees to use such care at a lower level because it is a direct
cost to the employee, about 50% of employers now offer these accounts to employees in an
attempt to control ever-rising health care costs.67 The HSA can cause people to realize that
medical care costs a lot more than their copayments. If the employee only pays $20 to go to
the doctor, they will go whenever they feel the slightest problem coming on, but if they
have to pay the entire $125 for the cost of the office visit, they may think much harder
before they spend that money to go to the doctor to remove a splinter. Because of the fact
that it makes employees aware of the entire cost of health care, it is expected that HSAs and
MSA accounts will continue to become a more significant proportion of the health care
plans provided by employers over at least the next several years.

Utilization Analysis
We briefly mentioned utilization analyses earlier. Let’s take another look at them now. A
utilization analysis is a review of the cost of a program and comparison of program costs
with the rate of the program’s usage by the members of the company. In other words, is the
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company getting a valuable benefit out of the program, or could the same money be spent
in a different way to get better returns on money spent?
Utilization analysis A review of the cost of a program and comparison of program costs with the rate of the
program’s usage by the members of the company

If, for instance, our average employee is healthier than the national average employee, we
might use fewer medical services over time than other companies of similar size in the same
industry. But our premiums for health insurance will (at least initially) be based on the
“average” employee in our industry. If we investigate and find that our employees do, in
fact, use fewer medical services each year than the average, we can ask the insurer to lower
our insurance rates to match our utilization rates. Health insurance is one of the easiest
things for us to do a utilization analysis on because we are provided information on the
services that our employees use by the insurance company. If we have a strong case, we
need to go to the insurance company and request that they lower our rates to match our
utilization of services.

Retirement Benefits
According the Bureau of Labor Statistics, employer-provided retirement plans are available
to 77% of all full-time workers and 38% of part-time workers in private industry.68 They
are not mandatory, but if we provide them, we have to comply with ERISA. Employees say
that retirement benefits are very important for feelings of loyalty—retention.69 As with
health insurance, companies provide retirement benefits to motivate employees. However,
as discussed in Chapter 12, employees may view them as simply an entitlement.70
Retirement benefits are categorized into two types. Let’s discuss both followed by five
options for defined contribution plans.
13-2 Applying The Concept
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Group Health Insurance
Place the letter of each type of health insurance option offered on the line next to the statement describing
it.
1.
2.
3.
4.
5.

Traditional
HMO
PPO
HSA
MSA
____ 6. I don’t like the new insurance plan because I can only go to doctors and hospitals that are
approved by the plan. I have to stop seeing my doctor and start with a new one that I’m assigned to.
____ 7. I have expensive health problems, and my insurance plan requires me to pay 20% of my
health care costs, making it very expensive for me.
____ 8. I like my insurance plan because I’m healthy and pay the full cost, but I don’t use it all
every year and it has accumulated in case I need it someday.
____ 9. I have the same insurance deal that you have (#8), but my company only has 25 employees.
____ 10. I do have copays and deductibles, but at least I can go to any doctor or hospital I want too
at an extra cost.

Defined Benefit Versus Defined Contribution Plans
A defined benefit plan provides the retiree with a specific amount and type of benefits that will
be available when the individual retires. The retiree knows exactly what they are going to
receive in benefits when they retire. For instance, a simple defined benefit plan might
provide that employees who work in the company for 25 years will get 60% of the average
of their two highest years of pay. In addition, they will receive 1% more for every
additional year that they work. So if the same employee worked for 35 years, they would
receive 70% of the average of their two highest years of pay. If such an employee made
$64,238 in their highest-paid year and $63,724 in their second-highest-paid year, their two
highest years’ average pay would equal $63,981. If this individual retired with 25 years of
service, they would receive $38,388.60 per year in retirement. If they instead retired after
35 years of service, they would receive $44,786.70 per year in retirement. Because it is a
defined benefit retirement plan, the employee knows exactly what their retirement will be.
Defined benefit plan A plan providing the retiree with a specific amount and type of benefits that will be
available when the individual retires

Defined contribution plan
Unlike with a defined benefit plan, under a defined contribution plan, the employee does
not know what their retirement benefit will be. Defined contribution plans identify only
the amount of funds that will go into a retirement account, not what the employee will receive
upon retirement. The employee only knows what their contribution to the retirement fund
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consists of. What will the employee who contributes to a defined contribution plan receive
upon retirement? The answer to this question will depend on the success of the investment
of their retirement funds over the years between the contribution of the funds and the
employee’s ultimate retirement. If the retirement funds are invested successfully, growing
significantly over time, the individual’s retirement account will be able to pay much higher
benefits than if the funds are not invested successfully and don’t grow very much.
Defined contribution plan A plan providing only the amount of funds that will go into a retirement
account, not what the employee will receive upon retirement

Shift from defined benefit to defined contribution plans
Defined benefit plans used to be the most common type of retirement plan, but they have
been overtaken by defined contribution plans—some would say for legitimate business
reasons. Kroger Co. had to raise $1 billion in 2017 to add to its underfunded defined
benefit retirement plan while moving some participants in the plan to other (defined
contribution) plans moving into the future.71 Providing a defined contribution retirement
plan to employees shifts the investment risk from the company to the individual employee.
Under a defined benefit plan, the employer puts money into retirement accounts and
expects that money to grow at a certain rate over time. But if the funds do not grow at the
expected rate, the employer is left with a shortage in the retirement accounts and must add
money to those accounts in order to be able to pay the promised benefit to retired workers.
This also happened in the US auto industry as large numbers of retiring employees
combined with lower sales and a period of no profits and layoffs, which left fewer
employees to cover the cost of those retirees. So the cost of adding funds to the defined
benefit plans for their retirees contributed to a cost advantage for foreign automakers, and
(when the 2007–08 recession occurred) to the US government bailout of General Motors
and Chrysler.
In the case of a defined contribution plan, the risk of slow growth of the investment shifts
to the employee. The company has no obligation to pay a specific amount to the employee,
so if the fund doesn’t grow at the expected rate, the employer is not required to add money
to that fund. However, the employee may not be able to draw as much in benefits as they
had anticipated if the account hasn’t earned interest or grown at the rate that was expected
over time.
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There are a number of different defined contribution plans that meet federal and state
guidelines for favorable tax treatment (these are called qualified plans) and therefore have
added value to both employers and employees. Let’s take a look at some of the most
common types of defined contribution plans now.

401(K) AND 403(B) PLANS
The most well-known retirement plan in US companies today is the 401(k). 401(k)
accounts are available to nearly all employees of corporations as well as most self-employed
persons. A 401(k) retirement plan is a savings investment account for individual employees
of corporations. A 403(b) retirement plan is a very similar plan to the 401(k) with the
exception that it is used for nonprofit entities.
Both the employee and the employer are allowed to contribute funds each year to the
employee’s 401(k) or 403(b) account, with the employee allowed to contribute up to a
maximum of $18,000 (for an employee under 50 years of age in 2017).72 Contributions to
these accounts are made on a “pretax basis.” This means that when funds are put into the
account, they do not count as taxable income for the individual. Once the individual retires
and begins to remove funds from the account, they pay income taxes on the distributions at
their current tax rate, which tends to be lower at retirement. The earliest point at which the
contributor can withdraw money without incurring a penalty from a 401(k) or 403(b)
account is at age 59½.

Matching contributions
Many employers that offer a 401(k) or 403(b) provide a matching contribution up to a set
maximum. Matching dollar for dollar is a 100% return on your investment. For example,
an employer might allow a 100% match of employee contributions up to a $2,000
maximum. So if the employee put $2,000 of their salary into the retirement account over
the course of the year, this plus the employer’s matching funds would add $4,000 a year to
the individual’s retirement account. Among the 250 largest companies, ConocoPhillips
offers the largest potential match at 9%; companies at a 6% match include Citigroup,
Bristol-Myers Squibb, and Verizon.73 Some companies in certain industries say they need
to spend more to retain the best employees and motivate staff. Microsoft and Host Hotels
are among a growing number of companies boosting contributions to 401(k) plans because
some workers aren’t saving enough, a move many firms have long resisted because of the
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costs.74
On a personal note, never refuse free money. “If your employer offers a 401(k) plan,
embrace it. . . . Whatever the match is, put as much into the plan as you need to get it.”75
You would be amazed at how many people refuse the retirement match. Taking the full
match as early as you can is one of the most important tips in this book.
Would you like to be a millionaire? If you start putting away $2,000 a year (with or
without a match) in your early 20s, such as in a low-fee stock index fund,76 with competent
professional help, you can be a millionaire by the time you retire at age 67. Besides, if you
start your retirement account with your first job, you will never miss the money. So pay
yourself first by putting away 10% to 15% of your gross income into retirement every
payday,77 and even more if you are older, no matter how low your income is.78 It’s also a
lot less stressful and can bring happiness knowing you have financial security.79

IRAs and Roth IRAs
An IRA is an Individual Retirement Account. Under US law, any person who pays taxes
can have and contribute to an IRA, and the contributions are tax free (subject to a
maximum annual income limit). In other words, they reduce your taxable income by the
full amount of the contribution in the year in which they are contributed to the account.
Both IRAs and Roth IRAs can supplement the amount that an individual is contributing to
a company-sponsored 401(k) account, because we are allowed to contribute to both. An
individual can contribute a maximum of 100% of their income up to $5,500 per year (in
2017) into a standard, or Roth, IRA.80
The Roth IRA is basically the same type of account as a regular IRA with the exception that
the Roth IRA “front-loads,” or requires that we pay the taxes immediately for funds put
into the retirement account. If we put $4,000 into a Roth IRA in 2017 and were in the
25% federal tax bracket, we would pay $1,000 in tax for 2017, but when we withdrew
these funds upon retirement, they would be tax free. With the standard IRA, you pay no
tax on the funds when you contribute them, but you pay taxes at your current tax rate
when those funds are withdrawn.
What is the advantage to paying the taxes up front on a Roth IRA? If you expect to be in a
much higher tax bracket later in life, it makes sense to pay the taxes at your lower (current)
tax rate instead of paying a higher tax rate later. Assume that you are currently in the 15%
tax bracket, but your income triples over the next 40 years and you expect that (based on
current tax rates) you will be in a 38% tax bracket later. You can pay $750 on a $5,000
Roth IRA contribution today but might have to pay $1,900 on that same $5,000
contribution (plus any interest earned) when you withdraw it in 40 years. So if you expect
your tax bracket to go up over time, a Roth IRA may be advantageous.

1367

Simplified Employee Pension (SEP) Plans
The last common retirement plan that we will discuss here is the SEP. SEPs are primarily
used for self-employed individuals and members of small companies. According to the US
Department of Labor, “Under a SEP, an employer contributes directly to traditional
individual retirement accounts (SEP-IRAs) for all employees (including the employer). A
SEP . . . allows for a contribution of up to 25% of each employee’s pay” up to a maximum
of $52,000 (in 2014) into the person’s IRA each year.81 Because the owner is not an
employee with pay, the self-employed person can tax defer a set percentage of the company
profits. A SEP can also be used by a person who has a job that has retirement benefits and
who is also self-employed to defer taxes and save more for retirement.
What makes a SEP retirement plan valuable to small business is the lower paperwork
burden compared to a 401(k) or 403(b) retirement account. The contributions follow the
same basic tax rules as a 401(k): Contributions are not taxed when made, but the individual
pays taxes on the money when it is withdrawn during retirement. For self-employed
proprietorships without any employees getting SEP retirement benefits, the only records
needed are the individual tax return 1040 with a Schedule C for self-employed income
showing the SEP deduction from profits going into the SEP and the SEP account records
verifying that the money was actually put into the SEP.
13-3 Applying The Concept
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Retirement Plans
Recommend the appropriate retirement plan based on the person’s situation.
1.
2.
3.
4.
5.

401(k)
403(b)
IRA
Roth IRA
SEP
____ 11. I work for a church, but we do have a retirement account.
____ 12. My company doesn’t offer any retirement benefits for part-time employees, so how should
I save for retirement?
____ 13. I work for a major corporation, and it offers the standard retirement plan with a 5%
match.
____ 14. I already have a retirement plan at work and put in the maximum tax-deferred
contribution. What other options do I have to save even more for my retirement?
____ 15. I started my own business and want to save for retirement. What retirement plan should I
use?

Paid Time Off
Paid time off (PTO) benefits include a group of options such as vacation time/annual leave,
severance pay, personal time off, sick days, and holidays. Some companies provide an allencompassing PTO plan, sometimes called a “PTO Bank,” that allows the employee to use
their paid time off in any way they wish, whether for sick days or vacation, holidays, or any
other purpose. Others apportion the available days for vacation, sick time, holidays, and
others.82 These benefits contribute approximately 7% of the average employer’s total cost
of wages and benefits, or a little over 10% of direct wages.83 Another way to look at this is
that the average cost of paid time off is $1 for every $10 in direct wages. None of the listed
PTO benefits is mandatory at the federal level in the United States at this point, yet most
employers provide at least some holidays off and some vacation and/or sick time. In
addition, you need to be aware that some states have already passed, or are currently
attempting to pass, mandatory sick leave and even, in some cases, annual leave and other
PTO laws. Paid time off is commonly viewed as an entitlement (Chapter 12). Let’s do a
quick review of the most common types of PTO.
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Work Application 13-9
Select a company that offers retirement benefits and state the type of plan it offers. If it is a defined benefit,
describe the plan. If it is a defined contribution, identify the option selected and, if the employer offers any
matching contributions, what they are.

Vacation or Annual Leave
Although federal law does not currently require any paid vacation time, the majority of US
firms provide paid vacations to their employees, according to the US Bureau of Labor
Statistics. In fact, about 97% of employers provide paid vacation in some form—either as a
stand-alone benefit or as part of a PTO plan—to their full-time workforce.84 The average
time provided was about 8 days after 1 year of service in 2017, while workers with 10 years
of service averaged 14 days.85 Why do companies provide this time off? The simple answer
is that it refreshes the employee so that they can come back to work and be more
productive. Many studies show that when we leave a stressful situation for a period of time,
we lower our stress level, which in turn raises our ability to be productive.86 Good
employers know this and, as a result, provide time off to allow their employees to relax.
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Sick Leave
The next most popular PTO is sick leave. Approximately 92% of employers in the United
States provide sick leave of some type to their employees, whether in an all-encompassing
PTO plan or specifically designated as “sick days.”87 Paid sick leave can offer employees
relief from loss of income associated with having to miss work due to an illness. However,
there is significant evidence that sick leave is abused by employees, especially in the case of a
“use it or lose it” sick leave policy. With the entitlement mentality, some employees take
every sick day off even though they are not sick. This is one of the reasons why more
companies have moved to the PTO Bank concept instead of designating a specific number
of days as sick leave.
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Holiday Pay
Nearly all employers provide for at least some paid holidays with their workforce. In 2017,
the US government identified 10 federal holidays, and many companies also observe some
local, state, and religious holidays as well. Here again, companies can be subject to
problems or even charges of discrimination if there is cultural or religious diversity in the
firm. Because of these issues, some companies provide “floating” holidays so that the
employee can pick which days they will observe as holidays during the work year. Between
one third and one half of companies in the United States currently provide floating
holidays. In addition, some firms allow employees to swap holidays to observe a holiday of
their choice that would normally be unpaid, for instance swapping Christmas Day for Yom
Kippur or the first day of Eid al-Fitr.
Former Amgen CEO Kevin Sharer at the Amgen campus. Amgen has been rated one of the
top companies for paid time off, with more than five weeks of paid time off per year.

Bryan Chan/Los Angeles Times via Getty Images
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Paid Personal Leave
Finally, many companies today provide time off for a wide variety of personal needs. Many
firms allow employees to use such leave to visit their child at school or accompany them on
a field trip. Other options might include funeral leave, family leave that would not be
covered under the FMLA, time off on their birthday, and “mental health” days among
others. A growing number of companies have even gone as far as providing unlimited PTO,
where workers decide how much time off they will take in any given year. Personal leave is
an effort on the part of the organization to maintain or improve job satisfaction and
organizational commitment on the part of their employees.
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Work Application 13-10
Identify the paid time off benefits offered where you work or have worked.

Other Employee Insurance Coverage
The next major category of voluntary benefits is insurance. There are a number of different
types of insurance that are provided as common voluntary benefits to our employees. The
largest of these is life insurance, but disability policies (both short- and long-term),
supplemental unemployment policies, income continuation (also called supplemental
health) policies, travel accident insurance, individual cancer and genetic disease policies,
and other insurance options are also available and are part of some companies’ voluntary
benefit programs. Let’s review some of the major employee insurance options.
HRM in Action

Employee Benefit

Life Insurance
Many firms will provide group term life (GTL) insurance policies to provide for survivors
of an employee who dies while employed by the company. In 2017, about 80% of
employers provided this service to their full-time employees.88 GTL provides for a survivor
payment to occur only if the employee dies during the term that is covered by the insurance
policy. It is also a valuable benefit to the employer because it is eligible for an employer tax

1374

deduction for up to $50,000 in coverage if it complies with IRS regulations.89 A fairly
standard benefit here would be 1 to 2 times the individual’s annual compensation. So if an
employee dies, on or off the job for most causes of death, the beneficiary would get 1 to 2
years’ salary. Many companies will allow the employee to add to this coverage at the group
rates, which is generally a very good deal for the employee. Generally, once the employee
leaves the company, the term insurance policy will be discontinued.
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In addition to GTL, employers can provide permanent, or whole, life insurance. Unlike
term life policies, this life insurance benefit has no termination or end date. It continues for
the life of the individual as long as premiums continue to be paid. Whole life policies can
also be used for retirement. However, they are not commonly offered.

Disability Insurance
The other large-scale insurance benefit in many companies is disability insurance. This
insurance can be either short- or long-term in nature, and some companies offer both
options.
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Short-term disability is insurance against being unable to perform the essential functions
expected of the employee at work for up to 6 months due to illness or injury—not
necessarily a work-related illness or injury. This is valuable because most long-term disability
policies do not provide replacement income until the employee completes a 180-day
“elimination period” (a period during which they are unable to work). Short-term coverage
closes this 6-month gap. Because 71% of Americans say that it would be difficult to pay
their bills if their paycheck were delayed for more than a week, waiting 6 months would
likely create a massive hardship for the disabled worker.90 Remember, too, that Social
Security Disability doesn’t apply unless the employee is going to be disabled for at least 5
months, so short-term disability can bridge this gap in income.
Long-term disability policies cover employees who are unable to work for more than 6
months due to illness or injury—again, not necessarily a work-related illness or injury. Longterm disability is designed to replace a portion of the disabled employee’s income (typically
50%–60%) for extended periods of time, or even permanently.91 This is a supplemental
benefit to Social Security Disability payments because, remember, Social Security payments
are not designed to replace 100% of an employee’s preretirement (or predisability) income.
Long-term benefits most often begin once the employee has exhausted their short-term
disability benefits. Benefits from group long-term policies will generally continue until the
employee reaches their eligible retirement age under Social Security or until they are able to
return to work.92

Other Common Insurance Benefits
In addition to standard life and disability insurance, there are a number of other insurance
benefits provided by at least some employers. These can be loosely grouped into two
categories: life and health and other insurance. Among the life and health benefits, we might
see (percentage of firms offering coverage is in parentheses) vision (87%) and dental (96%)
insurance; long-term care (27%); cancer insurance (12%); critical illness insurance (31%);
accident insurance (48%); and supplemental insurance policies such as AFLAC, which pay
for routine expenses (like car payments) not generally covered by health or disability
insurance.93
In the other insurance category, we may provide many types of additional insurance to
employees. Some common examples are employer-sponsored automobile (6%) insurance,
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homeowners and renters insurance (7%), and pet insurance (9%).94

Employee Services
In addition to other voluntary benefits, companies may provide a wide variety of employee
services as benefits for their workforce. Educational (or tuition) assistance is one common
benefit in this group. In 2017, roughly 55% of all companies provided some form of
educational assistance to their employees.95 Unfortunately, with the rising cost of benefits,
this benefit has been cut back at many firms.
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Other common employee services include on-site child care or child care vouchers; elder
care assistance; executive coaching; company-provided gyms and fitness facilities or
vouchers for memberships outside the business; organization-sponsored sports teams;
services to mitigate commuting costs including work shuttles, company-provided or paid
parking, “green” vehicle allowances, or public or private transportation vouchers; cafeterias
or meal vouchers; plus too many others to name.
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Work Application 13-11
Select a company that offers voluntary benefits. Besides paid time off, retirement, and health and employee
insurance, what other benefits does it offer?

Employee services are provided in order to minimize disruptions to the employee’s work
life. If the employee isn’t worried about their children (because the company has a day care
facility on site), they can concentrate on work. If they don’t have to deal with figuring out
where they can park downtown, they are less stressed when they start their day. If they need
15 minutes’ rest, they can take a nap, and if they want to work out to relieve some stress,
they can go to the company gym. Companies don’t provide these services because they like
to throw money away. They provide employee services to lower stress and allow employees
to concentrate on the job. Any service that takes the employee away from being able to
focus on work is a legitimate target for an employee service benefit, and more and more
companies are paying attention to such services.

Before we go on to discuss how to administer and communicate benefits, let’s review the
list of benefits discussed so far in Exhibit 13-4. Note that there are an unlimited number of
voluntary benefits, but only the major ones discussed are listed here.
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Administration and Communication of Benefits
Because of their significant cost to the company, HR managers must pay close attention to
the administration of benefit programs in order to get the most return for the money spent.
In almost all cases today, benefit programs are not “one size fits all”—they are flexible
because that is what employees want.96 And because they are flexible for the employees,
they take more management time. Let’s briefly discuss the management of flexible benefits
programs now, followed by how to communicate value to employees.
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LO 13-5
Discuss the organization’s options when providing flexible benefit plans and why benefit plans need to be
communicated to employees.

Flexible Benefit (Cafeteria) Plans
Flexibility focus should be on work performed, not set hours worked.97 In a survey, 87% of
respondents said that flexibility in the offered benefits package would be extremely or very
important in deciding whether to take a new job or not.98 Because the mix of workers is so
broad, we need to allow at least some flexibility in our benefits system so that it can be
partially tailored to the needs of the worker. We need to be careful, though. If an unlimited
amount of flexibility is allowed in the benefits program, some bad consequences can occur.
We will discuss this issue shortly when we cover full-choice plans.
What is a flexible benefits plan, commonly known as a cafeteria plan? Cafeteria plans are
called that because they are similar to a cafeteria restaurant or college dining hall. You get to
pick what you want—at least as far as what is available. You may decide that you want
more paid time off and less insurance or that you want medical coverage for you and your
family, or you may choose to put more money into retirement accounts. Flexible practices
by Ryan LLC resulted in a decrease in voluntary turnover from 18.53% to 10.33%.99
Most cafeteria plans fall into one of three categories—each with its own advantages and
disadvantages.
13-1 Self-assessment
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Selecting Employee Benefits
Assume you are graduating with your college degree and getting your first or a new full-time job. The
organization gives you the list below and asks you to rank order the list of employee benefits from 1 (the
most important to you) to 11 (the least important to you).
________ Paid time off (vacations, sick and personal days, holidays)
________ Health insurance (traditional, HMO, PPO, HSA/MSA)
________ Retirement benefits (401[k] or 403[b], IRA or Roth IRA, SEP)
________ Employee insurance coverage (life, disability, others)
________ Educational (or tuition) assistance (getting your MBA or other degree or some type of
certification or license like the PHR and SPHR, CPA, or FICF)
________ Child care (on-site or vouchers)
________ Elder care (on-site or vouchers)
________ Fitness (organization-provided fitness facilities or vouchers for memberships)
________ Organization-sponsored sports teams (softball, basketball, bowling, golf, etc.)
________ Commuting (work shuttles, company-provided or paid parking, “green” vehicle
allowances, public or private transportation vouchers)
________ Meals (free or low-cost meals on site or meal vouchers)
There is no scoring as this is a personal choice. Think about your selection today. Will your priority ranking
change in 5, 10, 15, or 20 years?

Modular Plans
Modular plans are pretty much what they sound like. The employee has several basic
modules from which they can choose to provide a set of benefits that match their life and
family circumstances. Each module has a different mix of insurance, employee services, and
retirement options. The employee chooses a module that most closely meets their needs.
There may be a module for young single employees that maximizes work flexibility with
more time off for personal activities but has minimal or no benefits in areas such as family
health plans, child care, or dental. Another module designed for families with children
might have much more emphasis on family health, retirement planning, and more life
insurance in case the employee were to die and leave the family without income. And still a
third module might be designed for workers whose children are grown.
Modular plans are much easier for HR to manage than other types of flexible benefit plans,
because there are a limited number of modules to keep track of. Because they are easier to
manage, they are cheaper. We also have the advantage of having more people using the
same set of benefits, so utilization analyses are a bit easier in this case. However, since there
is no flexibility within each module (you get the exact set of benefits specified within the
module), the employee may not be able to get the coverage and options that they want or
need.

Core-Plus Plans
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In a core-plus plan, we have a base set of benefits, called the core, that are provided to
everyone, and then employees are allowed to choose other options to meet personal needs
and desires. The core benefits are there to provide basic protection for all of the company’s
employees in areas such as health and life insurance and maybe a minimum amount of
retirement funding. The remaining benefits are available for the employee to pick and
choose other options that match their personal needs.
If the employee has a family and wants to provide them with coverage, they can choose
family health coverage. If they are getting older and didn’t save for retirement earlier in
their work life, they can put more funds into their retirement account. The limiting factor
is that each employee is provided with a benefits account, and once that account is empty,
they can’t pick any additional benefits for their personal plan.
The biggest advantage of core-plus plans to the employee is, of course, the ability to
partially tailor the plan to their individual circumstances while providing a minimum level
of health and wellness benefits. The plan is also cheaper than a full-choice plan to
administer. HRM personnel can still analyze the benefit options and complete utilization
analyses on core-plus plans, but it is more difficult than in modular plans.

Full-Choice Plans
The full-choice plans provide complete flexibility to the organizational member. Each
employee can choose exactly the set of benefits that they desire, within specified monetary
limitations. If a member chooses to have no health care coverage, they can use the money
saved for whatever other available benefit that they want. This is truly a cafeteria plan in
that employees can choose any offered benefit they want without a modular or core set of
benefits.
Probably the biggest advantage in a full-choice plan is that it is easy for the employee to
understand. However, there are some significant problems with full-choice plans for both
the individual and the organization. One of the problems, “moral hazard,” may occur
because the employee doesn’t fully identify the consequences of their selection. Moral
hazard problems can occur when the individual makes bad choices and will be forced to live
with those choices in the future. For instance, we may have an employee that decides that
they don’t need a retirement account because they are going to “work until I die anyway.”
A few years down the line, this same person may be getting tired of working or may even be
unable to continue to work in the same field because of illness or injuries and want to retire
but will be unable to because of the choices made in previous years.
A second disadvantage to full-choice plans comes from the problem of “adverse selection.”
For example, most company plans allow changes to the employee’s benefits during an open
enrollment period at the end of the year. Suppose an employee knows that they have a
physical problem that will likely result in the need for surgery in the coming year, and they
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therefore choose to increase their health care insurance to pay for more of the cost of the
upcoming surgery. The next year, with the surgery over and knowing that they have
children who are going to need braces, they choose to increase their dental coverage and
lower their health care insurance coverage. Through this manipulation of the benefits
system, the overall cost to the organization for providing these benefits can go up
significantly over time. So this problem of adverse selection is an issue of selecting only the
benefits that we think will immediately benefit us and then dropping those benefits once
we feel that we don’t need them. This can cause the utilization rates for the organization to
significantly increase over time, which in turn causes an increase in the cost to the
organization of providing those benefits.
The third big issue with full-choice plans is the cost associated with administration of the
plans. It is not too difficult to manage the paperwork of a modular plan—HRM just figures
out the number of employees choosing each module and then calculates the total usage for
each benefit based on the modules. In full-choice plans, every employee can change their
plan (in its entirety) every year. This is much more difficult to manage and creates a much
larger paperwork burden for HRM.
The bottom line is that flexible plans are really gaining ground because our workforce is
much more diverse than it used to be. Benefits need to match the needs of our workers, but
we have to remember that the more flexible the plan, the more expensive it is.
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Work Application 13-12
Select a company that offers a flexible benefit plan. Identify its type and describe the major benefit options
within that category of flexibility.

Communicate Value to Employees
In addition to administration of benefit programs, HR is spending significantly more time
than in past years to educate their employees and communicate the value of company
benefits to all workers.100 Many of us may work for a company that provides a summary of
benefits and the value of each of them on some routine basis, usually at the end of the year.
The basic reason for doing so is that most of us don’t understand the true cost and value of
the benefits that our organizations provide. And if we don’t understand the cost and the
return of our benefits programs, we don’t perceive the value that we get from having the
organization provide us with these benefits.
13-4 Applying The Concept
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Flexible Benefit Plans
Place the letter of the type of flexible plan on the line next to statement that describes it.
1. modular
2. core-plus
3. full-choice
____ 16. I don’t think our benefit plan is fair because I use my spouse’s health insurance plan and I
just lose the benefit. To be fair, I should be able to use the money for other benefits I want.
____ 17. I sure wish we got more of our compensation in benefits, but at least with my benefit
package, I can choose any benefit I want to every year.
____ 18. My benefit plan has five packages, and I get to pick any one of them that I want every
year. But it’s difficult to select one.
____ 19. I definitely want to get health care and retirement benefits, and it’s nice to have the option
of selecting a few other benefits with a set dollar value.
____ 20. The hard part about my benefit plan is that there are so many options to choose from that
I have a hard time selecting the ones I may really need.

All we really need in order to communicate the value of benefit programs is a basic,
ongoing communication process. We provide information through multiple
communication channels and should provide it more often than just once per year during
open enrollment. There are a number of methods that have achieved acceptability in HR
departments around the world and can reach at least part of our workforce.
We may want to use more than one method because of the multigenerational nature of
today’s workforce. For older baby boomers, standard mailings to the employees’ homes may
be a good method, but for generation X and Y employees, searchable knowledge bases and
email reminders may work better, while finally with net-gen employees, social media may
take the lead. We have to consider the makeup of our workforce and use methods that will
be appropriate in reaching each of the groups within it. Finally, if we aren’t sure of the best
way to communicate with our employees, we should ask them. On a global basis, the
channels of communication may be very different. For example, in underdeveloped
countries, many employees will not have a home computer to receive the communications
in an email or through a social network. Value communication is one of the most
important jobs within HR in the 21st-century workplace. We have to try to help all
employees understand their benefit packages, which in turn makes the package more
valuable to the individual employee. If they understand the total value of their benefits, we
end up with a more loyal and more satisfied workforce. The effort is absolutely worth it.
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Work Application 13-13
Does any company you know of offer domestic partner benefits? Do you believe these benefits should or
should not be offered by a specific organization you work or have worked for? Why or why not?
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Trends and Issues in HRM
The first trend that we will discuss is the question of providing benefits for “domestic
partners” who are not spouses of our employees.
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LO 13-6
Discuss the issue of domestic partner benefits and review the issues in personalization of health care.

Benefits for “Domestic Partners”
One of the more significant recent issues in benefits management has been the question of
providing benefits for domestic partners. Sometimes called “significant others,” domestic
partners are individuals who are not legally married but who are in a one-to-one living
arrangement similar to marriage, whether that arrangement is same-sex or opposite-sex.
About 25% of companies offered some benefits to domestic partners in 2017,101 but
should we treat such domestic partners the same as spouses for the purpose of providing
company benefits?
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Domestic partners Individuals who are not legally married but who are in a one-to-one living arrangement
similar to marriage

Our purpose here is not to discuss the validity of domestic partner arrangements and
whether or not they are morally right or wrong. That is up to the individuals, the
organization, and the state and country in which they operate. Our analysis has to look at
the costs as well as any organizational advantage that might be gained by providing
domestic partner coverage. Organizations may choose to provide domestic partner benefits
in order to support a more diverse workforce, to recruit the best talent possible, or just to
provide equity to all of their employees.
Benefits that are affected by the employee’s marital status include Social Security survivor
benefits, workers’ compensation survivor payments, access to FMLA, and coverage under
COBRA and ERISA. Each of these laws has at least some language that provides for
benefits only to legal spouses of employees, not to domestic partners. In some cases, federal
law requires the employer to tax any benefits provided to an employee’s unmarried
domestic partner, because the tax code says that to receive favorable tax treatment for
benefits, such as a health savings account, the coverage has to go to the employee and their
immediate family members, not to domestic partners. Employers have to be aware of the
language of the laws so that they don’t unintentionally violate such laws. One significant
recent change has been the recognition of same-sex marriage at the federal level in the
United States, which is different in the eyes of the law from domestic partnerships. The
Treasury Department and the IRS have ruled that legally married same-sex couples must be
treated the same as other married couples for federal tax purposes.
In addition, companies have to be aware that providing domestic partner benefits may cost
them significant amounts of money. Allowing domestic partners to be covered under
company insurance and other benefit policies will almost always add to the cost of the
benefits program. We must weigh the value of the loyalty and satisfaction gained by such
actions against the direct monetary cost of this type of coverage. Companies are taking a
hard look at the cost of domestic partner benefits and, in some cases at least, deciding that
the cost is too high to cover the added value to their employee base.

Personalization of Health Care
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In 2014, Jeff Bauer, a “health futurist,” said, “The health care system in the United States
will change more in the next five to seven years than it has in the last 50.”102 And by all
accounts, the personalization of health care continues at a rapid pace. Individuals continue
to gain more control over their own health and their health care planning. From apps to
health services shopping and finally to managing ongoing health care costs, individuals will
continue to gain power as they become closer to the health care provider by using
technology.
Smartphone apps continue to evolve as a mechanism for managing personal health care.
We now have apps for checking symptoms (WebMD and MayoClinic); apps for checking
and tracking heart rate, blood pressure, and other vital information (Cardiio and
HealthKit); apps to interface directly with medical service providers without going into a
doctor’s office (eDocAmerica); and many others that help us manage our health—and the
number and types of these tools continues to grow at a rapid rate.103
Shopping for the best plans for you as an individual will also continue to get easier as the
state, federal, and even some private insurance exchanges become more readily available
online. The ACA requires that the prices for insurance on these exchanges be public
information, so it is pretty easy to compare coverage, which is a significant change from in
the past when it was very difficult to compare policies.
Managing cost will also become easier as more of us move to HSA/MSA/HRA and
HDHPs, where we directly control medical expenditures. The monies in an
HSA/MSA/HRA are controlled by the insured individual104—again a change from what
has been the case in HMO/PPO organizations. The insured person decides when, where,
and how to spend their HSA/MSA/HRA funds, which gives them direct control over their
health care dollars.
This trend toward individualization of health care will only continue to expand in the
future. There doesn’t appear to be any evidence that we are going to go back to the days
when your health care decisions were made completely by other people. So company
employees will need to become more knowledgeable about their health care options, which
means HR will have to educate them.
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Chapter Summary
13-1 Discuss the strategic value of benefits programs, why these programs
continue to grow, and considerations that need to be taken into account in
providing benefits.
Human resources are one of the few potential sources for competitive advantage in a
modern organization. The totality of their compensation—including their benefits
packages—is one major factor in keeping employees happy and engaged and willing
to create a competitive advantage for our company. Today’s workers demand more
benefits and a better mix to fit their lifestyles. Because people demand it, companies
add new benefits. This allows companies to increase job satisfaction and engagement,
because when we take care of our employees, they work harder and take better care of
our customers and organization, which in turn allows us to create a competitive
advantage based on our people.
There are four major reasons for benefits growth. First, there are tax advantages to
providing employee benefits to both employers and employees. Second, federal laws
are requiring companies to provide more benefits than ever before. Third, organized
labor has historically bargained for benefits for their workers, and benefits earned in
these negotiations carry over to nonunion companies. Finally, buying in bulk can save
significant amounts of money, so if companies buy many insurance plans, each plan
costs less than if the individual bought the same insurance.
The three major considerations in providing benefits are amounts, mix, and
flexibility. Amount is a function of how much the company is willing to spend on its
employees. Many companies will calculate this as a percentage of direct
compensation. Mix deals with the types of benefits that will be offered to employees.
In many cases today, the number and type of benefits available are limited only by
the imagination of the employees of the firm. Finally, we need to consider how much
flexibility we are willing to build into our benefits program, because flexible options
are very important to today’s employees. Can different employees choose different
benefits from the mix available, or will they all have to get the same benefits?
13-2 Identify and summarize the major components of OASDI and the Medicare
program.
Social Security—composed of Old-Age, Survivors, and Disability Insurance (OASDI)
programs. The largest federal spending program, using nearly half of the federal
budget in a given year. The Old-Age component provide retirement payments to
those who reach retirement age under the OASDI rules. If a worker becomes disabled
or dies before reaching retirement age and was otherwise eligible for Social Security
retirement, they or their survivors will receive benefits similar to the retirement
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benefit that they would have received in old age.
Medicare is the national health care program for the elderly or disabled. Individuals
become eligible for Medicare at the same time as their eligibility for Social Security or
disability retirement. Medicare covers at least part of the cost of hospitalization and
non–hospital-related care and provides prescription coverage options.
13-3 Identify the statutory requirements other than OASDI, including those
required if organizations choose to provide health care or retirement plans for
their employees.
Workers’ compensation is a program to provide medical treatment and temporary
payments to employees who are injured on the job or become ill because of their job.
Unemployment Insurance is a federal program managed by each state to provide
payments for a fixed period of time to workers who lose their jobs.
FMLA is leave that must be provided by the employer to eligible employees when
they or their immediate family members are faced with various medical issues. The
leave is unpaid, but the employer must maintain health coverage for the employee
while they are on leave.
ACA requires that all employers with more than 50 employees provide health
insurance for their full-time employees or face significant penalties levied by the
federal government.
COBRA is a law that requires employers to offer continuation of health insurance on
individuals who leave their employment for up to 18 to 36 months if the employee is
willing to pay the premium cost of the insurance policy.
HIPAA requires that, if the employee had health insurance at their old job and the
new company provides health insurance as a benefit, it must be offered to the
employee. In other words, the individual’s health insurance is “portable.” HIPAA also
requires that companies take care to protect the health information of employees
from unauthorized individuals.
ERISA lays out requirements that must be followed if the employer provides a
retirement or health and welfare plan of basically any type. ERISA determines who is
eligible to participate and when they are eligible, it provides rules for “vesting” of the
employee’s retirement funds, it requires portability of those funds, and it requires
that the funds are managed “prudently” by the fiduciary that maintains them.
13-4 Briefly describe the main categories of voluntary benefits available to
organizations.
Major voluntary benefits include paid time off, group health insurance, retirement
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plans, other insurance coverage, and employee services. Paid time off comes in
various forms, such as sick leave, vacation time, holidays, and personal days. Group
health insurance provides employees with health care coverage, and retirement plans
allow them to save for their own retirement, sometimes with some help from the
organization. Other insurance includes a wide variety of options including group
term life insurance, short- and long-term disability policies, dental and vision
insurance, group automobile and homeowners insurance, and many more. Finally,
employee services can include a massive range of options from educational assistance
to child or adult day care, gyms, cafeterias, transportation and parking assistance, and
too many others to list.
13-5 Discuss the organization’s options when providing flexible benefit plans and
why benefit plans need to be communicated to employees.
Companies can choose modular plans, core-plus plans, or full-choice plans. Modular
plans provide several basic modules from which each employee chooses. There is no
other option outside one of the modules. Core-plus plans provide a base set of
benefits to all employees (the core) and then other options that the employee can
choose from freely to meet their personal desires and needs. Full-choice plans allow
the employee complete freedom of choice, but they come with some potential
problems such as “moral hazard,” “adverse selection,” and high management costs.
Most employees don’t understand the true cost and value of the benefits that
organizations provide and, as a result, don’t perceive the value that they get from
having the organization provide their benefits. There are many indications that
employees who are satisfied with their benefits are more satisfied with their jobs and
their companies. Providing employees with knowledge concerning their benefit
package will help to create and maintain trust in the organization as well as improve
job satisfaction on the part of those employees.
13-6 Discuss the issue of domestic partner benefits and review the issues in
personalization of health care.
Domestic partners are individuals who are not legally married but who are in a oneto-one living arrangement similar to marriage. A number of federal laws have at least
some language that provides for benefits only to legal spouses of employees, not to
domestic partners. In some cases, federal law requires the employer to tax any benefits
provided to an employee’s unmarried domestic partner. Employers have to be aware
of the language of the laws so that they don’t unintentionally violate such laws.
Finally, companies have to be aware that providing domestic partner benefits may
cost them significant amounts of money. Allowing domestic partners to be covered
under company insurance and other benefit policies will almost always add to the
cost of the benefits program.
Individuals continue to gain more control over their own health and their health care
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planning. From apps to health services shopping and finally to managing ongoing
health care costs, individuals will continue to gain power as they become closer to the
health care provider by using technology. In this environment, company employees
will need to become more knowledgeable about their health care options, which
means HR will have to educate them.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms:
1. __________ is an insurance program designed to provide medical treatment and
temporary payments to employees who cannot work because of an employment
related injury or illness.
2. __________ is a measure of how often claims are made against an insurance policy.
3. __________ provides workers who lose their jobs with continuing subsistence
payments from their state for a specified period of time.
4. __________ is an illness, injury, impairment, or physical or mental condition that
involves either inpatient care or continuing care for at least 3 consecutive days.
5. __________ is a law that requires employers to offer to maintain health insurance on
individuals who leave their employment (for a period of time).
6. __________ provides for a maximum amount of time beyond which the employee
will have unfettered access to their retirement funds, both employee contributions
and employer contributions.
7. __________ is a governmental corporation established within the Department of
Labor whose purpose is to insure retirement funds from failure.
8. __________ typically cover a set percentage of fees for medical services—for either
doctors or in-patient care.
9. __________ is a health care plan that provides both health maintenance services and
medical care as part of the plan.
10. __________ will be the first point of contact for all preventive care and in any
routine medical situation, except emergencies.
11. __________ are a kind of hybrid between traditional fee-for-service plans and
HMOs.
12. __________ allows the employer and employee to fund a medical savings account
from which the employee can pay medical expenses each year with pretax dollars.
13. __________ is a “major medical” insurance plan that protects against catastrophic
health care costs and in most cases is paid for by the employer.
14. __________ is a review of the cost of a program and comparison of program costs
with the rate of the program’s usage by the members of the company.
15. __________ provide the retiree with a specific amount and type of benefits that will
be available when the individual retires.
16. __________ identify only the amount of funds that will go into a retirement
account, not what the employee will receive upon retirement.
17. __________ are individuals who are not legally married but who are in a one-to-one
living arrangement similar to marriage.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Would you rather have better benefits and a modest salary or a high salary and lower
levels of benefits? Why?
2. Based on the high cost of the average benefits package, what would you do if you
were the manager in charge of figuring out how to cut benefit costs in your company?
Remember that you want to meet the company’s strategic goals.
3. How would you “fix” Social Security to allow it to continue as a viable retirement
program? Would you raise the retirement age? Would you lower the benefit level?
Are there any other options to make the program solvent long term?
4. Should workers’ compensation insurance continue to be “no-fault”? Why or why
not?
5. How would you lower your company’s experience rating in the areas of workers’
compensation and Unemployment Insurance if you were the HR manager?
6. What would you do to minimize the abuse of FMLA leave if you became the HR
manager in a company in which abuse was rampant? Explain how your answer would
help overcome the problem.
7. Based on what is in the chapter, should the ACA federal health care legislation
remain in its current form, or should we rescind the requirement that employers
and/or employees have to pay a fine if the employee is not covered by a health care
plan? Explain your answer.
8. Is the vesting requirement in ERISA too long, too short, or just about right? Why did
you answer the way that you did?
9. Should the United States mandate a certain amount of paid time off per year as many
other countries currently do? Why or why not?
10. If you were the head of HR, would you argue for a company-sponsored retirement
plan for your employees? What are the pros and cons to such an argument?
11. What employee services can you think of that were not mentioned in the text but
would likely be highly valued by the employees where you work (or have worked)?
12. Do you think that in today’s workforce, it is becoming necessary to have a “fullchoice” flexible benefits plan? Why or why not?
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Case 13-1 It Is Not Just About the Bling Anymore: Benefits
and Perks—the Competitive Edge in Employee Recruitment
Landing a dream job is not always just about big bucks, a great location, amazing
coworkers, or even the work itself—what sells jobs in the 21st century are amazing benefits
and outstanding perquisites.(1) How do we know this is true? Glassdoor, a firm that
provides employee-based review of which are the best and worst firms to work for, found
that outstanding firms like Google could recruit the best and the brightest because they
offer ridiculously marvelous benefits. Eighty percent of the workforce said they would
rather have more benefits over a pay raise, while nearly three in five (57%) employees
indicated that rewards and benefits topped their list of what determined their acceptance or
rejection of a job offer.(2)
What is driving the move away from straight pay to benefits and perquisites (B & P)?
Millennials have hit the workforce, bringing with them huge college debt and a different
attitude toward work/life balance. The Society for Human Resource Management has
noted that approximately 3% of businesses are using student loan repayments as a
recruitment device, while the majority of businesses have upped the ante on offering
extended paid maternity and paternity leave including offering training assistance when
these employees return to work.(3)
And there is more to come. Leading firms have kept the pressure on their competition and
industry in general by offering unique B & Ps to interest top candidates. Here are some
examples:
1. Like to travel? Well, Airbnb will give you $2,000 per annum to go wherever you
please.
2. Want extra time home with your newborn or adopted child? Netflix says stay at
home as long as you like for the first year, no questions asked.
3. Even better, need to ship breast milk home to your infant? Zillow says no problem,
we will pick up the tab.
4. Don’t know where your life is heading? Work for Asana, where you get free life and
executive coaching services.(4)
CareerBliss, a service similar to Glassdoor, found that happy companies are B & P–heavy
companies. An employee from Adobe wrote in the CareerBliss website, “The company has
great perks for their employees that include company parties, outdoor activities, indoor
pool and ping-pong tables, and a computer gaming room. They also have a great cafeteria
that provides excellent food.”(5)
Some think B & P’s have gone overboard. Rewards run galore for most firms and include
tuition and adoption assistance, health insurance and 401(k) retirement plans—more than
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50 in general as reported by Glassdoor Benefits Review of more than 100,000 B & P
employee reviews posted on their site since August 2014.(6) Glassdoor, given their
abundance of information, noted that for their entire sample population, five benefits stood
out:
Health care insurance (e.g., medical, dental): 40%
Vacation/Paid time off: 37%
Performance bonus: 35%
Paid sick days: 32%
401(k) plan, retirement plan, and/or pension: 31%(7)
Unlike the top five benefits, some of these remunerations focused on 21st-century issues.
As part of Accenture’s pledge to support diversity and LGBTQ rights, employees were
granted the right to reselect their gender.(8)
Glassdoor also reported on the top 20 companies’ benefits and perquisites where, as of
January 28, 2016, at least 20 employees posted their reviews. Here from Glassdoor’s
website are the top 20 companies:
1. Netflix offers 1 paid year of maternity and paternity leave to new parents.
2. REI encourages its employees to get outside by offering 2 paid days off a year (called
“Yay Days”) to enjoy their favorite outside activity.
3. Salesforce.com employees receive 6 days of paid volunteer time off a year, as well as
$1,000 a year to donate to a charity of their choice.
4. Spotify covers costs for egg freezing and fertility assistance.
5. World Wildlife Fund employees take Friday off every other week, also known as
“Panda Fridays” at the nonprofit.
6. Airbnb gives its employees an annual stipend of $2,000 to travel and stay in an
Airbnb listing anywhere in the world.
7. PwC offers its employees $1,200 per year for student loan debt reimbursement.
8. Pinterest provides 3 paid months off, plus an additional month of part-time hours, as
well as two counseling sessions to create a plan to reenter the workplace.
9. Burton employees receive season ski passes and “snow days.”
10. Twillo offers employees a Kindle plus $30 a month to purchase books.
11. Twitter provides three catered meals a day, on-site acupuncture, and improv classes.
12. Accenture covers gender reassignment for their employees as part of their
commitment to LGBTQ rights and diversity.
13. Walt Disney Company offers employees free admission to its parks, as well as
discounts on hotels and merchandise.
14. Facebook provides $4,000 in “Baby Cash” to employees with a newborn.
15. Evernote hosts classes through “Evernote Academy,” which offers team-building
courses like macaroon baking.
16. Epic Systems Corporation offers employees a paid 4-week sabbatical to pursue their
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17.
18.
19.
20.

creative talents after 5 years at the company.
Adobe shuts down the entire company for 1 week in December and 1 week over the
summer.
Asana employees have access to executive and life-coaching services outside of the
company.
Zillow allows employees who are traveling to ship their breast milk.
Google provides the surviving spouse or partner of a deceased employee 50% of their
salary for the next 10 years.

What new perks will hit after 2017? Time certainly will tell, but it’s likely that in order to
compete for top-notch labor, firms will continue to add products and services to their B &
P portfolios that will ease the burden of employees both at work and at home, especially
specialty perks for the 21st-century family.
It’s likely that more employers will follow suit by adding benefits and perks that matter
most for their specific workforce this year that could make employees’ lives easier in and
out of work, especially those with families.
Questions
1. Glassdoor reported that four in five workers say they would prefer new benefits to a
pay raise. Why might that be the case?
2. What factors should a firm consider when deciding which benefits to provide its
employees?
3. The top five most-demanded benefits include health care insurance, vacation/paid
time off, performance bonus, paid sick days, and 401(k) plan, retirement plan,
and/or pension. Which of these benefits are mandated/statutory benefits?
4. Given the top five benefits mentioned in question 3, which benefits, although
voluntary, once offered have certain statutory requirements? What are those statutes
and requirements?
5. Given the top five benefits mentioned in question 3, which benefits are voluntary?
6. What are flexible benefit plans, and why might they have not come up as a top-five
employee requirement?
7. What trends and issues in health care noted in the text are discussed in the case as
being key benefits for the top 20 firms?
8. In examining the top 20 firms, which firm’s benefit most attracts you and why?
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Case 13-2 Google Searches SAS for the Business Solution to
How to Create an Award-Winning Culture
Statistical Analysis System Institute Inc. (SAS) is a privately held company that develops
software to provide business solutions for their clients. As of 2013, they employed more
than 14,000 people and reported revenues of $3 billion. Founded in 1976, they have
maintained high profits during the five recessions since then. They have also maintained a
growth rate of more than 10% per year from 1980 to 2000.(1) Besides posting impressive
growth, SAS has made it onto the Fortune “Best Companies to Work For” list for almost
two decades. Google has made it to the top of this list for the past 3 years, but they do not
hesitate to confess that they implemented SAS’s model in their HR practices. Yet why
would Google, a very successful firm in its own right, copy SAS?(2)
Perhaps Google mimics SAS because the company’s achievements are built upon a culture
that keeps their employees satisfied and motivated. Feeling ecstatic about the company’s
cultural environment, SAS employees are highly motivated, intensely loyal, and very
dedicated to delivering only the highest performance results. Why? According to the
CEO/cofounder, James Goodnight, SAS functions like a triangle in which happy
employees are essential for great customer service and great customer service is the key to a
successful business. Employees know that SAS will provide anything that will increase
productivity or inspire their imagination. For example, more than 3,000 pieces of art are
displayed throughout its premises, and two full-time artists are employed to keep the
environment updated.(3) By testing their perks, SAS realized that these types of benefits are
key factors to their highly profitable business.
One advantage of running a private business is that CEO James Goodnight does not have
the obligation to answer to shareholders, a board of directors, or anyone on Wall Street and
therefore can take some calculated risks when it comes to building that cutting-edge
culture, a culture that focuses on creating an environment that fosters originality and
innovation and keeps employees’ minds sharp. Software development is a mentally
challenging business, and therefore the proper environment is needed to foster creativity
and thinking outside the box. The goal of SAS is to create a stress-free environment for
their employees so they enjoy being at work, and SAS does this by providing a work
environment with as much comfort and convenience as possible.(4) What are the
foundations of a stress-free environment?
SAS provides their employees competitive pay, discretionary bonuses, medical care,
retirement plans (401[k]), profit sharing, and disability benefits. SAS also provides a vast
amount of what are called “convenience benefits,” which are very appealing to job
applicants. These new benefits began with free M&Ms every Wednesday and later included
a no-dress-code policy and no specific working hours when employees have to clock in or
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clock out.(5)
In addition, the main headquarters in North Carolina provides employees with an on-site,
state-of-the-art fitness center, a swimming pool, tennis courts, and even a golf course. The
following no-cost amenities are also available: dry-cleaning, car detailing, day care programs
for employees’ children, and a cafeteria that serves 2,500 meals per lunch with no reserved
room for executives. In SAS, there is a work/life center that provides care for the elderly,
helps manage financial debts, and handles personal problems like divorce. SAS provides inhouse health benefits and amenities free to all their employees. They only require an
employee to pay 20% of the bill when seeing an outside specialist.
SAS’s culture and benefits programs have led to a remarkably low employee turnover rate of
3%.(6) But good luck landing a job there: They receive more than 15,000 applications per
year!(7)
Questions
1. What are the statutory benefits SAS must offer every employee? What defined
benefits do they offer beyond those requirements?
2. SAS offers an array of employee benefits, especially at their main headquarters. What
might be their rationale for providing such services to their employees?
3. What would you suggest if utilization analysis indicated that only a few employees
used those additional benefits, such as the work/life center?
4. What seems to be the weakest part of SAS’s benefits package? What would you do
instead of offering that particular benefit?
5. What additional amenities might SAS offer their employees? Why?
6. How does their 3% turnover rate impact training and recruiting expenses?
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Skill Builder 13-1 Developing Flexible Employee Benefit
Plans
Objective
To develop your skill at designing flexible benefits

Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Technical, conceptual and design, and business skills
2. SHRM 2016 Curriculum Guidebook—K: Total rewards—Employee benefits

Assignment
1. Using the “Voluntary Benefits” column of Exhibit 13-4: Employee Benefits, as the
HR benefits manager, select the benefits to be offered in three different modular
plans. Be sure to identify the target group for each of the three modules.
2. Again using Exhibit 13-4, as the HR benefits manager, develop a core-plus benefits
plan.
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Skill Builder 13-2 Selecting Flexible Employee Benefit Plans
Objective
To develop your skill at selecting flexible benefits

Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Technical, conceptual and design, and business skills
2. SHRM 2016 Curriculum Guidebook—K: Total rewards—Employee benefits

Assignment
As an employee, rank order the voluntary benefits listed in Self-assessment Exercise 13-1
from 1 being most important to 9 being the least important to you. In class, break into
groups of four to six and discuss your rankings. (For online classes, use your discussion
system.) What similarities and differences emerge in the discussion of your rankings?
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Part V Protecting and Expanding Organizational
Reach
14 Workplace Safety, Health, and Security
15 Organizational Ethics, Sustainability, and Social Responsibility
16 Global Issues for Human Resource Managers
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14 Workplace Safety, Health, and Security
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Learning Objectives
After studying this chapter, you should be able to do the following:
14-1 Briefly describe what OSHA does in a worksite inspection, the types of violations that OSHA
looks for, and employer rights during the inspection. PAGE 510
14-2 Briefly discuss EAPs, EWPs, and ergonomics and what the value of each of these is to
companies and employees. PAGE 516
14-3 Briefly discuss the causes of stress and how it can be managed. PAGE 521
14-4 Identify the top concerns for security in the workplace today and what can be done to make
the workplace more secure. PAGE 527
14-5 Discuss the new OSHA regulation on drug testing and the value of wellness organizations like
eDocAmerica. PAGE 533
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Practitioner’s Perspective
Describing her workplace, Cindy says, “We believe a safe and healthy workplace is a right—whether you
work in a factory or an office. Is it also an employer’s responsibility to provide for their employees’ mental
health? Not everyone may see it as an obligation, but there is great benefit in assisting an employee whose
personal issues may be impacting their job performance.”
“I think I am going to have to take time off,” Nancy confessed the other day. “I just can’t seem to manage
everything going on in my life, and I can’t concentrate at work.”
“I know things are tough with the divorce—but can you really afford to miss work right now?” her
coworker Chloe queried. “Have you seen the information HR posted about the Employee Assistance
Program? Let’s get the contact information. It’s completely confidential and available to you and your
family. Perhaps they can help. In the meantime, you can talk to your supervisor about the new flexible work
hours until things are better.”
Could this level of support “save” a good employee? Learn more about the issues and ethics behind
workplace health, safety, and security in Chapter 14.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
A. Employee and Labor Relations (required)
23. Posting requirements
B. Employment Law (required)
26. The Occupational Safety and Health Act of 1970 (OSHA)
C. Ethics (required)
6. Behavior within ethical boundaries
14. Abusive behavior—Workplace bullying
E. Job Analysis/Job Design (required)
6. Compliance with legal requirements
Ergonomics and workplace safety (work hazards and mitigation)
K. Total Rewards (required)
B. Employee Benefits
9. Employee assistance/wellness programs
17. Wellness programs
T. HR Career Planning (secondary)
4. Company policies to accommodate work and nonwork activities
X. Workplace Health, Safety, and Security (secondary)
1. OSHA citations and penalties (required)
2. Disaster preparation, continuity, and recovery planning
3. Employee health
4. Inspection
5. Protection from retaliation
6. Safety management
7. Security concerns at work
8. Communicable diseases
9. Data security
11. Ergonomics

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
Workplace Safety and OSHA
The Occupational Safety and Health Act (OSH Act)
The Occupational Safety and Health Administration (OSHA)
National Institute of Occupational Safety and Health (NIOSH)
Federal Notice Posting Requirements
Employee Health
Work–Life Balance
Employee Assistance Programs (EAPs) and Employee Wellness Programs (EWPs)
Ergonomics and Musculoskeletal Disorders (MSDs)
Safety and Health Management and Training
Stress
Functional and Dysfunctional Stress
Causes of Job Stress
Stress Management
The Stress Tug-of-War
Workplace Security
Cyber Security
Workplace Violence
Social Media for Workplace Safety and Security
Employee Selection and Screening
General Security Policies, Including Business Continuity and Recovery
Trends and Issues in HRM
OSHA Limits Postaccident Drug Testing
eDocAmerica: Health and Wellness Online
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Workplace Safety and OSHA
We now have a workforce that is reasonably compensated, well trained, and productive.
The next major management concern is to keep them safe and healthy so that they can
continue to perform at high levels. This chapter will first focus on federal workplace safety
laws and regulations as well as the governing agencies for industrial safety and health. Later
in the chapter, we will cover employee health issues—including the need for work–life
balance for our employees, employee assistance and employee wellness programs, and stress
—and how they affect our employees. Finally, we will discuss the increasingly important
topic of workplace security from the organizational perspective, so let’s get started.
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LO 14-1
Briefly describe what OSHA does in a worksite inspection, the types of violations that OSHA looks for, and
employer rights during the inspection.

