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xxiii

In comparing the fifteenth edition of Human Resource Management with the first 
edition, the evolution that has occurred in the HR field is very apparent. Because we 
have carefully researched and recorded the changes in this book, we are told it has 
become the leader in both the academic and professional segments of the market. 
The book is a longtime standard in HR classes, and the authors are very gratified 
that their efforts are appreciated by so many.

While developing this text, we paid close attention to presenting information 
at an appropriate reading level and length, using many practical examples, and of-
fering other learning devices to make the book more “student friendly.” It is also 
worth noting that the authors have all won teaching and/or research awards, which 
 illustrates knowledge of what it takes to effectively communicate the latest HR in-
formation both orally and in written form.

Casual comments from colleagues reveal a lack of clarity about how one 
 successfully revises a textbook in a field that changes as rapidly as Human 
 Resources. There are many hundreds of articles in the academic and professional 
literatures that have appeared in the three years since our last book was researched. 
When business examples from The Wall Street Journal, Business Week, HR Maga-
zine, and other trade publications are added, the number is staggering. These ar-
ticles, as well as the themes that appear in them, represent the changing nature of 
the subject matter in HR and must be added to the overall knowledge of the field. 
Consequently, this information must be added to a university text that effectively 
summarizes the field. This book has provided a comprehensive overview of the HR 
profession for many editions, and it has successfully done that again in this current 
edition. You can be confident it contains the most current content that reflects cur-
rent HR practices in the field.

The field of HR management is different from some other areas of business. 
There is a definite academic/research side that explores new theories and knowledge, 
but HR has a more professional/applied side too. Just ask leaders who deal with HR 
issues on a daily basis. This book focuses on both sides of the HR field, which has 
resulted in it being used by many individuals to prepare for certification in the HR 
profession. Our approach has always been that both perspectives are very important 
in understanding the field, and this strategy is continued in the fifteenth edition.

With this edition, we welcome a new author. Patricia Meglich is an accom-
plished scholar who has a special interest and expertise in the applied areas of HR 
given her extensive professional background. You will note more consideration of 
the practical implications of many HR issues in this current edition of the text. She 
is a strong addition to the author team.

The Fifteenth Edition
HR takes place in an environment that changes rapidly and impacts the field, 
 resulting in necessary changes to the book being recognized between editions. The 
fifteenth edition identifies these changes and how they are being dealt with in the 
field. A few of the most significant characteristics of the fifteenth edition are  detailed 
next. This new edition also contains many other positive content attributes, and you 
will find them throughout the text.

p r e f a c e
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p r e fa c exxiv

“What’s Trending” Chapter sections
Human resource management is a complex field, and highlighting all the current 
trends is difficult.  However, there are a number of issues that are currently affect-
ing organizations, particularly with regard to how they manage people at work. 
 Employees are expected to have the proper knowledge, skills, and abilities to per-
form in a workplace that has many challenges and new expectations, which requires 
organizations to implement practices that help employees get better at what they do 
and perform well. Each chapter provides an overview of the current trends pertain-
ing to the particular topics explored. 

Measuring HR Effectiveness
The trend toward holding HR groups accountable for corporate performance has ex-
panded, giving HR professionals a “seat at the strategic table.” The days when an HR 
manager could be successful because “she just loves working with people” are long 
gone. Benchmarking, metrics, and now analytics are a part of the analysis of how well 
HR is doing its job. The fifteenth edition uses a metrics icon to indicate where mate-
rial on measuring HR is covered throughout the book. Such measurement is welcome, 
as it documents how HR contributes to organizational goals in a tangible way.

Global Human Resource Management
Business is now global in scope, a reality that has dramatically changed the HR 
profession. Offshoring, global mergers and acquisitions, and cultural differences 
continue to challenge HR departments. The fifteenth edition covers global issues 
throughout the chapters to ensure proper coverage of global issues throughout the 
textbook. Globally related material is indicated with a global icon.

HR Ethics
The study of ethics is emphasized in the academic business community, and HR is 
a fertile area for the practical application of ethics material. The potential for un-
ethical dealings in compensation, staffing, Equal Employment Opportunity (EEO), 
and other areas is significant and problematic. At a minimum, investigation of these 
issues can provide a basis for discussion of HR ethics in the classroom, hopefully 
leading to greater consideration of ethical challenges in the HR profession. There is 
an HR ethics icon where HR ethics issues are covered.

Organization of the book
•	 Each chapter opens with an “HR Headline” designed to introduce chapter 

material with a real company dilemma or problem. Learning objectives are 
provided at the beginning of each chapter.

•	 The latest trends and cutting-edge practices are highlighted in each chapter in a 
new feature called “What’s Trending.”