Employees are concerned about safety.1 The HR department commonly has responsibility
for ensuring the health and safety of employees and needs to develop policies and rules to
provide a safe environment for all groups.2 It works closely with the other departments to
enforce safety rules and maintains health and safety records. Employee-owned PCL
Construction boasts a safety record five times better than the national average.3 A growing
area of safety concern is workplace incivility and violence.4 As a manager, you should know
the safety and security rules, be sure your employees know them, and enforce them to
prevent accidents and acts of violence.
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The Occupational Safety and Health Act (OSH Act)
Workplace safety is a concern for all companies, but especially in more dangerous industries
with higher death rates ranked as construction; transportation and warehousing;
agriculture, forestry, fishing, and hunting; professional and business services; and
manufacturing.5 Most accidents such as plane crashes,6 and 98% of truck accidents,7 are
caused by human error. To help protect employees, the Occupational Safety and Health
Act (OSH Act) of 1970 requires employers to pursue workplace safety. Workplace safety
deals with the physical protection of people from injury or illness while on the job. Employers
must meet all Occupational Safety and Health Administration (OSHA) safety standards,
maintain records of injuries and deaths due to workplace accidents, and submit to on-site
inspections when notified. Those who do not comply are subject to citations and penalties,
usually in the form of fines.8 You may save a few bucks skimping on safety, but it can be
very costly, like at BP for the Gulf oil spill.
Workplace security The management of personnel, equipment, and facilities in order to protect them

Many of you know that OSHA is a US safety and health regulator, but did you know that
employers can go to prison for willfully failing to maintain safe work environments? You
may have heard that the walls of a building that was being demolished in Philadelphia in
2013 caved in on a Salvation Army store, killing six people. The company in that case,
Campbell Construction, has been cited for willful violations (we will discuss this term
shortly) of the OSH Act, and the general contractor, Griffin Campbell, was convicted of
involuntary manslaughter and aggravated assault in that case and received a sentence of 15
to 30 years in prison for failing to follow a series of safety procedures. In addition, the crane
operator subcontractor who was working on the building when it collapsed was convicted
of involuntary manslaughter.9 Willful violations of the OSH Act that cause a death are
punishable with a fine of up to $500,000 for the organization and $250,000 and up to 6
months in prison for an individual who is found culpable.
Today, the HR department commonly has responsibility for ensuring the health and safety
of employees. HRM works closely with other departments and maintains health and safety
records along with managing safety training programs. As an HR manager, it will be
absolutely critical that you know the safety rules, be sure your employees know them, and
that you and other managers enforce them to prevent accidents. In addition to many
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specific requirements in the act, the general duties clause in the OSH Act that covers all
employers states that each employer10
1. shall furnish a place of employment that is free from recognized hazards that are
causing or are likely to cause death or serious physical harm to employees;
2. shall comply with occupational safety and health standards and all rules, regulations,
and orders issued pursuant to this Act which are applicable to his own actions and
conduct.
The general duties clause also states that each employee has a duty to comply with
occupational safety standards, rules, and regulations.
In 1970, the year that the OSH Act was passed, job-related accidents accounted for more
than 14,000 worker deaths in the United States.11 The good news is that the rate of fatal
work injuries has fallen, but the bad news is that in 2015 (the last year of available Bureau
of Labor Statistics information), there were still 4,836 fatalities12 and almost 3 million
injuries or illnesses, half of which required time away from work.13 This is a rate of about 3
per 100 equivalent full-time workers. Recall from Chapter 1 that absenteeism is one of the
major concerns of all managers, and by allowing injuries and occupational illnesses to
occur, we are contributing to that absenteeism. So losing this many workdays, as well as
more than 4,800 lives, has to be a concern for HRM as well as line managers.

The Occupational Safety and Health Administration (OSHA)
OSHA is the division within the Department of Labor that is charged with overseeing the
OSH Act. It was created to “assure safe and healthful working conditions for working men
and women by setting and enforcing standards and by providing training, outreach,
education and assistance.”14 OSHA has broad authority to investigate complaints and
impose citations and penalties on employers who violate the OSH Act.

What Does OSHA Do?
OSHA is responsible for setting federal safety and health standards and promulgating those
standards to employers. OSHA is also the responsible agency of the federal government for
occupational safety and health inspections. Inspections are made without any advance notice
to the employer and are done based on the following issues (in priority order):15
Imminent danger
Catastrophes (fatalities or hospitalizations)
Worker complaints and referrals
Targeted inspections (particular hazards, high injury rates)
Follow-up inspections
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Inspectors must identify themselves and tell the employer the reason for the inspection
upon arrival at the worksite. The employer can decide not to allow the inspection without
an inspection warrant (a court order establishing OSHA’s probable cause for the
inspection), but this is generally not a very good idea on a number of levels. Besides making
it look like the company might have something to hide, it wastes time, and the inspector
will be less likely to be disposed to assist the employer in immediately correcting
discrepancies that might be found during the inspection—which will ultimately occur
anyway after the warrant is provided. In general, it makes more sense to allow the
inspection to go on, in accordance with OSHA rules.16

Employer and Employee Rights and Responsibilities Under OSHA
General rights of employers and employees are shown in Exhibit 14-1. We want to make
sure that company management always stays within their rights in interactions with
OSHA.
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Work Application 14-1
Identify any unsafe or unhealthy working conditions that you have observed in any organization (business,
sports, school, etc.).

Sources: SHRM, https://www.shrm.org/resourcesandtools/hr-topics/risk-management/pages/osha-employerinspection-rights.aspx; OSHA, https://www.osha.gov/Publications/3439at-a-glance.pdf (retrieved July 31, 2017).

Employer rights
Employer rights during an inspection are a bit more specific. The employer has a right to get
the inspector’s credentials, including their name and badge number, and to receive
information on the reason for the inspection—either the employee complaint or the
program inspection information.17 The employer also has the right to refuse to allow the
inspection without a warrant being provided (which we have already said is generally a bad
idea).
14-1 Applying The Concept
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Employer Rights and Responsibilities Under OSHA
Respond yes or no to each question regarding employer rights and responsibilities.
1. Yes
2. No
____ 1. Is it permissible to ask the inspector the reason for the inspection?
____ 2. Henry got us into trouble with OSHA, so is it OK to demote him?
____ 3. Is it OK to take some notes during the OSHA inspection?
____ 4. Does OSHA require us to inform and train employees about existing hazards in the
workplace?
____ 5. Does OSHA require us to keep records of work-related injuries or illnesses?
____ 6. Does a member of the HR staff have to accompany the OSHA inspector during the site
visit?
____ 7. Can we require employees to buy their own safety equipment?
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So assuming that the inspection is allowed, we need to be aware of some things that we
have a right to and that we should do during the inspection.
If the inspection is being conducted due to a worker complaint, we have the right to
get a copy of the complaint (without the employee’s name), and we want to do so
because we want to know what is being alleged.
Secondly, we have a right to have a company representative accompany inspectors as
they go through their site visit, and we, as the HR representative, want to accompany
them.
There are a few reasons to accompany the inspector. First, we want to understand any
violations that the inspector finds and notes because sometimes, no matter how hard a
person tries to describe a problem, it will sometimes be unclear unless we see it ourselves.
Secondly, in many cases we can immediately fix a discrepancy such as loose lines or hoses
strung across a workspace. Although the discrepancy will almost surely still be noted, the
inspector will see that we are willing to comply with the law and OSHA regulations quickly
and to the best of our ability. This willingness can keep minor infractions from becoming
major infractions. Third, we want to make sure that the inspection stays within the scope
noted in the complaint or the program inspection guidelines. We don’t really want the
OSHA representative wandering all over the worksite, and we have a right to limit their
movements to cover only the inspection scope.
An employer representative also has a right to be present when the inspector is interviewing
employees (unless the interview is private by request of the employee being interviewed)
and the right to stop interviews that are becoming confrontational or disturbing the work
environment.
The employer also has a right to inform the employees of their rights during the inspection.
The inspector will provide the employer with a list of discrepancies upon completion of
their inspection. After an inspection, employers have a right to contest any citations that
they receive through OSHA.
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Employee rights
Employee rights during inspections include the right to refuse to be interviewed, or if an
employee agrees to an interview, they can request that an employer representative be
present or that the interview be held in private. The employee also has the right to legal
representation during the interview if they request it, and they can end the interview at any
point in time just by requesting that the interview be discontinued. Finally, employees have
a right against company retaliation for taking part in an interview with the inspector and
telling the truth.18
14-2 Applying The Concept
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Employee Rights and Responsibilities Under OSHA
Respond yes or no to each questions regarding employee rights and responsibilities.
1. Yes
2. No
____ 8. Is it OK to object to the time frame for correction of discrepancies of OSHA standards?
____ 9. Can OSHA make my employer maintain working conditions free from any hazards?
____ 10. If I see hazardous conditions, does OSHA state that I have to tell my supervisor?
____ 11. Do I have to wear this back brace? It is heavy and uncomfortable, and I can’t move as well
with it on.
____ 12. If I report hazardous conditions to HR, do I have to tell them who I am?
____ 13. If an OSHA inspector interviews me, can I cover up for the company and say we followed
OSHA guidelines so we don’t get into trouble?
____ 14. Do I have to tell my supervisor I just got hurt? I don’t want him to be mad at me for
making him do all the paperwork.

Hazard Communication Standards
OSHA requires that all employers maintain information at each work site that describes
any chemical hazards that may be present on-site. A new set of Hazard Communication
Standards (HCS) was promulgated in 2012 and can be found on the OSHA website
(http://www.osha.gov). Under federal law, “All employers with hazardous chemicals in
their workplaces are required to have a hazard communication program, including
container labels, safety data sheets, and employee training.”19 Safety Data Sheets (SDS) are
documents that provide information on a hazardous chemical and its characteristics. The
OSHA-required SDS format is provided in Exhibit 14-2 (Items 12–15 are nonmandatory).
The SDS provides employees with a quick reference to the hazards of working with a
particular chemical compound.20 Electronic versions of SDS are acceptable, as long as there
are no barriers to immediate access at the worksite.
Safety Data Sheets Documents that provide information on a hazardous chemical and its characteristics
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Violations, Citations, and Penalties
OSHA violations include the following:21
Willful—a violation in which the employer knew that a hazardous condition existed
but made no effort to eliminate the hazard
Serious—a violation where the hazard could cause injury or illness that would most
likely result in death or significant physical harm
Other than serious—a violation where any illness or injury likely to result from the
hazard is unlikely to cause death or serious physical harm, but the violation does have
a direct impact on employees’ safety and health
De minimis—violations that have no direct or immediate safety or health danger.
This does not result in citations or penalties.
Failure to abate—violations where the employer has not corrected a previous
violation for which a citation was issued and the settlement date has passed
Repeated—violations where the employer has been previously cited for the same type
of violation within the previous 5 years
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Work Application 14-2
Identify any organization (business, sports, school, etc.) that was cited and/or penalized for not meeting
OSHA standards. Be sure to provide details of the situation.

Willful and/or repeated violations can bring the employer up to a $126,749 fine for each
violation. Failure to abate violations can cost the employer as much as $12,675 per day
while the violation continues to exist, and serious violations can also cost the employer a
$12,675 fine.22

National Institute of Occupational Safety and Health
(NIOSH)
NIOSH works under the umbrella of the Centers for Disease Control and Prevention
(CDC). NIOSH was also created as part of the 1970 OSH Act, and its mission is global in
scope. “[NIOSH] is the federal agency that conducts research and makes recommendations
to prevent worker injury and illness.”23 NIOSH notes three major goals in its strategic
plan:24
Conduct research to reduce work-related illnesses and injuries.
Promote safe and healthy workplaces through interventions, recommendations, and
capacity building.
Enhance international workplace safety and health through global collaborations.
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Source: OSHA, https://www.osha.gov/dsg/hazcom/hazcom-appendix-d.html, retrieved July 31, 2017.

NIOSH routinely works with worldwide government health laboratories and other
member nations in the World Health Organization (WHO) to identify workplace issues
that can cause illness or injury and to create standards for the WHO member countries.
NIOSH also works hand in hand with OSHA to identify workplace illnesses and to track
diseases that can be passed from one person to another in the work environment. It does
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research on occupational safety and health topics from ergonomics (we will discuss this
shortly) to MRSA (methicillin-resistant Staphylococcus aureus) infections and workplace
violence. NIOSH research frequently provides the data that OSHA uses to create new
workplace standards and regulations.
Workplace safety is of critical importance to employers. Here, Los Angeles prosecutor
Hoon Chun and Deputy District Attorney Christopher Curtis discuss the settlement for
Bumble Bee Foods’ violation of worker safety rules that caused the death of employee Jose
Melina in 2012.

Mark Boster / Los Angeles Times via Getty Images
One of the most significant areas of research at NIOSH is communicable disease research.
Again, in conjunction with other countries in the WHO, NIOSH has done research on a
number of respiratory diseases that can be passed from one person to another, including
tuberculosis and various strains of flu virus. NIOSH research attempts to identify methods
of transmission and then provide guidelines for minimizing danger of transmission of
dangerous diseases that may exist in the workplace. The entire intent of NIOSH research is
to make the workplace safer for all employees.
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Federal Notice Posting Requirements
There are a number of notices that employers are required to post in a convenient location
frequented by employees during normal working hours. The notices or posters contain
important information about employee rights and company responsibilities under federal
law. OSHA’s Job Safety and Health Protection poster is one of these, but there are also
other posting requirements. Take a look at the following information for general federally
mandated posting requirements.
The Department of Labor provides a number of posting requirements on its website
(http://www.dol.gov), and we have reproduced some of the major ones in an abridged
version in Exhibit 14-3.25
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Work Application 14-3
Identify safety and health posters you have seen displayed at any organization (business, sports, school, etc.).

In addition to all of the other requirements, each state has its own posting requirements.
Most states have requirements to at least post information on workers’ compensation,
unemployment insurance, and state minimum wage laws, while many states have a large
number of other requirements as well. We need to become aware of and maintain
knowledge of our state’s requirements. Finally, employers must make certain that they also
notify new hires of the above information.
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Employee Health
Meeting OSHA requirements is necessary, but there are many other aspects to maintaining
good employee health. Employee health is the state of physical and psychological wellness in
the workforce. We have to consider both physical and psychological health in order to have a
strong workforce. We need to provide our employees with the ability to maintain both. In
this section, we are going to complete a quick review of some of the other physical and
psychological issues in today’s workplace.
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LO 14-2
Briefly discuss EAPs, EWPs, and ergonomics and what the value of each of these is to companies and
employees.

Employee health The state of physical and psychological wellness in the workforce

Work–Life Balance
In analyzing the needs of the workforce, work–life balance is high on the list of issues facing
both employers and employees.26 Thus, individual employees and their leaders are seeking
work–life balance.27 Work–life balance is a perpetually hot topic.28 With mobile
technology, especially the smartphone,29 the boundary between work and nonwork hours
becomes fuzzy.30 Some 44% of Internet users regularly perform some job tasks outside of
work,31 as employees even check in at work during their weekends and vacations,
increasing the likelihood of work–family spillover. On the other side, employees are using
company electronic devices for personal use during work hours, such as social media and
shopping.32 Spillover is the effect of work and family on one another that generates
similarities between the two domains.33
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Source: US Department of Labor.

With 40% of full-time American workers logging more than 50 work hours a week,34
organizations are starting to intervene when employees are working too many hours.35 In
fact, one in three full-time employees say, “maintaining a healthy work–life balance has
become more difficult in the last five years.”36
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Although more men are getting more involved in child care,37 and both men and women
say balancing work and family life difficulties deters them from seeking executive roles,38
work–life balance is especially difficult for women because of gender family responsibility
inequity.39 Balance between work and home lives is sought but rarely happens for long
because of work–family conflict. This conflict is also linked with some other bad
consequences such as stress; absenteeism; burnout; and dissatisfaction with job, family, and
life—all of which can lead to excessive job turnover and the breakup of families.40
To help employees maintain a better work–life balance, the trend is for firms to offer more
work–family benefits.41 commonly called family-friendly practices.42 For example,
employers are offering flexible work schedules so that employees can start and end work
around the times that help them balance work and family, and they also allow their people
flexible time off to attend family activities such as parent–teacher meetings and sporting
events. Many more firms are offering child care and elder care at or near their place of work
than in the past, and they are providing the flexibility for their employees to select this as a
standard benefit, as on-site child-care relates to lower absenteeism.43 Some companies,
including Campbell Soup and Lowe’s, are providing seminars and workshops on how to
better balance work and life. Family-friendly practices also include individual and family
counseling benefits to help improve family life so that it doesn’t have a negative impact on
work. Such counseling is commonly offered through the employee assistance programs
(EAP), our next topic. For more information and help, visit the Families and Work
Institute website www.familiesandwork.org.
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Work Application 14-4
Assess your work–life and/or school–life balance? What percentage of your waking hours are typically
devoted to work, school, and personal life? How can you improve the balance?

Employee Assistance Programs (EAPs) and Employee
Wellness Programs (EWPs)
Two significant employee services that can assist with work–life balance and other aspects
of employee mental and physical health are employee assistance programs (EAPs) and
employee wellness programs (EWPs), also known as workplace wellness programs (WWPs).
EAPs and EWPs continue to grow in popularity in the United States and other countries
around the world, most likely because companies are seeing results from the use of such
programs.44
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EAPs
An EAP is a set of counseling and other services provided to employees that help them to
resolve personal issues that may affect their work. About three-quarters of private-sector
workers (77%) have access to an employee assistance plan (EAP).45 An EAP is designed to
assist employees in confronting and overcoming problems in their personal life such as
marital problems or divorce, financial problems, substance addictions, emotional problems,
and many other issues. Why do the majority of employers pay for these services? The
simple answer is that such services can save valuable employees and, as a result, save the
company money if they are available to the employee when they are needed.46,47
EAP A set of counseling and other services provided to employees that help them to resolve personal issues
that may affect their work

HRM in Action

Workplace Safety, Health, and Security
EAPs are confidential services provided to the employee. The employee can contact the
company EAP and receive counseling and/or treatment for emotional or other personal
1443

issues as necessary. In some cases, EAPs may be regulated by federal laws, including the
requirements of ERISA and COBRA, so company HR personnel need to be aware of this
fact.

EWPs
EWPs are designed to cater to the employee’s physical, instead of psychological, welfare
through education and training programs. Wellness programs offer health education,
training and fitness, weight and lifestyle management, and health risk assessment services to
employees. The obvious goal is improving the health of our workforce, but why? There is
strong evidence that Americans (and people in most other countries) do not exercise
enough. More than a third of Americans are obese, with many more overweight.48 Obesity
and excess weight create all kinds of health problems, and we are seeing the effects of
overweight employees at work. Many employees have health problems such as diabetes,
high blood pressure, and heart disease that are brought on by excess weight. Employee
wellness programs (EWPs) work to help our employees become more healthy and fit and to
lower the incidence of these types of health problems.
EWPs Plans designed to cater to the employee’s physical, instead of psychological, welfare through
education and training programs
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Work Application 14-5
Select an organization that offers an Employee Assistance Program (EAP) and Employee Wellness Program
(EWP). Describe the program offerings.

In a now-famous Harvard Business Review article, a Harvard lecturer said that “sitting is the
smoking of our generation.”49 A research study by the National Institutes of Health says
that “sitting for prolonged periods can compromise metabolic health” and that “too much
sitting is distinct from too little exercise.”50 Getting people up and moving is valuable to
organizations. Companies like Johnson & Johnson claim EWPs have succeeded in slowing
health care cost increases because they get employees moving.51 EWPs can return from $2
to $6 in lower health care and lost productivity costs for every dollar spent.52 Another
interesting effect of EWPs appears to be lower turnover: “Healthy employees stay with your
company. . . . [O]rganizations with highly effective wellness programs report significantly
lower voluntary attrition than do those whose programs have low effectiveness (9% vs.
15%).”53 The Affordable Care Act also provides an employer benefit; it allows an incentive
for participation in wellness programs of up to 30% of an employee’s total health care
premium, up from a 20% premium prior to the law’s passage. So wellness programs
provide employers with high return on investment and help with productivity, absenteeism,
and turnover. No wonder companies continue to institute these programs.
We need to remember, though, that EWPs are also regulated at the federal level. There is
currently some concern that some EWPs may violate provisions of the Genetic Information
Nondisclosure Act (GINA), 54 and because they are employee welfare programs ERISA
may apply. Congress is reviewing options to allow EWPs to continue to provide incentives
for employee wellness while also being in compliance with GINA. HR managers will want
to stay apprised of changes in regulations concerning EWPs so that they can continue to
provide wellness services to their employees without violating federal law or regulations.

Ergonomics and Musculoskeletal Disorders (MSDs)
According to OSHA, “Ergonomics is the science of fitting workplace conditions and job
demands to the capabilities of the working population.”55 The CDC identifies the goal of
ergonomics as being to “reduce stress and eliminate injuries and disorders associated with
the overuse of muscles, bad posture, and repeated tasks.”56 Workplace ergonomics focuses
on design of jobs and workspaces to limit the repetitive stresses that employees face in
doing their daily work. OSHA provides employers with a set of voluntary guidelines on
ergonomics in the workplace. These voluntary guidelines took the place of an earlier set of
more rigid rules from OSHA on ergonomics that were rescinded by Congress in 2001.57
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Ergonomics According to OSHA, “the science of fitting workplace conditions and job demands to the
capabilities of the working population”

Several industries, including shipyards, poultry processors, retail stores, and nursing homes,
among others, have specific sets of guidelines provided by OSHA. Other industries have
the general set of voluntary guidelines published by OSHA.58 It is wise for the organization
to know OSHA’s voluntary guidelines for their industry even though the earlier ergonomics
rule was rescinded, because the OSHA website notes that “under the OSH Act’s General
Duty Clause, employers must keep their workplaces free from recognized serious hazards,
including ergonomic hazards. This requirement exists whether or not there are voluntary
guidelines.”59

1446

SHRM
E:6
Compliance With Legal Requirements
Ergonomics and Workplace Safety

1447

SHRM
X:11
Ergonomics

In addition to the potential for enforcement actions on the part of OSHA, it just makes
sense to pay attention to ergonomics. Musculoskeletal disorders (MSDs) affect the body’s
muscles, joints, tendons, ligaments, and nerves and can occur in many different work
environments. They can take a toll on employee productivity when workers suffer from
these issues. MSDs include a commonly known repetitive stress injury (RSI) called carpal
tunnel syndrome in which the nerves in the wrist become inflamed and painful, making
movement difficult. But a large number of other problems fall under the MSD category,
including other RSIs like rotator cuff syndrome, tennis elbow, carpet layer’s knee, and
many others.60 All of these problems have the potential to cost the organization money in
the form of lost productivity as well as workers’ compensation claims. So paying attention
to ergonomics at work can both improve productivity and save the company money.
Cornell University has an ergonomics program called CUErgo that has a large number of
tools to help design jobs that are less stressful on employees; for a listing, go to its website at
http://ergo.human.cornell.edu. It provides information from research by the Cornell
Human Factors and Ergonomics Research Group (CHFERG).61 It also provides
information on everything from hospital work environments to general workstation design
in offices and is a great help in identifying potential ergonomic issues in the workplace.

Safety and Health Management and Training
HR managers need to understand OSHA rules and standards in order to be able to make
the workplace as safe as possible, and offering EAPs and EWPs and stress management
training (our next section) is part of safety and health management.
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Work Application 14-6
Identify potential ergonomics and musculoskeletal disorders (MSDs) in an industry that you work in or
want to work in.
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By keeping the number of accidents and incidents low, we lower absenteeism plus increase
job satisfaction. Nobody wants to work in an unsafe environment. Because we improve two
of our four most important variables at work—absenteeism and job satisfaction—we are
almost assured of increasing productivity over time. This is yet another way that HRM can
assist in reaching organizational goals while using the fewest organizational resources
possible.
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Stress
People often have internal reactions to external environmental stimuli. Stress is the body’s
reaction to environmental demands. This reaction can be emotional and/or physical and can
be caused by a lack of work–life balance.62 According to Forbes, 35% of Americans have
thought about leaving a job because of stress at work, and 42% have actually done so!63 As
stated in Chapter 1, absenteeism is costly, and there is a relationship between absenteeism
and workplace stress.64 Stress levels are on a continuum from low to high. But stress is an
individual perception matter. Some people are better at handling stress than others.65 In
the same situation, one person may be very comfortable and stress free while another is
stressed out. In this section, we discuss functional and dysfunctional stress, the causes of
stress, how to manage it, and the stress tug-of-war.
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LO 14-3
Briefly discuss the causes of stress and how it can be managed.

Stress The body’s reaction to environmental demands

Functional and Dysfunctional Stress
Let’s begin by describing the difference between functional and dysfunctional stress and the
consequences of dysfunctional stress.
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Work Application 14-7
Describe any safety, health, and stress training offered by an organization, preferably one you work or have
worked for.

Functional Stress
Stress is functional (also called acute and eustress66 stress) when it helps improve
performance by challenging and motivating people to meet objectives. People perform best
under some pressure. Stress is an asset that stretches capacity and fuels creativity. When
deadlines are approaching, adrenaline flows and people rise to the occasion. Stress actually
provides greater strength and focus than we think we are capable of—so long as we are in
control of it.67
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Work Application 14-8
Assess your ability to deal with stress. Identify when you tend to get stressed and the negative consequences
you experience from dysfunctional stress.

Dysfunctional Stress
On the other hand, too much stress is dysfunctional because it decreases performance.
Stressors are factors that may, if extreme, cause people to feel overwhelmed by anxiety, tension,
and/or pressure. Stress that is constant, chronic, and severe can lead to burnout over a period
of time.68 Burnout is a constant lack of interest and motivation to perform one’s job. Burnout
results from too much stress.69 Stress that is severe enough to lead to burnout is
dysfunctional stress.70
Stressors Factors that may, if extreme, cause people to feel overwhelmed by anxiety, tension, and/or pressure

Burnout Constant lack of interest and motivation to perform one’s job

Negative Consequences of Dysfunctional Stress
Some readers may wonder why individual stress is a topic in an HRM text. The fact is that
stress has some significant organizational consequences due to its effects on individual
employees, so managers need to understand and be able to recognize the symptoms of
stress, and especially dysfunctional stress because it causes mental and physical health
problems.71 More than 80% of Americans said they were less productive at work because of
stress. Excess stress costs an estimated $300 billion a year in absenteeism; decreased
productivity; employee turnover; accidents; and medical, legal, and insurance fees.72
Burnout can cause mental and physical health problems including colds, weight gain, sleep
dysfunction, heart disease, depression, ulcers and other stomach problems, and back, neck,
and shoulder pain.73 Stress also weakens our immune system, it makes us sick more often,
it ages us so we look older, it makes us fatter, it decreases our sex drive, it ruins our sleep,
and it can even kill us.74 In fact, at its extremes, stress can cause even more serious
problems. For instance, an Uber engineer was said to have suffered so much stress on the
job due to overwork that he committed suicide.75 We should always be aware that extreme
stress can cause extreme reactions.
14-1 Self-assessment
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Personality Type A or B and Stress
Identify how frequently each item applies to you at work or school. Place a number from 1 to 5 on the line
before each statement.
5 = usually 4 = often 3 = occasionally 2 = seldom 1 = rarely
_______ 1. I enjoy competition, and I work/play to win.
_______ 2. I skip meals or eat fast when there is a lot of work to do.
_______ 3. I’m in a hurry.
_______ 4. I do more than one thing at a time.
_______ 5. I’m aggravated and upset.
_______ 6. I get irritated or anxious when I have to wait.
_______ 7. I measure progress in terms of time and performance.
_______ 8. I push myself to work to the point of getting tired.
_______ 9. I work on days off.
_______ 10. I set short deadlines for myself.
_______ 11. I’m not satisfied with my accomplishments for very long.
_______ 12. I try to outperform others.
_______ 13. I get upset when my schedule has to be changed.
_______ 14. I consistently try to get more done in less time.
_______ 15. I take on more work when I already have plenty to do.
_______ 16. I enjoy work/school more than other activities.
_______ 17. I talk and walk fast.
_______ 18. I set high standards for myself and work hard to meet them.
_______ 19. I’m considered a hard worker by others.
_______ 20. I work at a fast pace.
_______ Total. Add up the numbers you assigned to all 20 items. Your score will range from 20 to
100. Indicate where your score falls on the continuum below.
Type A

Type B

100______ 90______ 80______ 70______ 60______ 50______ 40______ 30______ 20______
The higher your score, the more characteristic you are of the Type A personality. The lower your score, the
more characteristic you are of the Type B personality.

Causes of Job Stress
There are five common contributors to job stress: personality type, organizational culture
and change, management behavior, type of work, and interpersonal relations.

Personality Type
The Type A personality is characterized as fast-moving, hard-driving, time-conscious,
competitive, impatient, and preoccupied with work.76 The Type B personality is pretty
much the opposite of Type A. In general, people with Type A personalities experience more
stress than people with Type B personalities. If you have a Type A personality, you could
end up with some of the problems associated with dysfunctional stress. Complete Self1455

Assessment 14-1 to determine your personality type as it relates to stress.

Organizational Culture and Change
The amount of cooperation and motivation that a person experiences and the level of
organizational morale both affect stress levels. The more positive the organizational culture,
the less stress there is. Organizations that push employees to high levels of performance but
do little to ensure a positive work climate create a stressful situation. A climate with fear of
layoffs can also be extremely stressful. Plus, change is stressful to many people, so cultures
that continually make major changes can be stressful.77

Management Behavior
The better managers are at supervising employees, the less stress there is. Lack of control
tends to induce stress. Calm, participative management styles are less stressful. Bad bosses
cause employee stress. Workers with bad bosses are more likely to report the stress-related
problems that we discussed earlier.78

Type of Work
Some types of work are more stressful than others.79 People who have jobs that they enjoy
derive more satisfaction from their work and handle stress better than those who do not. In
some cases, changing to a job with more enjoyable work is a wise move that can lower stress
levels. This is one major reason that people decide to make career changes.

Interpersonal Relations
Conflicts among people who do not get along can be very stressful. People who don’t really
like the work they must perform but who do like the people they work with can feel less
stress and experience higher job satisfaction.
Time Pressure. The time pressure of a deadline can help motivate completing the
task,80 but too much time pressure of deadlines can be very stressful.81
Smartphones. Smartphones are actually more of a time waster than saver, as the
average person stairs at their phone 221 times per day. Repeatedly checking your
phone, especially after work hours, can be stressful. Constantly looking at your phone
creates eyestrain, and looking down puts stress on your neck and shoulders, which
can cause long-term problems.82

Stress Management
When we continually feel pressured and fear that we will miss deadlines or fail, we are
experiencing stress. People watch TV or movies, drink, take drugs, eat, or sleep more than
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usual to escape stress. But for the most part, these activities don’t work in the long run
because they are used mostly to escape stress rather than to deal directly with the stress.
How we manage stress affects our job performance and health.
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We can limit job stress,83 so many firms are making wellness a top priority through training
employees in stress management because it affects the bottom line.84 EWPs (mentioned
earlier in this chapter) frequently provide stress management programs for employees. Stress
management is about taking control of stress and making it functional.85 We can reduce
stress with stress management interventions by better recognizing and managing stress
symptoms as they occur.86 Stress management is the process of reducing stress and making it
functional. Here are seven stress management techniques. We don’t need to use them all
because little changes can make big differences, so just implement the techniques that
interest you.87

Time Management
Generally, people with good time management skills experience less job stress.88 Vince
Lombardi, the famous football coach, said, “Plan your work and work your plan.”
Remember that procrastinating gives us more time to think about what we have to do and
to get stressed before starting. It’s a huge relief when we finish the task.89 If we are
perfectionists, we may do a high-quality job, but perfectionism stresses us as we perform the
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work, so sometimes it’s OK to define what is “good enough” and stop there.

Relaxation
Relaxation is an excellent stress management technique, and we should relax both on and
off the job. Laughter releases stress-reducing endorphins that lower blood pressure, relax
muscles, stimulate our brain, improve our mood, and increase our oxygen intake—so laugh
it up.90 In addition, understand that each of us has our own way of relaxing. Some will read
a book; others will lie in the sun; still others will play a game. Religious practices also
combat stress, as nearly 100 studies found a positive association between religious
involvement and better health, longevity, incomes, and happiness.91 It doesn’t matter how
you relax as long as you relax in a way that is soothing to you.

Relaxation on the job
Use relaxation on the job and off when feeling stress coming on by meditating or doing
deep breathing and/or muscle relaxation exercises.92
Meditation. This can be simple. When we feel stress, we can close our eyes and think
happy thoughts to calm ourselves: for example, picture ourselves doing something we
enjoy or visualize the ocean with waves crashing down. Meditation works well with
deep breathing.
Deep breathing. When feeling stress, simply take five slow, deep breaths, preferably
through the nose. Hold each breath (about 5 seconds), then let it out slowly (about 7
seconds), preferably through lightly closed lips. To breathe deeply, we must inhale by
expanding the stomach, not the chest. Think of the stomach as a balloon; slowly fill
and then empty it. We can also breathe deeply while performing relaxation exercises.
Muscle relaxation exercises. When feeling stress, we can also perform relaxation
exercises. If we feel tension in one muscle, we may do a specific relaxation exercise.
We may relax our entire body going from head to toe or vice versa. Exhibit 14-4 lists
relaxation exercises that we can do almost anywhere.

Relaxation off the job
We need to relax off the job. Try to leave work behind—don’t do any work while away,
and don’t even think about it. If you have a Type A personality, slow down and enjoy
yourself. Cultivate interests that do not relate to the job.
Activities. Take time for yourself and do things you enjoy to relax and get away from
work. What do you enjoy doing?
Sleep. A good night’s sleep makes you more productive.93 Recent research found that
7 hours of sleep a night is the best amount of sleep to function the next day; and
skimping on a full night’s sleep, even by 20 minutes, impairs performance and
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memory the next day. But too much sleep is associated with diabetes, obesity, and
cardiovascular disease. Of course, not everyone is average, and some people need
more sleep than others.94 A lack of sleep can even cause brain damage,95 and it also
makes you more selfish and emotional, and you are more likely to get into arguments
and hurt relationships.96
Sleeping tips. Stress can delay sleep or reduce deep sleep. Working, using the Internet,
cellphones, text messages, and caffeine close to bedtime can delay sleep and increase
alertness. Doing a relaxing activity, like reading, before going to bed helps us sleep.
We should shut off the TV, computer, and cell phone, because the flickering lights
from these devices overstimulate our brain and hurt the quality of our sleep.97
Alcohol can promote sleep initially, but it can contribute to wakefulness later.98

Nutrition
Good health is essential to everyone’s performance, and nutrition is a major factor in
health.99 Underlying stress can lead to overeating and compulsive dieting, and being
overweight is stressful on the body. Unfortunately, around 34% of Americans are obese,
while another 32% are overweight.100 Men with a waist over 40 inches and women over 35
inches are twice as likely to die a premature death.101 Obesity costs US businesses about
$45 billion a year in medical expenses and lost productivity.102 Are you overweight? Do
you need to change your eating habits?
We should watch our intake of junk foods, which contain fat (fried meat and vegetables,
including French fries and chips), sugar (pastry, candy, fruit drinks, and soda), too much
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caffeine (coffee, tea, soda), and salt. Artificial sweeteners, like in coffee and diet soda, may
not have sugar or calories, but they do increase your risk of developing diabetes and other
health problems.103 Eat more fruits and vegetables and whole grains, and drink water and
pure juices. Realize that poor nutrition, overeating, and the use of tobacco, alcohol, and
drugs to reduce stress often create other stressful problems over a period of time.
When we eat, we should take our time and relax, because rushing is stressful and can cause
an upset stomach and weight gain. Also, when people eat more slowly, they tend to eat less.
Taking a break generates energy and makes us more productive. So we should avoid eating
at our work area.
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Work Application 14-9
Identify your major causes of stress; then select stress management techniques you will use to help overcome
the causes of your stress.

Breakfast is considered the most important meal of the day for good reason. Getting up and
going to work just drinking coffee or soda without eating until lunch is stressful on the
body. A good breakfast increases our ability to resist stress.

Exercise
Contrary to the belief of many, proper exercise increases our energy level rather than
depleting it. Physical exercise is an excellent way to improve health while releasing stress.104
If we are stressed for any reason, the fastest way to tame our anxiety can be physical activity.
In fact, exercise is usually more effective than antidepressants in making moderate
depression disappear.105 Staying fit can reduce the production of stress hormones.106
Aerobic exercise, in which we increase the heart rate and maintain it for 30 minutes, is
generally considered the most beneficial type of exercise for stress reduction. Fast walking
or jogging, biking, swimming, and aerobic dance or exercise fall into this category. Playing
sports and weight lifting are also beneficial and can be aerobic if we don’t take many breaks
and we cross-train by mixing weights with other aerobic exercises.
Before starting an exercise program, check with a doctor to make sure you are able to do so
safely. Always remember that the objective is to relax and reduce stress. The “no pain, no
gain” mentality applies to competitive athletes, not to stress management.
If we don’t enjoy the workout, we most likely will not stick with it anyway, so pick
something fun or at least enjoyable, like playing a sport. Having an exercise partner really
makes exercise more enjoyable, and it helps motivate us to show up and exercise when we’d
rather not. We may also find out that we get in a great workout when we think we were too
tired to exercise.

Positive Thinking
People with an optimistic personality and attitude generally have less stress than
pessimists107 because thoughts of gloom and doom (which are often distorted anyway) lead
to stress.108 Once we start having doubts about our ability to do what we have to do, we
become stressed. Make statements to yourself in the affirmative, such as “This is easy,” and
“I will do it.” Repeating positive statements while doing deep breathing helps us relax and
increase performance.
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Support Network
Reaching out to supportive family, friends, and colleagues in our network can help reduce
stress.109 So we can find a confidant at work or people outside of the workplace and talk
things through.110 Venting to people we trust and hearing their support of our abilities
relieves stress. Being out of work–life balance is stressful, so cultivate a supportive network
of family, friends, and colleagues to help maintain that critical work–life balance.111

Cut Back Smartphone Checking
Stop your addiction to constantly looking at it. Set a time limit of frequency of checking it
(such as every half hour), or better yet shut it off for an extended period when you can;
especially when you have a high-priority task to complete. When looking at it, hold it
higher to help avoid neck and shoulder stress.112 Also, place your other screens (computer
monitor, TV) higher so you look up a bit to help offset your downward pressure.

The Stress Tug-of-War
Think of stress as a tug-of-war with you in the center, as illustrated in Exhibit 14-5. On the
left are causes of stress trying to pull you toward burnout. On the right are stress
management techniques you use to keep you in the center. If the stress becomes too
powerful, it will pull us off center to the left, and we may suffer burnout and dysfunctional
stress with low performance. If there is no stress, we tend to move to the right and just take
it easy and perform at low levels. The stress tug-of-war is an ongoing game. Our main
objective is to stay in the center with functional stress, which leads to high levels of
performance.113
If we try stress management but still experience long-term burnout, we should seriously
consider getting out of the situation. Ask yourself two questions: Is my long-term health
important? Is this situation worth hurting my health for? If you answer yes and no
respectively, a change of situations may be advisable. Career changes are often made for this
reason.

1462

Workplace Security
Workplace security is the management of personnel, equipment, and facilities in order to
protect them. While workplace safety deals with the issue of minimizing occupational illness
and injury, workplace security covers topics such as violence in the workplace (including
bullying), bomb threats, management of natural and man-made disasters, risk to company
computer systems and intranets, and many other issues. Workplace security is concerned
with mitigating these risks to the organization and its members. Securitas Security Services
USA, a large security firm, identified Internet/intranet security, workplace violence, active
shooter threats, business continuity planning, and mobile security as the top security threats
to businesses for the year 2017.114 Prior to 2010, workplace violence had been the numberone concern for more than 10 years, but cyber security in several forms replaced it as the
number-one concern in 2010.115 Let’s take a brief look at some of these major workplace
security issues in order of concern.
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LO 14-4
Identify the top concerns for security in the workplace today and what can be done to make the workplace
more secure.

Workplace safety The physical protection of people from injury or illness while on the job

Exhibit 14-5 The Stress Tug-of-War

Cyber Security
While this is not an information systems text, let’s do a quick review of some of the issues
companies face today with cyber security in the form of both Internet/intranet and mobile
systems security. Cyber security is the use of tools and processes to protect organizational
computer systems and networks. This topic has been in the news constantly for the past
several years, with concerns that amateur and professional hackers, hactivists, terrorist
organizations, and even some governments are working to break into company computer
systems and mobile devices for a variety of purposes. In 2014, the US attorney general
accused hackers working for the Chinese government of hacking US companies, including
Westinghouse, Alcoa, and the United Steel Workers Union.116 More recently, the
Russian government was accused of being complicit in hacking various political institutions
to try to sway the 2016 presidential election.117 Every company has to be concerned with
this issue and do what they can to prevent becoming a victim.
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Cyber security The use of tools and processes to protect organizational computer systems and networks

HRM is especially concerned with outsiders penetrating company computer systems that
have sensitive employee information on them, such as information on medical records,
payroll and banking data, and other personal data. HR managers must work with company
security managers to put up strong roadblocks to outsiders who seek to enter systems with
this type of data. In 2013, AvMed left two unsecured laptops with private employee data
on them in an unlocked conference room, and they were stolen. The company ultimately
agreed to pay a $3 million settlement to the employees for failure to safeguard information
in accordance with HIPAA.118 While there is no foolproof way to harden company
computer systems, we have to do the best that we can to make it as hard as possible for
hackers or other unauthorized users to find and exploit employee data. Obviously, the HR
manager won’t be the person to research and implement this type of computer security, but
we do need to know that it is an issue. We will work with our company’s computer security
managers to make it as hard as possible to get access if a person is not an authorized user.
One simple tool is to encrypt any company computers with sensitive data on their hard
drives. This makes it much more difficult to gain access to such information.
14-3 Applying The Concept
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Stress Management Techniques
Put the letter of the technique being used on the line next to the corresponding statement.
1.
2.
3.
4.
5.
6.

time management
relaxation
nutrition
exercise
positive thinking
support network
____ 15. “I’ve been stressed out, so I have been praying more lately.”
____ 16. “I’ve been working on positive affirmations, so I have been repeating to myself that ‘I can
meet the deadline.’”
____ 17. “I’m not too organized, so I’ve started using a to-do list.”
____ 18. “I’ve been taking a walk at lunchtime with Latoya.”
____ 19 “I’ve been getting up earlier and eating a healthy breakfast.”
____ 20. “I have a bad boss, so I’ve been talking to my colleague Tom about her.”
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Workplace Violence
There were 417 workplace homicides in 2015, and workplace shootings rose by 15%.
While this is serious, and we need to take precautions to respond if such incidents happen,
we should also understand that workplace homicides are still extremely rare and that we
should not panic over such statistics. These 417 homicides took place in an environment
with tens of millions of businesses.119 So for now, let’s focus on anger that can lead to
violence and how to prevent it. Human resource managers have reported increased violence
between employees, stating it can happen anywhere. And don’t think that this is just an
issue of men harming women. Women commit nearly a quarter of all threats or attacks.
There has also been an increase in violence between outsiders and employees, such as
customers shooting employees and other customers. A psychiatrist at Mercy Fitzgerald
Hospital outside Philadelphia was forced to shoot a patient after he had killed a case
worker in 2014, and this is just one of thousands of incidents that occur in the United
States alone each year.120 The key to preventing workplace violence is to recognize and
handle suspicious behavior before it turns violent;121 that’s what this subsection is all about.

Causes of Anger and Violence
Anger can lead to violence. You have most likely heard of road rage. In business we have
desk rage, which can take the form of yelling, verbal abuse, and physical violence.
Frustration, stress, and fear also bring out anger.122 Unresolved interpersonal conflicts make
people angry.123 In fact, violence is almost always prompted by unresolved conflict, and the
violence often takes the form of sabotage against other employees (backstabbing, spreading
false rumors) or the organization (damage to property) to get even.124
The physical work environment (such as space to work, noise, odors, temperature [hot],
ventilation, and color) contributes to making people angry. A bad work environment
(called toxicity) leads to violence. People also tend to copy, or model, others’ behavior. For
example, children who have been abused (emotionally and/or physically) are more likely, as
parents, to abuse their children. If employees see others being violent, especially managers,
and nothing is done about it, they are more apt to also use violent behavior at work.
Violence in the community surrounding an organization, including family violence, may be
brought into the workplace. Some but not all experts also report that drugs contribute to
violence.125
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Employees need to find a healthy way to deal with conflict. Unresolved conflict can lead to
resentment, anger, and potentially violence.
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Dealing With Anger
Your anger and emotional control
A secondary feeling of anger follows many of our feelings. Your boss may surprise you with
extra work, which makes you angry. Disappointment often leads to anger. Your coworkers
don’t do their share of the work, so you get mad at them. Buddha said, “You will not be
punished FOR your anger; you will be punished BY your anger.” Anger can lead to
perception problems and poor decisions and hostility, which are stressful and can harm
your health.126
It is natural to get angry sometimes, as we cannot control the feeling of anger. However, we
can control our behavior, and we can learn to deal with anger in more positive ways to get
rid of it. Letting anger build up often leads initially to passively not doing or saying
anything but then later blowing up at another person. Here are some tips for effectively
getting rid of our anger:
Use objective, rational thinking. For example, when dealing with customers, tell
yourself, “Their anger is to be expected. It’s part of my job to stay calm.”
Look for positives. In many bad situations, there is some good.
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Look for the humor in the situation to help defuse the anger. Finding appropriate
humor can help keep us from moping and getting angry.
Develop a positive attitude about how to deal with anger. Develop positive
affirmations such as “I stay calm when in traffic” (not “I must stop getting mad in
traffic”) and “I get along well with Joe” (not “I must stop letting Joe get me angry”).
Use an anger journal. A first step to emotional control of anger is self-awareness.
Answer these questions. How often do you get irritated/angry each day? What makes
you irritated/angry? How upset do you get? What feelings do you have when you are
angry? What behavior (yell, say specific words, pound desk, do and say nothing,
accommodate) do you use when you are angry? Are you good at dealing with your
irritations/anger? One good way to improve your ability to control your anger is to
write the answers to these questions in an anger journal. It is a method of letting out
the anger in an effective way. People who use a journal often change their behavior
without even trying.

Anger of others and emotional control
Here are some tips from the Crisis Prevention Institute and the National Institute for
Occupational Safety & Health (NIOSH) to help us deal with the anger of others through
our emotional control to prevent violence. These tips can be very valuable to us as
managers:
Never make any type of putdown statement, as it can make the person angrier. As
stated earlier, you may use appropriate humor to cut the tension, but be careful that
it is not viewed as a sarcastic putdown. Such behavior can lead to violence.
Don’t respond to anger and threats with the same behavior. This is the key to success
in maintaining your emotional control.
Don’t give orders or ultimatums. This can increase anger and push the person to
violence.
Watch your nonverbal communications to show concern and to avoid appearing
aggressive. Use eye contact to show concern, but be aware that staring or glaring can
make you appear aggressive. Maintain a calm, soothing tone to defuse anger and
frustration. Talking loudly and with frustration, anger, or annoyance in your tone of
voice will convey aggression. Don’t move rapidly, point at the person, get too close
(stay 2–5 feet apart), or touch.
Realize that anger is natural and encourage people to vent in appropriate ways. With
the aggressor, the problem is usually to keep the behavior acceptable. With the
passive person, you may need to ask probing questions to get them to vent, such as
“What is making you angry? What did I do to make you mad?”
Acknowledge the person’s feelings. Using reflective responses by paraphrasing the
way the person appears to be feeling shows that we care and helps calm the person so
they can get back in control of their emotions.
1469

Get away from the person if necessary. If possible, call in a third party to deal with
the person and leave.

Signs of Potential Violence
Workplace violence is rarely spontaneous; it is more commonly passive-aggressive behavior
in rising steps, related to an unresolved conflict. Employees do give warning signs that
violence is possible, so it can be prevented if we look for these signs and take action to
defuse the anger before it becomes violent.127
Take verbal threats seriously. Most violent people do make a threat of some kind
before they act. If we hear a threat or hear about a threat from someone else, talk to
the person who made the threat and try to resolve the issue.
Watch nonverbal communication. Behavior such as yelling, gestures, or other body
language that conveys anger can also indicate a threat of violence. Talk to the person
to find out what’s going on.
Watch for stalking and harassment. It usually starts small, but it can lead to violence.
Put a stop to it.
Watch for damage to property. If an employee kicks a desk, punches a wall, and so
on, talk to the person to get to the reason for the behavior. People who damage
property can become violent to coworkers.
Watch for indications of alcohol and drug use. People can be violent under their
influence. Get them out of the workplace, and get them professional help from the
EAP if it’s a recurring problem.
Include the isolated employee. It is common for violent people to be employees who
don’t fit in, especially if they are picked on or harassed by coworkers. Reach out to
this employee and help them fit in or get them to a place where they do.
Look for the presence of weapons or objects that might be used as weapons. You may
try talking to the person if you feel safe, but get security involved if you feel the least
bit unsafe.
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Work Application 14-10
Recall a situation in which someone was angry with you, preferably at work. What was the cause of the
anger? Did the person display any signs of potential violence? If so, what were they? How well did the
person deal with their anger? Give specific tips the person did and did not follow.