•	 Chapters contain a mix of three boxed features designed to do different things: 
HR Perspective sections provide real examples of how companies deal with 
the issue covered. HR Competencies &Applications provide a “how to do it” 
view of the material based on key competencies identified in many professional 
models of HR. Finally, HR Ethics features highlight some of the ethical issues 
encountered in the profession.
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•	 Each chapter ends with a point-by-point “Summary.”
•	 The “Critical Thinking Challenges” at the end of each chapter provide 

questions and exercises that allow readers to apply what has been learned in 
each chapter. 

•	 New in-depth end of chapter cases showcase HR innovations in current 
organizations and present readers with a chance to critically assess the 
effectiveness of innovative people practices. 

Material is organized around five sections:

•	 The Environment of Human Resource Management
•	 Workforce, Jobs, and Staffing
•	 Training, Development, and Performance
•	 Compensation
•	 Employee Relations

The fifteenth edition presents both the continuity and changes occurring within 
human resource management. The chapters in each section will be highlighted next, 
along with some of the topics explored in each chapter.

section One: The Environment of Human Resource 
Management
Section One contains chapters emphasizing the changing environment in which HR 
operates, as well as how HR can effectively adapt. Chapter 1 explains why HR is 
needed and how employees can function as key assets for an organization. Basic HR 
functions and current HR challenges are covered. Ethics and HR as a career field are 
discussed. Different HR competencies that are important in the profession are also 
explored in this edition. Chapter 2 discusses two primary ways of dealing with the 
changing environment—strategy and HR planning. The strategic planning process 
and HR’s role in it are covered. A process for conducting HR planning is identified, 
including environmental analysis, assessing internal and external labor markets, and 
managing imbalances. The chapter also covers HR metrics and analytics and pres-
ents benchmarking and balanced scorecard processes. Good and bad strategy dis-
tinctions, HR analytics, and the HR audit are among topics investigated. Chapter 3  
deals with the EEO environment, including legal requirements and concepts. This 
comprehensive chapter also investigates the challenges presented by EEO issues. 
Gender inequity in compensation, discrimination based on sexual orientation, and 
religious discrimination/accommodation are discussed.

section Two: Workforce, Jobs, and staffing
Section Two looks at people, the jobs they do, and how to bring these two fac-
tors together for the purposes of accomplishing work requirements. Chapter 4 
profiles the United States’ workforce participation rates and skills gaps, before 
turning to the nature of jobs, including job design and redesign, flexibility, tele-
work, and work–life balance. The chapter then presents the most comprehensive 
coverage of job analysis available in a basic HR text. Treatment of the workforce is 
also covered, as is presentation of jobs, and flexible work opportunities. Chapter 5  
investigates the  individual–organizational relationship and retention. Individual 
performance factors, including a very brief summary of the leading work motiva-
tion ideas and the psychological contract, are identified. Absenteeism and turnover, 
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including measurement issues, are covered. The discussion then turns to retaining 
employees and the available management options for improving retention. The fo-
cus on individual performance factors is emphasized, as is employee engagement, 
loyalty, and drivers of retention for high-performing employees. Chapter 6 consid-
ers labor markets and recruiting. Online recruiting and the other common recruiting 
methods are examined, and this information is followed by a comprehensive look at 
measuring the success of recruiting. Recruiting and employer ethics and the use of 
technology and social media in recruiting are expanded. Chapter 7 looks at place-
ment, selection testing, interviewing, and background investigations, among other 
topics. An assessment of person– environment fit as part of the attraction-selection-
attrition  framework is also presented.

section Three: Training, Development, and performance
Section Three considers bringing people along in their careers in organizations 
through training, talent management, and career and performance management. 
Chapter 8 explores different potential strategies for training in the organization. A 
comprehensive model of the training process leads ultimately to training delivery 
and evaluation. Issues associated with sales training, the expansion of e-learning 
(online training) and m-learning (using mobile devices) based on new research, and 
the increased use of simulation and games in training are also covered. Chapter 9  
looks at talent management, leadership development, succession planning, and ca-
reer issues, topics that have been very much in the literature since the last edition. 
This is reflected through the entire chapter, with special emphasis on integrating 
talent management into the organization’s strategy and ideas for keeping high per-
formers invested in their jobs. Chapter 10 considers identifying and measuring em-
ployee performance. Performance appraisal with all its pros and cons is covered, as 
well as hints for the appraisal interview. In this edition, ethical issues surrounding 
performance appraisal are reviewed, and the voluminous new literature in perfor-
mance has been reviewed and integrated.

section Four: Compensation
Section Four summarizes compensation, incentives, and benefits. Chapter 11 
 introduces basic compensation, total rewards, and the development of a pay system. 
This edition covers strategic compensation decisions, linkage of pay to motivation 
theories, and current compensation challenges, including the use of two-tier wage 
systems. Chapter 12 considers variable pay (incentives), sales compensation, and 
executive pay. Individual, group, and organizational incentive systems are reviewed, 
and the controversial topic of executive compensation is presented. Clawbacks, 
commissions, “say-on-pay,” and exit package changes are also discussed. Chapter 13  
explains the different types of benefits that organizations offer, as well as how to 
effectively administer and manage these benefits so that employees are satisfied. 
New or expanded content includes international benefits, the Patient Protection and 
 Affordable Care Act, outsourcing benefit administration, and technology-driven, 
self-service benefits administration.

section Five: Employee Relations
Section Five covers risk and safety, employee rights and responsibilities, and unions. 
Chapter 14 looks at threats to the well-being of both organizations and employees. 
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OSHA, legal requirements for well-being, safety management, and security con-
cerns are specified. Expanded discussions of medical marijuana, counterproductive 
 employee behaviors, and drug testing are provided. Chapter 15 looks at rights exist-
ing in the employment agreement, including privacy rights, workplace monitoring, 
investigations, and discipline. This edition are covers alternative dispute-resolution 
techniques and material on employee rights and ethical issues. Chapter 16 evaluates 
the union–management relationship through labor laws, history, collective bargain-
ing, and grievance management. New since the last edition is material on politics 
and unionization, changes in union membership, and union tactics.

Appendices
To keep the chapters sized appropriately, yet provide additional specific information, 
the book contains seven appendices. These provide details on the bodies of  knowledge/
competence for HR certification, HR literature, EEO laws, Uniform Guidelines, ille-
gal preemployment inquires, EEO enforcement, and HR job descriptions.

supplements
instructor’s Resource Website
The Instructor’s Resource website puts all of the core resources in one place. 
The website contains the Instructor’s Manual, Test Bank, and PowerPoint 
 presentation slides.

•	 Instructor’s Manual: The Instructor’s Manual represents one of the most 
exciting and useful aids available. Comprehensive teaching materials are 
provided for each chapter—including overviews; outlines; instructor’s notes; 
suggested answers to end-of-chapter Review and Applications Questions; 
suggested questions for the “HR Headline,” “HR Perspective,” “HR Ethics,” 
and “HR Competencies & Applications” features; suggested answers to the 
end-of-chapter case questions; and suggested questions and comments on the 
supplemental cases for each chapter.

•	 Cognero Test Bank: The test bank contains more than 1,800 questions, 
including multiple-choice, true/false, and essay questions. Questions are 
additionally identified by type—definition, application, and analytical—and 
also include AACSB tags for general (NATIONAL) and topic-specific (LOCAL) 
designations.

•	 PowerPoint Slide Presentation: The PowerPoint presentation contains 
approximately 400 slides to aid in class lectures. 

print on Demand student study Guide
Designed from a student’s perspective, this useful guide provides aids that students 
can use to maximize results in the classroom and on exams, and, ultimately, in the 
practice of human resources. Chapter objectives and chapter outlines aid students 
in reviewing for exams. Study questions include matching, true/false, idea comple-
tion, multiple-choice, and essay questions. Answer keys are provided for immediate 
feedback to reinforce learning.
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MindTap
MindTap is the digital learning solution that helps instructors engage students and 
relate HR management concepts to their lives. Through interactive assignments, stu-
dents connect HR management concepts to real-world organizations and say how 
managers should perform in given situations.  Finally, all activities are designed to 
teach students to problem-solve and think like management leaders.  Through these 
activities, real-time course analytics, and an accessible reader, MindTap helps you 
turn cookie cutter into cutting edge, apathy into engagement, and memorizers into 
higher-level thinkers.
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Organizations

1
Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Understand human 
resource management 
and define human 
capital.

LO2 Identify how human 
resource management 
and employees can be 
core competencies for 
organizations.

LO3 Name the seven 
categories of HR 
functions.

LO4 Provide an overview 
of four challenges 
facing HR today.

LO5 Explain how 
ethical issues in 
organizations affect 
HR management.

LO6 Explain the key 
competencies needed 
by HR professionals 
and why certification 
is important.

WHAt’S tRending in
HumAn ReSouRce mAnAgement

There are a number of current HR trends that affect how companies manage 
people at work. Employees are expected to have the proper knowledge, skills, 
and abilities (KSAs) to perform in an environment that presents constant 
changes and new expectations. This requires HR professionals to be at the 
top of their game when it comes to developing policies that help people get 
better at what they do. Here are some issues that are currently trending in HR:

1. The rapidly changing workplace focuses HR efforts on the develop-
ment of human capital factors that address organizational needs (e.g., 
customer  service, quality, productivity). Once employees are developed, 
they need to be placed in the proper jobs with positive work cultures 
that enable them to effectively use their talents.

2. Globalization and workforce diversity present a number of ways for  
 individual differences to help companies. However, challenges associ-
ated with the proper placement of employees and the  development of 
positive HR policies in diverse environments are  common.