Bullying in the Workplace
Have you ever been the victim of a bully—on the school playground or at work? Managers
do not want their company put into the news spotlight because of such behavior. Bullying
behaviors have been found to be four times more common than sexual harassment,128 but
there are still no laws at the national level in the United States that deal directly with
bullying as an offense.129 There are certainly ways in which managers can use existing laws
when bullying behaviors are based on protected-class characteristics (e.g., race, religion,
disability, etc.) or other illegal actions such as assault or sexual harassment, but there is no
federal law directly associated with workplace bullying.
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HR managers need to know the state and local laws that can be used for bullying behaviors,
but they also need to address the issue in company handbooks and provide training on
processes that should be used if someone suspects bullying behaviors or are themselves a
victim of such behavior.
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Organizational Prevention of Violence
The number-one preventive method is to train all employees to deal with anger and prevent
violence,130 which is what you are learning now. In addition, company culture should
encourage employees to talk about any concerns about coworkers or others that they think
might be violent toward others.131 However, the starting place is with a written policy
addressing workplace violence, and a zero-tolerance policy is the best preventive policy.
From the HR manager’s perspective, it is very important to take quick disciplinary action
against employees who are violent at work. Follow these steps to help stop any type of
violent behavior in your organization:
1. Develop a policy on bullying and other forms of violent behavior, defining the
concepts and making it clear that such behavior will not be tolerated.
2. Train all employees on the policy on a routine basis—typically at least once per year
and upon hiring of new employees.
3. Develop mechanisms for reporting violent behaviors that are outside the normal
chain of command, since such behavior frequently occurs with supervisors who have
control over other employees.
4. Investigate all reported incidents using the Just Cause procedures that we discussed in
Chapter 9.
5. Take prompt, fair disciplinary action with those individuals who have been found to
be guilty of any violent behaviors, whether senior members of the organization or
subordinate individuals.
As discussed in Chapter 10, the organization should have a system for dealing with
grievances, and it should also track incidents of violence as part of its policy. Organizations
can (and should when allowed by law) also screen job applicants for past or potential
violence so that they are not hired. They should also develop a good work environment,
addressing the issues listed earlier as causes of violence. Demotions, firing, and layoffs
should be handled in a humane way following the guidelines to deal with anger, and
outplacement services to help employees find new jobs can help cut down on violence.
Finally, it is probably prudent in most, if not all, companies to hold training on active
shooters and practice active shooter drills on an ongoing basis.132

Individual Prevention of Violence
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One thing you should realize is that the police department will not help prevent personal or
workplace violence. Police only get involved after violence takes place. We have already
given you most of the tips. But here are a few more tips.133 Keep in mind that there is
always potential violence, and look for escalating frustration and anger to defuse it before it
becomes violence. Never be alone with a potentially violent person or stand between the
person and the exit. Know when to get away from the person, and utilize the organization
policy of calling in security help if you are concerned. Report any troubling incidents to
security staff.

Social Media for Workplace Safety and Security
We have discussed a number of areas of HRM that have been enhanced through the use of
social media. This is another case where social media tools can assist companies in dealing
with a situation in which employees may need information quickly and accurately.
Organizations around the world are establishing security alert systems like Rave Guardian
and AlertMedia to be used in the case of a company emergency of any type, including a
violent individual or group on organization property. The systems use existing technology
like Twitter and text messaging to provide immediate warnings to all persons who are
signed up to receive alerts, and they can even provide information on what steps to take to
remain safe in such situations. These systems have already undoubtedly saved lives in
violent incidents in many companies, and any company without such a system should
probably look at installing the capability as soon as feasible.

Employee Selection and Screening
We discussed tools concerning employee selection and screening in Chapter 6, but we need
to be reminded of some of them again here because of their importance to company
security. The first tool that we want to make sure that we use in employee screening is
background checks. Recall that we can be held liable for monetary damages if we are guilty
of a “negligent hire.” One way to guard against such a hire is through the consistent use of
criminal background checks that specifically look for a history of violent actions or threats
of violence on the part of an applicant or employee. Even in states and cities that have
passed “ban-the-box” laws, a background check can generally be completed once a
conditional employment offer is extended.
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Work Application 14-11
Recall a situation in which you were angry with someone, preferably at work. What was the cause of your
anger? Did you display any signs of potential violence? If so, what were they? How well did you deal with
your anger? Give specific tips you did and did not follow.

Other background checks can also help with organizational security. Web searches can
sometimes turn up negative information on an applicant that may show that they are a
potential security risk, even when criminal checks do not. In addition, credit checks might
show evidence of a history of unethical behavior that would make it more likely that an
applicant might be unscrupulous and might even intentionally harm other employees if
hired. So we do have some tools available in background checks to mitigate the risk of
hiring the wrong type of person.
In addition to background checks, substance abuse testing can provide us with a tool to
minimize the security dangers in your company. As we noted in Chapter 6, “Most
employers have the right to test for a wide variety of substances in the workplace,”134 and
the former head of the White House Office of National Drug Control Policy has said that
the “issue of drugs in the workplace is an understated crisis that results in $200 billion in
lost productivity annually.”135 According to SHRM, “Substance abuse prevention is an
essential element of an effective workplace safety and security program. Properly
implemented preventive programs—including drug and alcohol testing—protect the
business from liability.”136 The US Department of Justice noted that “the link between
drug use and crime has been well-documented in recent years.”137 Screening out substance
abusers in the applicant stage can minimize security threats to the organization, because
there is strong evidence that at least some substance abusers will commit crimes, including
violent crimes at work in many cases.
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SHRM
X:2
Disaster Preparation, Continuity, and Recovery Planning

General Security Policies, Including Business Continuity and
Recovery
Common disasters and emergencies might include such events as fires, floods, earthquakes,
severe weather, tsunamis, terrorist attacks, bomb threats, and many others. Some are
dependent on the company’s geographic location, while others are universal possibilities.
One thing is sure, though—disasters and emergencies happen without warning, creating a
situation in which the normal organizational services can become overwhelmed or even
disappear. You may remember the nuclear crisis in Fukushima, Japan, when a tsunami
wiped out electrical power to a nuclear plant and then, because there was no power to
pump water, several of the reactors melted down. During such a crisis, companies require a
set of processes that address the needs of emergency response and recovery operations. The
power company, TEPCO, did not have a sufficient process for such a disaster. To address
these types of emergencies, the company should establish an emergency response plan,
which provides guidelines for immediate actions and operations required to respond to an
emergency or disaster, and these guidelines need to take into consideration everything that a
company can think of in order to provide the appropriate plan.
The overall priorities of any plan in any emergency or disaster should be these:
Protect human life; prevent/minimize personal injury.
Preserve physical assets.
Protect the environment.
Restore programs and return operations to normal.
The overall objective is to respond to the emergency and manage the process of restoring the
organization, as well as its associated programs and services.
But what part does the HRM professional play in this planning process? HRM should be
part of the management team that determines the goals of the plan. Once the goals are
determined, HR can again help operational management to staff the various key positions
in the disaster recovery teams by understanding the types of people that are necessary to do
these jobs under crisis circumstances.
Additionally, HR is typically responsible for the training function in the company, and
everyone in the organization needs to be trained on the plan and its processes. The training
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should also become part of the new employee orientation (Chapter 7) so that all personnel
are aware of the correct responses to potential emergencies. There are many examples of
good emergency response and business recovery plans out there on the Internet for free. All
the company needs to do is find a good sample and modify it for their particular
circumstances and the likely disasters that would occur based on their geographic locations.
A company in Arkansas probably doesn’t need a plan for tsunami recovery, while a
company on the coast of California is unlikely to need tornado or hurricane sheltering
plans.
One final thing that HRM needs to determine is where extra assistance might come from if
needed because of a disaster or emergency. For instance, if severe weather were to kill and
injure a number of company employees, grief counseling services might become necessary.
Most companies don’t routinely have grief counselors on hand, but in this type of situation,
they may need access to such counselors very quickly. HRM can think of likely situations
and their aftermaths and determine where these types of services might be procured if the
need presented itself. One potential provider in at least some cases might be the vendor that
services the company EAP. Recall that EAPs are services for the psychological well-being of
our employees. Therefore, they may have the needed personnel to handle the psychological
aftermath of a disaster.
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Trends and Issues in HRM
What are some of the significant trends and issues in workplace safety and health? First, we
are going to explore a new OSHA regulation concerning when we can complete drug
testing. The second item we will take a look at is a program that uses the Internet to
promote workplace health—a trend that is occurring with greater frequency in today’s
workplaces, so let’s get started.
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LO 14-5
Discuss the new OSHA regulation on drug testing and the value of wellness organizations like
eDocAmerica.

OSHA Limits Postaccident Drug Testing
In late 2016, OSHA announced new rules on workplace safety programs to take effect in
January 2017. While rule-making by OSHA is not unusual, some of the provisions of one
of the new rules included significant changes that require many companies to revisit their
workplace drug and alcohol testing policies. The new rule—29 CFR 1904—basically made
it illegal to do blanket post-accident drug and alcohol testing. In the eyes of OSHA, these
blanket policies “have the effect of retaliating against workers who report injuries.”138
OSHA says workplace drug testing policies should be limited to cases in which drug use
likely contributed to the accident to prevent these policies from having a punitive effect. In
other words, if we have a policy to automatically drug test someone who reports that they
had an accident and then punish them because we found drugs in their system, the
assumption is that the employee may not report such accidents if they can avoid doing so.
OSHA wants to remove the potential punishment to encourage truthful reporting of
workplace accidents.
Using the same logic, OSHA also said that “it considers injury-free incentive programs may
also deter reporting of injuries.”139 So if the company provides an incentive for “zero
workplace accidents for the quarter,” OSHA would consider that to be a deterrent to
reporting, and it would violate their safety regulations.
What can companies do under the new regulation? Do we have to stop using postaccident
drug testing? No, that isn’t the case. Employers can continue to use such testing in any case
where there is “a reasonable possibility that drug use by the reporting employee was a
contributing factor to the reported injury or illness to justify an employer requiring a drug
test [emphasis added].”140 Also, OSHA will not issue citations for drug testing required
under a mandatory state law, a voluntary drug-free workplace law, workers’ compensation
law, or other federally-regulated program,141 so employers can and should continue testing
under these programs.
However, most employers will likely need to review and update their current testing
policies. “Remove any blanket testing rules for OSHA post-accident testing and make
certain testing occurs only when there is a reasonable basis to assume drug use contributed
to an accident or injury.”142 “All post-accident policies should be reviewed and updated to
ensure that the language is not retaliatory and does not deter or discourage the reporting of
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illnesses or injuries.”143
Companies will also need to look at requiring supervisory training, since they will need to
recognize potential impairment and determine whether there is reasonable evidence
(remember Chapter 10’s discussion of reasonable evidence) that drug use may have
contributed to an accident before we can legitimately apply postaccident drug testing.144 If
we follow these guidelines, the new rules should not create a significant barrier to drug
testing after a workplace accident.

eDocAmerica: Health and Wellness Online
One example of a new kind of online provider of occupational and employee health-related
services is eDocAmerica, found at http://www.edocamerica.com. eDocAmerica is a health
care service provider that “gives individuals and their family members unlimited email
access to board certified physicians, psychologists, pharmacists, dentists, dietitians and
fitness experts who provide personal answers to all health-related questions.”145
eDocAmerica was started by a physician at the University of Arkansas for Medical Sciences
to provide outreach services to employees of client businesses.
The services of eDocAmerica and other similar providers make it much easier and quicker
for employees of client firms to get answers to most of their routine health questions. This
has two major benefits. First, it allows the employee to take more control of their personal
and family health, and second, it takes some pressure off of the larger health care system
because employees are not running to the doctor’s office every time they need a simple
question answered.
As a side benefit for the organization, it appears that companies may save money on their
group health insurance plans because of the lower utilization rates made possible by quick
and easy email access to expertise. eDocAmerica has so far been quite successful in creating
a more open and accessible health care system with their client company employees. This is
just one of the new breed of web-based providers of safety and health services to companies
and employees. We will likely continue to see more companies with similar services come
online in the near future.
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Chapter Summary
14-1 Briefly describe what OSHA does in a worksite inspection, the types of
violations that OSHA looks for, and employer rights during the inspection.
OSHA can inspect a worksite without advance notice. The inspector will identify
themselves and provide the reason for the inspection when they arrive. Once the
employer provides access to the worksite, the inspector will do an inspection. The
inspector has the right to interview employees during the inspection and may do so
unless the interview becomes confrontational or disruptive of the work environment.
The inspector will provide the employer with a list of discrepancies upon completion
of the inspection.
Violations include the following:
1. Willful—where the employer knew that a hazardous condition existed but
made no effort to eliminate the hazard
2. Serious—where the hazard could cause injury or illness that would most likely
result in death or significant physical harm
3. Other than serious—where any illness or injury incurred is unlikely to cause
death or serious physical harm, but the violation does have a direct impact on
safety and health
4. De minimis—violations that have no direct or immediate safety or health
danger
5. Failure to abate—where the employer has not corrected a previous violation for
which a citation was issued and the settlement date has passed
6. Repeated—the employer has been cited for the same type of violation within 5
years
The employer has a right to ask for positive identification from the OSHA inspector.
The employer also has a right to know the reason for the inspection. Employers can
refuse to allow the inspector into the worksite, unless they have a court order, but this
is usually not a very good idea. The employer also has a right to have a representative
accompany the inspector and has the right to tell employees their rights in the
inspection process. The employer can also have a representative in any interviews
unless the employee specifically requests that the interview be private, and the
employer can stop interviews if they become disruptive. Finally, the employer has the
right to contest any citations that they receive.
14-2 Briefly discuss EAPs, EWPs, and ergonomics and what the value of each of
these is to companies and employees.
EAPs and EWPs both help employees with their work–life balance. EAPs provide
confidential counseling and other personal services to employees to help them cope
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with stress created by personal issues related to either work or home life. EWPs help
employees with their physical wellness. They provide programs to employees such as
health education, training and fitness programs, weight management, and health risk
assessments.
Ergonomics is the science of fitting workplace conditions and job demands to the
capabilities of the working population. The goal of ergonomics is to reduce stress and
limit injuries due to overuse of muscles, bad posture, and repetitive tasks. OSHA
provides guidelines on ergonomics in the workplace that are voluntary but that can
be assessed during an inspection based on the general duties clause of the OSH Act.
OSHA also has specific ergonomic guidelines for a number of different industries, so
HR representatives should check to make sure that they are following OSHA
guidelines based on the industry that they are a part of.
14-3 Briefly discuss the causes of stress and how it can be managed.
The major causes of stress include personality type, organizational culture and
change, management behavior, type of work, and interpersonal issues. Type A
personalities, weak organizational cultures and rapidly changing organizations, bad
management, jobs that employees don’t enjoy, and poor interpersonal relations all
make stress more prevalent in the workplace. Stress management techniques include
good time management skills, the ability to relax once in a while (in whatever form
you choose), good nutrition, moderate amounts of exercise, positive thinking skills,
and a strong personal support network. All of these tools help us cope with stress
successfully.
14-4 Identify the top concerns for security in the workplace today and what can
be done to make the workplace more secure.
The five biggest concerns of employers today are Internet/intranet security,
workplace violence, active shooter threats, business continuity planning, and mobile
security. Cyber security in the form of both Internet/intranet and mobile security
deals with the company’s computers and network security, including how mobile
devices connect to those company systems. Workplace violence is another major issue
because of the continuing rise in incidents of workplace violence. Active shooter
threats, while uncommon, must be taken seriously, and companies should take
precautions to respond if such an incident happens to them. Business continuity
planning has become a much more significant issue to most employers in the past 10
years, partly because of terrorism threats but also because of a number of large-scale
environmental and natural disasters worldwide.
Companies need to do the following:
1. Develop a policy on violent behavior, defining the concepts and making it clear
that such behavior will not be tolerated.
2. Train all employees on the policy on a routine basis.
1483

3. Develop mechanisms for reporting violent behaviors that are outside the
normal chain of command.
4. Investigate all reported incidents using Just Cause procedures.
5. Take prompt, fair disciplinary action with those found guilty of any violent
behaviors.
14-5 Discuss the new OSHA regulation on drug testing and the value of wellness
organizations like eDocAmerica.
OSHA announced new rules that basically made it illegal to do blanket post-accident
drug and alcohol testing. OSHA says these blanket policies have the effect of
retaliating against workers who report injuries. Employers can continue to test when
there is “a reasonable possibility” that drug use by the reporting employee was a
contributing factor to the reported injury or illness to justify an employer requiring a
drug test. However, companies need to go over existing policies and train supervisors
on the new regulation.
eDocAmerica is an online provider of occupational and employee health-related
services that gives individuals and their family members unlimited email access to
board-certified physicians, psychologists, dietitians, and the like who provide personal
answers to all health-related questions. The main benefits are that the employee can
take control of their health and that it takes some pressure off of the larger health care
system because employees are not constantly going to the doctor’s office.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. _________ is the physical protection of people from injury or illness while on the
job.
2. _________ are documents that provide information on a hazardous chemical and its
characteristics.
3. _________ is the state of physical and psychological wellness in the workforce.
4. _________ is a set of counseling and other services provided to employees that help
them to resolve personal issues that may affect their work.
5. _________ are designed to cater to the employee’s physical, instead of psychological,
welfare through education and training programs.
6. _________ is the science of fitting workplace conditions and job demands to the
capabilities of the working population.
7. _________ is the body’s reaction to environmental demands.
8. _________ are factors that may, if extreme, cause people to feel overwhelmed by
anxiety, tension, and/or pressure.
9. _________ is a constant lack of interest and motivation to perform one’s job.
10. _________ is the management of personnel, equipment, and facilities in order to
protect them.
11. _________ is the use of tools and processes to protect organizational computer
systems and networks.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
Are some number of occupational illnesses and injuries an acceptable part of doing
business? Why or why not? Explain your answers.
Do you foresee a situation in which you would ever refuse to allow an OSHA
inspector on your worksite? Why or why not?
What actions would you take if you were the company representative accompanying
an OSHA inspector who found a serious violation in your company? Explain your
answer.
Is there ever a reason why a company should be charged with a failure to abate a
hazard in the workplace? Can you think of any situations that might cause such a
charge that would be outside the employer’s control?
Do you think the OSHA and NIOSH occupational safety and health requirements
generally make sense? Why or why not?
If you were in charge, would you put an EAP into place at your company? How
about an EWP? Why or why not?
Can you think of some things that you might be able to institute at work for very
little or no cost in order to improve work–life balance for your employees? Be specific
in your answers.
Have you ever suffered from an MSD injury? Were you able to recover from it? What
did you do to help you recover or mitigate the problem associated with the MSD
injury?
Do you think that you suffer from too much stress? Name a few things that you
could do to minimize the dysfunctional stress in your life.
Go through the process of how you would train your employees on a new business
continuity and disaster recovery plan. What do you think the most important part of
the training would be? Why?
Should smoking be banned in all buildings where smokers and nonsmokers have to
work together? Why or why not?
What programs would you put into effect as a leader in order to make your
employees understand that occupational safety and health are critical to a modern
company?
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Case 14-1 Handling the Unhealthy Employee
Bill is an award-winning newspaper reporter for the city news who can crank out twice as
many feature articles as anyone else. To keep relevant in a period of downsizing in the
newspaper industry, Bill also maintains the newspaper blog and social network pages. Over
time, his work hours grew. He often chain-smoked his way to 3 hours of sleep or less. He
gained weight and started to develop a considerable waist. He always had snacks by his desk
because he had little time to go out to a restaurant or make a home-cooked meal.
Bill was known to be irritable and often yelled at his colleagues for not getting information
he needed for articles. “Time is important. The second reporter to the story might as well
be the last reporter to the story.” His colleagues thought he was too pushy and often yelled
back at him.
One morning he collapsed at his office desk. He was rushed to the hospital via ambulance.
Doctors found that he’d had a retinal stroke with loss of significant vision in his right eye.
Doctors said he would be fine as long as he would lose weight and take better care of
himself.
Diane is the owner/manager of the newspaper and is concerned about Bill’s condition,
along with that of with the other overworked reporters and editors who have been survivors
of the many downsizings over the years. She has decided to implement several stress and
health management policies to help maintain productivity while keeping the employees
healthy. In an employee meeting, she mentioned several new initiatives as follows:
“First, in the past, smoking has been limited to offices. Now smoking will be banned
from the building. If you want to smoke, there will be a designated smoking area in
back of the building.
“Second, in the past, vending machines have had junk food. Now the machines have
been eliminated. Fresh fruits and vegetables will be provided for free in the cafeteria.
“Third, periodically, courses on healthy eating and exercise will be provided by
experts. These courses will be regarded as important as mandatory staff meetings. The
courses will last for approximately 1 hour and may involve minor physical activity.
“Fourth, health checks by a nearby medical service will be available for free twice a
year. This will be totally paid for by our organization.
“Finally, if management feels that you are overworked or overstressed, we would like
to sit down with you and talk to see what is happening.”
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Bill was aghast at this new policy. In discussions with a colleague, Bill said the following:
“Diane is trying to impose her will and culture upon me. Smoking relaxes me. I write better
when I smoke. Now that there is a no-smoking policy in the office, this is the one thing
that would increase my blood pressure through the roof.”
“The vending machines were a convenient way to get food. I am a carnivore, and I like my
occasional beef jerky. I like my chips. Granola is for the birds.”
“The mandatory classes concerning nutrition and exercise are a waste of time for the staff.
If there is a great story out there, it is more important to get the story in the middle of the
day than waste time on Diane’s religion. The newspaper provides significant financial
incentives for each feature that is published every week. I write the most features because I
am good at it, I write fast, and I need the money. My wife’s sick in the hospital, and I’ve
got two teenagers to feed. I might lose my house.”
“The ‘free’ medical service and management visits about health are basically nosy efforts by
management to pry into personal business. It is none of management’s business to
intervene in my personal affairs.”
There are several other reporters in the office who feel the same way as Bill and have
threatened to resign if Diane’s initiatives go through. The reporters offered a very simple
alternative of having the newspaper add 3 days of sick leave benefits per year. They feel that
Diane has no right to impose her lifestyle and her culture on them. Diane especially has no
right to monitor the lifestyle and personal habits of employees that do not affect work.
Diane counters the group by saying that lifestyle and culture can affect work. “If you are
not healthy, in the long term, you will not be productive. I want you around for a long
time.”
Questions
1. What are the causes of stress in Bill’s organization?
2. Has Diane gone too far in imposing a smoking policy, removing junk food from the
vending machines, and offering free medical service and management visits?
3. Diane has selected several ways to reduce the stress and improve the health of her
employees. What other ways did the chapter mention she could also use to reduce
stress and improve employee health?
4. What do you think about the reporters’ sick leave proposal?
Case created by Gundars Kaupins, Boise State University
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Case 14-2 You Are Not Hurt? Good—You’re Fired!
CEO Ashley Chen founded ActioNet (AN) in 1998, supporting clients hailing from
industries including transportation, manufacturing, telecommunications, retail, the public
sector and financial services; their most prominent clients include the Departments of
Labor and Energy and Qwest with IT services. AN is a full-service IT firm providing their
clients with project management, custom software development, network design, computer
security assessment, training, systems integration, and design and consulting services.(1)
AN’s “core values” include instilling integrity in everything they do, innovating to enable
their mission, making their customers and each other successful, achieving service delivery
excellence and partnering for success.
At ActioNet, we are committed to conducting our business with integrity, not only
doing things right, but also doing the right things. We believe in transparency and
accuracy with open and honest communication. Being fair and ethical are an integral
part of how we do business and strengthens our relationships.(2)
Core values aside, the firms of V. James DeSimone Law and Navab Law won a substantive
civil law suit against AN, alleging that their client was subjected to wrongful termination
and workplace violence. (See Case 2:14-cv-00792-AB-PJW, Yowan Yang v. ActioNet, Inc.)
Why did AN have to pay $2.4 million plus $5 million in punitive damages to Los Angeles
employment lawyers Jim DeSimone and Kaveh Navab’s client? How is this possible given
the firm’s core values and their belief in open and honest communications?
Mr. Yang was originally hired as an employee of L-3 National Security Solutions in
September 2008 and became an employee of AN when they took over L-3’s federal
contract to the Federal Aviation Administration in April 2010. Yang provided technical
support to the contract and was employed by AN because of his prior excellent
performance. He continued to excel at his job with AN, obtaining merit pay and superior
evaluations, the last one leading to a pay raise merely a few months before his job loss. The
problems started at AN when they hired Cy Tymony to provide similar services as Yang.
Yang and Tymony were placed on the same work group and worked in close proximity (4
feet away from one another).(3)
Yang said he and Tymony had several public incidents in the workplace, including some in
which Tymony was publicly upset because Yang had either stored cans of soda in the office
freezer or was eating candy during a staff meeting, according to the amended complaint.
Towards the end of the meeting, Tymony pounded his fist against a cubicle, told Yang that
he had no respect for others, and cursed several times, the later-filed complaint said. On
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July 24, 2012, both Tymony and Yang met individually with supervisors to see who would
be willing to move to another cubicle, according to the complaint. After Tymony left the
meeting, he loudly complained that Yang was an “asshole” who chewed ice. After Yang
suggested that Tymony move his cubicle, Tymony grabbed him by the neck and, yelling
curses, threatened his life.(4) The results? Yang’s workstation lay in a shambles, the result of
Tymony’s losing control of his emotions.
AN took quick, albeit questionable, action. They fired both Tymony and Yang on the spot
without supporting documentation. Although a federal investigation 2 days later indicated
no wrong doing on Yang’s part (he was called a “complete victim”), AN took no further
action in the matter. One would have expected AN to rehire Yang, or at least do their own
research on the matter. Worse, AN never responded to requests from Yang asking for a
rationale for his firing as well as a demand for his job back.
Mr. Yang then filed a civil legal complaint that said that rather than properly investigate the
incident, AN simply moved to quickly fire him and the other employee, causing him
emotional harm and making it difficult for him to find a new job.
After being fired “for cause,” Mr. Yang applied unsuccessfully for hundreds of jobs, says
DeSimone, his lawyer. Mr. Yang lost his career, his apartment, his independence, his selfworth, and his self-esteem.(5)
AN argued in the case that it should not be held responsible because of any violent
tendencies of Tymony, because he was fit to perform his job, because there is no evidence
that the company tolerated Tymony’s conduct and because Tymony was not acting in the
“course and scope” of his job during the altercation.(6)
AN was penalized and Mr. Yang compensated for what the jury regarded as callous
disregard of Mr. Yang’s rights. “The jury sent a loud and clear message via this case to
companies that harassment, workplace violence and termination would not be tolerated.
ActioNet never took responsibility for its wrongful conduct and the jury held them
accountable.”(7)
Questions
1. This case was a civil case. How might it have become a federal case under OSHA’s
charge?
2. How might ActioNet have not upheld their OSHA responsibilities?
3. Although a federal investigation 2 days later indicated no wrongdoing on Yang’s part
(he was called a “complete victim”), ActioNet took no further action in the matter. If
these were OSHA investigators, under what category of violation might ActioNet be
subject to penalty?
4. Stress might have been the cause of Tymony’s intolerable conduct. Which cause(s) of
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stress might have accounted for his inexcusable behavior?
5. What are the causes of workplace violence, and how might they help us better
understand this case?
6. What are the signs of potential violence, and were any exhibited in this case?
7. What trends or issues in workplace safety apply to this case?
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Skill Builder 14-1 Developing a Stress Management Plan
Objective
To develop your skill at managing stress
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—X: Workplace health, safety, and security
Assignment
Write out the answers to these questions:
1. Identify your major causes of stress.
2. How do you currently manage stress?
3. Select stress management techniques you will use to help overcome the causes of your
stress.
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Skill Builder 14-2 Safety, Health, and Security
Objective
To assess the safety, health, and security at your place of work, school, and home and to
recommend improvements
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—L: Training and development
Assignment
Write out the answers to these questions:
1.A. How safe do you feel at work, at school, and at home? Have you seen any
OSHA violations?
1.B. How can safety be improved at work, at school, and at home?
2.A. Has your place of work, school, or home experienced a cyber attack, including
social media? Have you seen or experienced any uncontrolled anger, bullying, or
violence at work, at school, or at home?
2.B. How can security be improved at work, at school, and at home?
3.A. How good is your balance of work, school, and home life? Is there an EAP
and/or EWP available to help you?
3.B. How can you improve your balance?
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15 Organizational Ethics, Sustainability, and Social
Responsibility
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Learning Objectives
After studying this chapter, you should be able to do the following:
15-1 Discuss the term ethics and the factors that commonly contribute to unethical behavior. PAGE
541
15-2 Briefly discuss each of the identified ethical approaches and the factors to consider in creating
codes of organizational ethics. PAGE 546
15-3 Discuss the terms authority, responsibility, and accountability and how they relate to ethical
behavior. PAGE 549
15-4 Identify some of the common ethical issues that managers face in business. PAGE 551
15-5 Define corporate social responsibility (CSR) and briefly discuss the “business case” for CSR.
PAGE 553
15-6 Identify and briefly discuss the three levels of CSR available to the organization. PAGE 557
15-7 Briefly describe the concept of sustainability in a business context. PAGE 558
15-8 Discuss some of the common sustainability-based benefits organizations are using and the
question of whether or not diversity training actually works to improve performance in diverse
organizations. PAGE 562
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Practitioner’s Perspective
Reflecting on ethics, Cindy says: There are many definitions of ethics and many shades of gray in their
interpretations. Some decisions may be legal but not “fair,” justifiable but not “correct,” and sometimes it is
hard to determine who should even be setting the standards. I prefer to compare ethical behavior to
behaving with integrity. My definition is C.S. Lewis’s observation: “Integrity is doing the right thing, even
when no one is watching.” Business does not always behave with integrity, as we know from scandals since
the turn of the century. In 2002, a lack of integrity was exemplified by Enron and its accounting
misrepresentations; in 2007, it was the banking industry and the subprime mortgage morass. Each time,
new rules and regulations are put into place to prevent such ethical abuses from ever happening again. But it
takes more than reactive rules and regulations. To really make a difference in business behavior, we need to
begin with ourselves—we can chart the course for a better future. Chapter 15 takes an in-depth look at
what you need to know about business ethics.
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
C. Ethics (required)
1. Rules of conduct
2. Moral principles
4. Organizational values
7. Facing and solving ethical dilemmas
9. Compliance and laws
10. Confidential and proprietary information
11. Conflicts of interest
12. Use of company assets
13. Acceptance or providing of gifts, gratuities, and entertainment
F. Managing a Diverse Workforce (required)
3. Aging workforce
10. Gay, lesbian, bisexual, transgender (GLBT)/sexual orientation issues
11. Glass ceiling
R. Corporate/Social Responsibility and Sustainability (secondary)
2. Ethics
8. Community/employee engagement
10. The business case for CSR

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Ethical Organizations
Dishonesty has become an accepted part of daily life for many people in their personal,
government, and business lives.1 Some people ask, Does it pay to be ethical? The simple
answer is yes. Research studies have reported a positive relationship between ethical
behavior and leadership effectiveness.2 Being ethical may be difficult, but it has its
rewards.3 It actually makes you feel better.4 Honest people have fewer mental health and
physical complaints, like anxiety and back pain, and better social interactions.5 On the
reverse side, unethical behavior is costly, as it contributed to the 2007–2009 financial crisis
that resulted in the world economy going into recession.6
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LO 15-1
Discuss the term ethics and the factors that commonly contribute to unethical behavior.

Let’s take a personal view. Many companies seek integrity in job applicants and even test
for ethics.7 Job satisfaction (happiness) comes from strong, rewarding relationships.8
Relationships are based on trust,9 and you get and keep friends and customers based on
trust.10 Unethical behavior that you justify might give you some type of short-term gain,
but in the long run, you’ve sabotaged yourself.11 How? Because we usually eventually get
caught being dishonest and lose people’s trust—hurting our relationships, sometimes losing
friends, and even going to jail (like Bernie Madoff for his Ponzi scheme). Victims of
dishonesty often use counterproductive behavior and revenge tactics.12 It can take years to
build trust and only one lie to destroy it. How many friends do you have that are dishonest
with you and take advantage of you for their own personal gain at your expense? According
to founder and CEO Ray Dalio of Bridgewater hedge fund, that being radically truthful
and transparent pays off in excellent performance.13 So yes, truth absolutely, unequivocally
does matter.14 At the end of the day, the truth is all that matters.15
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Work Application 15-1
Thinking of business leaders, preferably where you work or have worked, do you trust them to act ethically?
Why or why not?

There have been strong and recurring calls for more ethical business practices globally. To
improve ethics, business schools are improving their curricula.16 They doubled the number
of ethics-related courses to help students prepare to face ethical dilemmas during their
careers.17 We constantly have to make decisions that are ethical or unethical.18 But what is
ethics, and what business practices are, or should be, considered “ethical”? Let’s take a look
at some information on ethics and ethical organizations.

Ethics in Business
Ethical failures can cause significant upheaval in organizations. You probably recall that
Wells Fargo pressured employees to open credit card and deposit accounts without
customers’ knowledge for years, and when it was brought to light in 2016, Fortune and
other business periodicals estimated that the scandal could cost Wells Fargo billions of
dollars.19 Within a few months, credit card applications had fallen more than 50% and
new checking accounts dropped 43%.20 When a second scandal concerning auto insurance
that was forced on auto loan customers hit the company about 6 months later, Wells Fargo
took an even bigger hit to its bottom line. The company immediately said that it would
refund about $80 million directly to those customers, plus another $25 million to repay
certain fees and additional interest.21 The CEO and at least six other executives lost their
jobs, and organizational leaders, including the CEO, had to pay back performance bonuses
and stock grants—$69 million from the CEO alone.22
This unethical behavior is costly to society as well. It has long-term negative consequences
for companies, including hurt reputation, legal fees, and fines.23 Sales declines, increasing
cost of capital, market share deterioration, and network partner loss can also be the result of
unethical corporate behavior.24 Some companies have even gone out of business, and
thousands of people have lost their jobs. The loss of public trust threatens the integrity of
business.25
Before we define ethics, complete Self-Assessment 15-1 to determine how ethical your own
behavior is.

Ethics Defined
Ethics has been defined in many books and articles. Let’s do a quick review here of some of
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the common definitions of ethics and then see if we can apply those definitions to business
ethics.
“Ethics is a reflection on morality, that is, a reflection on what constitutes right or
wrong behavior.”26
“[Ethics is] the principles, values and beliefs that define right and wrong decisions
and behavior.”27
“Ethics is a set of moral principles or values which is concerned with the
righteousness or wrongness of human behavior and which guides your conduct in
relation to others.”28
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You might notice that these definitions all have some common elements: morals, values,
beliefs, principles of conduct. So for our purposes, ethics is the application of a set of values
and principles in order to make the right, or good, choice. It is not a long leap to then note
that ethics also must include personal integrity and trust in the character and behavior of
others. Integrity means being honest; lying, cheating, and stealing are unethical. Lying has
long been identified as a critical unethical behavior.29 If we do not think that an individual
can be trusted and that they have integrity, we will not believe that they will make ethical
choices if there is an opportunity to enrich their personal situation even to the detriment of
the organization. If you are not honest, the truth will eventually catch up with you.30 And
when it does, you will lose the trust of people and hurt your relationships for a very long
time before you will be able to earn their trust back—if you ever can.31 Remember the
common elements listed as we review some factors contributing to unethical behavior and
learn about a few ethical approaches.
Ethics The application of a set of values and principles in order to make the right, or good, choice

Contributing Factors to Unethical Behavior
Most people understand right and wrong behavior and have a conscience. So why do good
people do bad things? Let’s discuss some of the reasons why unethical behavior occurs.

Personality Traits and Attitudes
You probably already realize that because of their personalities, some people have a higher
level of ethics than others, as integrity is considered a personality trait. Unfortunately, a
culture of lying and dishonesty is infecting American business and society as these behaviors
have become more common and accepted.32 Some people are at the point that they don’t
even realize they are dishonest and don’t see anything wrong with lying.33 Others lie
deliberately, based on the attitude that lying is no big deal; some people don’t even realize
that they are liars.34

Moral Development
A second factor affecting ethical behavior is moral development, which refers to
distinguishing right from wrong and choosing to do the right thing.35 People’s ability to
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make ethical choices is related to their level of moral development.36 There are three levels
of personal moral development. At the first level, the preconventional level, a person chooses
right and wrong behavior based on self-interest and the likely consequences of the behavior
(reward or punishment). This preconventional level is typical of a young child. Those
whose ethical reasoning has advanced to the second, conventional level seek to maintain
expected standards and live up to the expectations of others. Most people are on this level
and do as the others in their group do—they easily give in to peer pressure to act ethically
or unethically. Those at the third level, the postconventional level, make an effort to define
moral principles for themselves; regardless of leaders’ or the group’s ethics, they do the right
thing. People can be on different levels for different issues and situations.37
15-1 Self-assessment
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How Ethical Is Your Behavior?
For this exercise, you will respond to the same set of statements twice. The first time you read them, focus
on your own behavior and the frequency with which you behave in certain ways. On the line before each
statement number, place a number from 1 to 4 that represents how often you do that behavior (or how
likely you would be to do it) according to the following scale:
Frequently

Never

1 2 3 4
The numbers allow you to determine your level of ethics. You can be honest, as you will not tell others in
class your score. Sharing ethics scores is not part of the exercise.
Next, go through the list of statements a second time, focusing on other people in an organization that you
work for now or one you have worked for. Place an O on the line after the number of each statement if you
have observed someone doing this behavior; place an R on the line if you reported this behavior within the
organization or externally: O = observed, R = reported.
In College
____ 1. ____ Cheating on homework assignments
____ 2. ____ Cheating on exams
____ 3. ____ Submitting as your own work papers that were completed by someone else
On the Job
____ 4. ____ Lying to others to get what you want or to stay out of trouble
____ 5. ____ Coming to work late, leaving work early, taking long breaks/lunches and getting paid
for them
____ 6. ____ Socializing, goofing off, or doing personal work rather than doing the work that you
are getting paid to do
____ 7. ____ Calling in sick to get a day off when you are not sick
____ 8. ____ Using an organization’s phone, computer, Internet access, copier, mail, or car for
personal use
____ 9. ____ Taking home company tools or equipment without permission for personal use
____ 10. ____ Taking home organizational supplies or merchandise
____ 11. ____ Giving company supplies or merchandise to friends or allowing friends to take them
without saying anything
____ 12. ____ Applying for reimbursement for expenses for meals, travel, or other expenses that
weren’t actually incurred
____ 13. ____ Taking a spouse or friends out to eat or on business trips and charging their
expenses to the organizational account
____ 14. ____ Accepting gifts from customers/suppliers in exchange for giving them business
____15. ____ Cheating on your taxes
____16. ____ Misleading a customer to make a sale, such as promising rapid delivery dates
____17. ____ Misleading competitors to get information to use to compete against them, such as
pretending to be a customer/supplier
____18. ____ Taking credit for another employee’s accomplishments
____19. ____ Selling more of a product than the customer needs in order to get the commission
____20. ____ Spreading rumors about coworkers or competitors to make yourself look better, so as
to advance professionally or to make more sales
____21. ____ Lying for your boss when asked or told to do so
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____22. ____ Deleting information that makes you look bad or changing information to make
yourself look better
____23. ____ Allowing yourself to be pressured, or pressuring others, to sign off on documents that
contain false information
____24. ____ Allowing yourself to be pressured, or pressuring others, to sign off on documents you
haven’t read, knowing they may contain information or describe decisions that might be considered
inappropriate
____25. ____ If you were to give this assessment to a coworker with whom you do not get along,
would she or he agree with your answers? If your answer is yes, write a 4 on the line before the
statement number; if your answer is no, write a 1 on the line.
After completing the second phase of the exercise (indicating whether you have observed or reported any of
the behaviors), list any other unethical behaviors you have observed. Indicate if you reported the behavior,
using R.

26.
_________________________________________________________________________________________________
27.
_________________________________________________________________________________________________
28.
_________________________________________________________________________________________________
Note: This self-assessment is not meant to be a precise measure of your ethical behavior. It is designed to
get you thinking about ethics and about your behavior and that of others from an ethical perspective. All of
these actions are considered unethical behavior in most organizations.
Another ethical aspect of this exercise is your honesty when rating your behavior. How honest were you?
Scoring: To determine your ethics score, add up the numbers for all 25 statements. Your total will be
between 25 and 100. Place the number that represents your score on the continuum below. The higher
your score, the more ethical your behavior.
25 30 40 50 60 70 80 90 100
Unethical

Ethical

Incentives
We respond to “incentives” and can usually be manipulated to behave ethically or
unethically if we find the right incentives.38 The incentive (or reason we are unethical at
times) is usually for personal gain,39 to avoid getting into trouble, and some people don’t
believe the rules apply to them.40 Why did people at Countrywide Financial give
mortgages to people whose homes would most certainly be repossessed?41 Why did people
at Wells Fargo Bank open accounts that customers didn’t ask for? There were financial
gains for doing so, and some employees feared losing their jobs if they didn’t meet high
quotas.

The Situation
In addition to incentives, in certain situations, it can be tempting to be unethical,42 such as
when you are negotiating.43 Unsupervised people in highly competitive situations are more
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likely to engage in unethical behavior. Unethical behavior occurs more often when there is
no formal ethics policy or code of ethics and when unethical behavior is not punished. In
other words, people are more unethical when they believe they will not get caught.44
Unethical behavior is also more likely when performance falls below aspiration levels.
People are also less likely to report unethical behavior (blow the whistle) when they perceive
the violation as not being serious or when they are friends of the offender. It takes high
moral responsibility to be a whistle-blower.

Justification of Unethical Behavior
Most people understand right and wrong behavior and have a conscience. So why do good
people do bad things? Most often, when people behave unethically, it is not because they
have some type of character flaw or were born bad. Most people aren’t simply good or bad.
Just about everyone has the capacity to be dishonest.45 One percent of people will always
be honest, 1% will always be dishonest, and 98% will be unethical at times, but just a
little.46 We respond to “incentives” and can usually be manipulated to behave ethically or
unethically, if we find the right incentives.47 The incentive can be personal gain or to avoid
getting into trouble.48
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Work Application 15-2
Give an example of unethical business behavior from your personal experience or the news and the reason
given to justify it.

Few people see themselves as unethical. We all want to view ourselves in a positive manner.
Therefore, when we do behave unethically, we often justify the behavior to protect our selfconcept so that we don’t have to feel bad.49 If we only cheat a little, we can still feel good
about our sense of integrity.50 Take a look at some common justifications for our unethical
behavior:
Everyone else does it—we all pad the expense account.
I did it for the good of others or the company—I cooked the books so the company
looks good.
I was only following orders—my boss made me do it.
I’m not as bad as the others—I only call in sick when I’m not sick once in a while.
Disregard or distortion of consequences—No one will be hurt if I inflate the figures,
and I will not get caught. And if I do, I’ll just get a slap on the wrist anyway.
15-1 Applying the Concept
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Level of Moral Development
Place the letter of the level of moral development on the line next to the statement that illustrates it.
1. preconventional level
2. conventional level
3. postconventional level
____ 1. I lie to customers to sell more products because the others sales reps do it, too.
____ 2. I lie to customers so that I can sell more products and get larger commission checks.
____ 3. I don’t lie to customers because it is unethical to lie.
____ 4. Carl says to John, “You’re not selling as much as the rest of us. You really should lie to
customers like we do. If the boss asks why you aren’t selling as much as the rest of us, you’d better
not tell him we lie, or you will be sorry.”
____ 5. Karen says to John, “Telling lies to customers is no big deal—we’re helping them buy a
good product.”

Caution Against Escalation of Unethical Behavior
It is important to understand the subtlety of how unethical behavior can take hold of you.
Today we live in a time of ethical confusion, with relativism saying there is no absolute
truth or right or wrong—which contradicts itself by using an absolute. It’s tempting to
change the rules or truth and be unethical for personal gain, justifying the behavior by
telling ourselves it’s OK “to do whatever I want,” “to do what works for me,” or “to do
what makes me feel good,” which often leads to unethical behavior. The things we do
repeatedly determine our character.51
Did the people at Enron and other companies start out planning to lie, cheat, and steal?
Most didn’t. What tends to happen is the company doesn’t hit the target numbers, and the
employees think “let’s give inflated numbers this quarter and we will make it up next
quarter and no one will know or get hurt in any way.” The problem is, for several quarters,
the same thing happens, so they get to the point of not being able or willing to admit their
unethical or illegal behavior until they get caught. Little white lies are not little.52 The
subtlety creeps up on us because the more we engage in the unethical behavior, and
especially if we don’t get caught, the easier it is to be unethical. Everything tends to come
out in due time anyway, so it’s better if it happens early.53 The moral of the story is don’t
take the first step that leads to escalation of unethical behavior.
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Ethical Approaches
Several common ethical approaches, or guidelines, exist to help you make ethical choices.
Understanding some of the common approaches will help you resolve ethical dilemmas that
you will certainly face at work. What common approaches exist? Let’s discuss three guides
to ethical behavior and codes of ethics in the next section.
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LO 15-2
Briefly discuss each of the identified ethical approaches and the factors to consider in creating codes of
organizational ethics.
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Facing and Solving Ethical Dilemmas

General Guides to Ethical Decision Making
Golden Rule
Do you know the Golden Rule? “Do unto others as you would have them do unto you,” or
“Don’t do anything to anyone that you would not want someone to do to you.” It is a
lesson that our body knows, and when we follow it, we feel an immediate reward.54 Most
successful people live by the Golden Rule.55 This is a moral principle in virtually every
religious text in the world. Following the golden rule will help you to be ethical. The
workplace and world could change overnight if we all followed this one simple guide to our
behavior.
15-2 Applying the Concept
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Justifying Unethical Behavior
Place the letter of the justification given for engaging in unethical behavior on the line next to the statement
exemplifying it.
1.
2.
3.
4.
5.

Everyone else does it.
I did it for the good of others or the company.
I was only following orders.
I’m not as bad as the others.
Disregard or distortion of consequences.
____ 6. Don’t blame me. It was the boss’s idea to do it. I just went along with it.
____ 7. It’s no big deal that I lie to customers because no one gets hurt. In fact, I’m helping them
buy a good product.
____ 8. I changed the numbers so the department will look good on our quarterly report to top
management.
____ 9. Yes. I do lie to customers, but it’s the way we do business here.
____ 10. I do take some of the company product home, but I take a lot less than the others.

Four-Way Test
Rotary International has a motto, “Service Above Self.” This is a great motto to live by
because helping others, as opposed to the “What can you do for me?” mentality, will
improve relationships. Rotary uses a four-way test to determine ethical behavior:56 (1) Is it
the truth? (2) Is it fair to all concerned? (3) Will it build goodwill and better friendship? (4)
Will it be beneficial to all concerned? If the answers are yes, then the action is probably
ethical.

Stakeholders’ Approach to Ethics
The stakeholders’ approach tries to create win-win results for all stakeholders affected by
the decision. You can’t always create a win for everyone, but you can try. Unfortunately,
this is not easy because multiple stakeholders often have conflicting interest,57 such as in a
layoff. However, as Salesforce.com CEO Marc Benioff says, to successfully manage a
modern organization, you need to have multistakeholder dialogues.58 This is the approach
put forth by Warren Buffett at Berkshire Hathaway, known as one of the most ethical
organizations in business today. Exhibit 15-1 gives the statement taken from Berkshire’s
Code of Business Conduct and Ethics.

Source: http://www.berkshirehathaway.com/govern/corpgov.pdf, retrieved August 8, 2017.
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So, if you are comfortable telling people who are affected by your decision what you have
decided, it is probably ethical. But if you keep justifying and rationalizing the decision and
try to hide it from others, it is quite likely unethical—at least to some of the affected
stakeholders.

Discernment and Advice
Research shows that making a decision without using an ethical guide leads to less ethical
choices.59 Using ethical guides at the point of making a decision helps keep you honest.60
If you are unsure whether a decision is ethical, talk to your boss, higher-level managers, and
other people with high ethical standards. If you are reluctant to ask others for advice on an
ethical decision because you may not like their answers, the decision may not be ethical.
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Work Application 15-3
Describe any guidelines you use, or will use in the future, to help you make ethical decisions.

Each of these approaches should cue you to think about some concepts that we have
previously discussed in this text—trust, integrity, and consistency. If you recall our
conversation about trust in Chapter 10, you will remember that trust is “faith in the
character and actions of another.” Does that sound familiar when you take a look at the
definitions of ethics given earlier? Without trust, we cannot successfully manage others in
the organization for very long, so we have to do what we said we would do consistently over
time in order to get our stakeholders to trust us.
So integrity (honestly doing what you say you will do) and trust (the expectation that you
will continue to do so) are important to managers in the firm because research shows that
companies with leaders who have the trust of employees have lower turnover and higher
revenue, profitability, and shareholder returns. But how do we also get others to be
trustworthy and make decisions based on principles, values, beliefs, and character? Most
organizations (like Buffet’s Berkshire Hathaway) today use a code of ethics, sometimes
called a code of conduct, to project the values and beliefs of the organization to their
employees.
HRM in Action

Organizational Ethics and Social Responsibility
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Codes of Ethics
Every culture endorses an ethical way to live.61 Following a code of ethics is actually an
ethical approach. The Houston Chronicle provides a good template on their
http://chron.com website for an organizational code of ethics that includes the following
factors:62

Values
Values are our basic concepts of good and bad, or right and wrong. Values come from our
society and culture. Every culture has concepts of right and wrong, although these values do
vary some from culture to culture (we will discuss this further in Chapter 16). The
Chronicle article notes that “a primary objective of the code of ethics is to define what the
company is about and make it clear that the company is based on honesty and fairness.”
Values Our basic concepts of good and bad, or right and wrong
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Principles
Principles are a basic application of our values. We apply principles to specific situations in
order to come up with a set of actions that we consider to be ethical. An example of an
ethical principle would be to maintain personal integrity. This is obviously based on the
application of the values of honesty and integrity. Another example would be the principle
to treat all employees fairly, which would match up with the value of equality.
Principles Basic application of our values

Management Support
Managerial support, and especially top management support, is absolutely critical to a
successful code of ethics. Remember what Jack Welch of GE said, “We need to walk the
talk.” If senior managers pay no attention to the code of ethics, subordinate managers and
employees will pay no attention as well. In addition, we need to encourage reporting of
unethical behavior to management. In the Chronicle article, they note that open-door
policies and processes that allow the anonymous reporting of ethics issues should be
included in the code. These processes help management maintain and uphold the code
across the organization.

Personal Responsibility
This is the concept that everyone in the organization is responsible for the ethical conduct
of business, not just “the boss.” Personal responsibility also refers to accountability for one’s
own actions, so we need to identify the consequences to an employee if they violate the
code of ethics. The Chronicle article also notes that people have a personal responsibility to
report others’ violations of the code to the appropriate authority.
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Work Application 15-4
Describe a code of ethics, preferably where you work or have worked. Provide a copy if possible.

Compliance
The compliance factor can identify applicable laws or industry regulations that must be
adhered to as part of the code of ethics. Certainly, the OSH Act, the Sarbanes-Oxley Act,
and the Dodd-Frank Act would apply to pretty much all public companies, but other laws
and regulations apply to certain industries and groups, so we need to note them in the code
as well. This is just another reinforcement of the annual training that we have to do
regarding each law or regulation that covers our business and industry.
Remember that the code of ethics is important because a culture of misconduct can result
in higher turnover and lower productivity and profitability.63 Management always has to
take the lead in being ethical, or employees will not perform.

The Foreign Corrupt Practices Act (FCPA)
The FCPA law bars US–based or US–listed companies from bribing foreign officials in
exchange for business and requires them to keep accurate books and records. But it is
sometimes hard to tell the difference between a legitimate business expense and a bribe.
Thus, global companies need to clarify the difference in their code of ethics, top managers
must set the example, and penalties for illegal behavior must be enforced. GE is known for
taking pride in not paying bribes to gain business globally.
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Creating and Maintaining Ethical Organizations
The code of ethics is a first strong step in maintaining an ethical organization, but as
already noted, managers must lead ethically. However, is the right (ethical) choice always
the obvious choice? Unfortunately, it is not that easy. People that we interact with
continuously give us the opportunity to be unethical by providing us with personal
advantages that help us but do not help the organization—for instance, by offering us gifts.
What is the right thing to do when we have the opportunity to improve our own personal
situation but must do it at the expense of the company that we work for? In order to
understand what managers should do, we need to look at what they can do, based on
authority, responsibility, and accountability. Let’s look at these concepts in an
organizational setting.
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LO 15-3
Discuss the terms authority, responsibility, and accountability and how they relate to ethical behavior.

Authority
Authority is the right to give orders, enforce obedience, make decisions, and commit
resources toward completing organizational goals. Authority is one type of organizational
power, and it is based on the position that a person occupies in the organization, not on the
person and their individual knowledge or skills. In other words, the manager will have the
right to use certain resources, including human resources, to complete items of work
assigned to their department or division within the company purely because they are the
leader of that division or department. Managers generally must have some authority to
utilize organizational resources in order to manage the areas assigned to them. So authority
allows managers to tell people who work for them what to do and to use organizational
resources in the course of their work.
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Authority The right to give orders, enforce obedience, make decisions, and commit resources toward
completing organizational goals

Responsibility
Responsibility is the obligation to answer for something/someone—the duty to carry out
an assignment to a satisfactory conclusion. So responsibility means that, when we are given
authority, we have to accept a position-based obligation to the organization to use those
resources that we are given to help the organization meet its goals. Responsibility can’t be
forced on people in the authority–responsibility relationship. They have to accept the
obligation. If they will not do so, then they cannot be allowed to use the authority. Usually,
the person will implicitly “accept” responsibility by accepting the position and its
commensurate authority. Authority and responsibility have to be balanced in the
organizational context.
Responsibility The obligation to answer for something/someone—the duty to carry out an assignment to a
satisfactory conclusion

15-3 Applying the Concept
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Ethical Approach
Place the letter of the approach to making ethical decisions on the line next to the statement that illustrates
it.
1.
2.
3.
4.
5.