3. Technology is viewed as a key means to an end when it comes to 
 managing human resources. Increased social media, online interactions, 
and the use of software to manage traditional HR functions can enhance 
how individuals are supervised at work.

4. The ability of companies to develop ethics policies, social responsibil-
ity, and sustainable practices is viewed as a source of competitive 
advantage. Developing an ethical culture, offering ethics training, and 
encouraging employees to give back are all ways that HR leaders can 
help improve business ethics.
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Many companies are creating an entrepreneurial culture 

for employees so that they can be innovative. Part of 

this process includes making them business partners 

and giving them good jobs. Another aspect includes allowing 

them to voice their opinions, make suggestions about how work 

gets done, and follow up with positive action. Some HR functions 

are also changed to offer a worksite that encourages individuals 

to take chances with new approaches and participate in deci-

sion making, and resources that help people develop new ideas 

can be provided. The HR department is in a unique position to 

 develop these opportunities.

MGM Resorts International, a Las Vegas–based gaming 

organization, relies on this entrepreneurial approach. Since 

many of the firm’s employees earn their income from tips, the 
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S e c t i o n  1   The Environment of Human Resource Management4

company encourages them to ask questions and develop ideas that help improve 

service delivery and workforce management. Innovation is also emphasized in the 

company’s Leadership Institute for executives, where people attend a seminar 

on innovation, participate in brainstorming sessions, and create new processes 

that enable the company to cut expenses. One idea, which involved developing 

a consistent brand of water bottles in the different properties, saved MGM about 

$400,000 a year.

MGM relied on a number of other strategic HR ideas to create a culture of 

 innovation. Some of these included:

•	 Using focus groups to obtain feedback from line employees as part of a broader 

communication strategy at each of the properties

•	 Developing a directory called Workday, which contained the contact information 

for all employees and executives, as a way of sharing information

•	 Encouraging employees to develop ideas that improved responsiveness to 

customers’ needs

Michelle DiTondo, Senior Vice President of HR, believes that the resulting culture 

established a workplace where employees feel valued and empowered, leading to 

greater decision making and participation.1 

Employees	are	the	necessary	resources	that	organizations	use	to	satisfy	important	
business	objectives.	Having	talented	individuals	employed	in	a	company	is	the	cor-
nerstone	of	developing	a	competitive	advantage.	If	an	organization	is	to	compete	
on	whatever	distinctive	core	competencies	are	considered	important	in	its	industry	
(e.g.,	customer	service,	quality,	strategic	planning),	having	qualified	and	motivated	
employees	is	critical.

By	earning	the	reputation	as	good	employers,	companies	can	attract	and	retain	
productive,	creative,	and	reliable	people	who	possess	competitive	advantages	that	
reach	strategic	goals.	Finding	knowledgeable	and	motivated	employees,	training	
them	to	perform	critical	jobs,	paying	them		appropriately,	giving	them	important	
work	responsibilities,	and	providing	them		opportunities	to		succeed	and	gain	recog-
nition	are	but	a	few	of	the	issues	that	an	organization	must		address.	But	how	does	
an	employer	create	these	policies	and	earn	such	a	positive	reputation?	Most	often,	it	
is	an	HR	department	that	develops	and	coordinates	practices	that	enable	people	to	
make	important	contributions	at	work.

Developing	sound	HR	activities	can	enhance	an	organization’s	reputation	as	
a	desirable	place	to	work.	A	company	must	also	look	ahead	and	address	emerging	
challenges	and	opportunities	so	that	employees	are	satisfied	and	perform	their	jobs	
at	high	levels.	In	particular,	there	is	a	need	to	understand	the	current	trends	that	are	
occurring	in	the	field	of	human	resource	management.
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c H A P t e R  1   Human Resource Management in Organizations 5

1-1 What Is Human Resource Management?
What	is	now	called	human	resource	management	has	evolved	a	great	deal	since	
its	beginnings	around	the	year	1900.	What	began	as	a	primarily	clerical	opera-
tion	in	larger	companies	concerned	with	payroll	and	employee	records	began	to	
face	changes	with	the	social	legislation	of	the	1960s	and	1970s.	“Personnel	depart-
ments,”	as	they	came	to	be	called,	became	concerned	with	the	legal	implications	of	
policies	and	procedures	affecting	employees.	In	the	1990s,	globalization	and	compe-
tition	required	human	resource	departments	to	become	more	concerned	with	costs,	
planning,	and	the	implications	of	various	HR	strategies	for	both	organizations	and	
their	employees.	More	recently,	human	resource	operations	in	some	companies	have	
been	involved	with	mergers	and	acquisitions,	outsourcing,	and	managing	vendors	of	
certain	traditional	HR	activities	such	as	payroll	and	executive	search.	HR	may	also	
advise	the	CEO	or	chairman	of	the	board	as	he	or	she	works	to	fill	vacancies	among	
executives	and	directors.2	Rising	concerns	over	corporate	scandals	and	unethical	
behavior	are	also	encouraging	HR	professionals	to	get	more	involved	in	programs	
that	increase	ethics,	compliance,	and	social	responsibility.

Human resource management	is	designing	formal	systems	in	an	organization	to	
manage	human	talent	for	accomplishing	organizational	goals.	Whether	you	work	
in	a	big	company	with	10,000	employees	or	a	small	nonprofit	organization	with		
10	employees,	employees	must	be	recruited,	selected,	trained,	managed,	and	retained.	
Employees	must	also	be	paid,	which	means	an	appropriate	and	legal		compensation	
system	is	needed.	Each	of	these	activities	requires	thought	and		understanding	
about	what	works	well	given	current	employee	concerns	and	company	conditions.	
	Research	into	these	issues	and	the	knowledge	gained	from	successful	approaches	
form	the	basis	of	effective	HR	management.

1-1a Why Organizations Need HR Management
Not	every	organization	has	an	HR	department.	In	a	company	with	an	owner	and	
10	employees,	for	example,	the	owner	usually	addresses	HR	issues.	However,	de-
spite	the	obvious	differences	between	large	and	small	organizations,	the	same	HR	
issues	must	be	dealt	with	in	every	firm.	Luckily,	every	leader	in	an	organization	is	
an	HR	manager,	so	there	are	usually	many	people	who	can	help	address	HR	issues.	
Sales	managers,	head	nurses,	drafting	supervisors,	food	and	beverage	directors,	col-
lege	deans,	and	accounting	department	supervisors	all	engage	in	managing	human	
resources,	and	their	effectiveness	depends	in	part	on	their	ability	to	understand	the	
principles	of	HR	management.

It	is	unrealistic,	however,	to	expect	these	individuals	to	understand	all	the	de-
tails	of	equal	employment	regulations,	how	to	design	a	complex	compensation	
system,	or	when	to	conduct	a	job	analysis.	Therefore,	the	presence	of	an	HR	depart-
ment	and	leaders	who	understand	important	HR	issues	can	be	helpful.	For	that	rea-
son,	larger	organizations	frequently	have	people	who	specialize	in	these	activities,	
and	these	professionals	are	organized	into	an	HR	function	or	department.	Yet	some	
firms	have	never	employed	HR	professionals	or	have	eliminated	their	HR	depart-
ments.	But	their	experiences	suggest	that	companies	without	HR	support	must	deal	
with	a	variety	of	personnel	challenges.3	Companies	such	as	Zappos	are	even	trying	
a	“holacracy”	approach	where	departments	are	dismantled,	job	titles	are	dropped,	

LO1 Understand 
human resource 
management and 
define human capital.

Human resource 
management
Designing formal systems 
in an organization to 
manage human talent for 
accomplishing organiza-
tional goals
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S e c t i o n  1   The Environment of Human Resource Management6

and	management	structures	are	flattened	so	that	self-managed	groups	are	given	
flexibility	to	perform	tasks	that	fit	their	abilities.4

Despite	these	trends,	there	are	many	benefits	associated	with	having	a	dedicated	
HR	department.	However,	HR	professionals	must	respond	appropriately	to	current	
business	challenges	and	opportunities	if	they	want	to	be	helpful.	A	recent	survey	
indicates	that	worker	engagement	and	performance,	leadership	development,	and	
employee	retention	are	key	issues	in	companies	today,	so	HR	leaders	need	to	ef-
fectively	address	these	concerns.5	Another	survey	shows	that	management	of	health	
care	issues,	loss	of	senior	talent,	retirement	concerns,	and	hiring	skilled	and	edu-
cated	individuals	are	key	challenges	that	should	be	addressed.6	Other	trends	in-
clude	a	globalized	workforce,	greater	age	diversity,	a	focus	on	sustainability,	and	
an	emphasis	on	social	media.	HR	leaders	can	address	these	issues	by	adopting	an	
interdisciplinary	business	approach	(e.g.,	working	with	marketing,	operations,	and	
finance	talent),	connecting	with	outside	constituencies,	identifying	critical	organi-
zational	challenges,	and	facilitating	organizational	change.7	HR	professional	might	
also	adapt	HR	processes	to	fit	workplace	changes,	work	more	closely	with	IT	per-
sonnel	to	manage	technology,	hire	more	high	performers	who	have	the	right	skills,	
and	be	innovation	leaders.8	Finally,	sharing	employee	knowledge	and	expertise	has	
become	a	big	issue,	so	HR	staff	can	modify	work	that	limits	collaboration.9	The	
following	“HR	Perspective:	Transforming	HR	at	Popeyes	Louisiana	Kitchen”	fea-
ture	highlights	some	of	these	emerging	trends,	as	well	as	others.