Golden Rule
Four-way test
Stakeholders’ approach
Discernment and advice
Code of ethics
____ 11. I’m a member of Rotary International, and I use its approach when I make decisions.
____ 12. When I make decisions, I follow the guidelines the company gave all of us to use to make
sure I’m doing the right thing.
____ 13. I try to make sure that everyone affected by my decisions gets a fair deal.
____ 14. I try to treat people the way I want them to treat me.
____ 15. Hi, Latoya. What do you think of my decision about how to handle this customer’s
complaint?

Accountability
Accountability is the personal duty to someone else (a higher-level manager or the
organization itself) to use organization resources effectively to complete an assignment. In
other words, the manager can be held personally liable for failing to use resources in the
way that they should to help the organization. Unethical behavior often has personal
negative consequences based on this personal accountability for our actions,64 such as
getting into trouble at work, being fired, and even going to jail. If you get away with
unethical behavior, it can be contagious and lead to more and larger transgressions.65 It’s
the lies and cover-up, not the initial unethical behavior, that take people down.66
Accountability The personal duty to someone else (a higher-level manager or the organization itself) for the
effective use of resources to complete an assignment

It is critical that employers maintain a strict ethics code. Uber was under investigation due
to allegations of ignoring sexual harassment and discrimination. Holding employees to an
ethical standard can help prevent a culture of unacceptable behavior.
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Putting it all together
So why do you need to understand these concepts, and what is the difference between
responsibility and accountability? First let’s look at authority and responsibility. Henri
Fayol, in his 14 principles of organizing, noted that authority and responsibility are linked
and that they have to be balanced. Note that authority is a right to give orders, and
responsibility is an obligation to answer for those orders. This means at its core that
authority can be granted by the organization, but responsibility has to be accepted by the
party. Peter Drucker, the noted management author, also said, “Whoever claims authority
thereby assumes responsibility.”67 In order to be allowed to use the authority given, the
person must accept or assume responsibility. Both of these concepts are tied to the position
of the manager in the organization. In other words, if you have the position of HR
manager, you may be given some types of authority (for instance, authority to require all
employees to attend annual EEO and sexual harassment training). However, you have to
accept the responsibility to carry out these training programs—the buck stops here, with
you. If you do not accept the responsibility for doing so, then the authority needs to be
rescinded (you need to be taken out of the position of HR manager).
Authority and responsibility always need to be balanced. This is one of the most common
failures in organizations. An example would be a CEO who requires subordinate managers
to take responsibility for their department’s expenditures but doesn’t give them authority to
veto purchases. This is requiring the subordinate to accept responsibility without
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commensurate authority. Or consider the sales manager who uses their authority to require
subordinates to complete minor tasks that take up large amounts of time and then provides
these subordinates with a poor evaluation for failure to sell. This is using positional
authority without taking responsibility. So we have to try to make sure that these factors are
balanced and that the person accepts their responsibilities.
If you accept responsibility, at that point you become accountable (personally liable) for the
effective completion of the action. In the case of the HR manager and training, you would
have personal accountability even if someone else who works for you actually sets up and
does the training. Accountability goes beyond an obligation to do something for the
organization. It now requires that the person be held to account for their actions—that they
give reasons why they did or did not do a certain thing and justify how their actions helped
the organization reach its goals. So authority and responsibility give the manager rights and
obligations based on their job in the company, but accountability concerns when they can
be punished—in some cases even go to prison—if they do not exercise their authority in a
responsible manner.

Doing the Right Thing
So we can now look at how understanding authority, responsibility, and accountability can
help us with ethical issues. As we noted, we constantly have the opportunity to make
decisions that will benefit us as an individual but do harm to the organization or our
subordinates. Think about the ability that you have as a manager to use your employees’
time to benefit you but not the organization. For instance, you could use employee time to
complete a task that makes you look good to your boss but that costs the employee the
ability to do their own job. If you apply the concept of responsibility to the situation (an
obligation to use those resources to benefit the organization), then it is easy to see that you
are being unethical. If you then continue anyway, the consequences of your actions might
cause you to be held accountable by the organization and potentially disciplined or even
fired if you misuse resources to a great extent.
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Just Because it’s Legal Doesn’t Mean it’s Ethical!
Let’s take an example to help put this all together. You are the manager in charge of
purchasing products used in the daily operations of your company. The salesperson for a
chemical company that has been trying to become your main chemical supplier just
happens to have tickets to the concert that—you checked last week—is sold out, and your
spouse really wants to go. The salesperson gives them to you after hearing that your spouse
loves the band. There are no strings attached . . . or are there? Is this an ethical thing to do
based on your position in the company? Even if the salesperson does not specifically ask for
favorable treatment in return, can you be objective in your interactions in the future?
Whether the tickets are worth $1,000 or $10, they still may cause you to fail to act in an
ethical, responsible manner, and since you have purchasing authority, this can put you in a
bad spot.
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Identify some of the common ethical issues that managers face in business.
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Facing Ethical Questions
Should you choose a favorite employee to do overtime work instead of the employee who is
best for the job because you know your favorite needs extra money? Should you tell the
manager of another department a small lie because you haven’t completed a project yet?
Should you accept the concert tickets from the salesperson who wants your business? We
have to learn to apply the concepts of authority, responsibility, and accountability
constantly in order to avoid unethical actions, and in doing so, we gain the trust of others
in the organization. We have to know the appropriate use of company assets and what
constitutes misuse of those assets as well. What are some of the most common ethical issues
that both managers and their companies have to deal with on an ongoing basis?

Bribery
A bribe is a payment meant to cause someone to make decisions that may help a person or
an organization but do significant harm to other organizations or other stakeholders in the
decision. (We will discuss how companies are able to do this even though a US law
prohibits it in Chapter 16.) In a recent case where a company was determined to be acting
illegally, pharmaceutical firm GlaxoSmithKline PLC recently paid the government of
China a $500 million fine for bribing multiple officials in 2014.68

Corrupt payments to government officials
This type of payment is designed to allow the company to avoid scrutiny of their actions by
government agencies or to facilitate a desired company action, such as building a new
factory in an environmentally sensitive area. A 2015 CNBC story warned US companies
about problems doing business in Cuba as relations were being restored between the two
governments. They noted that “The opportunities are not unlimited, however, and they do
not come without risks, particularly those related to corrupt payments to government
officials prohibited under the federal Foreign Corrupt Practices Act.”69

Employment and personnel issues
Who to fire or hire or promote and changes in compensation and working conditions all
can be affected by managerial decisions, which in turn will affect productivity, absenteeism,
and turnover in the company. Uber is a good example of a company that has been accused
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of having managers that use bias in making personnel decisions, and as a result, its founder
and CEO was pressured to resign. In addition, in many countries, practices such as the use
of child labor and forced labor by convicts are common, and many other discriminatory
labor practices occur, but many of these practices are not only unethical but illegal in US
and European firms.

Marketing practices
Dishonest marketing practices can ruin corporate reputations and even cause them to fail.70
Remember the ignition switch issue in some General Motors (GM) cars that was hidden
from customers and regulators for several years and that was connected to a number of
deaths.71 The effects on GM sales are yet to be assessed in this case. However,
Countrywide Financial is an excellent example of a company that made billions of dollars
by unethical marketing of low-documentation and no-documentation loans to individuals
during the housing boom of the early 2000s, and it was still in danger of bankruptcy, even
after being purchased by Bank of America as late as 2013.72

Impact on the economy and environment
Unethical practices on the part of many financial firms (including Countrywide) are
thought to be the main cause of the massive recession that started in late 2007. In addition,
past practices in many industries have had a long-lasting (if not permanent) effect on the
environment around the world. Examples include the use of asbestos long after we knew
the health hazards, strip-mining leading to massive flooding in many countries, or recent
concerns that some pesticide producers are possibly creating “superbugs” that will be
pesticide resistant.73

Employee and customer privacy
Due to advancements in technology, the ability to gather and maintain large amounts of
personal data has become common in organizations. Use of such data must be for
legitimate business purposes only. You may recall that Facebook received a huge number of
complaints when they decided to experiment on their users by showing them happier or
sadder newsfeeds on their personal pages.74 Many of these customers felt as though this was
not done for a legitimate business purpose. There are also many companies who now
monitor all employee communication on company computers and other devices. Is this
universal monitoring ethical, or is it an invasion of employee privacy?
Of course, all of the information that we have discussed does no good unless and until the
manager makes the choice to do the right thing—makes the ethical decision. And this is
not always easy. In many cases, there is no single right or wrong decision—it is shades of
gray. One decision may be more ethical, but it still harms some stakeholders, while the
other decision harms more people and has fewer beneficiaries. In other cases, the ethical
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decision may be bad for us personally because it exposes the fact that we may have made a
previous decision that was wrong—for instance, we may have lied on a report to the federal
government because our boss pressured us to, and now we have to verify that lie because
evidence has been found that refutes it.
Here is the simplest takeaway that we can provide you: If you don’t think about making the
ethical decision before a situation arises that requires you to have integrity, you will
probably make the expedient decision (the decision that does you the least personal harm)
and not the ethical decision, and you will know this because you will not be willing to tell
others what is going on and what decision you have made. So following the ethical
approaches including the code of ethics does help us make ethical decisions.
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Corporate Social Responsibility (CSR)
Ethics and corporate social responsibility (CSR) are closely related, as being socially
responsible means going beyond legal and economic obligations to do the right things by
acting in ways that benefit society.75 CSR is an umbrella term for exploring the
responsibilities of business and its role in society.76 CSR has been in the news constantly for
the past several years.77 Many of the business problems that have occurred—from the early2000s financial crisis to a recent Walmart bribery scandal78 to Volkswagen’s programming
of automotive computers to fake emissions results79—have been caused at least in part by a
lack of corporate social responsibility. Let’s review this concept and then take a look at
some of the stakeholders that are affected by CSR.
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LO 15-5
Define corporate social responsibility (CSR) and briefly discuss the “business case” for CSR.

CSR Defined
What is corporate social responsibility, and what do managers need to know about it? The
concept is based on the belief that “companies have some responsibilities to society beyond
that of making profits for the shareholders.”80 CSR is about doing good and doing no
harm81 and relationships with stakeholders.82 When Google started, it had the motto,
“Don’t be evil.”83 So corporate social responsibility is the concept that organizations have a
duty to all societal stakeholders to operate in a manner that takes each of their needs into
account. In other words, companies need to look at their effects on society and all corporate
stakeholders, not just shareholders. They must provide employees with safe working
conditions and with adequate pay and benefits. Companies must provide safe products and
services to customers. For society, the company should improve the quality of life, or at least
not destroy the environment. The company must compete fairly with competitors and work
with suppliers in a cooperative manner. It must abide by the laws and regulations of
government. At the same time, the company must provide shareholders with a reasonable
profit.
Corporate social responsibility The concept that organizations have a duty to all societal stakeholders to
operate in a manner that takes each of their needs into account

The Business Case for CSR
A “business case” is simply a justification for an organizational action. In other words, does
it pay to be socially responsible? The answer is yes. If it didn’t, why would virtually all of
the Fortune 500 companies have formal CSR programs?84 CSR can improve stock
returns.85 Some companies with reputations for good CSR have much larger profits than
those that have poor reputations, including Starbucks and Costco.86 In a study, companies
considered to be highly socially responsible by Forbes, “The Just 100: America’s Best
Corporate Citizens (including American Express, F5 Networks, Ford, Peak Performer,
PepsiCo, Pioneer Natural Resources, Southwest Airlines, SVB Financial Group), had an
average return of 13.6% compared to 9.9% for those that have lower ratings of CSR.87
With a choice of two products of similar price and quality, 80% of surveyed customers said
they are willing to buy the more sustainable option.88
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Being socially irresponsible has negative consequences, as it gives the company a negative
reputation that leads to more difficulty in attracting customers, investors, and employees,
and it can lead to costly lawsuits, as with the Volkswagen and Wells Fargo cases
mentioned earlier. Money can be made again, but a negative reputation can take years to
improve, and a good reputation may be lost forever.89
If you are attending a nonprofit college or university, the odds are that it receives money or
other resources from companies as part of its CSR. Visit your favorite large corporation’s
website and you will most likely find a link stating how the firm engages in CSR; it is even
included in most companies’ annual reports, where it is often called a social audit because it
is a measure of social behavior.
If we were to look only at shareholders, the business case would always be based on whether
or not an action made the shareholders wealthier. However, we cannot ignore other
stakeholders—especially in today’s business world, where other stakeholders can create very
difficult situations for the company. For instance, you might have read about the short
strikes that have occurred with some frequency at fast-food businesses across the country.90
Workers at these businesses want better wages and have set out to publicize the fact that
they are paid rather poorly. These employee stakeholders have caused a lot of bad publicity
for restaurants in the industry. In other cases, customer stakeholders have forced companies
to stop using sweatshop labor in their manufacturing. Government stakeholders have
limited the ability of companies to merge (for example, the merger between Aetna and
Humana insurance companies) or to spin off parts of the company if the government
thought that it would cause competition problems.
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So the business case for CSR is based on the ability of the organization to help or harm
various stakeholder groups and the ability of all stakeholder groups to help or harm the
company. Each stakeholder group has different—and sometimes competing—interests, but
the organization must balance these “social responsibilities” among all of the groups. If we
help shareholders make more money to the detriment of society, government stakeholders
will step in and sanction the company. If we help customers by sourcing items from
questionable suppliers, the community may get angry with us and put pressure on
customers to stop doing business with us. Each stakeholder group has to be balanced
against the others and managed for maximum engagement with the organization. Every
group has to be thought of in a modern company, much more so than ever in history.
A concept called the social contract model, which discusses the need for the company to
take society into account while doing business, has been around for a number of years
now.91 This contract says that all organizations have an implied contract with society as a
whole (remember our discussion of implied contracts in Chapter 10). A productive
organization should enhance the welfare of, and minimize the drawbacks to, employees,
consumers, and other stakeholders in any society in which the organization operates. A
social contract should also avoid violating the rights of individuals in the society in which it
operates. We discussed employee rights in Chapter 9, and we can extend those rights and
other societal rights to all organizational stakeholders.
Recall, too, that when we discussed those employee rights, we also said that the
organization has a contrasting obligation to allow and protect those rights. It is the same
with other stakeholder members of the society in which the organization operates. The
organization has a specific duty92
1. not to actively deprive persons of their rights;
2. to help protect people from deprivation of their basic set of rights; and
3. to aid those who are deprived.
So the organization has to take the interests of all stakeholders into account.
Finally, for those of you who are considering whether or not all of this CSR is really
necessary, remember that it is “hard to hide” now with the immediate availability of
mountains of information. If you try to bury information inside the organization, it is quite
likely to get out because of the power of the Web and its ability to connect people who may
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be interested in what your company is doing. Again, we can note the Facebook privacy
breaches and GM ignition switch failures, both of which were at least partially revealed in
Web posts at first. Think about how rapidly Twitter forwards information to users and
how comprehensive LinkedIn is when it covers company issues. So if you think the
information won’t get out, you may want to think again.

Social Entrepreneurs and Hybrid Organizations
There is growth in the number of social entrepreneurs who combine their concern for social
issues with their desire for financial rewards.93 Social entrepreneurs create social enterprises
or hybrid organizations. Hybrid organizations pursue a social mission and sustain their
operations through commercial activities through work integration social enterprises (WISEs).
The dual social and profit mission drives WISE social performance.94
The late actor Paul Newman started Newman’s Own to sell products and give all the aftertax profits to charities. Blake Mycoskie founded TOMS shoes at age 29 to make money
and help solve a social problem of children having no shoes to wear, resulting in blisters,
sores, and infections. His business model is “With every pair you purchase, TOMS will give
a pair of new shoes to a child in need. One for One.” He wrote Start Something That
Matters (2012) to guide others in helping society.95 With a social mission, TOMS received
lots of free publicity, and sales have increased, resulting in Mycoskie making lots of money
for being SR.

The B Corp
B Corps (benefits corporation) are a new type of company that uses the power of business
to solve social and environmental problems. B Corp is a title given to companies that meet
certain certification requirements. There are around 2,000 certified B Corps from 50
countries, including Ben & Jerry’s, Cabot, Etsy, and Patagonia. For information on
certification requirements, visit www.bcorporation.net.96

CSR Reporting
Virtually all the Fortune 500 companies have formal CSR programs. Corporations are even
measuring and assessing how well they meet their SR goals.97 The measures are commonly
called corporate social performance (CSP).98 Visit your favorite large corporation’s website,
and you will most likely find a link stating how the firm engages in CSR; it is even included
in most of the firm’s annual reports, often called a social audit as its measure of social
behavior.
Volunteering during work hours is part of CSR that many organizations have embraced.
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Stakeholders and CSR
In addition to being good public practice, CSR is also being codified more often in law in
the United States and in other countries. There are a number of corporate compliance laws
written by state and federal government stakeholders, many of which we have already
discussed. The Dodd-Frank Wall Street Reform and Consumer Protection Act (Chapter
12), the Sarbanes-Oxley Act (Chapter 10), the OSH Act (Chapter 14), the Fair Labor
Standards Act (Chapter 11), and many others have already been covered, and we will
briefly review another significant compliance law in Chapter 16 called the US Foreign
Corrupt Practices Act. You will have to become familiar with each of the major compliance
laws as well as those other compliance regulations in your state or country as you begin
your career as a manager.
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Employees are the most valuable resource, and how the firm treats its employees is related
to its performance.99 Many employee stakeholder subgroups are also beginning to receive
much more attention than has historically been the case. Among these groups are older
workers, women in management and the executive suite, gay/lesbian/bi/transgender
employees, and a more racially and ethnically diverse employee pool. Public pressure has
contributed to the interests of these and other groups in organizations, and therefore
companies are having to figure out how to meet the needs of these stakeholders in the
organization. Let’s quickly review some of the major issues that the organization has to take
into account with each.
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Older Workers
The evidence speaks for itself. Americans and workers in many other countries are working
much later in life than they historically have. A record number of Americans over the age of
65 are continuing to work. In fact, the number of workers over the age of 75 has increased
by more than 75% in the last 20 years.100 While there are many reasons for this, the
reasons don’t matter as much to the HR manager as the fact that we have these workers
available in our organizations. However, we also have to be careful to not run afoul of the
various age-related laws, including the ADEA, as we manage these individuals at work.
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Women Executives
Women in the executive suite have been getting a lot of attention since the book Lean In by
Sheryl Sandberg of Facebook. The book encourages women to seek executive careers and
break the “glass ceiling” that still exists today, even though women have been in the
workforce in large numbers since the 1970s. The glass ceiling is the thought that there are
invisible barriers to advancement in business to women as well as minority employees. The truth
is that women still only fill about 19% of the board seats at Fortune 500 public
companies101 and are only 6.4% of CEOs in those same firms,102 despite the fact that
more than 50% of bachelor’s degrees in the United States are held by women.103 Part of
CSR is providing appropriate opportunities to women and minority employees in the firm
to change this ratio.
Glass ceiling The thought that there are invisible barriers to advancement in business to women as well as
minority employees
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Lesbian/Gay/Bi/Transgender (LGBT) Employees
Several recent state laws and executive orders at the federal level have brought the topic of
LGBT individuals to the forefront of attention in many businesses. While there is no
federal law that currently prohibits workplace discrimination on the basis of sexual
orientation, the EEOC and other federal agencies have made rules covering the issue based
on their interpretation of the 1964 Civil Rights Act and other anti-discrimination laws, and
there have been a number of recent changes in state laws and regulations.104 A presidential
amendment to Executive Orders 11246 and 11478 did, however, recently make it illegal
for federal agencies and federal contractors to discriminate based on sexual orientation or
gender identity.105 It should be expected that the law concerning these employee groups
will continue to change over the next few years, including the possibility that a new federal
law may be passed concerning nondiscrimination against individuals because of sexual
orientation or gender identity.
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Work Application 15-5
Select a business, preferably one you work or have worked for, and identify how it is socially responsible on
a specific issue.

Increasing Diversity
It is now true: The majority group in the United States is a minority in at least one area.
The birthrate of Caucasian children is now less than 50% of the total birthrate.106 In 10
states, white children are a minority, and in 23 states, minorities now make up more than
40% of the child population.107 One in 12 children (8%) born in America are offspring of
illegal immigrants, and those children are US citizens.108 The total Caucasian population
throughout the world, including America, is decreasing as there are more deaths than
births,109 and the percentage of the US population that is Caucasian is decreasing.110 By
2030, one in five Americans is projected to be 65 and over; by 2044, more than half of all
Americans are projected to belong to a minority group (any group other than non-Hispanic
White alone); and by 2060, nearly one in five of the nation’s total population is projected
to be foreign born.111 What does this shift mean to the organization? It means that
employee diversity will continue to grow and we will have to become better at managing
that diversity than we have been in the past. Recall what we said back in Chapter 3 about
workforce diversity: “There is currently a shortage of skilled workers—and there will be for
the foreseeable future, so to exclude a qualified person because that individual is different in
some way is counterproductive to business success.” Managing diversity is becoming critical
in all organizations and in all industries. We have to continue to get better at this HRM
task in order to engage all of our future employees.
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Levels of Corporate Social Responsibility
Clearly, in today’s society, the question is not whether business should be socially
responsible. Instead, the question is, At what level of CSR should the business operate?
Businesses do vary greatly in their social responsibility activities, based on the overall level
of CSR at which they decide to operate.112 Managers can choose to operate the business at
one of three levels of CSR. The levels of corporate social responsibility are legal, ethical, or
benevolent. However, a firm can be between levels or be on different levels for different
issues. See Exhibit 15-2 for an illustration of the three levels.
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Identify and briefly discuss the three levels of CSR available to the organization.

1. Legal CSR focuses on maximizing profits while obeying the law; it focuses on
increasing sales and cutting costs to maximize returns to stockholders. In dealings
with market stakeholders, these firms meet all of their legal responsibilities, such as
fulfilling contract obligations and providing legally safe products while honoring
guarantees and warranties. They do what it takes to beat the competition legally. In
dealing with nonmarket stakeholders (society and government), they obey all the laws
and regulations, such as not polluting more than the legal limits and meeting all
OSHA standards. Some firms have been criticized for their behavior at this legal
level. Philip Morris (PM) and others sell cigarettes that are not illegal, but some
question the ethics of a business that causes health problems.
2. Ethical CSR focuses on profitability and doing what is right, just, and fair. Providing
ethical leadership and avoiding questionable practices mean doing more than is
required in dealing with market stakeholders, such as treating employees right and
paying them fair wages, providing safer products, not squeezing suppliers, and
competing to win business ethically. These companies meet reasonable societal
expectations and exceed government laws and regulations to be just and fair to
stakeholders. Many companies, including Costco and Dick’s Sporting Goods, have
return policies that allow customers to get refunds or exchanges without good reason,
exceeding legal requirements.
3. Benevolent CSR focuses on profitability and helping society through philanthropy.
This highest level of CSR is also called “good corporate citizenship.” Benevolent
firms are philanthropic, giving gifts of money or other resources to charitable causes.
Employees are expected, encouraged, and rewarded for being active volunteers in the
community, often on company time. Apple under CEO Steve Jobs operated at the
ethical level, as Jobs did not believe in corporate philanthropy. However, under its
current CEO, Tim Cook, Apple now operates at the benevolent level. For example,
Cook implemented a matching program to supplement employee donations to
nonprofits that Jobs long resisted.113
Exhibit 15-2 Levels of Corporate Social Responsibility
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In addition to giving corporate money, many rich entrepreneurs set up foundations and
give their own money (e.g., Carnegie Foundation, Ford Foundation, and Bill & Melinda
Gates Foundation). Billionaire Bill Gates (cofounder of Microsoft) pledged to give away
95% of his family’s wealth, only giving a fraction—a mere few million—to his three
children. Warren Buffet teamed up with the Gates family, giving billions to the foundation.
So far the foundation has given away more than $41 billion.114 Facebook founder Mark
Zuckerberg plans to give away 99% of his Facebook stock, current value $45 billion.115
However, Mark and his wife Priscilla Chang are creating a limited-liability company rather
than a foundation, which may become the new philanthropic model.116

An Overall Approach to CSR
Let’s be clear about the difference between an overall and a situational approach to CSR.
Top corporate managers decide on the firm’s overall commitment, or level, of CSR. The
board of directors and managers often make corporate policies to guide employee actions in
dealing with stakeholders, and some have CSR mission statements. Some companies even
have separate departments and executive titles for CSR.

A Situational Approach to CSR
Although firms have an overall guiding commitment to CSR, the level of CSR can and
does vary based on individual issues. CSR has been called enlightened self-interest because
firms will be motivated to engage in CSR activities when the benefits outweigh the costs, as
there is a link between single stakeholder-related issues and CSR and financial
performance.117 However, determining the appropriate level of CSR to meet the business’s
and stakeholders’ self-interests is not quick and easy. Each issue requires analysis, risk–
reward considerations, and determining how stakeholder relations affect the overall health
of the corporation.118
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Work Application 15-6
Select a business, preferably one you work or have worked for, and identify its level of corporate social
responsibility. Be sure to explain your answer with examples of specific things it does.

Where You Stand Depends on Where You Sit
You can see from our discussion that ethics and CSR are not concrete subjects—especially
when you look at what is acceptable in the eyes of each stakeholder group. It is always a
balancing act to make good decisions concerning the ethical path of the organization.
However, we have to keep all of these groups in mind as we make managerial decisions if
we want to continue in business for very long. Nobody said being a manager was easy. If it
were, people would not be paid so well to be managers. Remember: If you don’t think
about making the ethical decision using an ethical approach before a situation arises, you
will probably make the expedient decision (the decision that does you the least personal
harm) and not the ethical decision that is socially responsible to stakeholders.
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Sustainability
Sustainability practices are part of CSR. As with ethics and CSR, it pays to implement
sustainability practices. Sustainability involves meeting the needs of the current generation
without compromising the ability of future generations to meet their needs.119 It is the process
of accessing how to design products that will take advantage of the current environmental
situation and enhancing how well a company’s products perform with renewable resources.
Sustainability is now a business buzzword,120 and based on the gravity of environmental
problems, it is an important topic for all countries.121 Organizations are working to reduce
their environmental impacts.122 Countries and businesses are realizing that economic
growth and environmental sustainability can work together.123 Some people refer to the
triple bottom line: concern for profit, society, and the environment.
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Briefly describe the concept of sustainability in a business context.

Sustainability Meeting the needs of the current generation without compromising the ability of future
generations to meet their needs

Society expects sustainability and for managers to use resources wisely and responsibly;
protect the environment; minimize the amount of air, water, energy, minerals, and other
materials found in the final goods we consume; recycle and reuse these goods to the extent
possible rather than drawing on nature to replenish them; respect nature’s calm, tranquility,
and beauty; and eliminate toxins that harm people in the workplace and communities.124
Corporations are accepting the environment as an important external stakeholder.125 The
use of renewable energy is on the increase,126 and sustainability standards are becoming the
standard.127 Thus, including sustainability in managing the business is being socially
responsible. In addition, many corporations are addressing sustainability changes, and an
important part of the reason is that it can pay to do so.128 Walmart is saving billions in
costs by reducing its environmental footprint.129
What does business need to do in order to be considered sustainable? Organizations use up
resources in the course of their operations. Any resource that is used must be replenished or
it disappears forever. In years past, it was thought that resources were so abundant that we
could never use them up, but we now know better. There are already shortages of some
critical items necessary for the survival of humans and other species over the long term—
shortages of good drinking water in some areas, for instance. A recent World Economic
Forum report says that more than 4 billion people in the world are currently facing some
type of water scarcity.130

HR and Organizational Sustainability
Organizations have to practice sustainability in today’s business environment. We cannot
afford to waste resources that are difficult to replace.

Sustainability Practices and Green Companies
Sustainability issues influence activities in the business world.131 A green company acts in a
way that minimizes damage to the environment. With the current worldwide
environmental problems, many new ventures have been created in green management.132
Social entrepreneurs are taking advantage of sustainability. For example, Bob Shallenberger
and John Cavanaugh launched Highland Homes in St. Louis to build environmentally
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friendly condos and houses.133
Large corporations are engaging in sustainability practices in a big way. We can find a chief
sustainability officer (CSO) in many companies. In those companies, CSOs are in charge of
the corporation’s environmental programs. Some examples of organizations that have CSOs
include AT&T, DuPont, Google, and Sun Microsystems. Many companies, including
Intel, are giving annual sustainability reports.134 However, many companies are now
moving beyond having a single person in charge of sustainability efforts toward having
many touch points for sustainability reviews and practices in the company. For instance,
EMC, an information technology company “requires every software and hardware product
to undergo an energy-efficiency review before launch. The review is not a separate process
owned by the sustainability function, but ‘embedded in the corporate process for all
products.’”135
REI employees. REI takes sustainability very seriously, keeping the environment at the top
of its agenda. The company has reduced its carbon emissions, set a goal to bring its landfill
waste to zero by 2020, and collaborates with organizations that protect forests.

Suzi Pratt/Getty Images for RE
Johnson & Johnson and Weyerhaeuser now have dedicated sustainability programs.136
Starbucks encourages sustainable farming for its coffee growers.137 Google has a zerocarbon quest and has a goal of becoming the world’s most energy-efficient company.138
Amazon and Walmart have both reduced packaging and work to make sure all packaging
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is made from recycled materials that can be recycled again.139 Amazon’s headquarters was
also built to have eco-friendly buildings with LEED- (Leadership in Energy and
Environmental Design) certified interiors and exteriors. Pratt Industries makes corrugated
boxes using 100%-recycled paper, saving an estimated 50,000 trees a day, with an
estimated company value of $3.4 billion.140 With the trend toward online shopping and
boxed delivery, Pratt is making an environmental impact.
Walmart continues its leadership in sustainability. They are doubling sales of locally grown
produce in the United States and expanding sustainable sourcing to cover 20 key
commodities. They are also implementing a new plan to achieve science-based targets for
reducing greenhouse gas emissions.141 Walmart is saving money by wasting less energy by
putting solar panels on store roofs, using LED light bulbs, and making refrigerator cases
more efficient.142 Even the greenest companies tout their close ties to Walmart in their
promotional materials.143 They plan to “work with suppliers to reduce emissions by 1
Gigaton by 2030, equivalent to taking more than 211 million passenger vehicles off of U.S.
roads and highways for a year.”144
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Work Application 15-7
Select an organization, preferably one you work or have worked for. Describe its sustainability practice
efforts.

At a lower level, many businesses are at least recycling. However, many companies are not
yet doing what they should in terms of sustainable business practices.145

The Need for Management Commitment
Sustainable practices require a strong commitment by companies in order to create the
necessary follow-through at all levels of the company. Sustainability management is
important.146 As with any other ethical issue, we have to get the most senior level of
management to commit to sustainability and walk the talk. The process of sustainable
design requires that everyone think about what resources are being used in every action the
company takes.
Sustainability goals and objectives tied to the company strategy are an essential part of the
efforts to “green the company,” and HR must play its part in these efforts. Performance
evaluations of all managers should contain items relating to their sustainability efforts, and
in many cases part of their incentive compensation may be tied to those efforts. HR may
even decide to source some employees locally in some cases, instead of from a wider
recruiting pool, in order to minimize impact on the environment. While this is only
possible in some limited circumstances, management—including HR management—needs
to think about every way in which they can minimize the company’s ecological impact. It
takes tenacity to make any program take hold in an organization, and the effort to become
sustainable is no different than with any other program. HR managers also need to
implement sustainability training to inform and guide all employees in their sustainability
efforts. Let’s take a look at sustainability training now.

Sustainability Training
Look back just a few years and you would probably find that there were very few
sustainability training programs in major corporations. The first US CSO was appointed in
2004 at DuPont.147 Fortunately for all of us, this is no longer the case. While a very small
number of organizations have been concerned with social responsibility and sustainability
for many years (for example, Ben & Jerry’s Ice Cream, founded in 1978), most larger
businesses didn’t become concerned with sustainability programs until about the turn of
the 21st century. However, the concept of sustainability is increasingly viewed as providing
value to “the so called triple bottom line of economic, social, and environmental
performance.”148
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Organizations with sustainability programs tend to gain the trust of their customers and
surrounding communities. By doing so, these organizations may gain great competitive
advantage over their rivals who are less oriented to the sustainability of the community in
the environment. Because a sustainable organization embodies the values of its customers
and community, those customers and community members become willing to provide
reciprocal concern for the organization. This can create significant loyalty to the
organization and its brands.
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Work Application 15-8
Select an organization, preferably one you work or have worked for. Describe how it is using training and
development to meet the challenges of sustainability.

However, as we just noted, it can be extremely difficult for organizations to embed the
concept of social responsibility and sustainability throughout the firm. A sustainability
mind-set must be incorporated into the corporate culture, and that can only typically
happen from the top of the organization down.149 So any organizational sustainability
training program must begin at the top and change the culture of the executives and
managers. Strong organizational cultures that have sustainability as one of their core
concepts can begin to create a collective commitment to social responsibility and
sustainability within the entire workforce. But how do corporations disseminate this culture
of sustainability down into the employee ranks?
Certainly, training that involves identification of the concept of sustainability and how the
organization can affect its environment plays a large part in disseminating this information.
In addition, the organization may choose to provide all employees with information in the
company code of conduct or code of ethics that identifies sustainability as one of the core
principles of the firm.
In conjunction with the training and code of conduct, the organization must measure the
impact of their sustainability programs to allow modifications to those programs if
necessary. Changes in company policies and procedures, as well as organizational structure,
may also assist in improving sustainability within the organization. Again though, training
on the changes in policies, procedures, and structure must occur in order to modify those
employees’ behaviors.
Several challenges have been identified to teaching employees about sustainability issues.150
The first challenge concerns organizational resources. All organizations have limited
resources and as a result must make choices concerning which stakeholder issues to address.
Overcoming resistance to addressing environmental issues is one of the main challenges to
training for sustainability.
Second, raising awareness of sustainability issues may engender optimism concerning the
company’s ability to “solve the problem.” Organizations conducting sustainability training
must ensure that the employees understand that there are limits to what the firm can
accomplish on its own.
Third, solutions to some sustainability problems may lie beyond the knowledge and skills
of the organization and its members. If the knowledge and skills necessary to solve a
problem involve bringing in personnel from outside the firm, the organization may revert
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to the first challenge above and claim that limited resources prevent it from resolving the
issue.
The fourth issue concerns employee willingness to learn and commit to change actions to
improve organizational sustainability. At this point, the change in culture at the top of the
organization can assist in pushing culture change at lower levels. If successful, the culture
change that values sustainability will, over time, lower employees’ levels of resistance to
change.
So, as you can see from these challenges, organizational training must provide information
on both the concept of sustainability and the impact of the organization on the
sustainability of its environment, as well as provide training to modify the organizational
culture to place greater value on organizational social responsibility and environmental
sustainability. If the organization succeeds in these training efforts, corporate sustainability
efforts will be likely to significantly improve over time.

The Sustainable Organization
There is evidence that more than three-fourths of customers are concerned with
sustainability and that more of them today are willing to avoid doing business with
companies who do not pay attention to their social responsibility and sustainability.151 So
what will our sustainable 21st-century company look like? What do organizational leaders
need to know? Unfortunately, there is no single answer to this question. However, we do
know some of the things that companies need to think about in their quest to become more
sustainable.
MIT Sloan Management Review and the Boston Consulting Group research business
sustainability on an annual basis. According to this research, in 2016, 75% of senior
executives in mainstream investment firms believe sustainability performance is materially
important to their investment decisions. Seventy-four percent of surveyed investors also
said that corporate sustainability performance matters.152 Other articles note that “the
concept of sustainability is moving from ‘nice to have’ to ‘need to have,’”153 and that “there
is an entire ecosystem of stakeholders who care. Governments care. Investors care.
Employees care.”154 Evidence shows that companies are going to have to become more
transparent in their efforts to create sustainable products, because social media, and
especially Web-based social media, is going to cause those companies to be held more
responsible and accountable for their decisions that affect the environment.
Leading companies are already starting to put their sustainability efforts out in full view of
their customers as well as their detractors to show what they are doing. In some cases, they
are even asking, “What else can we do?” Patagonia is doing this through “The Footprint
Chronicles,” which examines Patagonia’s habits as a company. Sustainability is evident in
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their mission statement, which says, “Build the best product, cause no unnecessary harm,
use business to inspire and implement solutions to the environmental crisis.”155 And 25
global food and beverage companies have launched an initiative called FReSH—Food
Reform for Sustainability and Health Program. According to Food Business News, “The
program seeks to accelerate change in global food systems, ensuring healthy diets for all
with food that is produced responsibly within planetary boundaries.”156 Many other
companies around the world have similar initiatives. But what can your company do if it
has not yet jumped on the transparency bandwagon?
The World Business Council for Sustainable Development (WBCSD) provides a
reasonably compact set of takeaways in its “Action 2020” document:157
1. Get business to buy into long-term goals for sustainability.
2. Change the nature of the debate from attacks and counterattacks on company
sustainability initiatives to the science behind the need for sustainable business
practices.
3. Speak the right language—the language of business. This means putting the
information into the business cycle of “plan, do, check, act.”
4. Work toward building partnerships and collaboration, because that is the only way to
have a large-scale effect on the environment.
5. Make solutions “open source” and allow all entities who can benefit from them to use
them.
Companies in every industry are beginning to be affected by the issue of sustainable
supplies along with the sustainability of their own products and/or services. The need to act
is not only created because of the ability of the Internet to make business practices
transparent. The need to act is driven by business necessity. If we do nothing, supplies in
many global industries will eventually run out, and we will have no ability to recover them.
The fact is, the earlier companies decide to take action, the less severe the operational
changes and adaptations will need to be.
Where can you go for more information? There are many good sources for data and
information on corporate environmental impact and sustainability. Exhibit 15-3 provides
you with information on some of the major sites hosting this information.
Now that you have some working knowledge of ethics, CSR, and sustainability and where
to find more information, let’s move on to this chapter’s trends and issues.
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Trends and Issues in HRM
For this chapter’s trends and issues, we are going to take a look at some sustainability-based
benefits available in organizations today, followed by a look at the value of diversity
training.
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LO 15-8
Discuss some of the common sustainability-based benefits organizations are using and the question of
whether or not diversity training actually works to improve performance in diverse organizations.

Sustainability-Based Benefits
One area that has seen recent interest is sustainability-based benefit programs. A number of
companies are looking at options for providing benefits to their employees that assist with
improving environmental stability and sustainability over the long term. It is not only
politically correct; it is an additional way to show the corporation’s true concern for the
environment as well as their concern for their employees. These programs can range from
providing “credits” to employees for riding bicycles or public transportation to work all the
way to sharing the costs of cars or home appliances that lower energy usage.
Benefits that will lower the employee’s individual “carbon footprint” help the environment
and help the employee because such benefits almost always lower the employee’s cost of
living. Gemelli Solutions in Great Britain has a Cycle to Work program that helps
employees buy bicycles to use on their daily commute. They advertise that it will “save you
money, reduce your carbon footprint and help you keep fit at the same time.”162 Duke
University has also gotten into the business of lowering employees’ collective carbon
footprints. They created a Duke Carbon Offsets Initiative (DCOI) through which they
assisted employees in improving the energy efficiency of their homes through low-interest
loans for retrofitting.163
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Work Application 15-9
Select an organization, preferably one you work or have worked for. Identify any sustainability-based
benefits it currently offers and state some benefits it could offer.

Companies may also provide a variety of other “green” subsidies so that employees can help
the environment. These might include assistance to employees with purchasing renewable
energy options for their homes such as solar cells or hybrid, electric, or alternative-fuel
vehicles. Clif Bar & Company in Berkeley, California, “provides points to employees for
selecting alternate modes of transportation to work, such as walking, biking, carpooling, or
mass transit.”164 Even telecommuting can be a sustainability benefit because it lowers the
number of employees commuting to work. So employers just need to use a bit of
imagination and a good search engine to find ways in which they can encourage sustainable
practices on the part of their employees as well as practices that they can put into effect
within the company.

Does Diversity Training Work?
Competitive organizations always need to work to maximize the talent pool from which
they can draw recruits. If, in fact, the organization arbitrarily limits the number and types
of recruits through artificial limits on organizational diversity, it restricts its ability to draw
on the best talent available from the at-large workforce. However, most organizations today
accept the fact that unmanaged diversity can decrease employee commitment and
engagement, lower job satisfaction, increase turnover, and increase conflict. Organizations
must create a cultural change in order for diversity training to be successful. But since
cultural change is very difficult, many organizations try to shortcut the process and, as a
result, end up with failed programs.165
How can organizations create and deliver a diversity training process that has a chance of
being successful? Common diversity initiatives include such things as diversity recruitment,
diversity training, and formal mentoring programs. However, plugging these programs into
organizational training without providing a process by which they can be integrated into
the daily activities of the members of the organization will likely lead to minimal if any
success. Let’s take a quick look at the history of diversity training and its effectiveness.
Diversity training has been around in some form since the 1960s. In its earlier days,
diversity training primarily focused on organizational compliance with equal-opportunity
laws. Later on, diversity training moved through a sequence of options—from attempting
to assimilate different individuals into an organizational culture through attempting to
make employees sensitive to others and their differences and more recently to trying to
create inclusion of all individuals, from all backgrounds, into the organization.166
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In each of the phases of diversity training, there appeared to be significant pushback on the
part of one or more groups involved in the training. Whether the pushback was from the
white male majority, feeling that they were being persecuted, or from females or minority
individuals, feeling that they had to conform to the organization and its practices, each of
the phases had significant hurdles to overcome in order to move the organization forward.
Today, organizations are attempting to integrate diversity more directly into the business
and its strategies. Companies that lead the diversity initiative are becoming much more
involved at all levels of the organization, from the executive suite to the shop floor.
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Work Application 15-10
Select an organization, preferably one you work or have worked for. Describe how it is using training and
development to meet the challenges of an increasingly diversified world.

Throughout each phase of diversity training’s existence, its effectiveness has been
questioned by many organizations and researchers. Evidence appears to be growing that
diversity training in its present form does add value to the organization, both sociologically
and economically.167,168 In addition, when diversity training focuses on the similarities
between individuals rather than on their differences, trainees appear to become more capable
of resolving conflict that may occur as a result of individual diversity.169 Finally, the
bottom line is that most major corporations believe that diversity adds significant value to
their organizations, both from the perspective of providing different viewpoints and
solutions to problems and from the perspective of providing the organization with a larger
talent pool in a period when qualified applicants are becoming less and less available in the
at-large workforce.
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Chapter Summary
15-1 Discuss the term ethics and the factors that commonly contribute to
unethical behavior.
There are many definitions of ethics, but they all have some common elements. The
common elements include the concepts of morals, values, beliefs, and principles.
These in turn lead to the need for personal integrity and trust in the character of
another, or we won’t believe that they will act ethically if they have an opportunity
for self-enrichment at the expense of others.
Factors that contribute to unethical behavior include individual personality traits and
attitudes, moral development and the situation. Personality makes some people more
susceptible to unethical decisions when they have an underdeveloped sense of
integrity. Moral development can cause individuals to act more childlike or to create
their own strict sense of moral principles. The situation can tempt even those who
might be otherwise ethical to be unethical in some cases if they think it is unlikely
that they will get caught.
15-2 Briefly discuss each of the identified ethical approaches and the factors to
consider in creating codes of organizational ethics.
The Golden Rule is one approach that says to basically treat others as you would
want to be treated. The Rotary’s four-way test asks four questions: (1) Is it the truth?
(2) Is it fair to all concerned? (3) Will it build goodwill and better friendship? (4)
Will it be beneficial to all concerned? If the answers are yes, then the action is
probably ethical. The stakeholder approach says that if you are willing to have your
decisions written about on the front page of the newspaper, then you can probably
feel comfortable that your decision was ethical.
Factors to consider: Values “define what the company is about and make it clear that
the company is based on honesty and fairness.” Principles apply our values to specific
situations to identify actions that we consider ethical. Management support is critical,
because if senior managers do not pay attention to the code, others will not either.
Personal responsibility identifies the fact that everyone is personally accountable for
their own behavior and is expected to act ethically. Finally, compliance identifies
applicable laws and regulations that guide ethical behavior in specific industries.
15-3 Discuss the terms authority, responsibility, and accountability and how they
relate to ethical behavior.
Authority is a positional right within the organization that allows the person to give
orders to others in order to accomplish organizational goals. Responsibility requires
the individual to accept their positional obligation to use the company’s resources
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effectively to help reach the organization’s goals. Accountability is the personal duty to
use organizational resources correctly, and if we do not do so, we can be held
personally liable for that misuse.
15-4 Identify some of the common ethical issues that managers face in business.
Bribery—Payments are made to others to cause decisions that are favorable to the
person providing the bribe.
Corrupt payments—These are made to allow the company to avoid scrutiny of their
actions by government agencies.
Employment and personnel issues—Bias, child labor, forced labor, and other
discriminatory labor practices all create the danger of unethical decisions.
Marketing practices—Dishonesty in marketing and the hiding of safety and quality
defects may be tempting because of the cost of being honest.
Impact on the economy and environment—Unethical activity on the part of financial
institutions can create terrible economic consequences, and other organizational
actions that don’t take the consequences of those actions into account can cause
irreversible harm to the environment.
Employee and customer privacy—Personal privacy can be harmed by unethical actions
on the part of company employees, especially the use of databases with large amounts
of personal information for unauthorized purposes.
15-5 Define corporate social responsibility (CSR) and briefly discuss the “business
case” for CSR.
Corporate social responsibility is the concept that organizations have a duty to all
societal stakeholders to operate in a manner that takes each of their needs into
account. CSR says that organizations have a duty to all stakeholders to operate in a
manner that takes each of their needs into account. “All stakeholders” means all—not
just shareholders or executives. The business case for CSR is based on the ability of
the organization to help or harm various stakeholder groups and of those stakeholder
groups in turn to help or harm the company. Each stakeholder group has different—
and sometimes competing—interests, but the organization must balance these “social
responsibilities” among all of the groups in order to succeed.
15-6 Identify and briefly discuss the three levels of CSR available to the
organization.
1. Legal CSR focuses on maximizing profits while obeying the law; it focuses on
increasing sales and cutting costs to maximize returns to stockholders. In
dealings with market stakeholders, these firms meet all of their legal
responsibilities. In dealing with nonmarket stakeholders (society and
1568