Greater	cooperation	between	operating	managers	and	the	HR	department	is	
also	needed	for	HR	efforts	to	succeed.	In	many	cases,	the	HR	department	designs	
processes	and	systems	that	operating	managers	must	help	implement.	The	exact	di-
vision	of	labor	between	the	two	varies	from	firm	to	firm.	Throughout	this	book	
there	will	be	examples	of	how	HR	responsibilities	in	various	areas	are	divided	in	
organizations	that	have	HR	departments.

How Human Resource Management Is Sometimes Seen in  Organizations 	
HR	departments	have	been	viewed	in	different	ways,	both	positively	and	nega-
tively. HR	management	is	necessary,	especially	when	dealing	with	the	many	gov-
ernment	regulations	enacted	over	the	past	several	decades.	However,	the	need	to	
protect	corporate	assets	against	the	many	legal	issues	often	makes	the	HR	function	
play	a	different	role,	which	may	be	seen	as	negative,	restrictive,	and	not	focused	on	
getting	work	done.

The	legal	compliance	role	can	cause	other	people	to	have	negative	views	of	HR	
staff.	The	negative	perception	that	some	employees,	managers,	and	executives	have	is	
that	HR	departments	are	too	bureaucratic,	detail	oriented,	and	costly,	and	that	they	
are	comprised	of	naysayers.	Some	managers	also	believe	that	HR	departments	reduce	
innovation	and	negatively	impact	the	ability	to	complete	work	because	of	poorly	ex-
ecuted	programs.	The	availability	of	software	that	automates	different	functions	and	
farms	out	various	HR	functions	also	fuels	the	belief	that	HR	support	is	not	really	
needed.10	Critics	think	HR	groups	don’t	make	important	contributions.	Despite	such	
concerns,	the	HR	function	can	benefit	the	workplace	if	it	is	managed	well.

Human Resources in Smaller Organizations In	the	United	States	and	
worldwide,	small	businesses	employ	more	than	half	of	all	private-sector	employees	
and	generate	many	new	jobs	each	year.	In	surveys	over	several	years	by	the	U.S.	
Small	Business	Administration	(SBA),	the	issues	identified	as	significant	concerns	
in	small	organizations	were	consistent:	not	having	enough	qualified	workers,	the	
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c H A P t e R  1   Human Resource Management in Organizations 7

rapidly	increasing	costs	of	employee	benefits,	payroll	taxes,	and	compliance	with	
government	regulations.	Notice	that	all	these	concerns	have	an	HR	focus,	especially	
when	compliance	with	wage/hour,	safety,	equal	employment,	and	other	regulations	
are	considered.	This	is	why	some	degree	of	HR	support	and	expertise	is	always	
needed	in	smaller	organizations.	However,	a	recent	study	shows	that	smaller	firms	
tend	to	offer	much	more	work	flexibility	to	their	employees	in	the	form	of	working	
from	home,	flextime,	and	personal	time,11	which	suggests	that	small	businesses	are	
quite	progressive	in	their	approach	to	HR	management.

When	new	employees	are	hired	in	a	small	business,	line	managers	usually	do	
the	recruiting,	selecting,	and	orienting.	These	HR	activities,	however,	reduce	the	
amount	of	time	managers	have	available	to	focus	on	their	regular	jobs.	As	a	result,	
when	such	activities	occur	frequently,	hiring	someone	to	do	them	allows	manag-
ers	to	spend	more	time	on	their	primary	duties.	With	about	80	to	100	employees,	

Transforming HR at Popeyes 
Louisiana Kitchen

Evidence shows that HR departments have 
grown, with more money being dedicated to 
corporate HR efforts. However, changing work 
environments are challenging HR profession-
als to do more, even though their numbers and 
support have steadily risen.  People employed 
in HR have much more responsibility in today’s 
workplace, something that likely won’t change 
as expectations have increased.

This is the case at the Atlanta-based fast-
food firm Popeyes Louisiana Kitchen. While the 
organization’s HR group grew from seven to 10 
individuals over several years, the work also in-
creased, according to Lynne Zappone, the com-
pany’s Chief Talent Officer. The group manages 
as many as three times the number of issues it 
did in the past. Some of these include creating 
leadership development opportunities, enhanc-
ing customer service, and building food outlets. 
Popeyes focuses on servant leadership, which 
requires leaders to believe that the needs of the 
company and employees outweigh their own 
concerns. Further, Zappone and her colleagues 
evaluate how HR can address issues through a 
strategic lens. All of these responsibilities take 
time and energy.

Zappone also claims that many HR func-
tions are being altered as the workplace 
changes. Besides being more focused on 
strategy, HR staff at Popeyes work on cross-
functional project teams, and the HR function 
is structured so that each business area has a 
dedicated HR professional who operates as an 
advisor on various personnel issues. This en-
ables staff to be more strategic because they 
work directly with the business units. Zappone 
also looks to redesign how different HR activi-
ties are performed so that more might be done 
with fewer people.12

Despite the growing need for HR person-
nel, the ability to manage the increasing num-
ber of HR responsibilities with current staff is 
a challenge. Expectations are higher, regardless 
of how many HR professionals are present. 
Consider the following questions:

1. Given the issues at Popeyes, how would 
you redesign an HR department in any 
organization to better tackle a company’s 
needs?

2. What needs do you think deserve the most 
attention given the current trends in HR?
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S e c t i o n  1   The Environment of Human Resource Management8

smaller	organizations	often	find	that	they	would	benefit	from	designating	some-
one	to	specialize	in	HR	practices.	Other	specialist	HR	positions	are	added	(e.g.,	in	
compensation,	training,	or	recruiting)	as	the	company	grows	larger.	The	need	for	
HR	increases	as	an	organization	grows	until	it	evolves	into	a	distinct	function	with	
specialists	assigned	to	specific	duties.	However,	for	HR	to	be	most	useful,	it	must	
remain	firmly	attached	to	the	operating	management	of	the	organization.	Without	
that	attachment,	HR	functions	cannot	reach	their	potential.

1-2 Managing Human Resources  
in Organizations

Human	resources	(or	more	simply,	people)	who	work	in	organizations	may	have	
valuable	contributions	they	can	make	to	a	firm’s	mission	based	on	their	human	
	capital.	But	this	will	occur	only	if	people	are	developed	and	have	a	reasonable	
	opportunity	to	contribute.	Employees	must	be	placed	into	the	right	job,	be	trained,	
and	be	given	feedback	if	they	are	to	perform	at	high	levels.	As	noted	earlier,	it	is	
not	just	the	HR	department	that	takes	care	of	these	issues—it	is	often	a	joint		effort	
between	the	organization’s	managers	and	HR	staff	members.	Managing	people	ulti-
mately	has	to	do	with	the	decisions	these	leaders	make	from	among	the	wide	range	
of	possible	choices	on	the	formal	policies,	practices,	and	methods	for	managing	
employees.13	Examples	of	such	systems	and	policies	are	pay	system	design,	perfor-
mance	measurement,	vacation	policy,	and	hiring	processes.

1-2a Human Resource Management  
as a Core Competency

The	development	and	implementation	of	specific	strategies	must	be	based	on		
an	organization’s	areas	of	strength.	Referred	to	as	core competencies,	 those	
strengths	are	the	foundation	for	creating	the	organization’s	competitive	advantage.	
A	core competency	is	a	unique	capability	that	creates	high	value	for	a	company.

Certainly,	many	organizations	have	identified	that	their	HR	practices	differenti-
ate	them	from	their	competitors	and	that	HR	is	a	key	determinant	of	competitive	
advantage.	Recognizing	this,	organizations	as	diverse	as	FedEx,	Nordstrom,	and	Dow	
Corning	have	focused	on	people	as	having	special	strategic	value	for	the	organization.

The	same	can	be	true	with	small	companies	as	well.	For	example,	small	com-
munity	banks	have	gained	numerous	small-	and	medium-sized	commercial	loan	cus-
tomers	because	the	banks	emphasize	that	their	customers	can	deal	with	the	same	
employees	directly	every	time	they	need	help	rather	than	having	to	call	an	auto-
mated	service	center	in	another	state	as	is	sometimes	the	case	with	larger	nation-
wide	banks.	The	focus	here	is	on	using	people	(in	this	example,	loan	officers)	to	help	
build	core	competencies	in	companies.

1-2b Employees as a Core Competency
How	might	employees	become	a	core	competency	for	an	organization?	One	of	the	
main	issues	that	must	be	addressed	is	developing	human	capital	in	employees.	Build-
ing	positive	human	capital	brings	together	all	assets	of	an	organization	so	that	work	
gets	done	and	the	company	functions	well.

core competency
A unique capability that 
creates high value for a 
company
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human resource 
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c H A P t e R  1   Human Resource Management in Organizations 9

FIguRe 1-1 Four Types of Organizational Assets

Physical

Organizational Assets HumanIntellectual Property

Financial

Human Capital Organizations	must	manage	four	types	of	assets	to	be	successful	
(see	Figure	1-1):

•	 Physical assets:	Buildings,	land,	furniture,	computers,	vehicles,	equipment,		
and	so	on

•	 Financial assets:	Cash,	financial	resources,	stocks,	bonds	or	debt,	and	so	on
•	 Intellectual property assets:	Specialized	research	capabilities,	patents,	informa-

tion	systems,	designs,	operating	processes,	copyrights,	and	so	on
•	 Human assets:	Individuals	with	their	talents,	capabilities,	experience,	profes-

sional	expertise,	relationships,	and	so	on

All	of	these	assets	are	important	to	varying	degrees	in	different	firms.	But	
the	human	assets	are	the	“glue”	that	holds	all	the	other	parts	together	to	achieve	
results.	Certainly,	the	waiters,	bartenders,	hosts,	and	cooks	at	a	Red	Lobster	res-
taurant	or	the	stockpersons,	cashiers,	courtesy	clerks,	and	customer	service	at-
tendants	working	for	a	Kroger	grocery	store	enable	all	the	other	assets	of	their	
organizations	to	be	used	to	provide	products	and	services	to	customers.	Effective	
use	of	the	firm’s	human	capital	can	often	explain	a	big	part	of	the	differences	in	
company	success.