government), they obey all the laws and regulations.
2. Ethical CSR focuses on profitability and doing what is right, just, and fair.
These companies meet reasonable societal expectations and exceed government
laws and regulations to be just and fair to stakeholders.
3. Benevolent CSR focuses on profitability and helping society through
philanthropy. This highest level of CSR is also called “good corporate
citizenship.” Benevolent firms are philanthropic, giving gifts of money or other
resources to charitable causes. Employees are expected, encouraged, and
rewarded for being active volunteers in the community, often on company
time.
15-7 Briefly describe the concept of sustainability in a business context.
Sustainability means meeting the needs of the current generation without
compromising the ability of future generations to meet their own needs. Business
must practice sustainability today because so many resources are being overused to
the point that they cannot be replenished and will ultimately disappear unless we
quickly change our practices. Sustainability goals must be created and managed like
any other organizational goal in order to improve business sustainability.
15-8 Discuss some of the common sustainability-based benefits organizations are
using and the question of whether or not diversity training actually works to
improve performance in diverse organizations.
Company programs can range from providing “credits” to employees for riding
bicycles or public transportation to work all the way to sharing the costs of cars or
home appliances that lower energy usage. Benefits that will lower the employee’s
individual “carbon footprint” help the environment and help the employee because
such benefits almost always lower the employee’s cost of living. Companies may also
provide a variety of other “green” subsidies so that employees can help the
environment. These might include assistance to employees with purchasing
renewable energy options for their homes such as solar cells or hybrid, electric, or
alternative-fuel vehicles. Telecommuting can be a sustainability benefit because it
lowers the number of employees commuting to work. So employers just need to use a
bit of imagination and a good search engine to find ways in which they can
encourage sustainable practices on the part of their employees as well as practices that
they can put into effect within the company.
Diversity initiatives include such things as diversity recruitment, diversity training,
and formal mentoring programs. However, plugging these programs into
organizational training without providing a process by which they can be integrated
into the daily activities of the members of the organization will likely lead to minimal
if any success. Let’s take a quick look at the history of diversity training and its
effectiveness. Throughout each phase of diversity training’s existence, its effectiveness
has been questioned. Evidence appears to be growing that diversity training does add
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value to the organization. In addition, when diversity training focuses on the
similarities between individuals rather than their differences, trainees appear to become
more capable of resolving conflict that may occur as a result of individual diversity.
The bottom line is that most major corporations believe that diversity adds
significant value to their organizations.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms.
1. __________ is the application of a set of values and principles in order to make the
right, or good, choice.
2. __________ are our basic concepts of good and bad, or right and wrong.
3. __________ are a basic application of our values.
4. __________ is the right to give orders, enforce obedience, make decisions, and
commit resources toward completing organizational goals.
5. __________ is the obligation to answer for something/someone or the duty to carry
out an assignment to a satisfactory conclusion.
6. __________ is the personal duty to someone else for the effective use of resources to
complete an assignment.
7. __________ is the concept that organizations have a duty to all societal stakeholders
to operate in a manner that takes each of their needs into account.
8. __________ is the thought that there are invisible barriers to advancement in
business for women as well as other minority employees.
9. __________ involves meeting the needs of the current generation without
compromising the ability of future generations to meet their needs.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you think the term ethics is overused in today’s business environment? Justify
your answer.
2. Will applying the Golden Rule always result in a decision that you can defend as
“ethical”? Why or why not?
3. Can you think of situations in which someone might violate the code of ethics in a
company but should not be punished for it? Give examples.
4. As the HR manager, how would you go about getting the senior executives of the
company to buy into adhering to the code of ethics?
5. Using the concepts of authority, responsibility, and accountability, can you explain
what should happen to an individual who misuses company resources for personal
gain? Provide an example.
6. Give two examples of decisions that could be made in a company that are legal but
are still unethical.
7. Do you agree that companies have a duty to stakeholders other than their
shareholders? If so, justify who else they are obligated to and why.
8. Can you identify one case in which you think the government (state or federal) is the
most important stakeholder of a firm (do not use the government as a customer but
as another external stakeholder)? Explain your answer.
9. In your opinion, do companies have a “social contract” with society? Why or why
not?
10. If you were in charge, what would you do to help some disadvantaged employee
groups gain equality in your company?
11. Is sustainability just a marketing tool to get people to “think green,” or is it a
necessary business tool? Defend your answer.
12. How would you motivate people in your organization to practice sustainability? Be
specific with the managerial tools that you would use.
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Case 15-1 CEO Compensation: Do They Deserve Rock Star
Pay?
Can’t sing, dance, or hit a baseball out of the park? You can still earn “big bucks” by
becoming a CEO of a Fortune 500 firm, according to the AFL-CIO, who used data
gathered from the Department of Labor, Bureau of Labor Statistics. The average pay for a
CEO in 2016 was $13.1 million based on an analysis of 420 firms in the S&P 500 index.
From the worker’s perspective (average earnings of $37,632), a CEO earns in 1 day what a
worker earns in 1 year (335 times an average worker’s pay in 2015, 347 in 2016). Worse,
while the pay of the average worker increased by 2% from 2015 to 2016, CEO pay rose by
6%. Taking inflation into account over a 50-year time period, wages of this workforce were
actually less than stagnant; in 1967, workers earned 10% more than in 2016, the equivalent
of $41,473 adjusting for inflation.
The AFL-CIO’s research clearly indicates that while the country as a whole has grown and
unemployment is at a near all-time low, the worker in the United States is not similarly
prospering as compared to his or her counterpart in corporate headquarters. There is a
growing wage gap, a gap clearly that does not seem equitable from the largest federation of
US labor unions as well as the general public.
Why such a high salary given the fact that the US economy has grown at most 2% per year
over last few years, one-third of the growth of CEO salaries? US CEO pay is often high
because it is based upon the average pay of their peer group. The AFL-CIO suggests that to
eliminate this practice, similar to British concerns, shareholders have binding votes on CEO
compensation. Yet the reality is that in 2015, 91% of investors’ “advisory votes” in S & P
500 firms supported CEO pay levels.(1)
Stockholders aside, the general public certainly feels that CEOs are overpaid. Stanford
University’s Rock Center for Corporate Governance in 2016 ran a national study (1,202
participants who reflected US socio-demographics including age, gender, race, household
income, state residence, and political affiliation) tapping into people’s beliefs concerning
the compensation packages of the 500 largest publicly traded corporations.
The net result? Nearly three-quarters (74%) think CEO pay is out of synch with worker
compensation, with only 16% thinking otherwise. Socio-demographic differences aside,
most individuals feel quite adverse when discussing CEO compensation. According to
Professor David F. Larcker of Stanford Graduate School of Business,
There is a clear sense among the American public that CEOs are taking home much
more in compensation than they deserve. While we find that members of the public
are not particularly knowledgeable about how much CEOs actually make in annual
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pay, there is a general sense of outrage fueled in part by the political environment.(2)
CEO pay needs to be dramatically cut since their salaries are off the chart. How this is to be
accomplished though, with or without government regulation, is where disagreement arises
and usually along political affiliations. For example, while both groups feel that there
should be a ceiling on CEO pay (nearly 65%), those who hold Democratic and
Independent affiliations differ with Republicans by almost 15% (66%/64%/52%,
respectively). When it comes to actually setting a cap on CEO pay, those surveyed thought
that six times the average worker pay was acceptable. This is way below the average multiple
of all CEO pay, which is 17.6.
Interestingly, there was nowhere near a majority consensus on how to use regulation to
limit CEO pay. Some advocated large tax increases over a certain level (28%), others opted
for setting dollar amounts relative to worker wages (25%), while a minority wanted to set
pay ceilings not tied to worker pay (17%), and a similar percentage wanted CEO pay
directly tied to firm performance. Only 9% thought to eliminate stock options, while
another 8% would cut out all forms of equity compensation.(3)
Yet many experts do not agree with the public and would argue the public does not have all
of the facts. Jannice Koors, managing director at Pearl Meyer & Partners in Chicago, has a
different perspective on CEO compensation.
I think most companies are on the right track with their [executive] pay programs.
Yes, CEO pay increased this year—because average company profits and share prices
grew. Compensation is more closely tied to performance than ever before, which is
exactly what shareholders have been pushing for. Today, only a very small percentage
of a typical CEO pay package is in the form of a guaranteed annual salary.(4)
Donald Delves, director, Towers Watson in Chicago, justifies CEO pay as follows.
CEOs are paid about three times as much as the next level of executives. . . . In my
experience, it is a very rare person who has the skills and experience required to run a
huge global corporation. And their average tenure continues to decline. There is not a
lot of patience shown by shareholders and boards when a company underperforms.(5)
Author of The Taboos of Leadership Anthony Smith noted that
The reality is that the free market is alive and well, and is the true dictator of CEO
pay. While what one’s peers are making is still a legitimate barometer, critics should
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look at the macroeconomics of “stars” in all fields (after all, CEOs are the “stars” of
the business world), and not just the microeconomics of CEO pay, if they are serious
about understanding the calculus in determining compensation. Such valuation
analysis must factor in the track record of the CEO; his or her potential; competing
job offers; personal enticements; what he or she is leaving behind; their reputation on
the “street”; and the team of other executives he or she is likely to bring or attract. . . .
Only a handful of people are capable of leading major multinational corporations with
100,000+ employees and $50+ billion in annual revenue. Bottom line: true stars are in
short supply and high demand. It’s pure Economics 101.(6)
Whether you agree or disagree with the fairness of CEO pay, CEOs make as much in one
day as the average worker makes in one year.
Questions
1. How does ethics apply to this case?
2. What factors might contribute to what some perceive as unethical behavior
concerning CEO pay?
3. What are the differing ethical approaches, and how might they apply to this case?
4. How might the issue of CEO compensation be dealt with in a firm’s code of ethics?
5. How might the issue of CEO compensation be used by a firm to create and maintain
an ethical organization?
6. Use the “legal doesn’t mean it’s ethical” argument to disagree with current CEO
compensation practices. What makes it legal, and why might it still be unethical?
7. What is your own opinion about CEO compensation? Provide facts and arguments
supporting your position from this case.
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Case 15-2 Microsoft, Nokia, and the Finnish Government: A
Promise Made, a Promise Broken?
At the turn of the 21st century, Microsoft seemed invincible as both a firm and an
operating system and controlled the tech industry by completely overshadowing its
nemesis, Apple. After launching successful operating systems like Windows XP and 2000,
the company gained wealth, recognition, and power by creating a near monopoly over
personal computing devices.(1) Although they were not the pioneers of user-friendly
operating systems (accolades to Apple for developing the first mass merchandised system),
they were enjoying a 97% market share. In 2000, personal computers were the only
available noncommercial computing devices, and Microsoft dominated them all.(2)
As of 2005, the demand for smartphones started to increase, and the market increased
opportunities for new entrants. Microsoft’s decline started in 2007 after Apple introduced
the first iPhone. The market was moving away from Microsoft’s products; compared to
Apple’s Mac operating system, Windows Vista was barely holding up and was considered
inferior to its predecessor, Windows XP. Apple showed tremendous growth over the next
decade, and Wall Street announced that Apple was valued higher than Microsoft in 2010.
Google then introduced its Android system to compete with Apple’s iPhone OS. This new
system was adopted by the other half of the smartphone industry. As a late entrant,
Microsoft introduced their first Windows Phone in 2010, and the next year, they
announced their commitment to Finnish expertise in the telecommunications sector by
partnering with Nokia and functioning as one team. This arrangement permitted all Nokia
devices to use Microsoft operating systems, which reintroduced Microsoft to the
smartphone market.(3)
By 2013, there were approximately 2.5 billion computing devices, including tablets, that
were dominated by three companies: Microsoft, Google, and Apple. The total number of
personal computer sales had yet to reach 500 million, but smartphones had already sold
more than 1.5 billion units over a decade.(4) Smartphones had dominated the tech
industry as the major item in the personal computer market. Apple’s iPhone was a huge
success, which created billions of dollars’ worth of supplementary revenue from mobile
applications. In this respect, Apple’s iTunes and Samsung’s alignment with Google
enhanced user experiences with smartphones. Microsoft, on the other hand, was not
prepared for the sudden shift in the market, and although still a tech giant, they were
clearly caught off guard.
With its market cap at 20%, Microsoft desperately wanted to regain market share. They
installed a new CEO, who was tasked with realigning the company under the “One
Microsoft” vision. The company was ready to change its business model, to increase the
speed of innovation, increase efficiency, and rebuild the company culture. To that end,
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they announced Office 2013, a new operating system called Windows 8.1, and Xbox One,
their new gaming console.(5)
In 2013, the agreement between Microsoft and Nokia became more than a partnership as
Microsoft bid to acquire Nokia in a $7.2 billion deal. Founded in 1865, Nokia is a Finnish
telecommunications and technology company that engaged more than 90,000 employees
and reported around $12 billion in annual revenues. This was a big move for Microsoft,
since Nokia had experienced its own declines, as indicated by its stocks dropping by 80%
in the prior few years. Both companies had ignored the winds of change, and both paid the
price for letting their competitors slide past them.(6)
The acquisition of Nokia, however, was delayed by numerous legal issues with the Finnish
government, who approved the deal with the understanding that layoffs would not be
forthcoming. The purchase was finally approved by the numerous international
governmental regulatory agencies in the first quarter of 2014. With purchase in hand,
Microsoft felt they now had good access to the mobile phone industry with $50 billion in
annual sales. Three months after the deal was inked, Microsoft’s first major action was to
lay off 18,000 people in their workforce. This was the largest layoff in the tech industry,
but it helped Microsoft save about $600 million a year.(7)
Finnish prime minister Alexander Stubb received a call in July 2014 from Stephen Elop,
the head of Microsoft Corp.’s device business and a former Nokia Corp. chief executive.
Elop alerted him that Microsoft would cut 1,100 of the 4,700 jobs in Finland that came
with its purchase of Nokia’s mobile phone operations. Mr. Stubb called the layoffs
“extremely regrettable” and said the government would do all it could to cushion the blow
to those affected. Finnish politicians issued statements calling on Microsoft to show social
responsibility and offer retraining and generous severance packages to the people it was
dismissing, something that Nokia has done in the past in Finland and abroad. Some went
further and accused Microsoft of reneging on the promises it supposedly made about job
security and Finland’s place in its strategy. “You can say we were betrayed,” said Finland’s
newly minted minister of finance, Antti Rinne, a Social Democrat.(8)
Questions
1. Who are Microsoft’s key stakeholders in this case? Why?
2. Using the five forces model from Chapter 2, describe how the changes in the
computer technology industry impacted Microsoft’s ability to compete. Which force
most negatively impacted Microsoft? Why?
3. What seems to be Microsoft’s ethical approach? How does this approach seem to
impact their human resource management decisions?
4. Describe the conflict between stakeholders’ interests and the Finnish government’s
perception of Microsoft’s lack of social responsibility to Nokia’s employees. Whom
do you side with and why?
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5. Instead of layoffs, what if Microsoft decided to decrease the total compensation to
Nokia employees? What part of that package would you decrease and why?
6. Besides changing the compensation package, what other human resource
management options might Microsoft consider rather than layoffs?
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Skill Builder 15-1 Ethics and Whistle-Blowing
Objective
To determine your level of ethics
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design skills
2. SHRM 2016 Competencies—C: Ethics
Assignment
For this exercise, first complete Self-Assessment 15-1 in the chapter.
Discussion Questions
1. Who is harmed and who benefits from the unethical behaviors in items 1 through 3?
2. For items 4 to 24, select the three (circle their numbers) you consider the most
unethical. Who is harmed by and who benefits from these unethical behaviors?
3. If you observed unethical behavior but didn’t report it, why didn’t you report the
behavior? If you did blow the whistle, what motivated you to do so? What was the
result?
4. As a manager, it is your responsibility to uphold ethical behavior. If you know
employees are doing any of these unethical behaviors, will you take action to enforce
compliance with ethical standards?
5. What can you do to prevent unethical behavior?
6. As part of the class discussion, share any of the other unethical behaviors you
observed and listed.
You may be asked to present your answers to the class or share them in small groups in class
or online.
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Skill Builder 15-2 Code of Ethics and Corporate Social
Responsibility
Objective
To better understand a business’s ethics and CSR
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design skills
2. SHRM 2016 Competencies—C: Ethics
Assignment
Select a specific business. It can be one you work for or, better yet, one you would like to
work for in the future. Make sure the company you select meets the following criteria: It
must have a written code of ethics and operate at the benevolent level of CSR.
Go online to the company’s website and get a copy of its code of ethics and its report on its
corporate social responsibility programs. Be sure to identify any of its sustainability
practices—this information may be at a separate link.
Be prepared to make a report on your company’s code of ethics and CSR to the entire class
or in a small group.
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16 Global Issues for Human Resource Managers
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Learning Objectives
After studying this chapter, you should be able to do the following:
16-1 Identify and discuss the reasons for increasing business globalization and the stages through
which companies move from local to global operations. PAGE 573
16-2 Identify and discuss the five dimensions of Hofstede’s model of culture and how the GLOBE
Dimensions differ from Hofstede. PAGE 580
16-3 Briefly discuss the Big Five personality traits in relation to international assignments and the
advantages and disadvantages of parent-country, host-country, and third-country nationals for
international assignments. PAGE 585
16-4 Explain issues involved in negotiating the assignment and the potential effects of culture shock
on the expatriate employee. PAGE 589
16-5 Briefly define the options for compensation of expatriate workers. PAGE 593
16-6 Discuss the issue of business globalization and why it is so important. PAGE 597
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Practitioner’s Perspective
Cindy says: One of the biggest changes in business has been the explosion of the global marketplace.
Business competes not just across the country but around the world. Americans tend to be Eurocentric (the
viewpoint that Western civilization is superior). We must recognize that foreign cultures deserve to be
valued in the same manner as a diverse workforce is valued and that what is acceptable behavior in the
United States can be anything but in another country.
Zac is an assistant manager for Kawasaki Heavy Industries, a global company with US manufacturing
plants. After escorting US employees to company meetings in Japan, Zac has some amusing stories to tell.
His favorite is about the fellow who went around waving and saying “Hi” to everyone. Hi in Japanese
means yes, so imagine how strange this literal “yes-man” appeared. Another interesting difference is giving
and receiving business cards. In the United States, one would usually put a business card away after
receiving it, but in Japan, that would be considered extremely rude. There, one must leave the card lying on
the table until all business is concluded.
What will you discover about global issues in Chapter 16?
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SHRM HR content
See Appendix: SHRM 2016 Curriculum Guidebook for the complete list
C. Ethics (required)
3. Individual versus group behavior
17. Foreign Corrupt Practices Act
F. Managing a Diverse Workforce (required)
5. Language issues
13. Cultural competence
K. Total Rewards (required)
B. Employee Benefits
11. Global employee benefits
14. Outsourcing (secondary)
O. Globalization (required—graduate students only)
1. Global business environment
2. Managing expatriates in global markets
3. Cross-border HR management
4. Repatriating employees post international assignment
6. Inshoring
7. Offshoring/outsourcing
9. Cross-cultural effectiveness

Get the edge on your studies. edge.sagepub.com/lussierhrm3e
Take a quiz to find out what you’ve learned.
Review key terms with eFlashcards.
Watch videos that enhance chapter content.
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Chapter Outline
Globalization of Business and HRM
Reasons for Business Globalization
Ethnocentrism Is Out and “Made in America” Is Blurred
Stages of Corporate Globalization
Is HRM Different in Global Firms?
Legal, Ethical, and Cultural Issues
International Laws
US Law
International Ethics
National Culture
Global Staffing
Skills and Traits for Global Managers
Staffing Choice: Home-, Host-, or Third-Country Employees
Outsourcing as an Alternative to International Expansion
Developing and Managing Global Human Resources
Recruiting and Selection
Expatriate Training and Preparation
Repatriation After Foreign Assignments
Compensating Your Global Workforce
Pay
Incentives in Global Firms
Benefit Programs Around the World
Trends and Issues in HRM
Globalization of Business Continues as a Trend!
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Globalization of Business and HRM
We live in a world that is dynamically globally interconnected.1 The major factor
increasing the complexity of the environment is the globalization of markets2—the buying
and selling of goods and services worldwide. Globalization is one of the most vital business
trends of the past 50 years,3 as large corporations have employees from and conduct
business all over the globe.4 Think about the complexity of FedEx’s environment,
delivering to more than 220 countries and territories.5 Therefore, it has to follow the rules
and regulations of different governments in countries with different economies, labor
forces, societies, and so on. Refer to Chapter 2, Exhibit 2-5, for a review of the SWOT
analysis of the environment. Clearly, to be successful, companies need global leaders.6
Having a global mind-set is a key standard for contemporary managers.7 For example,
Carlos Ghosn is the chairman of three companies, Renault, Mitsubishi, and Nissan, on
two different continents conducting business globally. Today’s managers—and students of
management—cannot afford to underestimate the importance of the global environment to
business.8
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LO 16-1
Identify and discuss the reasons for increasing business globalization and the stages through which
companies move from local to global operations.
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SHRM
O:1
Global Business Environment

It is important to realize that no matter where you are, you live in and are affected by the
global environment. Globalization may require you to interact effectively with people from
many different cultural backgrounds:9 as an employee with coworkers, suppliers, and
customers; as a customer in a local store; as a student in college; and as a consumer you use
and buy products from other countries. Capital and goods flow easily between countries.
Because of the ability to communicate instantly, services can generally be performed in the
location where they have the lowest cost for the most efficient (not necessarily the best, but
the most efficient!) service quality. One model identifies four types of capital that flow
between countries:10
Natural capital. Natural resources such as timber, water, and minerals are
“components of nature that can be linked with human welfare.”
Social capital. This “consists of the social networks that support an efficient, cohesive
society, and facilitate social and intellectual interactions among its members. Social
capital refers to those stocks of social trust, norms and networks that people can draw
upon to solve common problems and create social cohesion.”
Manufactured capital. This is human-made capital like machines, tools, buildings, and
other infrastructure that are used to produce other assets.
Human capital. This “generally refers to the health, well-being and productive
potential of individual people.”
If you take another look at these types of capital, there appears to be a theme throughout—
humans, people, us! Because every form of capital that is exchanged between countries is
controlled in some way by people, we have to figure out how to manage those individuals
in order to maximize organizational returns.
However, there are significant cultural differences between countries and regions. In fact, in
many cases, there are multiple cultures in a single country. All of this makes global business
more challenging. Let’s take a look at how HRM has to be managed differently in global
firms.

Reasons for Business Globalization
The world was simpler when it was difficult to move goods across borders or oceans and it
was just as difficult to move people between countries. A business could work in its local
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environment, taking only its local customers into account as it produced the goods and
services that those customers wanted. However, our environment has conspired to make it
easier to move both goods and people, along with abstract ideas and concrete knowledge,
across borders and around the world. In turn, business must adapt to this new environment
as surely as having to adapt to a climate change or a threat of disease. What has happened
that created this environment?
There are many reasons why business continues to globalize on a scale never seen before.
One is to increase business. Another reason businesses have reached beyond their own
borders is the rise of the “global village,” with associated declining barriers to trade in
goods, investment, travel, and communication. Declining barriers of distance and culture,
international normative agreements on trade between countries, the rise of trade blocs, and
uneven competition between domestic and international firms are other reasons why
companies are expanding beyond their own countries’ borders.

Increase Business
Let’s face it: Most large corporations want to continue to grow. If you are a major
corporation like Coca-Cola, is there any place in America to expand? No, the market is
saturated. Also, the US population is only 325.5 million, a small fraction of the world’s
population of 7.4 billion.11 So if large corporations want to grow, they have to go overseas.
However, businesses of all sizes, regardless of how saturated the US market is, also have
billions of other potential customers if they go global. The other reasons for the
globalization of business apply regardless of the size of the business.

The Global Village
The global village concept has become—in many ways—a reality. Essentially the entire
world can see and interact with goods and services that were only available to others in “the
village” a hundred years ago. Ideas, goods, and services move easily across borders and
around the world. This free flow of ideas, information, and knowledge through the use of
the Internet and other media has reshaped the way people see their world. It has also
allowed connections between people with shared interests in a much more intimate manner
than was ever possible before. All of this serves to, among other things, bring vendor and
customer closer together, creating global demand for products that the customer would not
have even been aware of 25 years ago.

Declining Trade Barriers
Declining Trade Barriers, GATT, and now the World Trade Organization (WTO).
Another impetus for increasing globalization over the past 50 years was the changing
disposition toward the use of tariffs and other trade barriers by country governments.
During the 1920s and 1930s, many countries erected barriers to international trade in the
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form of tariffs—taxes that a government imposes on imported goods. The aim of tariffs is
to protect domestic industries and jobs from foreign competition. However, as often
happens when one entity makes a move to give it a competitive advantage but has no way
to defend that advantage (no ability to protect the advantage or make it hard to copy), if
one country imposed tariffs on goods coming in, other countries immediately retaliated
with the same types of trade barriers to goods from the first country’s market. So retaliation
became the norm when tariffs were imposed. In fact, there is at least some evidence that the
Great Depression of 1929 was in part caused by these tariff and trade wars.12
Shortly after World War II, an agreement framework called the General Agreement on
Tariffs and Trade, or GATT, originally signed by 23 member countries, was negotiated.13
It was the basis for an era in which tariffs and other trade barriers were significantly reduced
in much of the world. Ultimately in the 1990s, the GATT agreements were formalized into
the World Trade Organization, with a mission to be “the international organization whose
primary purpose is to open trade for the benefit of all.”14 The WTO monitors and
arbitrates trade disputes among its more than 160 member countries. Because the WTO
and its predecessors have been so effective at lowering trade barriers, international trade has
opened up to businesses that would not have been able to compete internationally before
these organizations and agreements existed.
In 2016, with the trend turning to protectionism, Britain voted to drop out of the EU
(Brexit), which will also affect its US trade,15 and President Trump threatened
protectionism. China is already moving to replace the United States as trade champion,16
and Russia, Japan, and China are rushing to fill the trade gap.17 Whether you agree with
free trade or not, despite its recent setback, globalization remains an irreversible trend of
our times.18 Let’s face it, just about every country needs trade to provide goods and services
it doesn’t have to maintain or increase its standard of living, and the only way most large
MNCs can continue to grow sales and profits, which increase jobs, is through global trade.

Declining Barriers of Distance and Culture
In the 1950s, it was difficult to transport goods across country borders and over oceans. It
was also difficult to communicate between one location and another. Think about it: If you
wanted to call up a friend in central China in 1955, would you have been able to do so? It’s
highly unlikely that you would. Along the same lines, would you be able to manage a
production facility in Shanghai if you were in New York? You couldn’t easily call from one
facility to the other; you certainly couldn’t just hop on an intercontinental jet and fly to
Shanghai; you couldn’t contact the plant via Skype, or even email. International business
was a very difficult thing to manage. That is why most businesses did not have international
operations. Both communication and transportation were difficult things to accomplish in
an international business.
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Global businesses such as Nike utilize manufacturing facilities around the world and also
sell their products extensively in international markets.

Christopher Pillitz/Getty Images
But—things have changed! Communication to most parts of the world is nearly
instantaneous. You can dial up your friend in China or get on the Internet and use a
webcam to see exactly what is wrong with your production equipment in Shanghai and
provide instructions on how to fix it in a few minutes. If you need to send experts to the
plant, they can be anywhere in the world in about a day (in the 1950s, it would have taken
about three weeks!). And as soon as it became possible to operate a business globally,
managers were figuring out how to create a strategy to build a sustainable competitive
advantage by doing so.

The Rise of Trade Blocs
Around the early to mid-1990s, we started seeing countries forming reasonably large trade
blocs to encourage trade between member countries but discourage trade from outside the
trade blocs through trade barriers, again including at least some tariffs. Although there have
been recent movements toward trade protectionism in a number of countries, global trade
in goods continues to grow, albeit at a slower pace than in the early 2000s, and trade blocs
continue to hold at least some power. Trade blocs are groups of countries who form an
association for the purpose of facilitating movement of goods across national borders. One of the
early trade blocs was NAFTA—the North American Free Trade Agreement among
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Canada, the United States, and Mexico. Others include the European Economic
Community (EEC—which later became the European Union [EU]), the Association of
Southeast Asian Nations (ASEAN), and the Central American Free Trade Agreement
(CAFTA), plus several others. These trade blocs allow free or low-cost passage of goods
among member nations to encourage companies to specialize in certain types of goods to
become more efficient and therefore lower the cost of those goods to all member countries.
Trade blocs Groups of countries that form an association for the purpose of facilitating movement of goods
across national borders

Since 2001, with the help of WTO, some dozen countries have been negotiating The
Trans-Pacific Partnership (TTP), but President Trump threatens vetoing Congress’s bill to
allow membership in TTP. However, that doesn’t mean the United States will not join
TTP. Trump stated that he believes the United States is not getting a fair deal with present
trade agreements, but he may renegotiate some changes to TTP that will gain his support
for US membership. But Russia, China, and Japan are not waiting for the United States;
they are maneuvering to lock in trade deals now.19
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Work Application 16-1
Identify a global business, one you have worked for if possible. Discuss the reasons it went global.

However, if you are not part of the bloc, trade barriers tend to be significant, and they will
raise your cost of doing business with the countries in the bloc. One method of getting
around the barriers is to become part of the bloc. This is usually accomplished by having
business operations in at least one country within the bloc, which will make your company
a de facto member of the bloc and reduce or eliminate this barrier. So companies will
frequently build factories or design facilities, component plants, or other facilities within
the bloc in order to overcome the trade barrier associated with that trade bloc.

To Remain Competitive!
The last reason for business globalization is simple:
Global corporations vs. Domestic organizations = One-sided competition
In many cases, if a domestic firm is competing head to head with a global firm, the
competition is seriously one-sided. The global firm will source all of its capital resources
from wherever they are the most efficient. If the global company sources raw materials from
one country for half the cost, component production in another country for 75% of the
cost, and labor from a third country for 25% of the cost of the domestic competitor, who is
going to win the battle for the customers? The customer will not pay double the price for
the same good of the same quality, no matter where it is made! The domestic firm is at an
absolute cost disadvantage versus the global firm.

Ethnocentrism Is Out and “Made in America” Is Blurred
Parochialism means having a narrow focus, or seeing things solely from one’s own
perspective. Ethnocentrism is regarding one’s own ethnic group or culture as superior to that
of others. Thus, a parochial view, which we will discuss again later, is part of
ethnocentrism, which is a negative stereotype.20 Another negative stereotype is the notinvented-here (NIH) syndrome, described as a negative attitude toward
knowledge/technology/products from other external sources.21 Successful managers of large
companies headquartered in the United States (including Coca-Cola, FedEx, GE, and
3M, to name just a few) are not ethnocentric; they don’t view their firms simply as
American companies but rather as companies conducting business in a global village. If
they can buy or make better or cheaper materials, parts, or products and make a profit in
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another country, they do so. British Petroleum (BP) has been doing business in the United
States for more than 100 years and employs close to 250,000 workers across America.22
Many consumers subscribe to the idea behind “Buy American,” but few know the country
of origin of the products they regularly buy. Look at the labels in your clothes and you will
realize that most clothing is not made in America; around 60% of shoes and about 43% of
other clothing comes from China.23 Did you know that although Nike is an American
company, its clothes and sneakers are not made in the United States? Some GM cars are
made in America but with more than 60% of the parts coming from foreign companies.
Toyota makes some cars in America, with around 25% of the parts coming from foreign
companies. So what’s really made in America? The Made in America store has a challenge
stocking the store with fashionable only-American merchandise and hasn’t been able to find
any electric or electronic products because they are all made abroad.24
16-1 Self-Assessment
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Products by Country of Origin
For each item, determine the country of origin. If your answer is the United States, place a check in the lefthand column. If it’s another country, write the name of the country in the right-hand column.
Product United States Other (list country)
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.

Shell gasoline _______________ _______________
Nestlé hot cocoa _______________ _______________
Unilever Dove soap _______________ _______________
Nokia cell phones _______________ _______________
L’Oreal cosmetics _______________ _______________
Johnson & Johnson baby powder _______________ _______________
Burger King fast food _______________ _______________
Samsung televisions _______________ _______________
Bayer aspirin _______________ _______________
Anheuser-Busch beer _______________ _______________
Volvo cars _______________ _______________
AMC theaters _______________ _______________

1. Shell is owned by Royal Dutch Shell of the Netherlands. 2. Nestlé is headquartered in Switzerland. 3.
Unilever is British. 4. Nokia was a Finnish company but was acquired by US Microsoft in September 2013.
5. L’Oreal is French. 6. Johnson & Johnson is a US company. 7. Burger King is Brazilian owned. 8.
Samsung is South Korean. 9. Bayer is German. 10. Anheuser-Busch InBev is Belgian owned. 11. Volvo and
12. AMC are both Chinese owned.
How many did you get correct?
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Work Application 16-2
Do you believe in buying American products? Do you try to buy only American products, and should you?

In addition to not knowing products are foreign, some people don’t care where the
products they buy come from; price is more important to them. Plus, some people prefer
products, such as cars, made by foreign companies. Test your global knowledge of
companies’ and products’ country of ownership by completing Self-Assessment 16-1.

Stages of Corporate Globalization
Marshall McLuhan’s “global village,” whether you like it or not, is a reality! In many ways,
people around the world are becoming more similar in what they want, especially as
consumers.25 The Internet and other forms of instant communication have changed the
way people around the world think, act, and react. These individuals—whether in the
United States, India, Russia, or Peru—desire many of the same consumer goods and
services and want the same employment opportunities. So business has to expand to where
the customers are and to where capable recruits are ready to go to work. But how does a
business expand from being a local producer to an international firm? There are several
different models of international expansion, but for our purposes, we can take a look at just
one that helps to identify how companies expand globally. Nancy Adler has been studying
global businesses for more than 30 years. She has noted four stages in the evolution of a
company from local producer to global firm: domestic, international, multinational, and
transnational.26 Take a look at the different phases in Exhibit 16-1.
As you can quickly see in the exhibit, the HRM function becomes more complex as we
move further down the stages of globalization of the firm. As we move to the transnational
firm, we have to develop transnational HR systems that take into account the culture and
business practices of every country in which we operate.
So, if going global complicates the management of the organization, why expand operations
to other countries? Let’s take a look at some reasons for globalization and also some
problems that we are sure to encounter if we decide to continue with our international
expansion.
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Source: Adler, N. J., & Bartholomew, S. (1992). Managing globally competent people. The Executive, 6(3), 52–
65.
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Work Application 16-3
Select a business, preferably one you work or have worked for, and describe its stage of globalization.

Is HRM Different in Global Firms?
“To function effectively in a multicultural global business environment, individuals and
organizations must be capable of adapting smoothly and successfully across cultural
boundaries.”28 This means that as the organization expands beyond its original borders,
employees need to learn to change their personal perceptions from a local focus toward a
broader concept of society. They need to become capable cultural chameleons—able to
change on the fly in order to interact with other employees, customers, vendors, and any
other stakeholders—to manage the business. Yet the evidence shows that this is one of the
most significant weaknesses of individuals who have graduated with a business degree but
have little work experience.29
Companies nearly always start out small and local—they have one shop or store in one
town in a single country. If you remember back to Chapter 2 where we talked about
organizational structure, when managing this “simple” organization structure, the
complexity is minimal. Generally, all decisions are made by the boss. As we get larger and
more complex, management in the organization has to change and adapt to that complexity
by loosening up on centralized authority so that things can get done in a reasonable time
frame.
16-1 Applying the Concept
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Stages in Corporate Globalization
Place the letter of the state of corporate globalization on the line next to the corresponding description of
each firm.
1.
2.
3.
4.

domestic
international
multinational
transnational
____ 1. Our company exports our books to other countries through our website in America.
____ 2. Our company opened its third factory overseas to better serve our customers in those
countries.
____ 3. Just because we only do business in one country doesn’t mean we don’t compete with
global companies.
____ 4. Our company prides itself on not having any geographical boundaries or barriers, as we
conduct business globally.
____ 5. We import tires from Japan and sell them in America.

Ultimately, in many industries at least, the company will consider international operations
of some type to gain a competitive advantage over its competitors. And along with the
creation of an international presence, the complexity of the firm goes up even more. This is
the point at which HR must become a different and more complex department.
International operations require us to rethink every major function in HRM. For example:
Staffing. Home-country, host-country, and third-party employees all require different
sourcing, training, disciplinary actions, and compensation and may require many
other differences in management.
Training. From orientation to culture and religion to language problems and
managing infrastructure, training will need to be modified. For instance, safety
training will need to be provided in multiple languages in many cases, and it will
have to be accomplished so as to comply with multiple country laws and regulations.
Employee and labor relations. Different countries’ laws concerning employee relations
require HR to become competent in legal issues where the company operates. Many
countries’ labor laws are strongly oriented toward protection of the individual
employee—much more so than in the United States—and the HR manager must
become competent in all of these legal differences. In addition, cultural attitudes and
national laws also affect when and how employees are disciplined.
Compensation. Should the company pay local average wages, home-country average
wages, or other wage levels? How do incentives work with employees from different
cultures?
These are just a few of the many issues that must be taken into account as we move from a
single-country business to a global firm. Throughout the rest of this chapter, you will learn
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more about global HRM functions.
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Legal, Ethical, and Cultural Issues
“If you see in any given situation only what everybody else can see, you can be said to
be so much a representative of your culture that you are a victim of it.”
—US Senator S.I. Hayakawa
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LO 16-2
Identify and discuss the five dimensions of Hofstede’s model of culture and how the GLOBE Dimensions
differ from Hofstede.

Legal, ethical, and especially cultural issues also have to be examined by companies
considering global operations. The HR department has responsibility for many of these
issues, including international labor laws, organizational ethics policies, communication
training, and cultural training—for both national culture adaptation and corporate culture
orientation.

International Laws
As the company begins to operate in more than one country’s market, the managers,
including HR managers, have to ensure that the company complies with each country’s
legal requirements. In what areas does HRM need to adapt as we move more toward a
multinational or transnational firm? The major HR laws tend to be in the areas of staffing,
labor relations, and disciplinary action/termination. Let’s look at a few examples that allow
us to see the types of complexity involved in global operations.

China30,31
“Dispatch” workers (temporary or contract workers) are capped at 10% of total
employment.
Employers can include a noncompete clause in employment contracts but must pay
the worker who leaves the company during the noncompete period.
Government constrains both hiring and firing practices to a great extent. Employees
can only be terminated for one of the identified statutory reasons (including criminal
conduct, violation of company rules, corruption, etc.) or at the end of their
employment contract. There is no employment-at-will.
Severance must be paid to terminated employees in nearly all cases.

Brazil32,33
Most labor relations are regulated by national laws; there is no employment-at-will.
Employees have a right to 30 days of vacation per year.
Overtime pay is required for more than 8 hours per day or 44 hours per week.
A bonus is typically paid to all workers at the end of the year.
Temporary workers can only be used as a general rule in two situations: to substitute
for a regular employee on leave or during an extraordinary increase in workload.
They can generally only be used for a maximum of 3 months.
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Germany34,35
Although negotiations for a minimum wage beginning in 2015 are currently
occurring, wages are controlled for most workers by employee unions’ collective
bargaining agreements.
“Temporary” workers must actually be temporary. The general limit is no more than
18 months.
In terms of age discrimination, companies are allowed to use the fact that a worker is
vested in their state pension to justify dismissal.
Workers generally have protection against dismissal except in three cases: personal
capability or health, misconduct, or redundancy (downsizing).
“Works councils” elected by and acting on behalf of employees in nonunion
environments negotiate various working conditions with employers.
As you can see from just these examples, employment and labor law in different countries is
highly complex. Your organization will need to do significant research before moving
operations into another country to avoid violating that country’s labor laws.

US Law
You know that most organizations within the United States are subject to a variety of EEO
laws. But are employees of foreign companies working in the United States subject to the
same laws, and are employees of US companies operating in other countries subject to these
laws? Again, the EEOC gives us guidance on these situations.
According to the EEOC,
All employees who work in the U.S. or its territories . . . are protected by EEO laws,
regardless of their citizenship or work authorization status. Employees who work in
the U.S. or its territories are protected whether they work for a U.S. or foreign
employer.36
So if you are in the United States or a US territory, you are covered by US EEO laws.
But what about Americans working outside the United States? According to the EEOC,
“U.S. citizens who are employed outside the U.S. by a U.S. employer—or a foreign
company controlled by a U.S. employer—are protected by Title VII, the ADEA, and the
ADA.” However, “U.S. employers are not required to comply with the requirements of
Title VII, the ADEA, or the ADA if adherence to that requirement would violate a law of
the country where the workplace is located.”37 Finally, if you are employed by a foreign
company in a country other than the United States, the laws of that country would apply,
1608

so you would not have the protection of US EEO laws in such a case.
The United States also has a law specifically addressing corruption and bribery by US
national companies while operating in other countries. The Foreign Corrupt Practices Act
(FCPA) bars US–based or US–listed companies from bribing foreign officials in exchange for
business. The FCPA also requires companies to keep accurate books and records concerning
their foreign operations. However, it is sometimes hard to tell the difference between a
legitimate business expense and a bribe.38 So global companies need to clarify the difference
in their code of ethics, top managers must set a good example, and penalties for unethical
and illegal behavior must be enforced.
Foreign Corrupt Practices Act Law barring US–based or US–listed companies from bribing foreign
officials in exchange for business

Remember that different countries have different employment laws that must be obeyed.
So think about the complexity facing the HR executive working for a multinational
company doing business in more than 100 countries! Thus, multinationals need HR legal
specialists in each country.
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International Ethics
Recall our discussion of ethics in Chapter 15 in which we noted that ethics are based on
societal values, principles, and beliefs. This creates some issues for businesses operating in
multiple countries. Different countries’ cultures have different values and beliefs and
therefore will have different ethics—at least to some extent—as what is considered ethical
in one country may not be considered ethical in another country. Whose ethical perception
should be followed in situations in which the values in one country conflict with those in
another? How do employees know how they are expected to act?
The answer to this question should be found in the company code of ethics. Remember
that this code is the document that is used “to project the values and beliefs of the
organization to their employees.” So even though the company culture may not exactly
match the culture of a country where they are doing business, the company has laid out a
set of principles that employees can apply to a situation to determine whether they are
acting ethically according to the organization’s desires. But how does that word culture
affect the employees in the company? Let’s take a look.

National Culture
Recall that we discussed organizational culture in Chapter 2. All of that information also
applies to national culture, but national culture is even more powerful in many cases. It is
what people have known their entire lives, and like the old adage about a fish in water not
knowing that there is any other possible environment, people who have lived their lives in
one culture many times don’t even realize that there are other options for values, beliefs,
and culture. This view of the world is called parochialism— a narrow-minded view of the
world with an inability to recognize individual differences. Managers in global organizations
cannot survive with a parochial view of the world.
Parochialism A narrow-minded view of the world with an inability to recognize individual differences

Thus, employees from different countries do not see the world in quite the same way
because they come from different national cultures.39 Understanding national culture is
important because it affects nearly every aspect of human behavior,40 making cultural
sensitivity an important skill.41 For the MNC, all the workplace diversity exists, plus
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national culture as well.42 Therefore, capability to manage such cultural diversity has
become one of the most important skills for global leaders.43
Differences in national culture influence the effectiveness of different managerial behaviors,
so if you are going to have to manage in an international setting, you will need to
understand the cultures that you are dealing with. For instance, singling out and praising
an individual worker in Japan is tantamount to yelling at an American employee on the
shop floor and telling them that the report they wrote looked like it was written by a thirdgrader. Japan, as a highly collectivist culture (we will discuss this momentarily), does not
single out the individual for either praise or discipline in a public setting.
Ursula Burns, CEO of Xerox, has helped Xerox become one of the world’s most ethical
global companies. This requires an understanding of the values in other cultures and how
they affect behavior.

Joshua LOTT/AFP/Getty Images

Hofstede’s Model of National Culture
Let’s look at the first way that we can classify country cultures in order to determine how to
train managers to successfully work with employees in that culture—Hofstede’s model of
national culture.
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Geert Hofstede is a trained psychologist who was hired in the 1960s by IBM (at the time,
one of the few really global companies in the world with about 100,000 employees in more
than 70 countries) to help them identify cultural differences within countries in which they
operated.44 His data allowed him to develop a model of national culture that is still widely
used today. He originally identified five dimensions—each of which allows a country
culture to be plotted along a continuum. He later added another dimension, but we will
stick with the original five, since that is the model that most people know about. Each
dimension was measured on a scale of 0 to 100, with 100 being the highest exhibition of
that dimension. (More countries were added to Hofstede’s model in later years, resulting in
some scores moving above 100.) Let’s look at the dimensions of the model in Exhibit 162.45 These cultural dimensions continue to be studied.46
After reading through the exhibit, you are probably saying to yourself, “So what?” What is
the value in knowing that Russian culture is oriented toward the short term, Japan is highly
masculine, and India is moderately collectivist? The value in the model is in knowing how
significant the differences are between two countries’ cultures. The greater the difference in
the two cultures on each of the dimensions, the more difficult it is to bring employees from
one culture into the other. For instance, if you compare China and the United States, you
will find that China has high power-distance, low individualism, and a fairly low level of
uncertainty avoidance and is long-term oriented.47 The United States is moderately low in
power-distance and very high in individualism, has a moderate level of uncertainty
avoidance, and is reasonably short-term oriented. This means that a manager coming from
China to run a facility in the United States is going have some difficulty adjusting to the
culture (unless they have previously been exposed to it) without significant cultureadaptation training by the organization. Similarly, putting employees from these two
cultures together to accomplish any task is likely to fail unless they are given cultural
training before working together. The HR department is typically charged with crosscultural training of employees who will be working outside their native culture. (On a side
note: If you ever get bored and want to watch a pretty good movie about extreme culture
clash, watch a film from the 1980s called Gung-Ho with Michael Keaton. You will quickly
see why cultural differences matter in business.)
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Work Application 16-4
Give an example of cultural diversity you have encountered, preferably at work.

Sources: The Hofstede Centre; home.sandiego.edu/~dimon/CulturalFrameworks.pdf.

GLOBE
As Hofstede’s research became dated, Project GLOBE confirmed his dimensions are still
valid today and extended and expanded his five original dimensions into nine. The project
includes hundreds of companies and includes more countries. GLOBE stands for Global
Leadership and Organizational Behavior Effectiveness, and it is an ongoing cross-cultural
investigation of leadership and national culture. The GLOBE research team uses data from
hundreds of organizations in more than 62 countries to identify nine dimensions in which
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national cultures are diverse. See Exhibit 16-3 for a list of the dimensions with examples of
country ratings.48 Notice that some of the GLOBE dimensions have the same or similar
names as Hofstede’s five dimensions. As shown, through cross-cultural comparisons, there
are differences,49 especially between Eastern and Western cultures.50
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Global Staffing
As you can see, operating a business on a global scale requires some complex sets of skills.
How are we going to staff the organization with people who have both the ability and the
desire to work in this type of environment? We will need to recruit people with a specific
set of skills. We will also have to make some choices about what types of employees we are
going to recruit and from which countries. Then we will have to determine what training is
necessary for them to be successful. These choices by the HR manager can determine the
success or failure of our global organization.

1616

LO 16-3
Briefly discuss the Big Five personality traits in relation to international assignments and the advantages and
disadvantages of parent-country, host-country, and third-country nationals for international assignments
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Source: Adapted from M. Javidon and R. J. House, “Cultural acumen for the global manager: Lessons from
Project GLOBE,” Organizational Dynamics, 29 (2001), 289–305.

Skills and Traits for Global Managers
Going back to Chapter 1, you probably remember that we identified four skill sets that
managers need to have in various measures in order to be successful in their particular jobs.
We noted that all “managers require a mix of technical, human relations, conceptual and
design, and business skills in order to successfully carry out their jobs.” In international
assignments, all of these skill sets can differ from what a manager or employee would
typically learn in order to do their job. The way work is carried out—for instance in a
high–power-distance culture in which employees expect to receive and carry out orders
without question—may affect the way a manager does their job, so an American manager
going into a high–power-distance culture would need different technical skills than normal.
Certainly with multiple cultures, probably speaking multiple languages, in one location,
managers will need very strong human relations skills, and even conceptual and design skills
may need to vary from what the manager would consider “normal” in different cultures.
And finally, as we have already noted, business skills can be significantly different due to
the variance in laws, regulations, and business structures in different countries (think of the
keiretsu and chaebol partnerships in some Asian countries).

1618

16-2 Applying the Concept
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GLOBE Dimensions
Place the letter of the dimension of cultural diversity on the line next to the statement exemplifying it.
1.
2.
3.
4.
5.
6.
7.
8.
9.

assertiveness
future orientation
gender differences
uncertainty avoidance
power distance
societal collectivism
in-group collectivism
performance orientation
humane orientation
____ 6. The people seem to prefer sports like soccer and basketball to sports like golf and track and
field.
____ 7. Managers place great importance on status symbols such as the executive dining room,
reserved parking spaces, and big offices.
____ 8. Managers provide poor working conditions.
____ 9. Employees get nervous and stressed when changes are made.
____ 10. Incentives motivate employees to achieve high levels of success.

Cultural values and beliefs are often unspoken and taken for granted; even with a common
language accurate communication can be difficult.51 We tend to expect people to behave as
we do. However, to be successful in the global village, you need to be sensitive to other
cultures52 as you interact with people whose values and behaviors differ from your own.53
You need to get along with others,54 and to do so, you need to have a global mind-set.55 In
fact, companies seek employees who have intercultural competences56 and those with
multicultural backgrounds.57
But what else do we need to take into account before sending someone to another country
to work with or manage others? Companies may want previous international experience in
the employees that they are considering sending on assignments outside of their home
country. The feeling is that people who have made the adjustment before will have an easier
time adjusting to yet another environment. This is not always true, but it can help to have a
history of living in different cultures. Culture shock (we will discuss this shortly) is thought
to decrease as people are exposed to and live in multiple different cultures. This can be
advantageous to both the individual and the organization because the individual can settle
in and become more productive sooner if they do not have to learn how to behave within
the culture.
We noted in Chapter 8 that it is sometimes necessary to evaluate individual traits when
evaluating our employees. This is one of those cases in which it is indeed necessary.
“Personality traits have been widely regarded as among the most important potential factors
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leading to expatriate adjustment,”58 so a global assignment is one situation in which we will
need to attempt to assess the traits of the people we are considering sending to another
country to live. Some very strong evidence says that expatriates will fit into a culture better
if their personality traits match up well with the culture’s most significant characteristics.59
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Work Application 16-5
How would you assess your personality fit, family situation, and language ability in terms of an overseas
assignment? Are you interested in working in another country? If so, in which country(ies) would you like to
work?

Let’s take a look at some of the information that we can get from the Big Five personality
characteristics about ability to adapt to a different culture:60,61
Extroversion. Some evidence shows that extroverts will have an easier time adjusting
to a different culture. However, little evidence shows that extroverts are more
effective in their work relationships. Extroverts are also less likely to terminate an
international assignment early—which costs the organization a significant amount of
time and money.
Openness to experience. In most cases, people with high openness to experience will be
able to adjust better to a foreign culture than those who are low on this scale.
Conscientiousness. Conscientiousness apparently has little effect on a person’s overall
ability to tolerate international work assignments.
Agreeableness. Agreeable individuals also tend to adjust to a new culture well. Again,
people who are higher in this trait are less likely to terminate their assignment early.
Neuroticism (negative affectivity). People high on this characteristic tend to have more
trouble adjusting to living conditions that are different from home and, as a result,
may have a stronger negative reaction to taking on an international assignment.
Higher neuroticism is correlated with a higher likelihood of terminating the
assignment early.
HRM in Action
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Global Issues for Human Resource Managers
So you can quickly see that this is one case in which we do need to take a person’s
personality traits into account because they have a direct impact on their ability to do the
job.
Secondary only to the individual employee’s traits are the personalities and suitability of
immediate family who will accompany the employee. We have to consider the entire family
when making an international assignment unless the assignment will be “unaccompanied,”
which means the family will not move with the employee. If they do accompany the
employee, they will need to be assessed for suitability and disposition as well as being
trained right along with the employee.
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All of the assessment that we will accomplish prior to sending an individual on an
international assignment is designed to identify the “fit” of the individual with the
assignment. Remember that we also discussed personality–job fit and person–organization fit
along with ability–job fit in Chapter 6. Personality–job fit and person–organization fit will
need to be measured and analyzed in conjunction with a potential international assignment
just as if we were hiring the person into the organization from the outside world. They will
have to adapt to the organization and the job in a very different environment from the one
that they are coming from, and there is a high risk of failure in the job if we don’t do the
analysis successfully.
Finally, language ability is something that may need to be taken into consideration. This
will depend on the assignment, the difficulty of learning the language, the benefits of
language training, and other considerations, but we do have to at least identify the possible
need for the employee to speak the native language of the people in the assignment
location.

Staffing Choice: Home-, Host-, or Third-Country Employees
Our next consideration is where we will source the individual from for an international
assignment. We have three generic options, each of which may be the best in some
circumstances:
Parent- (home-) country nationals—People who work for the organization in the
country where the organization is headquartered
Host-country nationals—People who live in a different country where a work
assignment will take place
Third-country nationals—People who happen to have a skill set needed for an
international assignment but who are not citizens of either the home or host country
Which one we choose is probably driven by the general approach that we choose in
managing the organization. These approaches are (1) ethnocentric, (2) geocentric, or (3)
polycentric.62 Ethnocentric organizations tend to believe that their values and culture are
superior to those of others, and they will therefore frequently choose to staff international
facilities with home-country managers. Polycentric firms will generally emphasize adapting
to local culture and practices and will generally choose to use host-country employees.
Finally, geocentric businesses believe in managing globally, using the best people no matter
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where they are located, and therefore will usually choose to mix in third-country nationals
along with parent- and host-country employees.
Each of the three staffing options has advantages and disadvantages.63 Let’s identify what
you might need to know in order to consider each option in Exhibit 16-4.

Source: Dörrenbächer, C., Gammelgaard, J., McDonald, F., Stephan, A., & Tüselmann, H. (2013). Staffing
foreign subsidiaries with parent country nationals or host country nationals? Insights from European subsidiaries (No.
74). Working Papers of the Institute of Management Berlin at the Berlin School of Economics and Law (HWR
Berlin).

Outsourcing as an Alternative to International Expansion
As an alternative to expanding the home organization, outsourcing is one way in which
organizations can manage work without creating a direct international subsidiary.
Outsourcing is the process of hiring another organization to do work that was previously done
within the host organization. In quite a few cases, the organization to which we outsource a
particular process will be located in another country. In this case, the outsourcing is often
referred to as offshoring. This can have the effect of lowering the number of employees in
the home-country organization and, as a result, lowering the cost of managing the human
resources within that company. Nike doesn’t own any manufacturing facilities—all its
manufacturing is outsourced.
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Outsourcing The process of hiring another organization to do work that was previously done within the
host organization

16-3 Applying the Concept
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Global Staffing
Place the letter of the type of staffing on the line next to each example statement.
1. ethnocentric
2. polycentric
3. geocentric
____ 11. I work for the American company GM, but I live in China and have been promoted to a
management position.
____ 12. I work for the Japanese company Toyota, and they are sending me to America to fill a
high-level management position.
____ 13. I’m French, but I work for American IBM in England, and they are sending me to work
in Germany.
____ 14. I’m American and work for US Google, and I’ve already worked in two different
European countries, and now they are sending me to China.
____ 15. I’m Australian and work for an Australian company, but I am looking forward to my
transfer to work in America.

On the other hand, in the United States and many other developed countries, there has
been a recent governmental push to return jobs that have been offshored to the home
country. This is called onshoring (you may also see the terms inshoring and reshoring).
Onshoring is the process of shuttering operations in other countries and bringing work back to
the home country to increase employment there. In some cases, this onshoring makes sense,
but in others it may not. However, it is also an ethical question in the minds of a significant
number of home-country citizens.
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Onshoring The process of shuttering operations in other countries and bringing work back to the home
country

The ethical question in each of these cases first involves the potential for job loss or gain
within the home organization because of shipping jobs overseas. In the case of offshoring,
the organization may cut entire divisions’ worth of employees and send that work to the
offshore organization. Many US firms did this with customer service operations in the early
2000s, but you may also know that several high-profile failures occurred in offshoring, such
as Dell moving several thousand jobs back to the United States in 2003 after significant
customer complaints about support. Secondarily, companies have to be concerned with
doing what is best for their shareholders and, in fact, they have a fiduciary responsibility to
do so. As a result, even when there is pressure from governments to reshore jobs, companies
have to consider this option very carefully before taking that step. Most Apple products are
made in China, but Apple has agreed to make some of its products in the United States.
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Developing and Managing Global Human Resources
Once we have determined that we are going to expand internationally, we need to ensure
that our employees will be able to successfully integrate into another country culture and
complete their assignments. We need to select the right types of individuals, train them
appropriately, and support them during their international assignments. Finally, we will
have to make sure that they reintegrate into the home-country operations once they return
from the assignment. Let’s look at some details on how we can do that.
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LO 16-4
Explain issues involved in negotiating the assignment and the potential effects of culture shock on the
expatriate employee.

Recruiting and Selection
We mentioned the problems companies are currently facing with finding knowledge
workers in Chapter 1. This continuing issue is causing more and more companies to source
employees, including managers, from wherever they can find them. If they have to build a
facility in another country to find enough of these workers, then that is what they will do.
Historically, advanced companies operated out of advanced economies—what we generally
call the developed countries. Talented people from these advanced companies were called
on to leave their home country in order to establish or work in a plant in another country
where less expensive but less skilled labor was available. However, in today’s world
economy, where those low-skilled jobs are going away and we are constantly searching for
knowledge workers, we have seen a shift to sourcing skilled employees from any country
where they can be found and moving them to the locations where they are most needed.
Many of the “lesser-developed economies,” such as the BRIC economies (Brazil, Russia,
India, and China), are now developing at a rapid rate and have become sources of talented
knowledge workers, where 15 years ago they were importing skilled talent to these
countries.64
So, companies are now sourcing managerial and technical talent from offshore.65 Social
media tools are one method that we are now using to reach these knowledge workers
worldwide. LinkedIn may very well be the leading source for such talent searches. But what
processes are we using to recruit and select this talent? Both recruiting and selection follow
the same basic steps that we outlined for you in Chapters 5 and 6, but we have to take
particular care in a few areas. Let’s take a quick look at negotiating the assignment, including
individual tax issues and relocation costs.
Negotiating the assignment. This is a bit more complex in an international recruiting
and selection process. We need to make the offer in the same way we discussed in
Chapter 6, but we also have to negotiate compensation differently than we ordinarily
would (we will discuss this in the next major section), the length of the assignment
and repatriation (we will also discuss this shortly), allowances for relocation to and
from the assignment, housing arrangements, family accompaniment, income and
other individual tax issues, and potentially several other items. So the negotiation
process will necessarily be longer and more detailed.
Tax issues. Taxes are one of the more complex parts of international assignments.
Where will the employee pay taxes—in their home country or in the country where
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they are assigned? This isn’t an individual choice. It is set by the laws of the country
in which the individual works, as well as sometimes by laws in their home country.
So to avoid unnecessary harm to the employee, we have to assist them in developing a
tax strategy for the duration of the assignment.
Relocation costs. Relocation costs including housing can also be difficult when moving
to certain locations. There may not be enough housing, or it may be prohibitively
expensive (think of the cost of living in Hong Kong, where a one-bedroom
apartment runs $2,000+, or Singapore, where a similar apartment would cost
$2,900).66 Housing may also be substandard in some areas unless a premium price is
paid. So we may have to have company housing or have contracts with local firms
that will house employees for a set fee. The key is that these issues must be negotiated
up front. Now let’s see what we need to do to prepare our employee for the move.
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Expatriate Training and Preparation
Carlos Ghosn, the chairman of Renault-Nissan Alliance, said:
You have to know how to motivate people who speak different languages, who have
different cultural contexts, who have different sensitivities and habits. You have to get
prepared to deal with teams who are multicultural, to work with people who do not
all think the same way as you do.67
With increasing globalization and workforce mobility, there is a chance that you will be
sent to another country to conduct business.68 It may be a brief visit, or it can be an
international assignment as an expatriate. An expatriate is an employee who leaves their home
country to go work in another country. As discussed, they can be home-, host-, or thirdcountry employees. The cost of expatriates is very high, so we have to carefully select and
develop these human resources.69
Expatriate An employee who leaves their home country to go work in another country

It can be difficult to adjust to a different language, culture, and society.70 So MNCs, such
as IBM and EMC, are training managers and employees in local languages, customs, and
business practices so they can be successful in the global market. Some people say that
taking—or refusing—an international assignment affects career advancement, especially for
top-level management. Whether you are asked to take an international assignment or not,
as a global manager, you need to be flexible and adapt to other ways of behaving; you
cannot expect others to change for you.71

Cultural Training
So global competencies are becoming necessary for expatriates in the workplace, and as
demand for these competencies increases, companies have to create and apply a set of tools
to help prepare their employees for international assignments. Preparing employees for
expatriate assignments will primarily be a training process, and the biggest training issue
will usually be cross-cultural training. Why is cross-cultural training necessary? Culture
shock can occur when we move from one culture to another. This culture shock can cause
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significant problems for the expatriate employee, and in fact there is evidence that up to
50% of employees fail to complete their international assignment, with the major reason
being an inability (on the part of the employee or family members) to adapt to cultural
differences.72 This inability to adapt may be because the parent company does not support
the employee and family members in learning the culture that they will have to live in for
an extended period of time.73 Alternately, it may be due to a bad selection process, as we
noted in the section on personality traits.74 Regardless, culture shock is one of the main
reasons for early termination of an international assignment. But what is culture shock?
Let’s look at a diagram in Exhibit 16-5 to help explain.
If you take a look at the diagram, you will see that at about 4 to 6 months into an
international assignment, many people actually become depressed because they don’t
understand the culture that they have been forced to live in. This leads to hostility toward
the culture, which can also cause significant behavioral changes in the employee and may
make it difficult or impossible for them to interact with others in order to do their job
successfully. As a result, we may have to end up bringing the employee home before the end
of their assignment. This problem of serious culture shock can be mitigated, though,
through cross-cultural training before the assignment begins. If people know what to expect
and have some training in how to adapt, the problems associated with hostility and
depression can be lessened. They will not go away, but they can be lessened, and this
lessening may be enough to allow employees to ultimately adapt and be able to finish their
assignment. “Effective pre-departure training is essential to support the employee to adapt
to a new culture and country—as well as a new job.”75
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Communication Training
A second type of training that is frequently required is communication training. Both
language training and other communication training (verbal, nonverbal, and symbolic) may
be needed before sending an employee on assignment. As we noted in Chapter 10,
communication is sometimes difficult even when everyone is speaking the same language.76
It becomes much more difficult when there is more than one language being spoken and
also when you have different nonverbal and symbolic cues based on two different cultures.
Verbal communication is obviously the language being used, and nonverbal
communication includes things such as hand gestures, facial expressions, and other forms of
body language, all of which vary based on culture. So individuals need to be trained on how
to manage their body language and other nonverbal cues.
But what is symbolic communication? It is communication using items that we surround
ourselves with. It can be a type of clothing or hat; it can be a crucifix necklace; it can be
jewelry or body piercings, or even the type of vehicle that you drive. Everything that we
surround ourselves with that then conveys meaning to others is part of symbolic
communication, and it can have very different meanings in different cultures. You would
not want to have a visible crucifix in many Muslim countries. If you drive a large SUV in
other countries, you may be considered to be a drug dealer or worse. So our employees
need training on the various forms of communication.
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Work Application 16-6
Assume you were going to become an expatriate. What questions would you have about going to live and
work in another country, and what specific training would you like to have?

Exhibit 16-5 Culture Shock
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Other Expatriate Issues
Other key problems associated with expatriate employees include the following:
Reporting structure. Who will the employee report to in the host country and at
home?
Performance management process. Will host-country or home-country managers
complete the performance appraisal and manage the employee’s performance during
the assignment?
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Mentoring. Will they have a host-country mentor to assist with cultural adaptation?
Other support. What other support will be available during the assignment?
Repatriation. What assistance will be provided upon completion of the assignment
and repatriation to the home country?
This last question is our next topic.

Repatriation After Foreign Assignments
Would you care to guess what is likely to happen after a lengthy international assignment
when an individual (and possibly their family, too) returns to their home country? You
probably guessed right. They are going to go through another culture shock. The same
adjustment will be necessary as they return home, because they have adapted to another
culture and other ways of doing everyday things. So reacculturation training will most
likely be necessary.
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Repatriation generally should include a series of steps that need to occur in order to get the
employee back into the home-country work routine. These items include the
following:77,78
Reentry training, including cultural training (things change in several years—even if
you are moving back to your home culture!)
Job placement into a position commensurate with the employee’s level of expertise
and that will use their knowledge, skills, and abilities developed during their
assignment in the host country
Possibly mentoring assistance and other support to help the returning employee
reintegrate quicker and more successfully
A show of appreciation for the employee’s international service and facilitation of
knowledge transfer to others who may benefit from a better understanding of the
host country and its culture
Foreign assignments help develop international business skills, although adjusting to
culture shock may take some time.
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Repatriation is a critical activity because there is strong evidence that there are high levels of
voluntary turnover of repatriates once they complete their international assignments and
return to the home office. Because the process of preparing expatriates and sending them to
another country is a significant expense for the organization, we need to improve the odds
that our newly returned employees will stay with the firm once they do return.
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Compensating Your Global Workforce
The obvious first question about compensation in a global environment is whether
compensation in various countries needs to be different and, if so, why and how do we
compensate a global workforce fairly? In this section, let’s discuss the components of a
compensation system we discussed in Chapters 11 to 13 (pay, incentives, and benefits) as
they relate to a global workforce.
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LO 16-5
Briefly define the options for compensation of expatriate workers.

Pay
Do we need to compensate differently in a global firm? The answer is “Of course,” and the
reason is that each country has a different standard and cost of living, and labor laws that
vary greatly across countries must be met. We leave the discussion of the various labor laws
to a global HRM course. Here we focus on expatriate pay.
I If we want to keep high-quality managers and workers in our organization while asking
them to work in various countries around the world, we need to compensate them fairly.
But what is fair? Is it fair to take a manager from a high-cost country and send them to a
location that has a lower cost of living (United States to China), and once there, lower their
pay to match the local norm? If you were the manager, would you accept this?
Conversely, if we bring a manager from a low-cost economy to a higher-cost environment,
we probably need to increase their pay to match the country or region in which they will be
working. However, if we return them to their home country or location, should we lower
their pay back to the original rate? Another question concerns the currency in which the
employee will be paid. Should we pay our employees in their home currency, or should we
pay them in the local currency where they are assigned?
As you can see, compensation of a global workforce becomes pretty complex very quickly.
Let’s discuss some options for paying expatriates.
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Work Application 16-7
Assume you were going to become an expatriate. What questions would you have about your pay, and
which pay method would you want to have?

Balance Sheet Approach
The most common method to manage expatriate compensation is called the balance sheet
approach. Using the balance sheet approach, the organization continues to pay the
individual at a rate equivalent to their home-country salary, and usually in their home
currency, while providing allowances during an overseas assignment to enable that
employee to maintain their normal standard of living. Obviously, this is only necessary
when an individual is moving to a higher-cost environment and out of their home country.
16-4 Applying the Concept
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Global Compensation
Place the letter of the type of compensation on the line next to the corresponding example.
1.
2.
3.
4.
5.

balance sheet
split-pay
negotiation
localization
lump sum
_____ 16. I’m going overseas for a 6-month assignment, and they are giving me half the money in
US dollars and half in euros.
_____ 17. I’m going overseas for a 6-month assignment, and they are paying me in the other
country’s currency, the euro.
_____ 18. I’m going overseas for a 6-month assignment, and they are continuing to pay me in
euros, but they are also giving me a US dollar allowance for the higher cost of living in New York.
_____ 19. I’m going overseas for a 6-month assignment, and we are having a meeting to discuss my
compensation for while I’m away.
_____ 20. I’m going overseas for a 6-month assignment, and they are giving me one check to pay
for the entire time I’m away.

Split-Pay Approach
A variant on the balance sheet approach is to use split pay.79 In fact, about half the
organizations in a recent survey said that they use split pay as at least part of their
compensation strategy.80 Split pay is a process in which the organization pays the
individual partly in home-country currency and partly in the currency of their work
location. This allows the individual to lower currency exchange rate risks in moving money
from one location to another and to pay obligations in both their home location and their
work location much more easily than if all their pay were in one currency.
Starbucks China vice president Molly Liu. Starbucks has an international workforce and
must account for the fact that people in some cultures tend to resist individual incentive
programs.
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Local-Plus Approach
In this option, the employee will receive compensation based on the host country’s
ordinary pay structures and then receive allowances to allow them to more closely match
their living standard in their home country. So, for example, if the host country has similar
salary structures but much higher taxes, the employee will get an allowance to help pay the
higher tax costs. The same can be done for housing, educational assistance, transportation,
and so on.81

Other Approaches
Other options for compensating employees on international assignments include a
negotiation approach, in which the employer and employee mutually agree on a
compensation package; a pure localization approach, in which the expatriate’s compensation
is based on local (host-country) norms; and a lump sum option, which pays the expatriate a
lump sum of money to use on items such as taxes, vehicles, housing, and similar items
during their assignment.82
Compensation in an environment in which workers are operating all over the world is a
very difficult process. However, HR must play a part in the analysis and implementation of
a compensation system that will allow the company to attract and retain high-quality
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managers and employees for their facilities. The only way to do this, based on our
discussions of operant conditioning and reinforcement as well as equity and expectancy
theories, is to provide reasonable and fair returns to those employees for the job that they
do.

Incentives in Global Firms
Effective global leaders are a vital asset that can offer a competitive advantage within
organizations today.83 Former CEO Mike Duke of Walmart said that his biggest challenge
was to continue to develop the leadership talent to grow the company around the world.84
But do incentive programs work the same worldwide? The answer, briefly, is “No, but they
are becoming more similar over time.” In fact, in some emerging-market countries, variable
pay is a higher proportion of overall compensation than in most developed markets.85
However, in other countries, variable pay still has negative connotations, especially as an
individual incentive. Many countries’ cultures do not mesh well with individual incentive
programs, and some do not readily accept even group incentive programs.86

1647

Work Application 16-8
Assume you were going to become an expatriate. Would you prefer straight salary or to have incentives?
What type of incentive would entice you to take an overseas assignment?

One study of two cultures notes that “many multinational companies have ‘exported’ their
human resource practices overseas,” but some studies “have revealed that people in different
cultures prefer different means of reward distribution.” This study analyzed the United
States (an individualistic society) compared to Hong Kong (a collectivist culture) and
determined that “people in a collective culture more readily relate individual contributions
to group performance and they also appreciate linking rewards with group performance.”87
There are many other studies that relate similar information concerning the effectiveness of
incentive pay across the globe. The main thing that compensation professionals need to
understand is that we cannot provide the same types of incentives to employees regardless
of the organizational and country culture and structure. We have to understand the
function of “significance” in expectancy theory and always make sure that our system
rewards are significant and acceptable to our employees.

Benefit Programs Around the World
If we just think about it, benefit programs must adapt to the part of the world in which our
employees work and live, as labor laws must be met. For one thing, some countries
mandate certain benefits that are not required in other countries, and we have no choice
but to offer them. In other cases, the living conditions may be such that different benefit
packages just make sense. Let’s take a look at some examples of differences that we might
see in benefit programs in other parts of the world.
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Due to government laws, companies in many of the European Union countries have to
provide more benefits than in the United States. One of the most significant factors in
international benefits management has been the worldwide recession that put pressure on
both governments and companies to reduce their expenses. Because of these cost pressures,
governments started looking at reducing the benefits that they provided to workers in their
countries, especially for retirement programs and health care. Companies also felt the same
cost crunch around the world and are constantly looking at ways to cut their expenses while
still providing the benefits necessary to attract and retain top-quality employees.
Retirement benefits vary among countries, with some governments providing a strong
centralized retirement system (Australia is a good example) and others providing very little
in the way of centralized retirement planning and savings. Even in countries where there is
a strong central government plan, most employees are concerned that they have not saved
enough for retirement. In a survey that included employees in five countries—Australia,
Brazil, India, Mexico, and the United Kingdom—in every country, “outliving retirement
money” was one of the top three worker concerns.88 One reason for this is that people are
living longer today than ever before—all across the globe. Another issue is that in most
countries, the population is planning on retiring at an earlier age than has historically been
the case. In most cases, workers plan to retire in their 60s or earlier.89 This combination of
living longer and retiring earlier is creating the potential for a gap in retirement plan
funding. More and more companies are working with employees to narrow this gap
through a series of options. Some are providing financial counseling to show workers how
much they need to be saving for retirement, and others are providing additional voluntary
benefit programs through which the employee can fund additional retirement accounts that
will help fill the gap in their current retirement plans.
A significant trend is the move by companies toward offering more and a larger variety of
voluntary benefits that are fully paid by the employee instead of the employer providing at
least part of the money to cover the cost of such benefits. In Brazil, for example, almost a
third of female employees expressed interest in accident and pension funds for which they
would pay 100% of the cost. Likewise, in Mexico, 56% of workers said that they would
like a wider choice of voluntary benefits, and about one-fourth said they would pay the full
cost for life, disability, and health insurance.90
Even if there are some significant differences in benefit plans around the world due to
differing government policies, the consensus is that a good benefit package is a powerful
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force in employee satisfaction and retention—and employees globally like flexible benefits
so that they can choose the benefits they want and need the most. Employers worldwide
would be well served to start formal communications with their employees to find out what
types of benefits will best serve to improve satisfaction and retention in their organizations.
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Trends and Issues in HRM
In our last “Trends and Issues” section, we will take a look at protectionism as a surging
globalization issue. So let’s get to it.
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LO 16-6
Discuss the issue of business globalization and why it is so important.

Globalization of Business Continues as a Trend!
The world appears to be moving more toward protectionist trade policies at the present
time—restructuring or even breaking up trade blocs.91 So is it really all that important to
be concerned with globalization in the companies that you will be working for? The
evidence says that it is. Forbes magazine noted that “the major cause of [business model]
disruption is the rapid advancement of technology and globalization, which allows new
business models to be introduced at an ever-increasing rate and with rapidly declining
costs.”92 A recent Brookings Institute report also notes that “On two of the three
measures, the degree of globalization is continuing to rise based on the most recent
available data, contrary to the claim that globalization is receding. And on two of our three
measures, the global economy is more globalized today than during the peak of the early
20th century.”93 So globalization of production of both goods and services continues to
move forward, despite current rhetoric by country governments.
At the same time, though, evidence is also pretty strong that some developed countries are
retrenching a bit when it comes to international operations. Governments continue to
pressure business to reshore some of their operations. In fact, in a 2013 survey, a majority
of large manufacturers said that they are planning to reshore at least some production jobs
back to the United States.94 But don’t think global business is going to go away anytime
soon. Even with retrenchment of businesses in the developed economies after the 2007–
2009 recession, the World Trade Organization (WTO) expected merchandise trade to
grow at 2.4% in 2017.95
So the bottom line is that while companies may retrench some jobs back to their home
countries, it appears that some production and service jobs will continue to be moved out
of home countries to other locations around the world to take advantage of capital cost
savings. This means that managers, including HR managers, are going to have to continue
getting more capable in training and preparing employees for international assignments.

Want a better grade?
Get the tools you need to sharpen your study skills. Access practice quizzes, eFlashcards, video and
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multimedia, and more at edge.sagepub.com/lussierHRM3e.
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Chapter Summary
16-1 Identify and discuss the reasons for increasing business globalization and the
stages through which companies move from local to global operations.
The main reason is to increase business, which is aided by the world becoming a
global village in which goods, ideas, services, and knowledge flow freely across
national borders, creating greater demand for products. Barriers to trade have been
minimized compared to historical norms, even though there is a series of trade blocs
that operate in multiple countries. Barriers to transportation, communication, and
culture have also lessened. But the biggest reason for globalization is to remain
competitive.
The stages are domestic, international, multinational, and transnational. Domestic
firms generally operate in one country’s market. International firms operate in a few,
typically similar countries’ markets, primarily through importing and exporting.
Multinational businesses start to source capital resources from wherever they are
lowest in cost, own operating facilities in multiple countries, and integrate their
various country operations. Transnational firms compete on a global scale without
boundaries or barriers, strongly integrating their operations to improve efficiencies
and lower costs. They are also culturally sensitive.
16-2 Identify and discuss the five dimensions of Hofstede’s Model of Culture and
how the GLOBE Dimensions differ from Hofstede.
Power-distance is the degree to which societies accept that people will have different
power because of their abilities and social status. Individualist cultures believe in the
value of the individual and judge the individual, while collectivist cultures believe
that the group is the unit of value in society, not the individual. Masculine societies
value performance, winning, competition, and success, while feminine societies value
relationships between members and quality of life more than winning. High–
uncertainty avoidance cultures will do whatever they can to minimize risks to
members of the society, and low–uncertainty avoidance cultures will not try to
mitigate these risks nearly as much. Finally, short-term societies focus on immediate
or short-term outcomes, while long-term societies focus on saving for the future,
thrift, and persistence.
GLOBE confirmed Hofstede’s dimensions and extended and expanded his five
original dimensions into nine. The dimensions include: Assertiveness—People are
tough, confrontational, and competitive; Future Orientation—People plan, delay
gratification to invest in the future; Gender Differences—People have great gender
role differences; Uncertainty Avoidance—People are uncomfortable with the
unknown/ambiguity; Power Distance—People accept power inequality differences;
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Societal Collectivism—Teamwork is encouraged (vs. individualism); In-Group
Collectivism—People take pride in membership (family, team, organization);
Performance Orientation—People strive for improvement and excellence; and
Humane Orientation—People are fair, caring, and kind to others.
16-3 Briefly discuss the Big Five personality traits in relation to international
assignments and the advantages and disadvantages of parent-country, hostcountry, and third-country nationals for international assignments.
Evidence shows that extroversion makes it somewhat easier to adapt to a new culture,
and extroverts are therefore less likely to terminate an expatriate assignment early.
People high on the openness to experience scale also adjust better to a foreign culture.
There isn’t much effect on ability to enter a different culture from being highly
conscientious, but agreeable individuals do adjust to a new culture well and are less
likely to terminate an assignment early. Finally, people high on the neuroticism scale
tend to have trouble adjusting to a new culture and are more likely to terminate an
international assignment early.
Parent-country members usually know the organization better, know the strategy and
structure, and communicate better. However, language, compensation issues, cultural
barriers, and national laws on income may be disadvantages. Host-country nationals
present advantages with respect to the language, culture, compensation issues, and
local laws and regulations, but they may not have the company knowledge that is
needed, may be less loyal to the firm, and could have problems communicating with
the home office. Third-country nationals allow us to hire the best person for a job
and may be less expensive in some cases. They may also share a language or similar
culture with the host-country office. Disadvantages include host-country laws
concerning third-party employees, income and other tax rules, and potential lack of
knowledge of company procedures and culture.
16-4 Explain the issues involved in negotiating the assignment and the potential
effects of culture shock on the expatriate employee.
The three major issues in negotiating the assignment include:
The actual negotiation. We need to make the offer in the same way we
discussed in Chapter 6 but have to negotiate compensation differently than we
ordinarily would, the length of the assignment and repatriation, allowances for
relocation, housing arrangements, family accompaniment, income and other
individual tax issues, and potentially several other items.
Tax issues. Where will the employee pay taxes—in their home country or in
the country where they are assigned? This is set by the laws of the country in
which the individual works, as well as sometimes by laws in their home
country. So we have to assist them in developing a tax strategy.
Relocation costs. Relocation costs can be difficult. There may not be enough
housing, or it may be prohibitively expensive. Housing may also be
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substandard in some areas unless a premium price is paid.
People who suffer from culture shock go through four phases:
Honeymoon phase. Everything is new and interesting, and the job is an adventure.
Culture shock. Things start to bother the employee. They are more frustrated with
everyday things like going to the store.
Depression or hostility. Constant frustration leads to anger and potentially depression,
so the employee doesn’t want to interact with local nationals and participate in the
culture.
Adaptation. The individual starts to understand and accept the way things are done in
this culture and feels reasonably normal acting the same way as the local citizens.
16-5 Briefly define the options for compensation of expatriate workers.
The balance sheet approach is one of the most common methods. This is when the
employee is paid their home salary, but allowances are provided to “balance” the
different costs associated with the overseas assignment. Another option is split-pay,
when part of the compensation is paid based on the home-country norm and part is
paid in the assignment-country currency to minimize exchange rate risk. The next
option is the local-plus approach, when the employee receives compensation based on
the host country’s ordinary pay structures and then receives allowances to allow them
to more closely match their living standard in their home country. We can also use a
straight negotiation approach, in which the compensation package is agreed to
upfront; a localization approach, in which compensation is based on the host-country
standards; or a lump sum approach, in which a set amount of money is given to the
employee to use on unique expenses associated with an assignment to a particular
country.
16-6 Discuss the issue of business globalization and why it is so important.
The world appears to be moving more toward protectionist trade policies. However,
the degree of globalization is continuing to rise based on the most recent available
data. At the same time, evidence shows that some developed countries are retrenching
when it comes to international operations. Governments continue to pressure
business to reshore some of their operations. But even with retrenchment, the World
Trade Organization (WTO) expected merchandise trade to grow at 2.4% in 2017.
So while companies may retrench some jobs back to their home countries, it appears
that some production and service jobs will continue to be moved out of home
countries to other locations around the world to take advantage of capital cost
savings. This means that managers, including HR managers, are going to have to
continue getting more capable in training and preparing employees for international
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assignments.
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Key Terms Review
Complete each of the following statements using one of this chapter’s key terms:
1. _________ are groups of countries that form an association for the purpose of
facilitating movement of goods across national borders.
2. _________ bars US–based or US–listed companies from bribing foreign officials in
exchange for business.
3. _________ is a narrow-minded view of the world with an inability to recognize
individual differences.
4. _________ is hiring another organization to do work that was previously done
within the host organization.
5. _________ is the process of shuttering operations in other countries and bringing
work back to the home country.
6. _________ is an employee who leaves their home country to go work in another
country.
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Communication Skills
The following critical-thinking questions can be used for class discussion and/or for written
assignments to develop communication skills. Be sure to give complete explanations for all
answers.
1. Do you expect that globalization of business will continue to expand? Why or why
not?
2. Is it fair to utilize the least expensive “capital resources,” no matter where they come
from? Why?
3. Is the use of a trade bloc simply another form of trade barrier that we shouldn’t use?
Explain your answer.
4. How should countries manage transnational firms that have no real home country,
including with tax policies and employment laws?
5. How would you as the HR manager prepare another employee for managing the
workforce in a transnational firm?
6. Do you agree or disagree that people all over the world are getting more similar in
their desire for certain products and services? Is this a good or a bad thing?
7. Should tariffs and other trade barriers be increased in order to protect jobs in the
home country? Why or why not?
8. The United States is one of only a few countries that has a law like the Foreign
Corrupt Practices Act. Does it put us at a disadvantage as compared to other
countries’ businesses? If so, should it be repealed? Why?
9. Do you believe that Hofstede’s culture model is accurate? If not, what would you
change to make it more useful in training people to work in a different culture?
10. Is knowing the local language always necessary when working internationally? Why?
11. Who would you rather assign to manage a foreign office of your business? Would you
rather have a home-country, host-country, or third-country national? Why?
12. Should companies reshore more jobs that have been moved overseas? What are the
pros and cons of doing so?
13. Would you ever consider sending someone to work in another country without
cultural training if you were the HR manager? If so, in what circumstances?
14. Have you ever spent more than 6 months in a foreign country? Did you feel culture
shock? If so, what did you do to get over it?
15. Can you think of some instances in which symbolic communication might be
critical? Give examples.
16. Which option for compensation would you want if you were assigned by your
company to work in another country? Why?
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Case 16-1 Sand by Saya: The Challenges of a Small Business
Going Global
Sand by Saya is a New York–based women’s luxury sandal brand that sells flip-flops with
glamorous embellishment sewn on the top and receives rave reviews.(1) It maintains two
full-time and two part-time employees in a location of approximately 2,200 square feet.(2)
Sand by Saya is sold in nine countries as well as online. The main market of Sand by Saya is
the Asia region, especially Japan and China, where Sand by Saya has contracts with major
wholesalers and department stores. In the United States, the market channels are mainly
their online website and consignment retailers such as Bluefly, Shoptique, and Farfetch.(3)
The CEO of Sand by Saya is a native Japanese entrepreneur named Ms. Sayaka Fukuda.
She directs every part of business from product design to sales. Her main employees (both
Japanese citizens) are Tsugumi, the office manager and accountant, and Asuka, who is in
charge of design and production. Eugene, a college intern from Canada, was the assistant to
Asuka dealing with design and production, while Karolina, a French intern, was the
assistant to Ms. Fukuda working on marketing and sales part-time. Sand by Saya used to
import sandals and embellishments from factories in China and assembled them in its New
York office. As Sand by Saya grew, manufacturing was offshored to a Chinese factory
owned by a Japanese importer, Mr. Nozawa.
The designs for the 2016 Charm Collection had been finalized in October when in early
November, Sayaka told Asuka and Eugene that Mr. Nozawa thought having a cheaper
line/collection with a more simple design, possibly using a metal stud technique, would
increase sandal sales and the brand’s visibility. Sayaka agreed that she needed to boost sales,
and if Mr. Nozawa thought lower-priced sandals would increase business, it was good
enough for her. Sayaka asked her staff to develop a new inexpensive product line using
modified images from the internet to create a virtual line of sandals that would be marketed
to potential buyers. Eugene took issue with this approach, saying you should not try to sell
what you do not have. Regardless, Sayaka was the boss, and Asuka insisted that she and
Eugene create a new, less expensive sandal line. Asuka and Eugene did remind Sayaka that
all production needed to be finished by February. They already had a tight schedule with
Mr. Nozawa given the logistics of sending packages back and forth with his Chinese
factory, and therefore an additional product line seemed nearly impossible to get out in
time.
Mr. Nozawa was right! Orders were now pouring in for the new lines of sandals, including
a huge order from Mr. Saito. This was Sayaka’s main buyer, her “Walmart,” and she had to
keep him happy. He thought a lower-priced line with similar quality standards would be a
huge hit with his retail buyers, and he had received several pre-orders for the sandals just
based upon the product descriptions he forwarded from Sayaka to his clients. She did not
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want to disappoint Mr. Saito and thought Mr. Nozawa could figure out a way to get her
order in and make her deadlines.
Mr. Nozawa was very apologetic but also very clear—there was no way that he could,
without having already run preproduction and testing, meet her deadlines, especially for the
sandals that required studs. He did not carry this type of equipment in his factory, and he
would have to order it and then train his employees on its usage. This would also negatively
affect his manufacturing costs and therefore his price for making these sandals. Even
without his factory being closed for 3 weeks for the New Year, he could not fulfill her
needs. Mr. Nowaza did have an idea, though. He had several contacts in Bangladesh, and
perhaps they could produce these sandals for her. He provided her with several e-mail
addresses, names, and phone numbers and wished her the best.
Several days later, after numerous e-mails and phone calls by Karolina to manufacturers of
sandals in Bangladesh both on Mr. Nowaza’s list as well as through her own research, a
manufacturer was located. This firm already had stud technology on the premises, had
access capacity to meet Sayaka’s production needs, and seem priced well within Sayaka’s
per-unit cost. Eugene sent, after a nondisclosure and noncompete agreement were signed
by the manufacturer, samples of their current sandal line so they would get an idea as to the
quality of the sandal as well as the unique embellishments. Preproduction samples arrived
back in New York at Sayaka’s a week later (early February) with a deadline for producing
the units requested—Sayaka could meet Mr. Saito’s needs if she signed now!
Everyone in the shop examined the preproduction sandals, and they seemed fine. The
workmanship was not as good as Mr. Nowaza’s, but the sandals seemed good enough given
the lower price point for this product line. Sayaka quickly signed the papers and e-mailed
them back to their new manufacturer and everyone breathed a major sigh of relief—but not
for long.
It was early May, and Sayaka was on the phone with Mr. Saito and her voice was serious,
and so was the speech coming out of the receiver. Even though Sayaka was speaking softly
and deferentially in Japanese, everyone in the room noticed that something was wrong
regardless of seeming pleasantries. Their discourse continued for almost an hour. Sayaka
finally hung up the phone with a polite voice yet with trembling hands. With a very calm
demeanor, Sayaka talked with her two full-time employees, Tsugumi and Asuka, very fast
in Japanese. Then she turned to Karolina and Eugene, her part-time employees, and broke
the news in English. “Saito will not order with us this year. He is very disappointed in the
quality of our new product line. He has decided to discontinue our contract and seek other
more quality-conscious suppliers.”
How did this happen? Sayaka and her staff were caught completely off guard, because all of
the sandals were drop shipped to the buyers. She and her staff never saw what the sandals
actually looked like as they arrived at the buyers, and therefore they had no idea what their
1663

buyers and the buyers’ customers were receiving. Saito’s returned sandals arrived a few days
later, and Sayaka’s worst fears came to fruition. The sandals were very different from the
preproduction sandals they had received from their new manufacturer in Bangladesh. The
returned sandals were in very poor shape, used very cheap materials, and just did not fit the
Sandals by Saya quality brand image. They certainly could not be sold (and now resold)
under her company’s name, and she immediately called her Bangladesh manufacturer to
find out why these sandals were substandard.
Speaking in very slow English, Sayaka explained the situation to the head of manufacturing
at the Bangladesh plant. His response was curt and to the point. This was the level of
quality that every sandal designer firm received from him given the price she had bargained
for. His plant had met the prescribed specifications in the contract, and that was that.
When Sayaka brought up the issue of the preproduction samples, the head of
manufacturing reminded her that these samples had been developed before a price was
agreed upon. If she had wanted that quality of sandal, then she should have agreed to the
quoted price rather than bargain for a much lower price. From the manufacturer’s
perspective, the quality of product fit that price point.
Sayaka then called her lawyer, who talked about such issues as misrepresentation and
breach of contract. The bottom line was that Sayaka probably had a winning case, yet
Sayaka was not hopeful, given her upfront out-of-pocket legal fees, that she would have to
sue in a Bangladesh court, and that it might take anywhere from 6 months to a year to
settle the case. More important, even winning a court settlement would not get her
reputation back. She sat in her office wondering what she had done to get herself into this
mess and how she was now going to get out of it.
Questions
1. Sand by Saya is a small five-person New York–based business, yet it has gone global.
Describe its global operation and the underlying reasoning behind going global.
2. What is the current stage of corporate globalization of Sand by Saya?
3. How might international ethics apply in this case between Sayaka and her employees?
Between Sayaka and her Bangladesh supplier?
4. How might cultural differences apply in this case between the Sayaka and her
employees? Between Sayaka and her Bangladesh supplier?
5. Explain Sayaka’s choice of staff using home-, host-, or third-country employees. Does
her choice seem to be polycentric, geocentric, or ethnocentric?
6. Sand by Saya used to import sandals and embellishments from factories in China and
assembled them in its New York office, yet it later offshored manufacturing first to
China and later to Bangladesh. What are the pros and cons of offshoring this type of
work?
7. What type of training might you recommend for Sayaka and her staff and why?
8. What are some global trends that may impact Sand by Saya’s human resources
1664

policies and operations?
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Case 16-2 The Great Singapore Sale at Jurong Point: Finding
and Retaining Bargain Employees
Singapore is an island of 646 square kilometers, about the size of Chicago. It is located at
one of the crossroads of the world. Singapore’s strategic position has helped it grow into a
major center for trade, communications, and tourism. In just 150 years, Singapore has
grown into a thriving center of commerce and industry.(1) Shopping is second to eating as
a national pastime in Singapore. The island has an outstanding range of products that are
available in shopping malls, department stores, boutiques, and bargain stores. Avid
shoppers love the annual Great Singapore Sale, which usually falls in June to July. It has
become a legendary annual event for both Singaporeans and visitors alike. Wide ranges of
goods, including designer products, are marked down to present a mighty shopping
extravaganza. The bargains are genuine and definitely give value for money. Shoppers can
also expect private events that are hosted by the distinguished Sotheby’s, Christie’s, Tresors,
and Glerums & Bonhams and feature exclusive items, such as works of art and jewelry.
Antique rugs and carpets can also be bought at a cheaper price during the Great Singapore
Sale.(2)
Jurong Point Shopping Centre (“Jurong Point”) is a leading suburban retail mall situated in
the western part of Singapore. Strategically located next to Boon Lay MRT Station and Bus
Interchange, Jurong Point serves as the gateway to the Jurong West industrial estate,
Singapore’s key educational institutions, and the residential population in the west. Jurong
Point in 2014 was the largest suburban mall in Singapore, housing about 450 retailers and
showcasing their products and services to 6 million visitors a month. The revamped Jurong
Point houses a range of retail zones—expanded and revamped Ginza Delights, Mongkok,
Rackets & Track, Korean Street, Malaysia Boleh, Takeaway Alley, Gourmet Garden, and
many more. In addition, there are also a 67-bay air-conditioned bus interchange, 11 civic
community tenants, and to top it all off, a 610-unit condominium nestled above the retail
podium.
Jointly owned by Guthrie GTS Limited and Lee Kim Tah Limited, Jurong Point is poised
to take a leap forward to be the “heart of a vibrant community, abuzz with activity and a
passion for life, offering WOW experiences for one and all.”(3) Jurong Point Shopping
Centre has an HR staff of 3 employees who oversee 160 in-house staff, with an additional
2,500 employees working for the mall’s tenants. Singapore is seeing a growing number of
mall projects as more foreign retailers enter the local market, with 13 new malls in the
works and scheduled to open between 2014 and 2017. As competition heats up, existing
retailers are seeking new and innovative ways to engage and retain their employees.(4)
HR at Jurong Point has launched a number of initiatives to attract the right talent into its
fold. One of the most effective means has been the organization’s in-house staff referral
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program, shares Sally Yap, senior HR and administration manager at Jurong Point
Shopping Centre. “They receive cash incentives if the employee is confirmed after three
months.” Recruitment efforts do not stop at in-house and operational roles but extend to
the tenants. The mall launched its own job portal in 2012 to help its tenants look for staff.
It also runs regular recruitment fairs to attract suitable candidates. This additional help is
especially valued by the mall’s smaller shops that have resource constraints, shares Yap.(5)
Jurong Point has also beefed up its service levels to keep its customers coming back for
more. One of the ways it achieves this is by conducting training programs for its tenants.
Employees from the mall’s various outlets are taken through bite-sized modules that focus
on areas such as how to serve people better, personal grooming, and basic conversational
English. The latter can be a barrier for some staff, so courses like these help them perform
their daily tasks better, says Yap. “We treat our tenants like family. We won’t be strong if
they are not strong.” The mall is also partnering with Singapore Polytechnic (SP) to offer a
service training program for its retail and food-and-beverage staff. In this program,
employees undergo 30 hours of training focusing on areas such as retail strategies and
operations, visual merchandising, restaurant management and challenges, and menu design
and pricing. Upon completion, course participants receive a joint certificate from SP and
Jurong Point. “It’s a sweetener that will encourage them to stay at Jurong Point,” Yap says.
“It adds value and enhances their employability.”(6)
Jurong Point is fully absorbing the cost of training and hopes to put 500 to 700 service staff
through the program’s 2-year pilot phase. It plans to extend it to the mall’s full staff within
the next 5 years. According to Yap, the customized training will focus on improving the
productivity, emotional intelligence, and entrepreneurial mind-set of in-house and tenant
staff.
Once employees are recruited and trained, an employee empowerment program sets the
culture for the firm. A bottom-up team approach gives employees the freedom to work out
the operational details with their teams. This makes decisions less hierarchical, and
employees are also happier, as they are not micromanaged, says Yap. Employees are not
limited to the roles that they initially signed up for. If an employee in the operations
department is interested in a marketing role, they can get a transfer when the right
opportunity arises. This flexibility is appreciated by the organization’s younger employees
in particular. “They are more restless and don’t want to be stuck at the computer doing
mundane things. We are very open to doing things differently,” says Yap.(7)
The HR team at Jurong Point follows this ethos and takes a nontraditional approach to its
role. It works very closely with other departments to push out new ideas and programs. It
also serves as the umbrella HR organization for the mall’s tenants and is actively involved in
ensuring a consistent culture across the property. Interaction between departments is also
encouraged through activities such as overseas trips. “Every department is represented by a
team member, and it allows employees to bond outside of work,” says Yap. Quarterly
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buffet lunches are organized to encourage employees to eat and mingle together while
exchanging updates on the latest happenings. “We don’t work in silos and like to come
together to support each other,” says Yap.(8)
Questions
1. Taubman Centers Inc. (TCO) is the owner, manager, and/or lessor of regional,
super-regional, and outlet shopping centers in the United States and Asia. They are
looking to extend their expertise to booming markets in China and South Korea.
Assuming they wanted to break into the Singapore market, what international
expansion strategies might they have relative to Jurong Point?
2. Assuming Taubman was to purchase Jurong Point, what legal and cultural issues
must they address in order to facilitate a smooth ownership transition?
3. Given your answer to question 2, what global staffing issues would Taubman have to
immediately address? Longer-term issues?
4. Human resources play a critical role in Jurong Point’s competitive strategy. What HR
functions does the small HR staff focus on? Why?
5. Jurong Point’s HR staff outsources some of its functions to its tenants. What are
those functions, and how does this HR strategy fit Jurong Point’s generic strategy?
6. Organizational culture seems to be a distinctive competency for Jurong Point. What
is their culture, and what HR policies nurture that culture? How might this culture
change if Jurong Point were acquired by Taubman?
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Skill Builder 16-1 The Global HRM Environment
Objective
To develop your global HRM awareness
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design, and business skills
2. SHRM 2016 Curriculum Guidebook—Parts of multiple guides including Question
3—B: Employment Law, Question 4—F: Managing a Diverse Workforce, Question
5—I. Staffing: Recruitment and Selection, Question 6—L: Training and
Development, Questions 7 and 8—K: Total Reward, Question 9—C: Ethics
Assignment
For this exercise, select a company that conducts business as an MNC or a transnational
global corporation, preferably one you work or would like to work for. You will most likely
need to conduct some research to get the answers to the questions that follow, such as
visiting the company’s website and talking to HR professionals.
1. Explain the stage of corporate globalization.
2. List at least five countries it conducts business in and the trade agreements these
countries participate in.
3. Identify some of the key differences in laws among the five countries.
4. Compare the company’s nine GLOBE dimensions for the five countries it does
business in. Make a chart similar to Exhibit 16-3: GLOBE Dimensions.
5. Explain how it recruits and selects expatriate employees.
6. Describe how it trains its expatriates and families.
7. Discuss the method(s) of compensation for its expatriates.
8. Compare the compensation (pay, incentives, and benefits) among the five countries.
9. Does the company have any specific code of ethics for conducting business in other
countries, and if so, describe the code.
Your professor may or may not require you to answer all nine questions. You may be asked
to pass in this assignment, present your answers to the class, and/or discuss your answers in
small groups or online.
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Skill Builder 16-2 Cultural Diversity Awareness
Objective
To develop your global cultural awareness
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Human relations skills
2. SHRM 2016 Curriculum Guidebook—F: Managing a Diverse Workforce
Assignment
Procedure 1 (4–6 minutes)
You and your classmates will share your international experience and nationalities. Start
with people who have lived in another country, then move to those who have visited
another country, and follow with discussion of nationality (e.g., “I am half French and half
Irish but have never been to either country”). The instructor or a recorder will write the
countries on the board until several countries/nationalities are listed or the time is up.
Procedure 2 (10–30 minutes)
You and your classmates will share your knowledge of cultural differences between the
country in which the course is being taught and those listed on the board. This is a good
opportunity for international students and those who have visited other countries to share
their experiences. You may also discuss cultural differences within the country.
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Skill Builder 16-3 The Most Important Things I Got From
This Course
Objective
To review your course learning, critical thinking, and skill development
Skills
The primary skills developed through this exercise are as follows:
1. HR management skills—Conceptual and design
2. SHRM 2016 Curriculum Guidebook—The guide will vary with student answers
Assignment
Think about and write/type the three or four most important things you learned or skills
you developed through this course and how they are helping or will help you in your
personal and/or professional life.
You may be asked to pass in this assignment, present your answers to the class, and/or
discuss your answers in small groups or online.
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SHRM 2016 Curriculum Guidebook
Required and Secondary HR Content Areas
(Reordered and numbered for reference)
The Society for Human Resources Management (SHRM), the world’s largest human
resource management association, periodically puts out guidance on college and university
curricula for human resource management (HRM) programs (what they think we need to
teach you). The latest version of their guidebook is provided here for your information and
use. This guidance provides information on what SHRM considers to be critical in the
study of HRM. If you choose to pursue human resource management as a career choice,
this information will help you with the process of certification through the Human
Resource Certification Institute (HRCI) or through SHRM’s new internal accreditation
program. Even if you don’t decide to pursue HRM as a career, this is the information that
will be most pertinent to your success as a manager in any field of business.

It makes sense that an introductory textbook would introduce you to each of the areas that
are critical in that field of study. As a result, in this textbook we’ve chosen to discuss all
“Required Content” for undergraduate HR programs from the most recent version (2016) of
the Curriculum Guide. As far as we know, no other introductory HRM textbook does this.
This has been done to introduce you to each of the topics that SHRM considers to be
critical. We have reordered the information from the SHRM curriculum guide to
emphasize the required content first, and then the secondary and graduate content areas,
but the content itself is identical to the guidelines from SHRM. You can call up the guide
itself at
https://www.shrm.org/academicinitiatives/Documents/2016%20SHRM%20HR%20Curriculum%20Gui
This appendix is designed to link back to each of the chapters and identify where each of
the required content areas is discussed within the textbook. When you see a box in the
chapter titled SHRM Guide, it will have an alphanumeric reference. That alphanumeric
reference ties to this appendix by Section (the capital letter) and Subtopic (the numeral).
For example, the callout for item A:5 below this paragraph would lead you to Section A
(Employee and Labor Relations), Subtopic 5 (Employee Involvement). Next to each of the
subtopics is the page number on which the topic is discussed. This should help if you are
looking for information on a particular topic within the chapters.
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SHRM
A:5
Employee Involvement
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Required Content: Undergraduate Curriculum
A. Employee and Labor Relations
1. Disciplinary actions: Demotion, disciplinary termination [Chapter 9, p. 319]
2. Alternative dispute resolution [Chapter 10, p. 374]
3. Managing/creating a positive organizational culture [Chapter 2, p. 56]
4. Employee engagement [Chapter 1, p. 6]
5. Employee involvement [Chapter 1, p. 5]
6. Employee retention [Chapter 1, p. 11]
7. Managing teams [Chapter 9, p. 330]
8. Union membership [Chapter 10, p. 361]
9. Union-related labor laws [Chapter 10, p. 354]
10. Union/management relations [Chapter 10, p. 354]
11. Union decertification and deauthorization [Chapter 10, p. 366]
12. Collective bargaining issues [Chapter 10, p. 364]
13. Collective bargaining process [Chapter 10, p. 364]
14. Negotiation skills [Chapter 10, p. 371]
Interdependence
Mutual adjustment
Cognitive biases
Communication
Conflict
Value claiming
Value creation
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Distributive bargaining
Alternative dispute resolution: Negotiation, mediation, and arbitration
Contract negotiation
Framing
Integrative negotiation
International negotiation
15. Conflict management [Chapter 10, p. 367]
16. Grievance management [Chapter 10, p. 364]
17. Strikes, boycotts, and work stoppages [Chapter 10, p. 355]
18. Unfair labor practices [Chapter 10, p. 355]
19. Managing union organizing policies and handbooks [Chapter 10, p. 365]
20. Attendance [Chapter 1, p. 11]
21. Attitude surveys [Chapter 10, p. 351]
22. Investigations [Chapter 9, p. 317]
23. Posting requirements [Chapter 14, p. 516]
24. Promotion [Chapter 12, p. 426]
25. Recognition [Chapter 12, p. 438]
26. Service awards [Chapter 12, p. 438]
27. Employee records [Chapter 9, p. 307]

B. Employment Law
1. Age Discrimination in Employment Act of 1967 [Chapter 3, p. 84]
2. Americans with Disabilities Act of 1990 and as amended in 2008 [Chapter 3, p. 85]
3. Equal Pay Act of 1963 [Chapter 3, p. 79]
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4. Pregnancy Discrimination Act of 1978 [Chapter 3, p. 84]
5. Title VII of the Civil Rights Act of 1964 and 1991 [Chapter 3, pp. 80, 87]
6. Executive Order 11246 (1965) [Chapter 3, p. 94]
7. Employer Retirement Income Security Act of 1974 (ERISA) [Chapter 13, p. 480]
8. Fair Labor Standards Act of 1938 (FLSA) [Chapter 11, p. 399]
9. Family and Medical Leave Act of 1993 (FMLA) [Chapter 13, p. 474]
10. Rehabilitation Act (1973) [Chapter 3, p. 85]
11. Labor Management Reporting and Disclosure Act of 1959 (LMRDA) [Chapter 10,
p. 356]
12. National Labor Relations Act of 1935 (NLRA) [Chapter 10, p. 355]
13. Labor Management Relations Act of 1947 (LMRA) [Chapter 10, p. 356]
14. Railway Labor Act of 1926 (RLA) [Chapter 10, p. 354]
15. Uniformed Services Employment and Reemployment Rights Act of 1994 (USERRA)
[Chapter 3, p. 88]
16. Worker Adjustment and Retraining Notification Act of 1988 (WARN Act) [Chapter
10, p. 357]
17. Enforcement agencies (EEOC, OFCCP) [Chapter 3, pp. 91, 95]
18. Contractual and tort theories [Chapter 10, p. 359]
19. Employee privacy [Chapter 9, p. 307]
20. Employer unfair labor practices [Chapter 10, p. 355]
21. Professional liability [Chapter 1, p. 24]
22. Agency relationships/quasi-contracts [Chapter 10, p. 360]
23. Employment contracts [Chapter 10, p. 359]
24. Disparate impact [Chapter 3, p. 82]
25. Disparate treatment [Chapter 3, p. 81]
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26. The Occupational Safety and Health Act of 1970 (OSHA) [Chapter 14, p. 510]
Citations and penalties
27. Unlawful harassment [Chapter 3, p. 92]
Sexual
Religious
Disability
Race
Color
Nation of origin
28. Whistle-blowing/retaliation [Chapter 3, p. 92; Chapter 10, p. 359]
29. Reasonable accommodation [Chapter 3, pp. 85, 102]
ADA
Religious
30. Employment-at-will doctrine [Chapter 9, p. 311]
31. Lilly Ledbetter Fair Pay Act [Chapter 3, p. 89]
32. Genetic Information Nondiscrimination Act (GINA) [Chapter 3, p. 88 Chapter 6, p.
197]
33. COBRA: Consolidated Omnibus Budget Reconciliation Act of 1985 [Chapter 13, p.
479]
34. American Recovery and Reinvestment Act of 2009 (ARRA) [Chapter 13, p. 480]
35. Immigration Reform and Control Act (IRCA) [Chapter 3, p. 91]
36. Fair Credit Reporting Act (FCRA) [Chapter 6, p. 209]
37. Health Insurance Portability and Accountability Act (HIPAA) of 1996 [Chapter 13,
p. 480]
38. Immigration and Nationality Act (INA) [Chapter 3, p. 90]
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39. Negligent hiring [Chapter 6, p. 187]

C. Ethics
1. Rules of conduct [Chapter 15, p. 548]
2. Moral principles [Chapter 15, p. 548]
3. Individual versus group behavior [Chapter 2, p. 56; Chapter 16, p. 583]
4. Organizational values [Chapter 15, p. 548]
5. Guidelines and codes [Chapter 9, p. 308]
6. Behavior within ethical boundaries [Chapter 9, p. 308; Chapter 14, p. 530]
7. Facing and solving ethical dilemmas [Chapter 15, p. 546]
8. Codes of ethics [Chapter 1, p. 22]
General value system
Ethical principles
Ethical rules
9. Compliance and laws [Chapter 15, p. 555]
10. Confidential and proprietary information [Chapter 15, p. 551]
11. Conflicts of interest [Chapter 15, p. 549]
12. Use of company assets [Chapter 15, p. 551]
13. Acceptance or providing of gifts, gratuities, and entertainment [Chapter 15, p. 551]
14. Abusive behavior [Chapter 14, p. 531]
Workplace bullying
15. Sarbanes-Oxley Act of 2002 (SOX) [Chapter 10, p. 359]
Whistle-blowers
Fraud
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16. False Claims Act [Chapter 10, p. 359]
17. Foreign Corrupt Practices Act [Chapter 16, p. 582]

D. HR’s Role in Organizations
1. It is generally expected that faculty will discuss HR’s role with regard to each of the
individual HR disciplines whenever an individual discipline is taught. This may take
the form of describing HR’s role in developing human capital, its effect on the
organization’s success, or the interplay among the various disciplines—meaning how
decisions in one HR discipline affect other HR disciplines. [Chapter 1, p. 18]

E. Job Analysis/Job Design
1. Job/role design (roles, duties, and responsibilities) [Chapter 4, p. 128]
2. Job evaluation and compensation (grades, pay surveys, and pay setting) [Chapter 11,
p. 406]
3. Employment practices (recruitment, selection, and placement) [Chapter 6, p. 189]
4. Performance management (performance criteria and appraisal) [Chapter 8, p. 265]
5. Training and development [Chapter 7, pp. 227, 230, 248]
Vocational and career counseling
Needs assessment
Career pathing
6. Compliance with legal requirements [Chapter 3, p. 91; Chapter 11, pp. 402, 404;
Chapter 14, p. 520]
Equal employment (job-relatedness, bona fide occupational qualifications, and the
reasonable accommodation process)
Equal pay (skill, effort, responsibility, and working conditions) and comparable
worth
Overtime eligibility (exempt vs. nonexempt work)
Ergonomics and workplace safety (work hazards and mitigation)
7. HR planning (skill inventories and supply/demand forecasting) [Chapter 4, p. 135]
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8. Work management (work processes and outsourcing) [Chapter 4, pp. 116, 144]
9. Organization design (missions, functions, and other aspects of work units for
horizontal and vertical differentiation) [Chapter 2, p. 54]

F. Managing a Diverse Workforce
1. Equal employment opportunity (EEO) [Chapter 3, p. 92]
2. Affirmative action (AA) [Chapter 3, p. 94]
3. Aging workforce [Chapter 15, p. 556]
4. Individuals with disabilities [Chapter 3, p. 85]
5. Language issues [Chapter 16, p. 587]
6. Racial/ethnic diversity [Chapter 3, p. 95]
7. Religion [Chapter 3, p. 102]
8. Reverse discrimination [Chapter 3, p. 79]
9. Sex/gender issues [Chapter 3, p. 99]
10. Gay, lesbian, bisexual, transgender (GLBT)/sexual orientation issues [Chapter 15, p.
556]
11. Glass ceiling [Chapter 15, p. 556]
12. Business case for diversity [Chapter 3, p. 96]
13. Cultural competence [Chapter 16, p. 583]

G. Outcomes: Metrics and Measurement of HR
1. Economic value added [Chapter 2, p. 62]
2. Balanced scorecard: HR and organization level [Chapter 2, p. 63]
3. Measuring absenteeism [Chapter 4, p. 138]
4. Measuring turnover [Chapter 4, p. 138]
5. Trend and ratio analysis projections [Chapter 4, p. 137]
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6. Calculating and interpreting yield ratios [Chapter 5, p. 172]
7. Return on investment (ROI) [Chapter 2, p. 62]
8. HR scorecard [Chapter 2, p. 63]
9. Organizational scorecard [Chapter 2, p. 63]
10. Quantitative analysis [Chapter 4, p. 137]
11. Benchmarking [Chapter 11, p. 411]
12. Analyzing and interpreting metrics [Chapter 4, p. 137]
13. Forecasting [Chapter 4, p. 135]

H. Performance Management
1. Identifying and measuring employee performance [Chapter 8, p. 277]
2. Sources of information (e.g., managers, peers, clients) [Chapter 8, p. 282]
3. Rater errors in performance measurement [Chapter 8, p. 286]
4. Electronic monitoring [Chapter 8, p. 293]
5. Performance appraisals [Chapter 8, p. 276]
6. Appraisal feedback [Chapter 8, p. 290]
7. Managing performance [Chapter 8, p. 270]
8. Diagnosing problems [Chapter 9, p. 313]
9. Performance improvement programs [Chapter 9, p. 312]

I. Staffing: Recruitment and Selection
1. Employment relationship: Employees, contractors, temporary workers [Chapter 4, p.
143]
2. External influences on staffing: Labor markets, unions, economic conditions,
technology [Chapter 5, p. 157]
3. External recruitment: Recruiters, open vs. targeted recruitment, recruitment sources,
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applicant reactions, medium (electronic, advertisement), fraud/misrepresentation
[Chapter 5, p. 164]
4. Internal recruitment: Timing, open/closed/targeted recruitment, bona fide seniority
systems [Chapter 5, p. 163]
5. Internal recruitment: Promotability ratings, managerial sponsorship, self/peer
assessments, panels/review boards [Chapter 5, p. 163]
6. Initial assessment methods: Résumés, cover letters, application blanks, biographical
information, reference/background checks, genetic screening, initial interviews,
minimum qualifications [Chapter 6, p. 193]
7. Discretionary assessment methods [Chapter 6, p. 187]
8. Ability/job knowledge tests, assessment centers [Chapter 6, p. 199]
9. Noncognitive assessments (e.g., personality assessments, integrity tests, situational
judgment tests, interest inventories) [Chapter 6, p. 198]
10. Structured interviews [Chapter 6, p. 204]
11. Contingent assessment methods: Drug testing, medical exams [Chapter 6, p. 200]
12. Measurement concepts: Predictors/criteria, reliability, validity [Chapter 6, p. 191]
13. Selection decisions: Ranking, grouping/banding, random selection [Chapter 6, p.
213]
14. Job offers: Employment-at-will, contracts, authorization to work [Chapter 9, p. 311]
15. Bona fide occupational qualifications (BFOQs) [Chapter 3, p. 82]
16. Employment brand [Chapter 11, p. 396]

J. Strategic HR
1. Strategic management [Chapter 2, p. 45]
2. Enhancing firm competitiveness [Chapter 2, p. 53]
3. Strategy formulation [Chapter 2, p. 52]
4. Strategy implementation [Chapter 2, p. 53]
5. Sustainability/corporate social responsibility [Chapter 1, p. 22]
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6. Internal consulting (required for graduate students only) [Chapter 1, p. 16]
7. Competitive advantage [Chapter 2, p. 45]
8. Competitive strategy [Chapter 2, p. 44]
9. Ethics [Chapter 1, p. 22]
10. Linking HR strategy to organizational strategy [Chapter 2, p. 53]
11. Organizational effectiveness [Chapter 1, p. 7]
12. Trends and forecasting in HR [Chapter 4, p. 137]
13. Mission and vision [Chapter 2, p. 46]
14. Quality management [Chapter 2, p. 53]

K. Total Rewards
1. Compensation
1. Development of a base pay system [Chapter 11, p. 407]
2. Developing pay levels [Chapter 11, p. 410]
3. Determining pay increases [Chapter 11, p. 412]
4. Role of job analysis/job design/job descriptions in determining compensation
[Chapter 11, p. 406]
5. Pay programs: Merit pay, pay-for-performance, incentives/bonuses, profit
sharing, group incentives/gainsharing, balanced scorecard [Chapter 12, p. 431]
6. Compensation of special groups (e.g., executives, sales, contingent workers,
management) [Chapter 11, p. 402]
7. Internal alignment strategies [Chapter 11, p. 392]
8. External competitiveness strategies [Chapter 11, p. 392]
9. Legal constraints on pay issues [Chapter 11, p. 405]
10. Monitoring compensation costs [Chapter 11, p. 393]
11. Union role in wage and salary administration [Chapter 11, p. 405]
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12. Minimum wage/overtime [Chapter 11, p. 399]
13. Pay discrimination and dissimilar jobs [Chapter 11, p. 404]
14. Prevailing wage [Chapter 11, p. 411]
15. Motivation theories: Equity theory, reinforcement theory, agency theory
[Chapter 11, p. 390; Chapter 12, p. 452]
2. Employee Benefits
1. Statutory vs. voluntary benefits [Chapter 13, p. 464]
2. Types of retirement plans (defined benefit, defined contribution, hybrid plans)
[Chapter 13, p. 488]
3. Regulation of retirement plans (FLSA, ERISA, Pension Protection Act of
2006) [Chapter 13, p. 480]
4. Types of health care plans (multiple-payer/single-payer, universal health care
systems, HMOs, PPOs, fee-for-service, consumer-directed) [Chapter 13, p.
483]
5. Regulation of health insurance programs (COBRA, HIPAA, Health
Maintenance Organization Act of 1973) [Chapter 13, p. 479]
6. Federal insurance programs (Old-Age, Survivor, and Disability Insurance
[OASDI], Medicare) [Chapter 13, p. 468]
7. Disability insurance [Chapter 13, p. 492]
8. Educational benefits [Chapter 13, p. 492]
9. Employee assistance/wellness programs [Chapter 14, p. 519]
10. Family-oriented benefits [Chapter 13, p. 464]
11. Global employee benefits [Chapter 16, p. 596]
12. Life insurance [Chapter 13, p. 491]
13. Nonqualified plans for highly paid and executive employees [Chapter 13, p.
481]
14. Outsourcing (secondary) [Chapter 16, p. 589]
15. Time off and other benefits [Chapter 13, p. 490]
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16. Unemployment Insurance [Chapter 13, p. 473]
17. Wellness programs [Chapter 14, p. 519]
18. Financial benefits (gainsharing, group incentives, team awards, merit
pay/bonuses) [Chapter 12, p. 439]
19. Managing employee benefits (cost control, monitoring future obligations,
action planning, strategic planning) [Chapter 13, p. 464]
20. Domestic partner benefits [Chapter 13, p. 497]
21. Paid leave plans [Chapter 13, p. 490]
22. Workers’ compensation [Chapter 13, p. 471]

L. Training and Development
1. Needs assessment [Chapter 7, p. 230]
2. Competency models [Chapter 7, p. 226]
3. Learning theories: Behaviorism, constructivism, cognitive models, adult learning,
knowledge management [Chapter 7, p. 233]
4. Training evaluation: Kirkpatrick’s model [Chapter 7, p. 244]
5. E-learning and use of technology in training [Chapter 7, p. 243]
6. On-the-job training (OJT) [Chapter 7, p. 241]
7. Outsourcing (secondary) [Chapter 7, p. 249]
8. Transfer of training: Design issues, facilitating transfer [Chapter 7, p. 245]
9. Employee development: Formal education, experience, assessment [Chapter 7, p.
249]
10. Determining return on investment (ROI) [Chapter 7, p. 247]
11. The role of training in succession planning [Chapter 7, p. 229]
12. Human/intellectual capital [Chapter 7, p. 248]

M. Workforce Planning and Talent Management
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1. Downsizing/rightsizing (secondary) [Chapter 4, p. 140]
2. Planning: Forecasting requirements and availabilities, gap analysis, action planning,
core/flexible workforce [Chapter 4, p. 135]
3. Retention: Involuntary turnover, outplacement counseling, alternative dispute
resolution [Chapter 9, p. 320]
4. Retention: Voluntary turnover, job satisfaction, withdrawal, alternatives [Chapter 10,
p. 350]
5. Retention: Measurement [Chapter 4, p. 138]
6. Labor supply and demand [Chapter 4, p. 139]
7. Succession planning [Chapter 4, p. 138]
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Required Content: Graduate Curriculum
N. Change Management
1. Stages of change management [Chapter 9, p. 330]
Indifference
Rejection
Doubt
Neutrality
Experimentation
Commitment
2. Dimensions of change
Culture
Coaching
Direction
Communication
Accountability
Resilience
Skills and knowledge
Recognition
Managing projects
Involvement
3. Communication [Chapter 9, p. 333]
4. Building trust [Chapter 9, p. 331]
5. Creating a foundation for problem solving
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6. Leading change [Chapter 9, p. 330]
7. Planning change strategy [Chapter 9, p. 333]
8. Implementing change [Chapter 9, p. 331]
9. Coping strategies for employees
10. Adjusting to change within the organization

O. Globalization
1. Global business environment [Chapter 16, p. 574]
2. Managing expatriates in global markets [Chapter 16, p. 590]
3. Cross-border HR management [Chapter 16, p. 589]
4. Repatriating employees post international assignment [Chapter 16, p. 593]
5. Global security and terrorism
6. Inshoring [Chapter 16, p. 589]
7. Offshoring/outsourcing [Chapter 16, p. 589]
8. Global labor markets [Chapter 1, p. 11]
9. Cross-cultural effectiveness [Chapter 16, p. 591]

P. Internal Consulting
1. Assess customers’ needs
2. Influence cross-departmentally
3. Identify areas for HR intervention and design intervention
4. Advise management and colleagues cross-divisionally
5. Analyze and recommend solutions to business problems
6. Analyze data and prepare reports to inform business decisions
7. Recommend changes for process improvement
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8. Conduct periodic audits
9. Lead special and cross-functional project teams

Q. Organizational Development
1. Coaching [Chapter 9, p. 312]
2. Developing human resources [Chapter 7, p. 227]
3. Emotional intelligence [Chapter 7, p. 250]
4. Equipping the organization for present and future talent needs [Chapter 7, p. 230]
5. Improving organizational effectiveness [Chapter 1, p. 7; Chapter 8, p. 264]
6. Knowledge management [Chapter 1, p. 10]
7. Leadership development [Chapter 9, p. 324]
8. Measurement systems [Chapter 7, p. 243]
9. Ongoing performance and productivity initiatives [Chapter 1, p. 7; Chapter 8, p.
265]
10. Organizational effectiveness [Chapter 1, p. 7]
11. Organizational learning [Chapter 1, p. 7; Chapter 7, p. 233]
12. Organizational structure and job design [Chapter 2, p. 56]
13. Outsourcing employee development [Chapter 7, p. 249]
14. Social networking [Chapter 6, p. 212]
15. Succession planning [Chapter 4, p. 138]
16. Training employees to meet current and future job demands [Chapter 7, p. 227]
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Secondary Content
R. Corporate/Social Responsibility and Sustainability
1. Corporate philanthropy
2. Ethics [Chapter 15, p. 543]
3. Diversity
4. Financial transparency
5. Employee relations and employment practices
Participative decision making
6. Supply chain management
7. Governance
8. Community/employee engagement [Chapter 15, p. 554]
9. Green management
10. The business case for CSR [Chapter 15, p. 553]
11. Reputation and brand enhancement
12. Accountability and transparency
13. Risk management
14. Linking organizational culture and corporate values

S. Downsizing/Rightsizing
1. Employment downsizing [Chapter 4, p. 139]
2. Alternatives to employment downsizing [Chapter 4, p. 141]
3. Strategies for long-term success
4. Why downsizing happens [Chapter 4, p. 140]
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5. When downsizing is the answer [Chapter 4, p. 139]
6. Effectively managing a downsizing effort
7. Alternatives to downsizing [Chapter 4, p. 141]
8. Consequences of employment downsizing [Chapter 4, p. 140]
9. Approaches to reducing staff size [Chapter 4, p. 139]
10. Identifying and eliminating unnecessary work
11. Prioritizing jobs for combining, streamlining, or eliminating
12. Identifying selection criteria for making downsizing/rightsizing decisions
13. Importance of focusing on individual jobs vs. individual staff members [Chapter 4, p.
140]
14. Layoffs [Chapter 4, p. 140]
15. Reductions in force

T. HR Career Planning
1. Definition of a career [Chapter 7, p. 248]
2. Balancing work and life [Chapter 7, p. 248]
3. Career management systems
4. Company policies to accommodate work and nonwork activities [Chapter 14, p.
519]
5. Coping with job loss
6. Developing leader skills
Authentic leadership
Contingency theory
Ethical decision making
Leader-member exchange theory
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Path-goal theory
Situational approach
Skills approach
Style approach
Team leadership
Trait approach
Transformational leadership
7. Plateauing [Chapter 7, p. 249]
8. Skills obsolescence
9. Career development [Chapter 7, p. 248]

U. HR Information Systems
1. Conducting systems needs assessments
2. Determining system specifications
3. Selecting an HR information system
4. Using HR data for enterprise management
5. Issues to consider when selecting HRIS software

V. Mergers and Acquisitions
1. Conducting HR due diligence
2. Integrating HR systems
3. Assimilating work cultures
4. Integrating compensation and benefits structures
5. Merging workplace cultures
6. Integrating performance management systems
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7. Cultural compatibility
Address cultural differences
Degree of internal integration
Autonomy
Adaptability
Employee trust
Diversity
8. Integration
Communication
Employee anxiety
Rumors
Redundancy
Downsizing
Morale

W. Outsourcing
1. Creating an outsourcing strategy
2. Preparing a request for information (RFI) or request for proposal (RFP)
3. Identifying third-party providers (contractors)
4. Evaluating proposals from contractors
5. Conducting cost-benefit analyses
6. Negotiating contract terms
7. Retaining management rights
8. Importance of legal review of contracts
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9. Managing vendor/staff relationships
10. Managing a vendor’s performance under the contract terms
11. Managing communications and deliverables
12. Evaluating effectiveness of outsourcing efforts

X. Workplace Health, Safety, and Security
1. OSHA citations and penalties (required) [Chapter 14, p. 514]
2. Disaster preparation, continuity, and recovery planning [Chapter 14, p. 532]
3. Employee health [Chapter 14, p. 518]
4. Inspection [Chapter 14, p. 513]
5. Protection from retaliation [Chapter 14, p. 513]
6. Safety management [Chapter 14, p. 521]
7. Security concerns at work [Chapter 14, p. 527]
8. Communicable diseases [Chapter 14, p. 516]
9. Data security [Chapter 14, p. 527]
10. Testing for substance abuse [Chapter 6, p. 201]
11. Ergonomics [Chapter 14, p. 520]
12. Monitoring, surveillance, privacy [Chapter 9, p. 310]
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Glossary
Absenteeism
The failure of an employee to report to the workplace as scheduled
Accountability
The personal duty to someone else (a higher-level manager or the organization itself)
for the effective use of resources to complete an assignment
Active listening
The intention and ability to listen to others, use the content and context of the
communication, and respond appropriately
Adverse employment action
Any action such as firings, demotions, schedule reductions, or changes that would
harm the individual employee
Affirmative action
A series of policies, programs, and initiatives that have been instituted by various
entities within both government and the private sector that are designed to prefer
hiring of individuals from protected groups in certain circumstances, in an attempt to
mitigate past discrimination
Arbitrator
A neutral third party who resolves a conflict by making a binding decision
Assessment center
A place where job applicants undergo a series of tests, interviews, and simulated
experiences to determine their potential for a particular job
Authority
The right to give orders, enforce obedience, make decisions, and commit resources
toward completing organizational goals
Balanced scorecard (BSC)
A scorecard measuring financial, customer service, internal process, and learning and
growth (or sustainability) measures
Behaviorally anchored rating scale (BARS) form
A performance appraisal that provides a description of each assessment along a
continuum
Behaviors
The actions taken by an individual
Bias
A personality-based tendency, either toward or against something
Biological job design
Designing jobs by focusing on minimizing the physical strain on the worker by
structuring the physical work environment around the way the body works
Bona fide occupational qualification (BFOQ)
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A qualification that is absolutely required in order for an individual to be able to
successfully do a particular job
Bonus
A lump sum payment, typically given to an individual at the end of a time period
Broadbanding
Combining multiple pay levels into one
Burnout
Constant lack of interest and motivation to perform one’s job
Business necessity
When a particular practice is necessary for the safe and efficient operation of the
business and when there is a specific business purpose for applying a particular
standard that may, in fact, be discriminatory
Business skills
The analytical and quantitative skills—including in-depth knowledge of how the
business works and its budgeting and strategic planning processes—that are necessary
for a manager to understand and contribute to the profitability of the organization.
Career
The individually perceived sequence of attitudes and behaviors associated with workrelated experiences and activities over the span of a person’s life
Career plateau
When an individual feels unchallenged in their current job and has little or no chance
of advancement
Centralization
Degree to which decision making is concentrated within the organization
Coaching
The process of giving motivational feedback to maintain and improve performance
COBRA
A law that requires employers to offer to maintain health insurance on individuals
who leave their employment (for a period of time)
Cognitive ability test
An assessment of general intelligence or of some type of aptitude for a particular job
Cohesiveness
An intent and desire for group members to stick together in their actions
Collective bargaining
The negotiation process resulting in a contract between union employees and
management that covers employment conditions
Commission
A payment typically provided to a salesperson for selling an item to a customer
Communication
The process of transmitting information and meaning
Compensation
The total of an employee’s pay and benefits
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Compensation system
Anything that an employee may value and desire and that the employer is willing and
able to offer in exchange
Compensatory damages
Monetary damages awarded by the court that compensate the injured person for
losses
Compensatory selection model
Model allowing an individual to do poorly on one test but make up for that poor
grade by doing exceptionally well on other tests
Competency model
Model identifying the knowledge, skills, and abilities (KSAs) needed to perform a
particular job in the organization
Complexity
Degree to which three types of differentiation exist within the organization
Conceptual and design skills
The ability to evaluate a situation, identify alternatives, select a reasonable alternative,
and make a decision to implement a solution to a problem
Conflict
The act of being opposed to another
Construct validity
An assessment that measures a theoretical concept or trait that is not directly
observable
Constructive discharge
When an employee is put under such extreme pressure by management that
continued employment becomes intolerable and, as a result, the employee quits, or
resigns from the organization
Content validity
An assessment of whether a test measures knowledge or understanding of the items it
is supposed to measure
Corporate social responsibility
The concept that organizations have a duty to all societal stakeholders to operate in a
manner that takes each of their needs into account
Cost center
A division or department that brings in no revenue or profit for the organization—
running this function only costs the organization money
Creativity
A basic ability to think in unique and different ways and apply those thought
processes to existing problems
Criterion-related validity
An assessment of the ability of a test to measure some other factor related to the test
Critical incidents method
A performance appraisal method in which a manager keeps a written record of the
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positive and negative performance of employees throughout the performance period
Cyber security
The use of tools and processes to protect organizational computer systems and
networks
Data analytics
Process of accessing large amounts of data in order to analyze those data and gain
insight into significant trends or patterns within organizations or industries
Defined benefit plan
A plan providing the retiree with a specific amount and type of benefits that will be
available when the individual retires
Defined contribution plan
A plan providing only the amount of funds that will go into a retirement account,
not what the employee will receive upon retirement
Delayering
The process of changing the company structure to get rid of some of the vertical
hierarchy (reporting levels) in an organization.
Disability
A physical or mental impairment that substantially limits one or more major life
activities, a record of having such an impairment, or being regarded as having such an
impairment
Discipline
Corrective action designed to get employees to meet standards and the code of
conduct
Discrimination
The act of making distinctions or choosing one thing over another; in HR, it is
making distinctions among people
Disparate impact
When an officially neutral employment practice disproportionately excludes the
members of a protected group; it is generally considered to be unintentional, but
intent is irrelevant
Disparate treatment
When individuals in similar situations are intentionally treated differently and the
different treatment is based on an individual’s membership in a protected class
Divergent thinking
The ability to find many possible solutions to a particular problem, including unique,
untested solutions
Diversity
The existence of differences—in HRM, it deals with different types of people in an
organization
Domestic partners
Individuals who are not legally married but who are in a one-to-one living
arrangement similar to marriage
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Dysfunctional conflict
When conflict gets to the point where creativity is stifled and, in fact, almost all work
becomes difficult or impossible because of the conflict’s intensity
EAP
A set of counseling and other services provided to employees that help them to
resolve personal issues that may affect their work
Economic strike
A work stoppage over authorized collective bargaining issues such as pay or working
conditions
Economic value added (EVA)
Measure of profits that remain after the cost of capital has been deducted from
operating profits
Effectiveness
A function of getting the job done whenever and however it must be done
Efficiency
A function of how many organizational resources we used in getting the job done
Electronic performance monitoring (EPM)
The process of observing ongoing employee actions using computers or other
nonhuman methods
Emotional intelligence
The way that we identify, understand, and use our own emotions as well as the
emotions of others to promote our working relationships
Empathy
The ability to put yourself in another person’s place—to understand not only what
that person is saying but why the individual is communicating that information to
you
Employee assistance programs (EAPs)
Programs providing a staff of people who help employees get professional assistance
in solving their problems
Employee development
Ongoing education to improve knowledge and skills for present and future jobs
Employee engagement
A combination of job satisfaction, ability, and a willingness to perform for the
organization at a high level and over an extended period of time
Employee health
The state of physical and psychological wellness in the workforce
Employment-at-will
Concept allowing the company or the worker to break the work relationship at any
point in time, with or without any particular reason, as long as in doing so, no law is
violated
Entitlement
Something that the employee feels they have a right to receive from the company
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Equity theory
Theory that employees are motivated when the ratio of their perceived outcomes to
inputs is at least roughly equal to that of other referent individuals
Ergonomics
According to OSHA, “the science of fitting workplace conditions and job demands
to the capabilities of the working population”
Essential functions
The fundamental duties of the position
Ethics
The application of a set of values and principles in order to make the right, or good,
choice
EWPs
Plans designed to cater to the employee’s physical, instead of psychological, welfare
through education and training programs
Expatriate
An employee who leaves their home country to go work in another country
Expectancy theory
A theory proposing that employees are motivated when they believe they can
accomplish a task and that the rewards for doing so are worth the effort
Experience rating
A measure of how often claims are made against an insurance policy
Express contract
A transaction in which the agreement between two parties is specifically stated
External recruiting
The process of engaging individuals from the labor market outside the firm to apply
for a job
Extinction
The lack of response, either positive or negative, in order to avoid reinforcing an
undesirable behavior
Extrinsic rewards
Valued returns (such as incentive pay for performance) to the individual in exchange
for doing something that the organization desires of the employee
Feedback
Information provided by the receiver that verifies that a message was transmitted
successfully
Fitness-for-duty test
A test identifying whether or not an employee is physically capable at a particular
point in time of performing a specific type of work
Foreign Corrupt Practices Act
Law barring US–based or US–listed companies from bribing foreign officials in
exchange for business
Formalization
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Degree to which jobs are standardized within an organization, meaning the degree to
which we have created policies, procedures, and rules that “program” the jobs of the
employees
Four-Fifths Rule
A test used by various federal courts, the Department of Labor, and the EEOC to
determine whether disparate impact exists in an employment test
Functional conflict
How organizations go through the process of creating new things—the opposition
itself drives the organization to change
Glass ceiling
The thought that there are invisible barriers to advancement in business to women as
well as minority employees
Golden parachutes
Provision for executives who are dismissed from a merged or acquired firm of
typically large lump sum payments on dismissal
Graphic rating scale form
A performance appraisal checklist form on which a manager simply rates performance
on a continuum such as excellent, good, average, fair, and poor
Grievance
A formal complaint concerning pay, working conditions, or violation of some other
factor in a collective bargaining agreement
Gross negligence
A serious failure to exercise care in the work environment
Group incentives
Incentives that provide reinforcement for actions of more than one individual within
the organization
High-deductible health plan (HDHP)
A “major medical” insurance plan that protects against catastrophic health care costs
and in most cases is paid for by the employer
HMO
A health care plan that provides both health maintenance services and medical care as
part of the plan
Hostile work environment
Harassment that occurs when someone’s behavior at work creates an environment
that is sexual in nature and that makes it difficult for someone of a particular sex to
work in that environment
HR forecasting
Identifying the estimated supply and demand for the different types of human
resources in the organization over some future period, based on analysis of past and
present demand
HR scorecard
A score identifying HR deliverables and HR system alignment; compares HR
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alignment with strategy, and measures organizational gains created by HR practices
HSA or MSA
A plan allowing the employer and employee to fund a medical savings account from
which the employee can pay medical expenses each year with pretax dollars
Human resource management systems (HRIS)
Interacting database systems that “aim at generating and delivering HR information
and that allow us to automate some human resource management functions
Human resources (HR)
The people within an organization
Illegal discrimination
The act of making distinctions that harm people and that are based on those people’s
membership in a protected class
Implied contract
A contract in which the parties form an agreement from their actions rather than
from a specific oral or written agreement
Individual incentives
Incentives that reinforce performance of a single person with a reward that is
significant to that person
Innovation
The act of creating useful processes or products based on creative thought processes
Interest test
A test measuring a person’s intellectual curiosity and motivation in a particular field
Internal recruiting
Filling job openings with current employees or people the employees know
Interpersonal Skills
The ability to understand, communicate, and work well with individuals and groups
through developing effective relationships
Job analysis
The process used to identify the work performed and the working conditions for each
of the jobs within our organizations
Job characteristics model
A conceptual framework for designing or enriching jobs based on core job
characteristics
Job description
Identification of the major tasks, duties, and responsibilities that are components of a
job
Job design
The process of identifying tasks that each employee is responsible for completing, as
well as identifying how those tasks will be accomplished
Job evaluation
The process of determining the worth of each position relative to the other positions
within the organization
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Job expansion
The process of making jobs broader, with less repetition. Jobs can be expanded
through rotation, enlargement, and enrichment
Job relatedness
When a test for employment is a legitimate measure of an individual’s ability to do
the essential functions of a job
Job simplification
The process of eliminating or combining tasks and/or changing the work sequence to
improve performance
Job specification
Identification of the qualifications of a person who should be capable of doing the
job tasks noted in the job description
Just Cause
A set of standard tests for fairness in disciplinary actions—tests that were originally
utilized in union grievance arbitrations
Knowledge workers
Workers who “use their head more than their hands” and who gather and interpret
information to improve a product or process for their organizations
Labor market
The external pool of candidates from which we draw our recruits
Labor relations
The interactions between management and unionized employees
Layoff
A process of terminating a group of employees, usually due to some business
downturn or perhaps a technological change, with intent to improve organizational
efficiency and effectiveness
Leadership
The process of influencing employees to work toward the achievement of
organizational objectives
Learning
Any relatively permanent change in behavior that occurs as a result of experience or
practice
Line managers
The individuals who create, manage, and maintain the people and organizational
processes that create whatever it is that the business sells
Lockout
When management stops all work and physically prevents workers from entering the
workplace
Management by objectives (MBO) method
A process in which managers and employees jointly set objectives for the employees,
periodically evaluate performance, and reward employees according to the results
Management counseling
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The process of giving employees feedback (so they realize that a problem is affecting
their job performance) and referring employees with problems that cannot be
managed within the work structure to the organization’s employee assistance program
Marginal job functions
Those functions that may be performed on the job but need not be performed by all
holders of the job
Mechanistic job design
Designing jobs around the concepts of task specialization, skill simplification, and
repetition
Mediator
A neutral third party who helps resolve a conflict but has no authority to impose a
solution to the conflict
Merit pay
A program to reward top performers with increases in their annual wage that carry
over from year to year
Minimum wage
The lowest hourly rate of pay generally permissible by federal law
Mission statement
A statement laying out our expectation of what we’re going to do in order to become
the organization that we have envisioned
Motivation
The willingness to achieve organizational objectives
Motivational job design
Designing jobs by focusing on the job characteristics that affect the psychological
meaning and motivational potential of the job; this approach views attitudinal
variables as the most important outcomes of job design
Multiple-hurdle selection model
Model requiring that each applicant must pass a particular selection test in order to
go on to the next test
Narrative method or form
Method in which the manager is required to write a statement about the employee’s
performance
Needs assessment
The process of analyzing the difference between what is currently occurring within a
job or jobs and what is required—either now or in the future—based on the
organization’s operations and strategic goals
Negative reinforcement
Withdrawal of a harmful thing from the environment in response to a positive action
on the part of the subject
Negligent hire
A legal concept that says if the organization hires someone who may pose a danger to
coworkers, customers, suppliers, or other third parties, and if that person then harms
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someone else in the course of working for the company, then the company can be
held liable for the individual’s actions
Negotiating
A process in which two or more parties in conflict attempt to come to an agreement
Objectives
Statements of what is to be accomplished in singular, specific, and measurable terms,
with a target date
Onboarding
The process of introducing new employees to the organization and their jobs
Onshoring
The process of shuttering operations in other countries and bringing work back to
the home country
Organizational culture
The values, beliefs, and assumptions about appropriate behavior that members of an
organization share
Organizational structure
The way in which an organization groups its resources to accomplish its mission
OUCH test
A rule of thumb rule used whenever you are contemplating any employment action,
to maintain fairness and equity for all of your employees or applicants
Outsourcing
The process of hiring another organization to do work that was previously done
within the host organization
Overtime
A higher than minimum, federally mandated wage, required for nonexempt
employees if they work more than a certain number of hours in a week
Paraphrasing
The process of restating a message back to the original sender in the receiver’s own
words
Parochialism
A narrow-minded view of the world with an inability to recognize individual
differences
Pattern or practice discrimination
When a person or group engages in a sequence of actions over a significant period of
time that is intended to deny the rights provided by Title VII of the 1964 CRA to a
member of a protected class
Pay structure
A hierarchy of jobs and their rates of pay within the organization
PBGC
A governmental corporation established within the Department of Labor whose
purpose is to insure retirement funds from failure
Perceptual-motor job design
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Designing jobs with tasks that remain within the worker’s normal mental capabilities
and limitations
Performance appraisal
The ongoing process of evaluating employee performance
Performance management
The process of identifying, measuring, managing, and developing the performance of
the human resources in an organization
Perquisites
Extra financial benefits usually provided to top employees in many businesses
Personality test
A test measuring the psychological traits or characteristics of applicants to determine
suitability for performance in a specific type of job
Physical test
A test designed to ensure that applicants are capable of performing on the job in ways
defined by the job specification and description
Positive reinforcement
Providing a reward in return for a constructive action on the part of the subject
Preferred provider organizations (PPOs)
A kind of hybrid between traditional fee-for-service plans and HMOs
Primary care physician (PCP)
The first point of contact for all preventive care and in any routine medical situation,
except emergencies
Principles
Basic application of our values
Privileges
Things that individuals are allowed to do based on asking permission from an
authority
Productivity
The amount of output that an organization gets per unit of input, with human input
usually expressed in terms of units of time
Productivity center
A revenue center that enhances the profitability of the organization through
enhancing the productivity of the people within the organization
Profit-sharing programs
Programs that provide a portion of company proceeds over a specific period of time
(usually either quarterly or annually) to the employees of the firm through a bonus
payment
Progressive discipline
A process in which the employer provides the employee with opportunities to correct
poor behavior before terminating them
Punishment
The application of an adverse consequence, or the removal of a reward, in order to
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decrease an unwanted behavior
Punitive damages
Monetary damages awarded by the court that are designed to punish an injuring
party that has intentionally inflicted harm on others
Qualitative forecasting
The use of nonquantitative methods to forecast the future, usually based on the
knowledge of a pool of experts in a subject or an industry
Quantitative forecast
Utilizing mathematics to forecast future events based on historical data
Quasi-contract
A court-ordered implied agreement to prevent one party in an action from benefiting
at the expense of another party
Quid pro quo harassment
Harassment that occurs when some type of benefit or punishment is made
contingent upon the employee submitting to sexual advances
Race norming
When different groups of people have different scores designated as “passing” grades
on a test for employment
Ranking
A performance appraisal method that is used to evaluate employee performance from
best to worst
Rate range
The maximum, minimum, and midpoint of pay for a certain group of jobs
Ratio analysis
The process of reviewing historical data and calculating specific proportions between
a business factor (such as production) and the number of employees needed
Realistic job preview (RJP)
A review of all of the tasks and requirements of the job, both good and bad
Reasonable accommodation
An accommodation made by an employer to allow someone who is disabled but
otherwise qualified to do the essential functions of a job to be able to perform that
job
Reasonable person
The “average” person who would look at the situation and its intensity to determine
whether the accused person was wrong in their actions
Recruiting
The process of creating a reasonable pool of qualified candidates for a job opening
Regression analysis
A statistical technique that identifies the relationship between a series of variable data
points for use in forecasting future variables
Reliability
The consistency of a test measurement
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Remediation
The correction of a deficiency or failure in a process or procedure
Responsibility
The obligation to answer for something/someone—the duty to carry out an
assignment to a satisfactory conclusion
Results
A measure of the goals achieved through a work process
Retaliation
A situation where the organization takes an “adverse employment action” against an
employee because the employee brought discrimination charges against the
organization or supported someone who brought discrimination charges against the
company
Return on investment (ROI)
Measure of the financial return we receive because of something that we do to invest
in our organization or its people
Revenue centers
Divisions or departments that generate monetary returns for the organization
Reverse discrimination
Discrimination against members of the majority group in an organization, generally
resulting from affirmative action policies within an organization
Right-to-sue
A notice from the EEOC, issued if it elects not to prosecute an individual
discrimination complaint within the agency, that gives the recipient the right to go
directly to the courts with the complaint
Rights
Things a person in a society is allowed to do without any permission required from
an authority
Safety Data Sheets
Documents that provide information on a hazardous chemical and its characteristics
Selection
The process of choosing the best-qualified applicant who was recruited for a given job
Self-efficacy
Whether or not a person believes that they have the capability to do something or
attain a particular goal
Serious health condition
An illness, injury, impairment, or physical or mental condition that involves either
inpatient care or continuing care for at least 3 consecutive days
Serious misconduct
Intentional behavior that has the potential to cause great harm to another or to the
company
Sexual harassment
As defined by the EEOC, “unwelcome sexual advances, requests for sexual favors,
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and other verbal or physical conduct of a sexual nature constitutes sexual harassment
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”
Simulation
A test where a candidate is put into a high-pressure situation in a controlled
environment so that the danger and cost are limited
Skills test
An assessment instrument designed to determine if you have the ability to apply a
particular knowledge set
Social loafers
Individuals who avoid providing their maximum effort in group settings because it is
difficult to pick out individual performance
Society for Human Resource Management (SHRM)
The largest and most recognized of the HRM advocacy organizations in the United
States
Staff managers
Individuals who advise line managers in some field of expertise
Stages of the change process
Denial, resistance, exploration, and commitment
Stereotyping
Mentally classifying a person into an affinity group and then identifying the person as
having the same assumed characteristics as the group
Strategy
A plan of action designed to achieve a particular set of objectives
Stress
The body’s reaction to environmental demands
Stressors
Factors that may, if extreme, cause people to feel overwhelmed by anxiety, tension,
and/or pressure
Strike
A collective work stoppage by members of a union that is intended to put pressure on
an employer
Sustainability
Meeting the needs of the current generation without compromising the ability of
future generations to meet their needs
Sustainable competitive advantage
A capability that creates value for customers that rivals can’t copy quickly or easily
and that allows the organization to differentiate its products or services from those of
competitors
Technical skills
The ability to use methods and techniques to perform a task
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360-degree evaluation
An evaluation that analyzes individuals’ performance from all sides—from their
supervisor’s viewpoint, from their subordinates’ viewpoint, from their customers (if
applicable), from their peers, and from their own self-evaluation
Trade blocs
Groups of countries that form an association for the purpose of facilitating
movement of goods across national borders
Traditional health care plans
Plans that cover a set percentage of fees for medical services—for either doctors or inpatient care
Training
The process of teaching employees the skills necessary to perform a job
Traits
The physical or psychological characteristics of a person
Trend analysis
A process of reviewing historical items such as revenues and relating changes in those
items to some business factor to form a predictive chart
Trust
Faith in the character and actions of another
Turnover
The permanent loss of workers from the organization
Undue hardship
When the level of difficulty for an organization to provide accommodations,
determined by looking at the nature and cost of the accommodation and the overall
financial resources of the facility, becomes a significant burden on the organization
Unemployment Insurance (UI)
Insurance that provides workers who lose their jobs with continuing subsistence
payments from their state for a specified period of time
Uniform Guidelines on Employee Selection Procedures (UGESP)
Guidelines that provide information that can be used to avoid discriminatory hiring
practices as well as discrimination in other employment decisions
Utilization analysis
A review of the cost of a program and comparison of program costs with the rate of
the program’s usage by the members of the company
Validity
The extent to which a test measures what it claims to measure
Values
Our basic concepts of good and bad, or right and wrong
Variable pay
Compensation that depends on some measure of individual or group performance or
results in order to be awarded
Vesting
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A maximum amount of time beyond which the employee will have unfettered access
to their retirement funds, both employee contributions and employer contributions
Vision
What we expect to become as an organization at a particular point in time in the
future
Wage compression
When new employees require higher starting pay than the historical norm, causing
narrowing of the pay gap between experienced and new employees
Whistle-blower
An individual who tells an authoritative organization (such as a TV station or a
government agency) outside the individual’s own company about actions within the
company that the individual believes to be illegal
Work sample
A test conducted by providing a sample of the work that the candidate would
perform on the job and asking the candidate to perform the tasks under some type of
controlled conditions
Workers’ compensation
An insurance program designed to provide medical treatment and temporary
payments to employees who cannot work because of an employment-related injury or
illness
Workflow analysis
The tool that we use to identify what has to be done within the organization to
produce a product or service
Workplace safety
The physical protection of people from injury or illness while on the job
Workplace security
The management of personnel, equipment, and facilities in order to protect them
Wrongful discharge
Terminating an individual employee for an illegal reason, either in violation of a
contract or in violation of state or federal law
Yield ratio
A calculation of how many people make it through the recruiting step to the next
step in the hiring process
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Sobeys, Inc., 41
Society for Human Resource Management, 23–24
Sotheby’s, 602 (case)
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Southwest Airlines, 166–167, 228, 553
Spotify, 501 (case)
Square, 330
Stanford Graduate School of Business, 568 (case)
Stanford University’s Rock Center for Corporate Governance, 567–568 (case)
Starbucks, 467, 553, 559, 595 (photo)
Statistical Analysis System Institute Inc., 503 (case)
Stop & Shop, 128 (box)
Sum All, 398
Sun Microsystems, 559
SVB Financial Group, 553
Sysco, 8–9
Taco Bell, 399–400
Target, 128 (box), 131, 195, 214, 298 (case), 420 (case), 483
Tata Motors, 47–48
Taubman Centers, 603 (case)
Telco Smart Communications, 60
TEPCO, 55, 532
Tesco, 60
Tesla, 52, 57, 450, 450 (photo)
Texas Roadhouse, 84
3M Company, 448–449, 577
Thrive Home Builders, 180 (case)
Tiffany’s & Co., 218 (case)
TMK Ispco, 34 (case)
TMK PJSC, 34 (case)
T-Mobile, 200
Tokyo Electric Power Company, 306
TOMS, 45 (box), 555
Tom’s of Maine, 555 (photo)
Towers Watson, 568 (case)
Toyota, 49, 228, 577, 589
Travelers Insurance, 132
Treasury Department, 497
Tresors, 602 (case)
Twillo, 502 (case)
Twitter, 161, 220 (case), 330, 468, 502 (case), 531, 555
Uber, 53, 103, 108–109 (case), 322, 415, 478, 522, 550 (photo), 552
Unilever, 254
United Nations, 306
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United Steelworkers Union, 527
US Supreme Court, 93, 95, 99–100, 365, 415
US Women’s Soccer Team, 79–80
V. James DeSimone Law, 538 (case)
Vault, 172
Vaynermedia, 350
Verizon, 488
Victoria’s Secret, 59 (box)
Virgin American, 478
Volkswagen, 553, 554
W. L. Gore, 133
Walmart, 41–42, 45 (box), 47, 50, 57, 150–151 (case), 193, 298 (case), 318, 396,
408, 420 (case), 421 (case), 457 (case), 483, 553, 559–560, 595, 601 (case)
Walt Disney Company, 502 (case)
WebMD, 497
Weight Watchers, 254
Wells Fargo Bank, 444 (photo), 451, 542, 545, 554
West Point Military Academy, 176
Westinghouse, 527
Weyerhaeuser, 559
WhatsApp, 220 (case)
Whole Foods, 376
Wipro, 227
World Business Council for Sustainable Development, 563 (exhibit)
World Economic Forum, 563 (exhibit)
World Health Organization, 516
World Trade Organization, 576, 577
World Wildlife Fund, 502 (case)
Xerox, 583 (photo)
Yahoo, 103, 133, 193, 220 (case), 259 (case)
Yelp, 334
YouTube, 49
Zappos, 54, 56, 266
Zenefits, 403
Zillow, 501 (case), 502 (case)
Zynga, 33 (case)
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Subject Index
AA. See Affirmative action
Ability, 232, 324
Ability-job fit, 189
Absenteeism, 11–12, 138, 138 (exhibit)
Accidents, 533–534
Accommodating conflict style, 367–368, 368 (exhibit)
Accountability, 550, 551
Active listening, 170, 347–348
Acute stress, 521
ADA. See Americans with Disabilities Act
Adaptation phase of culture shock, 592 (exhibit)
Address, pre-employment inquiries about, 194 (exhibit)
ADEA. See Age Discrimination in Employment Act
Adverse employment action, 92
Adverse selection, 495
Advertising, 166–167, 168 (exhibit), 178–179 (case)
Advice, 548
Aerobic exercise, 526
Affectivity, negative, 587
Affirmative action (AA), 93, 94–95, 94 (exhibit)
Affirmative defense, 91
Affordable Care Act. See Patient Protection and Affordable Care Act
Age, pre-employment inquiries about, 194 (exhibit)
Age Discrimination in Employment Act (ADEA), 80 (exhibit), 84
Agency theory, 452
Agility, 28–29
Agreeableness, 587
AI. See Artificial intelligence
Alternative dispute resolution, 374–375
Ambush election rule, 362
American Recovery and Reinvestment Act, 479, 480
Americans with Disabilities Act (ADA), 80 (exhibit), 85–87
Analyzing, in communication, 348
Anger, 528, 529–530
Annual leave, 490
Annual voluntary turnover rates, 247
APICS Magazine, 167
Applications and preliminary screening, 192–195, 194 (exhibit)
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Appraisal. See Performance appraisal
Arbitrators, 375
Arkansas, 211
Artificial intelligence (AI), 146, 161
Assertiveness, 585 (exhibit)
Assertiveness versus nurturing, 584 (exhibit)
Assessment centers, 200
Assimilation, 564
Assumptions, 58
Asynchronous distance learning, 242
Attribution error, 288
Attrition, 141, 247
Auditory learners, 239
Authority, 549, 550–551
Auto industry, 433, 488
Autocratic style, 327
Autonomy, 129, 130, 428
Avoidance reinforcement, 393
Avoiding conflict style, 367, 368, 368 (exhibit)
B Corps, 555
Background checks, 208–212, 532
Balance sheet approach, 594
Balanced scorecard (BSC), 63
Bandwidth, 133, 133 (exhibit)
“Ban-the-box” legislation, 195, 210
BARS form. See Behaviorally anchored rating scale form
Base pay, 389
BCF statements, 370
Behavior:
defined, 273
directive, 324
employee, 56, 58
ethical, 544–545 (box)
management, 523
organizational citizenship, 344, 350
as organizational culture level, 57
shaping, 235–237, 235 (exhibit)
supportive, 324, 327
unethical, 543, 545–546
Behavior evaluations, 244–245, 246
Behavioral appraisals, 273–274
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Behavioral descriptive questions, 206
Behaviorally anchored rating scale (BARS) form, 279–280
BeKnown, 161
Beliefs, 57
Benchmark jobs, 406
Benchmarking pay survey data, 410–411, 410 (exhibit), 411 (exhibit)
Benchmarks Assessment tool, 250
Benefits. See Employee benefits
Benefits corporations, 555
Benevolent CSR, 557–558, 557 (exhibit)
BFOQ. See Bona fide occupational qualification
Bias, 286
Big data, 60
Big Five personality characteristics, 587
Biological job design, 128
Birkman Method, 250
Blanchard test, 273, 284, 289
Bona fide occupational qualification (BFOQ), 82–83, 82 (exhibit)
Bonuses, 432–433, 452, 459 (case)
Bottom-up approach to HR forecasting, 150 (case)
Boycotts, secondary, 356
Brazil, 581, 590, 596
Breathing, deep, 524
Brexit, 576
Bribery, 549, 552, 582
BRIC economies, 590
Bring-your-own-device movement, 309–310
Broadbanding, 412–413, 413 (exhibit)
BSC. See Balanced scorecard
Bullying, 530–531
Burnout, 521–522
Business continuity and recovery, 532–533
Business necessity, 82 (exhibit), 83
Business skills, 15–16
Buyers, 50
Cafeteria plans, 493–495
California, 416
Candidate personas, 103
Capability, employee, 324, 328 (model)
Capital, 574
Career development, 171 (box), 248–249
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Career development consequences model, 251–253, 251 (exhibit), 253 (exhibit)
Career plateau, 249
Careers, 247–248
Carpal tunnel syndrome, 520
Cases:
advertising, 178–179 (case)
compensation management, 420–421 (case)
construction worker recruitment, 179–181 (case)
corporate social responsibility, 569–570 (case)
diversity, 108–109 (case)
employee and labor relations, 380–381 (case)
employee benefits, 501–503 (case)
employee wellness programs, 537–538 (case)
ethics, 567–568 (case)
executive compensation, 567–568 (case)
global issues, 600–603 (case)
learning and development, 258–260 (case)
legal environment, 108–110 (case)
oil services industry, 34 (case)
performance management and appraisal, 297–299 (case)
recruiting, 178–181 (case), 501–502 (case)
rights and employee management, 337–339 (case)
selection, 218–221 (case)
strikes, 380–381 (case)
variable pay, 457–460 (case)
workforce planning, 150–152 (case)
workplace security, 538–539 (case)
Central tendency error, 287
Centralization, 55
CEO compensation. See Executive compensation
Ceremonies, 57
Certifications, 24
Change:
about, 329–330
commitment to, 313, 320, 331
managing, 330–331, 331 (exhibit)
organizational agility and, 29
resistance to, 97, 231, 331–333
stress and, 523
Chief Human Resource Officers, 7
Chief sustainability officers, 559, 560
Child labor, 402–403
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China, 581, 583, 590
Christians, 102, 109–110 (case)
Citizenship, pre-employment inquiries about, 194 (exhibit)
Civil Rights Act of 1964, 80–84, 80 (exhibit), 82 (exhibit), 99, 102, 199
Civil Rights Act of 1991, 80 (exhibit), 87–88, 88 (exhibit)
Classical conditioning, 233–234
Classroom training, 241, 242 (exhibit)
Claw-back provision, 451, 453
Closed recruiting, 163
Closed-ended questions, 205
Coaching:
about, 312–313, 312 (model)
defined, 312
global differences, 322–323
informal talks, 318
prior, 319, 320
See also Counseling
COBRA. See Consolidated Omnibus Budget Reconciliation Act
Codes of conduct, 308
Codes of ethics, 547 (exhibit), 548–549, 582
Cognitive ability tests, 198–199
Cohesiveness, 97
Collaborative conflict style, 368–369, 368 (exhibit)
Collective bargaining, 364
Collectivism, 584 (exhibit), 585 (exhibit), 595
Commissions, 433, 433 (photo), 457–458 (case)
Commitment:
to change, 313, 320, 331
communication and, 346
to sustainability, 560
Communicable disease research, 516
Communication:
about, 345
defined, 345
messages, receiving, 346–349, 348 (box), 349 (model)
messages, sending, 345–346, 346 (model)
nonverbal, 530, 591
performance appraisals for, 269–270
value, 495–496
variable pay and, 447
Communication training, 591–592
Comparable worth, 404–405, 416
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Compensable factors, 406
Compensation, defined, 388
Compensation management:
about, 388–393
cases, 420–421 (case)
comparable worth, 404–405, 416
compensation strategy, 393–398
compensation system, 388–390
components, 388–389
Fair Labor Standards Act, 398–400, 400 (exhibit), 401–402 (exhibit), 402–
403, 415–416, 517 (exhibit)
global issues, 580, 593–596
importance of, 388
job evaluation, 405–407
laws and legal concepts, 398, 399 (exhibit)
legal and fairness issues, 398–403
legal issues, other, 405
motivation and, 390–393, 391 (exhibit)
pay structure, 411–413, 411 (exhibit), 413 (exhibit)
pay system development, 407–411, 408 (exhibit), 409 (exhibit), 410 (exhibit),
411 (exhibit)
practitioner’s perspective, 387
satisfaction with, 414 (box)
trends and issues, 413–416
Compensation strategy:
ability to pay, 393–394
at, above, or below market, 396
compensation types, 394
pay secrecy, 397–398
skill-based versus competency-based pay, 395–396
variable pay versus longevity pay, 394–395
wage compression, 396–397
Compensation system, 388–390
Compensatory damages, 87, 88, 88 (exhibit)
Compensatory selection model, 213
Competency models, 226
Competency-based job analysis, 124
Competency-based pay, 395–396
Competition:
as external environment factor, 41–42
labor market, 408–409, 409 (exhibit)
product market, 409–410, 410 (exhibit)
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Competitive advantage, sustainable, 13
Competitors, 49, 158
Complexity, 54
Compressed workweek, 134
Compromising style, 368, 368 (exhibit), 369
Conceptual and design skills, 15
Conduct, codes of, 308
Confidentiality, 283, 359
Conflict:
about, 366–367
conflict management styles, 366–369, 368 (exhibit)
conflict resolution, initiating, 369–371, 370 (model)
defined, 96
dysfunctional, 96, 367
functional, 96, 367
of ideas, 367
personal, 367
stress and, 523
Conscientiousness, 587
Consolidated Omnibus Budget Reconciliation Act (COBRA), 479
Construct validity, 191
Construction worker recruitment, 179–181 (case)
Constructive discharge, 93, 361, 380–381 (case)
Consultative style, 327
Content validity, 191
Contingency agencies, 166
Contingency factors, 324
Contingency leadership. See Situational management
Contract workers, 29, 143–144, 145–146, 165, 413–416
Contractors, federal, 94, 95
Contracts, 310, 359–361
Contrast error, 288
Contributions, matching, 488–489
Controlled Substances Act, 196, 197 (exhibit)
Controlling, 53
Conventional level of moral development, 543
Cooperation, 430
Core hours, 133, 133 (exhibit)
Core-plus plans, 494–495
Corporate social performance, 555
Corporate social responsibility (CSR):
benevolent, 557–558, 557 (exhibit)
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business case for, 553–555
case, 569–570 (case)
defined, 553
employees and, 555–557
ethical, 557, 557 (exhibit)
legal, 557, 557 (exhibit)
levels of, 557–558, 557 (exhibit)
overall approach to, 558
reporting, 555
situational approach to, 558
social entrepreneurs and hybrid organizations, 555
stakeholders and, 555–557
See also Sustainability
Corrective feedback, 333–334
Corrupt payments to government officials, 552
Cost centers, 7
Cost leadership, 47–49
Cost per hire, 172 (exhibit), 173
Counseling, 313–315, 314 (exhibit), 322–323
See also Coaching
Creativity, 96
Credit checks, 208–210
Criminal background checks, 194 (exhibit), 195, 210
Criterion-related validity, 191
Critical incidents method, 276–277
CSR. See Corporate social responsibility
CUErgo, 520–521
Cues, 332
Cultural training, 591, 592 (exhibit)
Culture, national, 582–585, 584 (exhibit), 585 (exhibit)
Culture shock, 586, 591, 592 (exhibit)
Customer assessments, 284–285
Customer attrition, 247
Customer satisfaction, 247
Customers, 41
Cyber security, 527–528
Dakota Access oil pipeline, 43
Damages, 87–88, 88 (exhibit)
Data analytics, 59–61
Data and device policies, 309–310
Databases, job analysis, 119–120
1878

De minimis violations of OSH Act, 514
Debriefing performance appraisals, 290–292, 291 (model), 292 (model)
Decertification elections, 366
Decision making, 60, 62, 270
Deep breathing, 524
Defined benefit plans, 487, 488
Defined contribution plans, 487–488
Delayering, 412
Delphi method, 150 (case)
Demographics, 9–10, 95, 556
Demotion, 319
Denial, 331
Depression/hostility phase of culture shock, 591, 592 (exhibit)
Desk rage, 528
Development. See Learning and development
Developmental performance appraisal interviews, 291–292, 292 (model)
Diaries, 121–122
Differential piece-rate plans, 435, 436 (exhibit)
Differentiation, 48, 49, 54
Digital culture, 28–29
Digital learning, 254–255
Direct compensation, 389
Directive behavior, 324
Disability, 85, 194 (exhibit)
Disability and survivor benefits, 470–471, 492
Disability insurance, 492
Discernment and advice, 548
Disciplinary suspension, 318–319
Discipline, 315–320, 317 (exhibit), 319 (model)
See also Termination
Discrimination:
age, 80 (exhibit), 84
defined, 77
disparate impact, 81–82, 82 (exhibit)
disparate treatment, 81, 82 (exhibit)
gender identity, 103
genetic information, 80 (exhibit), 89, 197, 520
illegal, 77
organizational defenses against, 82–83, 82 (exhibit)
pattern or practice, 82, 82 (exhibit)
practitioner’s perspective, 75–76
pregnancy, 80 (exhibit), 84–85
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religious, 102, 109–110 (case)
reverse, 79
sexual orientation, 103
Disengagement stage of career development, 251 (exhibit), 252
Disparate impact, 81–82, 82 (exhibit)
Disparate treatment, 81, 82 (exhibit)
Distance learning, 242–243, 243 (exhibit)
Distributional errors, 287
Divergent thinking, 96
Diversity:
case, 108–109 (case)
corporate social responsibility and, 556–557
defined, 95
demographic, 95, 556
legal environment, 93, 94 (exhibit), 95–98, 97 (exhibit), 108–109 (case)
Diversity leadership, 97
Diversity training, 564
“Do only what gets paid for” syndrome, 445
Dodd-Frank Wall Street Reform and Consumer Protection Act, 451, 453
Domestic partners, 496–497
Domestic stage of corporate globalization, 579 (exhibit)
Downsizing, 140
Drug testing, 201–202, 311, 532, 533–534
Due process, right to, 306
Duties tests, 400, 401–402 (exhibit)
Dysfunctional conflict, 96, 367
Dysfunctional stress, 521–522
EAPs. See Employee assistance programs
Early retirement, 141–142
Economic strikes, 366
Economic value added (EVA), 62
Economy, 43–44, 552
Education, 193, 194 (exhibit), 249–250
Educational assistance, 492
Educational institutions, as recruiting source, 165, 168 (exhibit)
EEO. See Equal employment opportunity
Effectiveness, 7
Efficiency, 7–9
Efficiency wage theory, 396
E-learning, 242–243, 243 (exhibit)
Electronic performance monitoring (EPM), 293–294
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Email, monitoring, 307, 334
Emotional control, 529–530
Emotional intelligence, 250–251
Empathy, 14–15
Employee and labor relations:
cases, 380–381 (case)
communication, 345–349, 346 (model), 348 (box), 349 (model)
conflict, 366–371, 368 (exhibit), 370 (model)
decertification elections, 366
global issues, 580
job satisfaction, 350–353, 351 (exhibit), 352 (exhibit), 353 (box)
legal issues in labor relations, 353–361, 354 (exhibit), 358 (exhibit)
management rights, 365–366
negotiations, 371–375, 372 (model)
practitioner’s perspective, 343
trends and issues, 375–376
trust, 344–345
unions and labor rights, 361–364, 363 (exhibit), 364 (model)
Employee assessment. See Performance appraisal
Employee assistance programs (EAPs), 315, 519, 533
Employee behavior, 56, 58
Employee benefits:
about, 389
administration and communication of, 493–496
cases, 501–503 (case)
for domestic partners, 496–497
employee services, 492–493
Family and Medical Leave Act, 474–476
global issues, 596
growth in, 464–467, 465–466 (exhibit)
health insurance, group, 482–487, 497–498
insurance coverage, other, 491–492
Old-Age, Survivors and Disability Insurance, 468–471, 470 (exhibit), 492
paid time off, 490–491
Patient Protection and Affordable Care Act, 476–478, 477 (exhibit)
practitioner’s perspective, 463
retirement benefits, 487–490, 596
statutory benefits, 465–466, 468–482, 493 (exhibit)
strategic value of, 464–468
sustainability-based, 562–563
trends and issues, 496–498
Unemployment Insurance, 473–474
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voluntary benefits, 482–493, 493 (exhibit)
voluntary benefits, statutory requirements regarding, 478–482
workers’ compensation, 471–473
Employee capability, 324, 328 (model)
Employee Complaint Resolution Model, 364 (model)
Employee development, defined, 227
See also Learning and development
Employee engagement, 6, 11, 28, 292–293
Employee health:
case, 537–538 (case)
defined, 516
employee assistance programs, 315, 519, 533
employee wellness programs, 519–520, 523
ergonomics and musculoskeletal disorders, 520–521
practitioner’s perspective, 509
safety and health management and training, 521
trends and issues, 534
work–life balance, 516, 518–519
See also Stress
Employee Polygraph Protection Act (EPPA), 196–197, 197 (exhibit), 518 (exhibit)
Employee relations. See Employee and labor relations
Employee Retirement Income Security Act (ERISA), 480–482
Employee rights:
about, 304, 305 (exhibit)
due process, 306
Equal Employment Opportunity Commission, 92
free consent, 305–306
free speech, 307
freedom of conscience, 306
life and safety, 306
Occupational Safety and Health Administration, 512 (exhibit), 513–514
privacy, 307
privileges versus, 304–305
Employee satisfaction, 247
Employee services, 492–493
Employee stock ownership plans, 441
Employee voice, 391
Employee wellness programs (EWPs), 519–520, 523
Employees:
change, involvement in, 332–333
corporate social responsibility and, 555–557
engaged, 6, 11, 28, 292–293
1882

lesbian/gay/bi/transgender, 556
misclassification of, 403
older, 556
problem, 313–315, 314 (exhibit)
recognition of, 437–439, 438 (model)
training, readiness for, 232–233
Employer rights. See Management rights
Employer/employee relationship, 375–376
Employment agencies, 165–166, 168 (exhibit)
Employment decisions, 190
Employment laws, major:
Age Discrimination in Employment Act, 80 (exhibit), 84
Americans with Disabilities Act, 80 (exhibit), 85–87
Civil Rights Act of 1964, 80–84, 80 (exhibit), 82 (exhibit), 99, 102, 199
Civil Rights Act of 1991, 80 (exhibit), 87–88, 88 (exhibit)
Equal Pay Act, 79–80, 80 (exhibit)
Genetic Information Nondiscrimination Act, 80 (exhibit), 89, 197, 520
immigration laws, related, 89–91
Lilly Ledbetter Fair Pay Act, 80 (exhibit), 89, 89 (photo)
Pregnancy Discrimination Act, 80 (exhibit), 84–85
Uniformed Services Employment and Reemployment Rights Act, 80 (exhibit),
88, 517 (exhibit)
Veterans Benefits Improvement Act, 80 (exhibit), 88
Vietnam Era Veterans Readjustment Assistance Act, 80 (exhibit), 84
Employment tests. See Tests and testing
Employment-at-will, 310–311
Empowering style, 328
Engaged employees, 6, 11, 28, 292–293
Enthusiasm, 273
Entitlements, 432, 444
Environmental impact, 552
EPA. See Equal Pay Act
EPM. See Electronic performance monitoring
EPPA. See Employee Polygraph Protection Act
Equal employment opportunity (EEO), 93, 94 (exhibit), 517 (exhibit), 581–582
Equal Pay Act (EPA), 79–80, 80 (exhibit)
Equity theory, 391–393
Ergonomics, 520–521
ERISA. See Employee Retirement Income Security Act
Essential functions, 86, 87
Establishment stage of career development, 251 (exhibit), 252
Ethical CSR, 557, 557 (exhibit)
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Ethics:
accountability and, 550, 551
approaches, 546–549, 547 (exhibit)
authority and, 549, 550–551
in business, 542–543
case, 567–568 (case)
codes of, 547 (exhibit), 548–549, 582
defined, 543
ethical organizations, 541–543, 545–546, 549–551
global issues, 582
importance of, 541–542
international, 582
issues, common, 551–553
practitioner’s perspective, 541
responsibility and, 549–550, 550–551
self-assessment, 544–545 (box)
stakeholders’ approach to, 547–548
See also Corporate social responsibility
Ethnocentrism, 577, 588
European Union, 358 (exhibit), 576, 596
Eustress stress, 521
EVA. See Economic value added
Evaluation of employees. See Performance appraisal
Evaluative performance appraisal interviews, 290–291, 291 (model)
Evaluators. See Raters
Evidence, substantial, 316–317
EWPs. See Employee wellness programs
Executive compensation:
case, 567–568 (case)
debate over, 449–451
Dodd-Frank Wall Street Reform and Consumer Protection Act, 451, 453
executive incentives, 452–453
goal of, 453
Executive employees, termination of, 322
Executive incentives, 452–453
Executive Order 11246, 94, 95, 556
Executive Order 11478, 556
Executive Order 13665, 397
Executive recruiters, 166
Exercise, 525–526
Expatriate training and preparation, 590–593, 592 (exhibit)
Expatriates, defined, 591
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Expectancy theory, 390–391, 391 (exhibit), 427
Experience, 194 (exhibit), 250, 586, 587
Experience ratings, 472, 473, 474
Exploration, in change process, 331
Exploration stage of career development, 251, 251 (exhibit)
Express contracts, 360
External environment, 41–44, 42 (exhibit)
External recruiting, 164–168, 168 (exhibit), 178–179 (case)
Extinction, 235 (exhibit), 236
Extrinsic rewards, 445
Extroversion, 587
Faces scale, 351, 351 (exhibit)
Facilitation, 375
Factor comparison method, 406–407
Failure to abate violations of OSH Act, 514
Fair Credit Reporting Act, 208–209
Fair dealing, lack of, 310–311
Fair Labor Standards Act (FLSA):
about, 398
child labor, 402–403
employee misclassification, 403
independent contractors, 415–416
minimum wage, 399–400, 400 (exhibit), 401–402 (exhibit), 403, 517
(exhibit)
overtime, 402
poster, 517 (exhibit)
professional liability and, 24
False Claims Act, 359
Family and Medical Leave Act (FMLA), 24, 474–476, 517 (exhibit)
Family status, pre-employment inquiries about, 194 (exhibit)
Family-friendly practices, 519
Fast-food restaurants, 399–400
FCPA. See Foreign Corrupt Practices Act
Federal court orders for affirmative action, 94–95
Federal government, 54, 58–59
Feedback:
in communication, 346
corrective, 333–334
defined, 346
in job characteristics model, 129, 130
management by objectives and, 277
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piecework plans and, 435
trends and issues, 333–334
Fee-for-service health care plans, 483
Femininity versus masculinity, 584 (exhibit)
Fiduciaries, 481
Financial crisis (2007–2009), 541
Financial Times, 167
Finland, 569 (case)
First Amendment, 307
“Fit,” looking for, 189–190
Fitness-for-duty tests, 202
Five-forces analysis, 49–50, 50 (exhibit)
Fleming learning styles, 239
Flexible benefit plans, 493–495
Flexible hours, 133, 133 (exhibit)
Flexible job design, 133–134, 133 (exhibit), 134 (exhibit)
Flextime, 133, 133 (exhibit)
Flight attendants, 83
FLSA. See Fair Labor Standards Act
FMLA. See Family and Medical Leave Act
Focus strategy, 48
“Footprint Chronicles, The,” 562
Forcing conflict style, 368, 368 (exhibit)
Forecasting, 135–139, 150 (case)
Foreign Corrupt Practices Act (FCPA), 549, 552, 582
Formal education, 249–250
Formalization, 55
401(k) retirement plans, 488–489
403(b) retirement plans, 488–489
4Ms (resource inputs), 117–118
Four-Fifths Rule, 78–79, 78 (exhibit), 81–82
Four-Level Evaluation Method, 244–246
Four-way test, 547
Frame-of-reference training, 290
Free consent, right of, 305–306
Free riders, 429
Free speech, right to, 307
Freedom of conscience, right to, 306
Fringe benefits. See Employee benefits
Full-choice plans, 493, 495
Functional conflict, 96, 367
Functional stress, 521
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Furloughs, 151 (case)
Future orientation, 585 (exhibit)
Gainsharing plans, 440–441
Gamification, 254
Gap analysis, 150 (case)
GATT. See General Agreement on Tariffs and Trade
Gender differences, as GLOBE dimension, 585 (exhibit)
Gender identity discrimination, 103
Gender–wage gap, 416
General Agreement on Tariffs and Trade (GATT), 575–576
General duties clause, 511, 520
General employment agencies, 165
General Schedule Pay System, 54
Generalist jobs, 17
Generation Z, 158, 174–175
Generational factors, 158, 174–175
Genetic Information Nondiscrimination Act (GINA), 80 (exhibit), 89, 197, 520
Genetic testing, 80 (exhibit), 89, 197, 520
Geocentric organizations, 588
Germany, 581
Gig workers, 29, 143–144, 145–146, 165, 413–416
GINA. See Genetic Information Nondiscrimination Act
Giving Praise Model, 438–439, 438 (model)
Glass ceiling, 556
Global issues:
cases, 600–603 (case)
coaching, counseling, and discipline, 322–323
compensation, 580, 593–596
culture, national, 582–585, 584 (exhibit), 585 (exhibit)
employee and labor relations, 580
ethics, 582
expatriate training and preparation, 590–593, 592 (exhibit)
globalization of business and HRM, 573–580, 579 (exhibit)
job design/redesign, 134
labor laws, 357–358, 358 (exhibit)
legal issues, 581–582
practitioner’s perspective, 573
recruiting and selection, 590
repatriation after foreign assignments, 593
staffing, 580, 585–589, 588 (exhibit)
training, 580
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trends and issues, 596–597
Global Leadership and Organizational Behavior Effectiveness (GLOBE), 584–585,
585 (exhibit)
Global village concept, 575, 578
Global virtual teams, 330
Globalization:
about, 573–575
effects of, 577–578
human resource management in global firms, 579–580
reasons for, 575–577
stages, 578–579, 579 (exhibit)
strategic planning and, 64–65
GLOBE. See Global Leadership and Organizational Behavior Effectiveness
Goal orientation, 51
Golden parachutes, 451
Golden Rule, 546–547
Gold-plating, 161–162
Good faith and fair dealing, lack of, 310–311
Government, 44, 54, 58–59, 552
Graphic rating scale form, 278–279
Great Singapore Sale, 602–603 (case)
Green companies, 559–560
Green-circle rates, 412
Grievances, 364, 364 (model)
Grit, 175–176
Grit (Duckworth), 175–176
Gross negligence, 320–321
Group health insurance, 482–487, 497–498
Group incentives:
advantages and disadvantages, 429–430, 429 (exhibit)
criteria for, 430–431
defined, 429
employee stock ownership plans, 441
gainsharing plans, 440–441
options, 431 (exhibit), 439–443
profit-sharing plans, 439–440
stock options and stock purchasing plans, 442–443
See also Individual incentives
Group term life insurance, 491
Gung-Ho, 584
Habits, 331–332
1888

Halo error, 213, 287
Hay Guide, 406
Hazard Communication Standards (HCS), 514, 515 (exhibit)
HDHPs. See High-deductible health plans
Headhunters, 166
Health, employee. See Employee health
Health care, personalization of, 497–498
Health care apps, 497
Health insurance, 482–487, 497–498
Health Insurance Portability and Accountability Act (HIPAA), 479–480
Health maintenance organizations (HMOs), 483–484
Health reimbursement accounts (HRAs), 485, 497–498
Health savings accounts (HSAs), 485–486, 497–498
Height, pre-employment inquiries about, 194 (exhibit)
Heroes, 57
High-deductible health plans (HDHPs), 486
High-performance work system, 63
HIPAA. See Health Insurance Portability and Accountability Act
Hiring freezes, 141
Hiring process, 213–214
See also Selection
HMOs. See Health maintenance organizations
Hofstede’s model of national culture, 583–584, 584 (exhibit)
“Holacracy,” 54, 266
Holiday pay, 491
Home-country nationals, 588, 588 (exhibit)
Honesty tests, 199
Honeymoon phase of culture shock, 592 (exhibit)
Horizontal differentiation, 54
Horn effect, 213, 287
Host-country nationals, 588, 588 (exhibit)
Hostile work environment, 99
Housing costs, 590
HR forecasting, 135–139, 136 (exhibit), 138 (exhibit), 150 (case)
HR scorecard, 63
HRAs. See Health reimbursement accounts
HRM. See Human resource management
HRMS. See Human resource management systems
HSAs. See Health savings accounts
Human capital, 574
Human resource management (HRM):
changing world of, 9–10
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disciplines within, 17–19, 20–21 (box), 21–23
factors, critical, 11–14
past view of, 6–7
practitioner’s model for, 25–27, 25 (exhibit), 26 (exhibit), 27 (exhibit)
practitioner’s perspective, 3–4
present view of, 7–8
skills, 14–16, 14 (exhibit)
studying, reasons for, 4–6
See also Strategy-driven human resource management; specific topics
Human resource management systems (HRMS), 61–62
Human resources (HR), defined, 5
Humane orientation, 585 (exhibit)
Humor, 529
Hypothetical questions, 205
Ideas, conflict of, 367
Illegal discrimination, 77
Image, organizational, 169–170
Immigration, 89–91, 215
Immigration and Nationality Act (INA), 90–91
Immigration Reform and Control Act (IRCA), 91
Implied contracts, 310, 360
INA. See Immigration and Nationality Act
Incentive pay. See Variable pay
Incentives:
executive, 452–453
global issues, 595
nonmonetary, 437–439, 438 (model), 448–449
stock, 442–443, 452–453
sustainability and, 560
unethical behavior and, 545
See also Group incentives; individual incentives
Inclusion, 564
Independent contractors, 29, 143–144, 145–146, 165, 413–416
India, 590
Indirect compensation, 389
Individual incentives:
advantages and disadvantages, 427–428, 428 (exhibit)
bonuses, 432–433, 452, 459 (case)
commissions, 433, 433 (photo), 457–458 (case)
criteria for, 428
defined, 427
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global issues, 595
merit pay, 433–435
nonmonetary incentives, 437–439, 438 (model), 448–449
options for, 431–439, 431 (exhibit)
piecework plans, 435, 436 (exhibit)
praise, 438–439, 438 (model)
standard hour plans, 435–437, 437 (exhibit)
See also Group incentives
Individual Retirement Accounts (IRAs), 489
Individualism versus collectivism, 584 (exhibit)
In-group collectivism, 585 (exhibit)
Innovation, 96, 144
Inputs, 117–118
Inshoring, 589
Inspections, occupational safety and health, 511–514
Instrumentality, 390
Insurance, 482–487, 491–492, 497–498
Integrated work teams, 132
Integrity, 199, 541, 543, 548
Integrity tests, 199
Interest tests, 198
Internal environment:
five-forces analysis, 49–50, 50 (exhibit)
organizational culture, 56–59, 57 (exhibit)
organizational structure, 53–56
strategic analysis, 49–51, 50 (exhibit), 51 (exhibit)
strategic vision and mission, 44–47
strategy, designing, 51–53
strategy, effects on HRM, 48–49
strategy, HR promotion of, 53
strategy, types of, 47–48
SWOT analysis, 50–51, 51 (exhibit)
Internal recruiting, 162–164, 168 (exhibit)
International stage of corporate globalization, 579 (exhibit)
Internet:
advertising via, 167, 168 (exhibit)
health and wellness resources, 534
job candidate research on, 211–212
rights and employees management, 334
sustainability resources, 563 (exhibit)
See also Social media
Interpersonal skills, 14–15
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Interviews:
developmental performance appraisal, 291–292, 292 (model)
evaluative performance appraisal, 290–291, 291 (model)
job analysis, 121
semistructured, 204
structured, 204
unstructured, 204
See also Selection interviews
Invisible level of organizational culture, 57
IRAs. See Individual Retirement Accounts
IRCA. See Immigration Reform and Control Act
Islam, 102, 109–110 (case)
Japan, 42, 306, 532, 573
Jealousy, 428
Job analysis:
databases, 119–120
defined, 118
methods, 120–123
need for, 118–119
outcomes, 124, 125–126 (exhibit), 126
performance appraisal process and, 266, 267 (exhibit)
task-based versus competency-based, 124
value of, 123–124
Job characteristics model, 128–131, 129 (exhibit)
Job descriptions, 118
Job design, defined, 126
Job design/redesign:
approaches, 126–128
biological job design, 128
as country specific, 134
flexible job design, 133–134, 133 (exhibit), 134 (exhibit)
job characteristics model, 128–131, 129 (exhibit)
job expansion, 131–132, 134 (exhibit)
job simplification, 131, 134 (exhibit)
mechanistic job design, 127–128
motivational job design, 128
organizational structure and, 126, 127 (box)
perceptual-motor job design, 128
work teams, 132–133, 134 (exhibit)
Job enlargement, 130, 132
Job enrichment, 130, 132
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Job evaluation, 118, 405–407
Job expansion, 131–132, 134 (exhibit)
Job instructional training, 239, 241, 241 (model)
Job relatedness, 82 (exhibit), 83
Job rotation, 131
Job Safety and Health Protection poster, 516, 517 (exhibit)
Job satisfaction, 350–353, 351 (exhibit), 352 (exhibit), 353 (box)
Job Satisfaction Survey, 351, 352 (exhibit)
Job sharing, 133, 141
Job simplification, 131, 134 (exhibit)
Job specifications, 118
Job structure and pay levels:
about, 407, 408 (exhibit)
benchmarking pay survey data, 410–411, 410 (exhibit), 411 (exhibit)
labor market competition, 408–409, 409 (exhibit)
product market competition, 409–410, 410 (exhibit)
JobDescription.com, 126
Job-ranking method, 406
Jobs:
benchmark, 406
defined, 247
generalist, 17
specialist, 17
Journals, anger, 529
Jurisdictional strikes, 356
Just Cause, 316–317
Knowledge workers, 10
Kolb learning styles, 239
Labor cost controls, 16
Labor force, 42
Labor laws:
global differences, 357–358, 358 (exhibit)
Labor Management Relations Act, 354 (exhibit), 356
Labor-Management Reporting and Disclosure Act, 354 (exhibit), 356–357
National Labor Relations Act, 354 (exhibit), 355–356, 362–363, 366, 405
Railway Labor Act, 354–355, 354 (exhibit)
Worker Adjustment and Retraining Notification Act, 354 (exhibit), 357
Labor Management Relations Act (LMRA), 354 (exhibit), 356
Labor market, 157–158, 174–175
Labor market competition, 408–409, 409 (exhibit)
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Labor relations, defined, 364
See also Employee and labor relations
Labor shortage options, 142–145
Labor supply and demand, 139–145, 157
Labor surplus options, 139–142
Labor unions. See Unions
Labor-Management Reporting and Disclosure Act (LMRDA), 354 (exhibit), 356–
357
Landrum-Griffin Act, 354 (exhibit), 356–357
Language, pre-employment inquiries about, 194 (exhibit)
Language ability, 587
Laughter, 524
Layoffs, 140
Leadership:
about, 323–324
cost, 47–49
defined, 323
diversity, 97
as line manager responsibility, 17
positive, 324
Leadership in Energy and Environmental Design (LEED), 559
Lean In (Sandberg), 556
Learning:
defined, 233
digital, 254–255
distance, 242–243, 243 (exhibit)
life-long, 255
micro-learning, 254–255
self-directed, 243
social, 234–235, 393, 427
Learning and development:
advancement and, 229
assessing training, 243–247
cases, 258–260 (case)
design and delivery of training, 239–243, 240 (exhibit), 241 (model), 242
(exhibit), 243 (exhibit), 244 (exhibit)
learning and shaping behavior, 233–239, 235 (exhibit), 238 (box)
line manager responsibilities, 17
need for, 226–229
outsourcing, 249
practitioner’s perspective, 225
social media and, 13
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talent management and development, 247–253, 251 (exhibit), 253 (exhibit)
training process and needs assessment, 229–233, 230 (exhibit)
trends and issues, 254–255
See also Training
Learning curve, 11
Learning evaluations, 244, 245–246
Learning styles, 237, 238 (box), 239
Learning theories, 233–235, 393
LEED. See Leadership in Energy and Environmental Design
Legal CSR, 557, 557 (exhibit)
Legal environment:
about, 76–77
affirmative action, 93, 94–95, 94 (exhibit)
cases, 108–110 (case)
compensation management, 398–403, 405, 415–416, 517 (exhibit)
diversity, 93, 94 (exhibit), 95–98, 97 (exhibit), 108–109 (case)
Equal Employment Opportunity Commission, 91–93, 94 (exhibit), 517
(exhibit)
labor relations, 354–361, 354 (exhibit), 358 (exhibit)
line manager responsibilities, 16
OUCH test, 77–78, 77 (exhibit), 78 (exhibit)
recruiting and, 158
religious discrimination, 102, 109–110 (case)
sexual harassment, 99–102, 101 (exhibit)
trends and issues, 102–104
See also Employment laws, major; specific laws
Leniency error, 287
Lesbian/gay/bi/transgender (LGBT) employees, 556
LGBT employees. See Lesbian/gay/bi/transgender employees
Liability, professional, 24–25
Life and safety, right to, 306
Life insurance, 491–492
Life-long learning, 255
“Like me” syndrome, 213, 287
Lilly Ledbetter Fair Pay Act, 18, 80 (exhibit), 89, 89 (photo)
Line managers, 16–17
Listening skills, 170, 346–347, 348 (box), 349
LMRA. See Labor Management Relations Act
LMRDA. See Labor-Management Reporting and Disclosure Act
Local mass media, 166–167, 168 (exhibit)
Localization approach, 595
Local-plus approach, 595
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Locker searches, 307
Lockouts, 365–366
Longevity pay, 394–395
Long-term disability insurance, 492
Long-term versus short-term orientation, 584 (exhibit)
Lump sum option, 595
Lying on résumés, 193
Machines, as resource input, 117
Made with Code project, 259–260 (case)
Maintenance stage of career development, 251 (exhibit), 252
Managed care, 483–484
Management behavior, 523
Management by objectives (MBO) method, 277–278, 278 (model)
Management counseling, 313
Management rights:
about, 307–308, 309 (exhibit)
codes of conduct, 308
data and device policies, 309–310
drug testing, 311
employment-at-will, 310–311
Equal Employment Opportunity Commission, 92–93
lockouts, 365–366
Occupational Safety and Health Administration, 512–513, 512 (exhibit)
orientation (probationary) periods, 311
replacement workers, 366
union organizing efforts, limiting, 365
workplace monitoring, 310, 310 (photo)
Management styles, 325–327 (box), 327–329, 328 (model)
Manager/employee interactions, 324, 327
Managerial employees, termination of, 322
Managerial sponsorship, 163
Manpower, as resource input, 118
Manufactured capital, 574
Marginal job functions, 86
Marijuana, 201
Marital and family status, pre-employment inquiries about, 194 (exhibit)
Market pay line, 410–411, 411 (exhibit)
Marketing practices, 552
Masculinity versus femininity, 584 (exhibit)
Maslow’s hierarchy of needs, 251 (exhibit), 252
Mass media, local, 166–167, 168 (exhibit)
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Matching contributions, 488–489
Material, as resource input, 117
Mayer-Salovey-Caruso Emotional Intelligence Test, 251
MBO method. See Management by objectives method
Measurement tools, 62–63, 246–247
Mechanistic job design, 127–128
Mediation, 374–375
Mediators, 374
Medical marijuana, 201
Medical savings accounts (MSAs), 485–486, 497–498
Medicare, 471
Meditation, 524
Merit pay, 433–435
Meritor Savings Bank v. Vinson, 99
Messages:
receiving, 346–349, 348 (box), 349 (model)
sending, 345–346, 346 (model)
Metrics, 62–63, 246–247
Mexico, 358 (exhibit), 596
Micro-bargaining units, 362
Micro-learning, 254–255
Military record, 194 (exhibit)
Millennials, 158, 174, 175, 248–249
Minimum wage, 399–400, 400 (exhibit), 401–402 (exhibit), 403, 517 (exhibit)
Minorities, attitudes about, 98 (box)
Misconduct, serious, 320–321
Mission statements, 46, 297 (case)
Modular plans, 494
Money as resource input, 118
Monitoring:
electronic performance, 293–294
email, 307, 334
strategy, 52–53
workplace, 310, 310 (photo)
Moodle, 242
Moral development, 543
Moral hazard, 495
Motivation:
compensation planning and, 390–393, 391 (exhibit)
defined, 270
in employee capability, 324
line manager responsibilities, 17
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performance appraisals for, 270
Motivational job design, 128
Mottos, 547
MSAs. See Medical savings accounts
Multinational stage of corporate globalization, 579 (exhibit)
Multiple-hurdle selection model, 213
Multitasking, 347
Muscle relaxation exercises, 524, 525 (exhibit)
Musculoskeletal disorders, 520
Muslims, 102, 109–110 (case)
Myers-Briggs Type Indicator, 250
Name, pre-employment inquiries about, 194 (exhibit)
Narrative method or form, 278
National culture, 582–585, 584 (exhibit), 585 (exhibit)
National Labor Relations Act (NLRA), 354 (exhibit), 355–356, 362–363, 366, 405
National origin, pre-employment inquiries about, 194 (exhibit)
Natural attrition, 141
Natural capital, 574
Needs, hierarchy of, 251 (exhibit), 252
Needs assessment, 230–231
Negative affectivity, 587
Negative reinforcement, 235 (exhibit), 236, 393
Negligent hires, 187, 532
Negotiating, 371–375, 372 (model), 590
Negotiating conflict style, 368, 368 (exhibit), 369
Negotiation approach to pay, 595
Neuroticism (negative affectivity), 587
New hire performance, 172 (exhibit), 173–174
New hire turnover, 172 (exhibit), 173
New hires, 145
Niche strategy, 48
Niqab, 102
NLRA. See National Labor Relations Act
NO TIPS rules, 362–363, 365
Noncompete clause, 322
Nonmanagerial employees, termination of, 321
Nonmonetary incentives, 437–439, 438 (model), 448–449
Nonunion employee representation, 365, 376
Nonverbal communication, 530, 591
Not-invented-here syndrome, 577
Nurturing versus assertiveness, 584 (exhibit)
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Nutrition, 525
OASDI. See Old-Age, Survivors and Disability Insurance
Obamacare. See Patient Protection and Affordable Care Act
Objectives, 51–52, 277, 278 (model), 372, 447
Observation, 122
Occupational Safety and Health Act (OSH Act), 510–511, 515, 520
Occupational safety and health inspections, 511–514
Offshoring, 589
Oil services industry, 34 (case)
OJT. See On-the-job training
Old-Age, Survivors and Disability Insurance (OASDI), 468–471, 470 (exhibit), 492
Older employees, 556
Onboarding, 13, 227–228
Oncale v. Sundowner Offshore Services, 99–100
On-demand workers, 29, 143–144, 145–146, 165, 413–416
O*NET, 119–120, 120 (exhibit)
Onshoring, 589
On-the-job training (OJT), 239, 241, 241 (model), 242 (exhibit)
Open companies, 398
Open recruiting, 162
Open-ended questions, 205
Openness to experience, 587
Operant conditioning, 234
Optimism, 526, 529
Oral warnings, 318
Oregon, 416
Organization and Leadership Review, 298–299 (case)
Organizational agility, 28–29
Organizational change. See Change
Organizational citizenship behavior, 344, 350
Organizational culture:
about, 56–57
artifacts of, 57, 57 (exhibit)
defined, 56
employee behavior and, 58
invisible level of, 57
levels of, 57–58, 57 (exhibit)
social media and, 58–59
stress and, 523
trends and issues, 64
variable pay and, 428, 446
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visible level of, 57
Organizational development, 330
Organizational image, 169–170
Organizational output, 117
Organizational structure, 53–56, 64, 126, 127 (box)
Organized labor. See Unions
Orientation periods, 311
OSH Act. See Occupational Safety and Health Act
Other than serious violations of OSH Act, 514
OUCH test:
defined, 77
legal environment, 77–78, 77 (exhibit), 78 (exhibit)
performance management and appraisal, 268, 272, 273–274, 289
selection, 186, 194–195, 198, 202, 203
termination, 321
Output, organizational, 117
Outsourcing, 144, 249, 589
Overtime, 143, 402
Paid personal leave, 491
Paid time off, 490–491
Paraphrasing, 346
Parent-country nationals, 588, 588 (exhibit)
Park rangers, 83
Parochialism, 577, 582–583
Participative style, 328
Patient Protection and Affordable Care Act:
employee wellness programs, 520
group health insurance, 482–483
health insurance prices, 497
quantitative forecasting and, 137
social media and, 58–59
statutory benefits, 476–478, 477 (exhibit)
Pattern or practice discrimination, 82, 82 (exhibit)
Pay. See Compensation management
Pay for longevity, 394–395
Pay for performance. See Variable pay
“Pay or play” penalty, 476–478, 477 (exhibit)
Pay reduction, 141
Pay secrecy, 397–398
Pay structure, 407, 411–413, 411 (exhibit), 413 (exhibit)
Pay system development:
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benchmarking pay survey data, 410–411, 410 (exhibit), 411 (exhibit)
job structure and pay levels, 407–411, 408 (exhibit), 409 (exhibit), 410
(exhibit), 411 (exhibit)
labor market competition, 408–409, 409 (exhibit)
product market competition, 409–410, 410 (exhibit)
PCPs. See Primary care physicians
PDA. See Pregnancy Discrimination Act
Peer reviews, 282–283
Pension and benefits legislation, 406
Perceptual congruence, 284
Perceptual-motor job design, 128
Performance appraisal:
behavioral appraisals, 273–274
case, 297–298 (case)
debate over, 265–266
debriefing, 290–292, 291 (model), 292 (model)
defined, 265
developmental, 291–292, 292 (model)
as employee development method, 250–251
evaluative, 290–291, 291 (model)
informal, 266–267, 267 (exhibit)
line manager responsibilities, 17
merit pay and, 434
methods and forms, 276–281, 276 (exhibit), 278 (model)
performance management versus, 264–266
problems, common, 286–290, 287 (exhibit)
process, 266–267, 267 (exhibit)
purposes of, 269–271
responsibility for, 281–286
results appraisals, 274–275
sustainability and, 560
trait appraisals, 272–273, 289
types, 272–275
See also Performance management; Raters
Performance management:
case, 298–299 (case)
defined, 265
job analysis and, 118
performance appraisal versus, 264–266
performance measures, 267–269, 288–289
practitioner’s perspective, 263
social media and, 14
1901

systems, 263–269, 267 (exhibit)
trends and issues, 292–294
See also Performance appraisal
Performance orientation, 585 (exhibit)
Performance scorecards, 453
PerformanceReview.com, 281
Permanent life insurance, 491–492
Permatemps, 165
Perquisites, 452
Personal accountability, 551
Personal conflict, 367
Personal problems, 315
Personal responsibility, 549
Personality tests, 198
Personality traits, 522–523, 522 (box), 543, 587
Personality-job fit, 189, 587
Person-organization fit, 190, 587
Philanthropy, 557–558
Physical exams, 200
Physical skills tests, 199–200
Physical tests, 199–200
Piecework plans, 435, 436 (exhibit)
Pilots, 82–83, 200
Planning:
change and, 332
employee and labor relations, 371–373
succession, 138–139
See also Workforce planning
Point-factor method, 406
Polycentric organizations, 588
Polygraph testing, 196–197, 197 (exhibit), 518 (exhibit)
Positive leadership, 324
Positive reinforcement, 235 (exhibit), 236, 393
Positive thinking, 526, 529
Postconventional level of moral development, 543
Posters, workplace safety, 516, 517–518 (exhibit)
Potential new entrants, in five-forces analysis, 49–50
Power distance, 322–323, 584 (exhibit), 585 (exhibit)
PPOs. See Preferred provider organization
Practitioner’s model for HRM, 25–27, 25 (exhibit), 26 (exhibit), 27 (exhibit)
Practitioner’s Perspective feature:
compensation management, 387
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discrimination, 75–76
employee and labor relations, 343
employee benefits, 463
employee health, 509
ethics, 541
global issues, 573
HR as profession, 3–4
learning and development, 225
performance management, 263
recruiting, 155
rights and employee management, 303
selection, 185
storytelling, 39
variable pay, 425
workforce planning, 115
Praise, 438–439, 438 (model)
Preconventional level of moral development, 543
Pre-employment inquiries, 194–195, 194 (exhibit)
Preferred provider organization (PPOs), 484–485
Pregnancy Discrimination Act (PDA), 80 (exhibit), 84–85
Primary care physicians (PCPs), 484
Principles, 548
Privacy, 307, 552
Privacy rule, 480
Private employment agencies, 165–166, 168 (exhibit)
Privileges, 304–305
Probationary periods, 311
Probing questions, 206
Problem employees, 313–315, 314 (exhibit)
Product market competition, 409–410, 410 (exhibit)
Productivity, 7, 11, 28, 187
Productivity centers, 7
Professional liability, 24–25
Profit-sharing programs, 439–440
Progressive discipline, 317–319
Project GLOBE, 584–585, 585 (exhibit)
Promotability ratings, 163
Promotion, 17
Proximity error, 287
Prudence, 481
Psychological assessments, 250
PTO Bank, 490, 491
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Public employment agencies, 166, 168 (exhibit)
Public policy exceptions to employment-at-will, 310
Publications, specialized, 167, 168 (exhibit)
Pulse surveys, 351–352
Punishment, 235 (exhibit), 236, 393
Punitive damages, 87–88, 88 (exhibit)
Qualitative forecasts, 137–138
Quality, 53, 435, 436
Quantitative forecasts, 135–137, 136 (exhibit)
Quasi-contracts, 360
Questionnaires, 120–121, 351
Questions, 45–46, 205–206
Quickie election rule, 362
Quid pro quo harassment, 99
Quotas, 88
Race, pre-employment inquiries about, 194 (exhibit)
Race norming, 88
Railway Labor Act (RLA), 354–355, 354 (exhibit)
Ranking, 280–281
Rapport, 346, 373
Rate range, 411
Rater error training, 289–290
Raters:
customers as, 284–285
multiple, 290
options, evaluating, 285–286
peers as, 282–283
self as, 284
subordinates as, 283
supervisors as, 282
360-degree evaluations and, 285
training, 289–290
See also Performance appraisal
Ratio analysis, 136 (exhibit), 137
Reaction evaluations, 244, 245
Real estate agents, 433 (photo)
Realistic job preview (RJP), 170, 171–172, 206, 208
Reasonable accommodation, 85–87, 102
Reasonable person, 99
Recency error, 288
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Recognition, 437–439, 438 (model)
Recruiter–candidate interaction, 170–171
Recruiting:
alternatives to, 159–160
cases, 178–181 (case)
challenges and constraints, 168–172
closed, 163
defined, 156
employee benefits and, 501–502 (case)
evaluation of, 172–174, 172 (exhibit)
external, 164–168, 168 (exhibit), 178–179 (case)
global issues, 590
goal of, 156
internal, 162–164, 168 (exhibit)
job analysis and, 118
open, 162
policies, 159
practitioner’s perspective, 155
process, 155–158
reach of, 160
social media, influence of, 13
social media and, 160–162
targeted, 162–163
timing of, 159
trends and issues, 174–176
See also Selection
Red-circle rates, 412
Reference checks, 194 (exhibit), 210–211
Regression analysis, 136 (exhibit), 137
Regulatory Flexibility Act, 44
Rehabilitation Act, 95
Reinforcement, 235 (exhibit), 236, 393, 432
Relativism, 546
Relaxation, 524–525, 525 (exhibit)
Relevant others, in equity theory, 392
Reliability, 135, 191–192
Religion, pre-employment inquiries about, 194 (exhibit)
Religious discrimination, 102, 109–110 (case)
Relocation costs, 590
Remediation, 228–229
Repatriation after foreign assignments, 593
Repeated violations of OSH Act, 514
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Repetitive stress injury, 520
Replacement workers, 366
Reshoring, 589
Resistance to change, 97, 231, 331–333
Resource inputs, 117–118
Responsibility, 549–550, 550–551
See also Corporate social responsibility
Restaurants, fast-food, 399–400
Results, 274
Results appraisals, 274–275
Results evaluations, 245, 246
Résumés, 193
Retained search firms, 166
Retaliation, 92–93
Retirement, 141–142, 469–470, 470 (exhibit)
Retirement benefits, 487–490, 596
Retraining, 141, 144
Return on investment (ROI), 62–63, 231, 245, 246, 247
Revenue centers, 7
Reverse discrimination, 79
Rewards, 277–278, 332, 445
Rights:
cases, 337–339 (case)
change, 329–333, 331 (exhibit)
coaching, 312–313, 312 (model)
counseling, 313–315, 314 (exhibit)
defined, 304
discipline, 315–320, 317 (exhibit), 319 (model)
due process, 306
employee, 304–307, 305 (exhibit)
free consent, 305–306
free speech, 307
freedom of conscience, 306
global differences, 322–323
leadership, 323–324
life and safety, 306
management, 307–311, 309 (exhibit), 310 (photo)
practitioner’s perspective, 303
privacy, 307
privileges versus, 304–305
situational management, 324, 325–327 (box), 326–329, 328 (model)
teams, 329, 330
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termination, 320–322
trends and issues, 333–334
Right-to-sue, 92
Right-to-work laws, 356
RJP. See Realistic job preview
RLA. See Railway Labor Act
ROI. See Return on investment
Roth IRAs, 489
Routines, 332
Rule violations, 319, 320
Russia, 590
Safety, workplace. See Workplace safety
Safety Data Sheets, 514, 515 (exhibit)
Salary, 389
Samples, work, 200
Satisfaction:
customer, 247
employee, 247
job, 350–353, 351 (exhibit), 352 (exhibit), 353 (box)
“Say on pay” provision, 451
Secondary boycotts, 356
Secrecy, pay, 397–398
Section 503 of the Rehabilitation Act, 95
Security, workplace. See Workplace security
Security rule, 480
Selection:
applications and preliminary screening, 192–195, 194 (exhibit)
background checks, 208–212, 532
cases, 218–221 (case)
defined, 186
“fit,” looking for, 189–190
global issues, 590
importance of, 186–187
job analysis and, 118
practitioner’s perspective, 185
process, 186–188, 188 (exhibit)
selecting candidate and offering job, 213–214
social media and, 13
testing and legal issues, 195–203, 197 (exhibit), 518 (exhibit)
trends and issues, 214–215
Uniform Guidelines on Employee Selection Procedures, 190–192
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workplace security and, 532
See also Recruiting; Selection interviews
Selection interviews:
about, 203–204
conducting, 207–208, 207 (model)
interviewing, 204
preparing for, 206–207, 207 (model)
question types, 204–206, 205 (exhibit)
self-assessment, 209 (box)
types, 204, 205 (exhibit)
validity, 203–204
Self-assessments:
career development, 171 (box)
compensation management satisfaction, 414 (box)
compensation options, 442 (box)
employee benefits, 494 (box)
job satisfaction, 353 (box)
learning styles, 238 (box)
listening skills, 348 (box)
organizational structure and job design, 127 (box)
performance management and appraisal, 284
planning, level of, 43 (box)
selection interviews, 209 (box)
situational management, 325–327 (box)
stress, 522 (box)
women and minorities, attitudes about, 98 (box)
Self-concept, 545
Self-directed learning, 243
Self-efficacy, 232
Self-managed work teams, 132–133
Semistructured interviews, 204
SEP plans. See Simplified employee pension plans
Serious health condition, 475
Serious misconduct, 320–321
Serious violations of OSH Act, 514
Services, employee, 492–493
Severity error, 287
Sex, pre-employment inquiries about, 194 (exhibit)
Sexual harassment, 99–102, 101 (exhibit)
Sexual orientation discrimination, 103
Shaping behavior, 235–237, 235 (exhibit)
Shareholders, 42, 451
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Short-term disability insurance, 492
Short-term versus long-term orientation, 584 (exhibit)
SHRM Competency Model, 14–16
Sick leave, 490–491
Significant others, 495
Similarity error, 213, 287
Simplified employee pension (SEP) plans, 489
Simulations, 200, 243, 244 (exhibit)
Singapore shopping center, 602–603 (case)
Sitting, 519–520
Situation analysis, 51–52
Situational approach to corporate social responsibility, 558
Situational management, 324, 325–327 (box), 326–329, 328 (model)
Situational questions, 206
Skill variety, 129, 130
Skill-based pay, 395–396
Skills:
business, 15–16
conceptual and design, 15
global manager, 586–587
human resource management, 14–16, 14 (exhibit)
interpersonal, 14–15
listening, 170, 346–347, 348 (box), 349
technical, 14
Skills tests, 197–198
Sleep, 524–525
Slogans, 57
SMART objectives, 277, 278 (model), 447
Smartphones:
case, 569 (case)
health care apps, 497
stress and, 523, 524–525, 526
SME panels. See Subject matter expert panels
Social audits, 554, 555
Social capital, 574
Social contract model, 554
Social environment, 158
Social learning, 234–235, 393, 427
Social loafers, 429
Social media:
background searches using, 211–212
organizational culture and, 58–59
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recruiting and, 160–162
for social learning, 235
trends and issues, 334
workplace security and, 531–532
Social Security, 468–471, 470 (exhibit), 492
Social Security Act, 468–469, 473
Societal collectivism, 585 (exhibit)
Society, 43
Spatial differentiation, 54
Specialist jobs, 17
Split-pay approach, 594–595
Staff managers, 16
Staffing:
global issues, 580, 585–589, 588 (exhibit)
job analysis and, 118
See also Recruiting; Selection; Workforce planning
Stages of the change process, 330
Stakeholders, 547–548, 555–557
Standard hour plans, 435–437, 437 (exhibit)
Statutory benefits:
about, 465–466, 493 (exhibit)
Family and Medical Leave Act, 474–476
Medicare, 471
Old-Age, Survivors and Disability Insurance, 468–471, 470 (exhibit), 492
Patient Protection and Affordable Care Act, 476–478, 477 (exhibit)
Social Security, 468–471, 470 (exhibit), 492
Unemployment Insurance, 473–474
workers’ compensation, 471–473
See also Voluntary benefits
Stereotyping, 213, 286
Stock incentives, 442–443, 452–453
Stored Communications Act, 212
Stories and storytelling, 39, 57
Straight piece-rate plans, 435, 436 (exhibit)
Strategic analysis, 49–51, 50 (exhibit), 51 (exhibit)
Strategic congruence, 231
Strategic vision and mission, 44–47
Strategy:
creating, 52
defined, 45
designing, 51–53
HR promotion of, 53
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questions about, 45–46
Strategy-driven human resource management:
about, 40–41, 41 (exhibit), 43 (box)
cases, 68–70 (case)
data analytics and HR technology, 59–61
external environment, 41–44, 42 (exhibit)
human resource management systems, 61–62
internal environment, 44–59
measurement tools for strategic HRM, 62–63
organizational culture, 56–59, 57 (exhibit)
organizational structure, 53–56
strategic analysis, 49–51, 50 (exhibit), 51 (exhibit)
strategic vision and mission, 44–47
strategy, designing, 51–53
strategy, effects on HRM, 48–49
strategy, HR promotion of, 53
strategy, types of, 47–48
trends and issues, 64–65
variable pay and, 445–446
See also Human resource management
Stress:
acute, 521
causes, 522–523
defined, 521
dysfunctional, 521–522
eustress, 521
functional, 521
managing, 523–526, 525 (exhibit)
self-assessment, 522 (box)
stress tug-of-war, 526, 527 (exhibit)
See also Employee health
Stress management, 523–526, 525 (exhibit)
Stressors, 521
Strictness error, 287
Strikes, 354, 356, 366, 380–381 (case)
Structure, organizational, 53–56, 64, 126, 127 (box)
Structured interviews, 204
Subject matter expert (SME) panels, 122
Subordinate reviews, 283
Substance abuse testing, 201–202, 311, 532, 533–534
Substantial evidence, 316–317
Substitute products and services, 49
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Succession planning, 138–139
Supervisor evaluations, 282
Suppliers, 42, 50
Support networks, 526
Supportive behavior, 324, 327
Suspension, disciplinary, 318–319
Sustainability:
about, 558–559
benefits, sustainability-based, 562–563
defined, 22, 558
green companies, 559–560
Internet resources, 563 (exhibit)
management commitment, need for, 560
sustainable organizations, 561–562
training, 560–561
trends and issues, 562–563
See also Corporate social responsibility
Sustainable competitive advantage, 13
SWOT analysis, 50–51, 51 (exhibit)
Symbolic communication, 592
Symbols, 57
Synchronous distance learning, 242
Tactile learners, 239
Taft-Hartley Act, 354 (exhibit), 356
Talent management and development:
career development, reasons for, 248–249
career development consequences model, 251–253, 251 (exhibit), 253 (exhibit)
careers, 247–248
employee assessment, 250–251
experience, 250
formal education, 249–250
outsourcing employee development, 249
Targeted recruiting, 162–163
Tariffs, 575–576
Task identity, 129, 130
Task significance, 129, 130
Task-based job analysis, 124
Tasks, 118
Tax issues, 465–466 (exhibit), 590
Taylor plan, 435
Teams and teamwork, 132–133, 134 (exhibit), 329, 330, 429
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Technical conference method, 122
Technical skills, 14
Technology:
efficiency and, 8–9
equal opportunity, diversity management and, 103
as external environment factor, 43
human resource management, 60–61
labor shortages and, 144
organizational structure, organizational culture, and, 64
trends and issues, 64, 103, 146
use of, 10
Telecommuting, 133
Temporary employment agencies, 166, 168 (exhibit)
Temporary workers, 29, 143–144, 145–146, 165, 413–416
Termination, 319, 320–322
Tests and testing:
about, 195
cognitive ability, 198–199
deciding about, 202–203
drug, 201–202, 311, 532, 533–534
duties, 400, 401–402 (exhibit)
Equal Employment Opportunity Commission, 195–196
fitness-for-duty, 202
four-way, 547
genetic, 80 (exhibit), 89, 197, 520
honesty, 199
integrity, 199
interest, 198
personality, 198
physical, 199–202
physical skills, 199–200
polygraph, 196–197, 197 (exhibit), 518 (exhibit)
trends and issues, 214–215
Uniform Guidelines on Employee Selection Procedures, 190–191
written, 197–199
See also OUCH test
Texas, 472
Thinking:
divergent, 96
positive, 526, 529
Third-country nationals, 588, 588 (exhibit)
360-degree evaluations, 285
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Time management, 524
Time required to hire, 172 (exhibit), 173
Title II of Genetic Information Nondiscrimination Act, 80 (exhibit), 89, 197, 520
Title VII of Civil Rights Act of 1964, 80–84, 80 (exhibit), 82 (exhibit), 99, 102
Toxicity, 528
Trade barriers, 575–576
Trade blocs, 576–577
Traditional health care plans, 483
Training:
challenges, 231–232
classroom, 241, 242 (exhibit)
communication, 591–592
cultural, 591, 592 (exhibit)
defined, 227
diversity, 564
employee readiness for, 232–233
expatriate, 590–593, 592 (exhibit)
global issues, 580
job analysis and, 118
needs assessment, 230–231
process, 229–230, 230 (exhibit)
rater, 289–290
rater error, 289–290
safety and health, 521
sustainability, 560–561
See also Learning and development
Trait appraisals, 272–273, 289
Traits, 272
Transfers, 141, 319
Transnational stage of corporate globalization, 579 (exhibit)
Transnationally competent managers, 579 (exhibit)
Trans-Pacific Partnership, 577
Trend analysis, 136–137, 136 (exhibit), 150 (case)
Trends and issues:
automation at work, 146
compensation management, 413–416
diversity training, 564
drug testing, post-accident, 533–534
electronic performance monitoring, 293–294
employee and labor relations, 375–376
employee benefits, 496–498
employee engagement, 28
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employee health, 534
employer/employee relationship, 375–376
feedback, 333–334
gamification, 254
gender–wage gap, 416
global issues, 596–597
grit, 175–176
independent contractors, 413–416
learning and development, 254–255
legal environment, 102–104
performance management, 292–294
recruiting, 174–176
rights and employee management, 333–334
selection, 214–215
sexual orientation and gender identity discrimination, 103
social media, 334
strategy-driven human resource management, 64–65
sustainability, 562–563
variable pay, 453–454
workplace safety, 533–534
Trust, 332, 344–345, 548
Tuition assistance, 492
Turnover:
annual voluntary, 247
as critical dependent variable, 11
defined, 11
employee wellness programs and, 520
measuring, 138, 138 (exhibit)
new hire, 172 (exhibit), 173
reducing, 145
variable pay and, 453
Type A personality, 522–523, 522 (box)
Type B personality, 522–523, 522 (box)
UGESP. See Uniform Guidelines on Employee Selection Procedures
UI. See Unemployment Insurance
Uncertainty avoidance, 584 (exhibit), 585 (exhibit)
Understanding, 346, 349, 447
Undue hardship, 87
Unemployment Insurance (UI), 473–474
Unemployment rate, 157
Unethical behavior, 543, 545–546
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See also Ethics
Unfair union/labor practices, 356, 366
Uniform Guidelines on Employee Selection Procedures (UGESP), 190–192, 195,
214
Uniformed Services Employment and Reemployment Rights Act (USERRA), 80
(exhibit), 88, 517 (exhibit)
Union shops, 356
Unions:
avoidance/suppression policies, 376
employee benefits and, 467
grievances, 364, 364 (model)
labor relations and collective bargaining, 364
membership in, 361–362
organizing, 362–363, 363 (exhibit), 365
trends and issues, 376
unfair practices, 356, 366
United Nations Global Compact, 563 (exhibit)
United States national culture, 583
Unstructured interviews, 204
Urgency, 333
USERRA. See Uniformed Services Employment and Reemployment Rights Act
Utilization analysis, 486
Vacation, 490
Valence, 390
Validity, 135, 191, 192, 203–204
Value communication, 495–496
Values, 57, 548
Variable pay:
about, 389, 425
cases, 457–460 (case)
challenges, 444–445
defined, 426
executive incentives, 452–453
failures, 443–444
group incentives, about, 429–431, 429 (exhibit)
group incentives, options for, 431 (exhibit), 439–443
guidelines, 445–449, 446 (exhibit)
individual incentives, about, 427–428, 428 (exhibit)
individual incentives, options for, 431–439, 431 (exhibit), 436 (exhibit), 437
(exhibit), 438 (model), 448–449, 457–459 (case)
longevity pay versus, 394–395
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practitioner’s perspective, 425
reasons for using, 426–427
trends and issues, 453–454
See also Group incentives; individual incentives
VBIA. See Veterans Benefits Improvement Act
Verbal communication, 591
Vertical differentiation, 54
Vesting, 480–481
Veterans Benefits Improvement Act (VBIA), 80 (exhibit), 88
Vietnam Era Veterans Readjustment Assistance Act (VEVRA), 80 (exhibit), 84
Violence, workplace, 528–531
Virtual teams, global, 330
Visas, 90, 215
Visible level of organizational culture, 57
Vision, 46–47
Visual learners, 239
Voice, employee, 391
Voluntary benefits:
employee services, 492–493
group health insurance, 482–487, 497–498
insurance, other, 491–492
paid time off, 490–491
retirement benefits, 487–490, 596
statutory requirements when providing, 478–482
See also Statutory benefits
Wage and salary add-ons, 389
Wage compression, 396–397
Wages, 389
Wagner Act, 354 (exhibit), 355–356, 362–363, 366, 405
Walk-ins, 164–165, 168 (exhibit)
Wall Street Journal, 167
WARN Act. See Worker Adjustment and Retraining Notification Act
Warnings, 318
Warrants, inspection, 512–513
Weight, pre-employment inquiries about, 194 (exhibit)
Whistle-blowers, 359, 545
Whistle-blowing, 22
Whole life insurance, 491–492
Wildcat strikes, 356
Willful violations, 380 (case), 511, 514
Win-win situations, 333
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Women, 98 (box), 259–260 (case), 518, 556
Work hours, 133, 133 (exhibit)
Work samples, 200
Work sharing, 133, 141
Work teams, 132–133, 134 (exhibit)
Worker Adjustment and Retraining Notification Act (WARN Act), 354 (exhibit),
357
Workers’ compensation, 471–473
Work–family benefits, 519
Workflow analysis, 116–118, 117 (exhibit)
Workforce planning:
cases, 150–152 (case)
HR forecasting, 135–139, 136 (exhibit), 138, 138 (exhibit)
job analysis, 118–126, 125–126 (exhibit)
job design/redesign, 126–134, 127 (box), 129 (exhibit), 133 (exhibit), 134
(exhibit)
labor supply and demand, reconciling internal, 139–145
practitioner’s perspective, 115
trends and issues, 145–146
workflow analysis, 116–118, 117 (exhibit)
Workforce science, 61
Work–life balance, 516, 518–519
Workplace monitoring, 310, 310 (photo)
Workplace safety:
case, 538–539 (case)
defined, 510
Hazard Communication Standards, 514, 515 (exhibit)
job analysis and, 119
line manager responsibilities, 17
National Institute of Occupational Safety and Health, 515–516
Occupational Safety and Health Act, 510–511, 515, 520
Occupational Safety and Health Administration, 511–514, 512 (exhibit), 515
(exhibit), 520
posting requirements, 516, 517–518 (exhibit)
trends and issues, 533–534
See also Workplace security
Workplace security:
cyber security, 527–528
defined, 527
employee selection and screening, 532
line manager responsibilities, 17
policies, 532–533
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social media and, 531–532
workplace violence, 528–531
See also Workplace safety
Workplace violence, 528–531
Workplace wellness programs (WWPs), 519–520, 523
Workweek, compressed, 134
WorldatWork, 24
Written testing, 197–199
Written warnings, 318
Wrongful discharge, 361
WWPs. See Workplace wellness programs
Yield ratio, 172–173, 172 (exhibit)
Youth@Work website, 79
Yowan Yang v. ActioNet, Inc., 538 (case)
Zero-sum game, 371
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