Human	capital	 is	not	 just	 the	people	 in	organizations—it	also	 involves		
what		individuals	contribute	to	organizational	achievements.	Broadly	defined,		
human capital	is	the	collective	value	of	the	capabilities,	knowledge,	skills,	life	expe-
riences,	and	motivation	of	an	organization’s	workforce.

Sometimes	human	capital	is	called	intellectual capital	to	reflect	the	think-
ing,	knowledge,	creativity,	and	decision	making	that	people	in	organizations	
contribute.	For	example,	firms	with	high	intellectual	capital	may	have	highly	
educated	and	trained	managers	who	develop	new	ways	of	supervising	employ-
ees,	new	business	processes	that	improve	quality,	or	new	software	for	specialized	
uses.	All	of	these	contributions	illustrate	the	potential	value	of	human	capital	to	
companies.

A	fundamental	question	involves	how	organizations	and	HR	groups	should	
most	effectively	manage	human	capital.	A	recent	poll	suggests	that	focusing	on	

Human capital
The collective value 
of the capabilities, 
knowledge, skills, life 
experiences, and motiva-
tion of an organization’s 
workforce
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S e c t i o n  1   The Environment of Human Resource Management10

valued	rewards	is	one	approach	that	helps	with	the	management	of	human	capi-
tal;	other	approaches	include	increasing	levels	of	feedback	to	employees	about	their	
work	expectations	and	taking	steps	to	enhance	their	job	satisfaction.14		Focusing	
on	a	“personal	value	proposition,”	similar	to	marketing	used	to	sell	a	company’s	
product	and/or	services,	is	another	strategy	that	enables	employees	to	identify	how	
their	knowledge,	skills,	and	abilities	can	help	their	organization	perform	better,	with	
an	eye	toward	improving	these	characteristics	as	new	needs	arise.15	The	following	
principles	can	be	considered	when	developing	human	capital:16

•	 Recognize	the	importance	of	human	capital	to	business	success.
•	 Closely	link	human	capital	programs	to	organizational	performance.
•	 Focus	on	your	current	business	needs	rather	than	always	benchmarking	the	

best	practices	of	other	firms.
•	 Make	sure	that	human	capital	plans	match	the	best	practices	that	are	selected.
•	 Be	future-oriented	in	your	planning	to	anticipate	new	human	capital	needs.
•	 Give	managers	a	voice	in	and	allow	them	to	lead	human	capital	programs.
•	 Be	ready	to	alter	plans	as	situations	unfold;	be	flexible.
•	 Prioritize	human	capital	planning	and	don’t	invest	in	too	many	initiatives.
•	 Be	sure	to	track	the	value	of	human	capital	investments	and	monitor	how	they	

affect	customers.

There	are	many	other	possible	areas	in	which	employees	can	be	core	competencies	
for	organizations.	As	shown	in	Figure	1-2,	productivity,	customer	service	and	qual-
ity,	and	organizational	culture	represent	several	of	these	areas.

Productivity Employee	productivity	can	be	a	competitive	advantage	because	
when	the	costs	to	produce	goods	and	services	are	lowered	through	increased	

meASuRe

Productivity

Employees
as

Core
Competencies

Customer
Service

Organizational
Culture

FIguRe 1-2 Areas in Which Employees Can Be Core Competencies
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c H A P t e R  1   Human Resource Management in Organizations 11

individual	production,	lower	prices	can	be	charged	to	consumers.	The	result	is	often	
incremental	increases	in	sales.	However,	increased	productivity	does	not	necessarily	
mean	greater	output.	Perhaps	fewer	people	(or	less	money	and/or	time)	are	used	to	
produce	the	same	amount.	In	its	most	basic	sense,	productivity	is	a	measure	of	the	
quantity	and	quality	of	work	done,	considering	the	cost	of	the	resources	used.

A	useful	way	to	measure	the	productivity	of	human	resources	is	to	consider	unit 
labor cost,	which	is	computed	by	dividing	the	average	cost	of	workers	by	their	aver-
age	levels	of	output.	Using	unit	labor	costs,	one	can	see	that	relatively	high	wages	
will	not	affect	competitiveness	if	high	productivity	levels	are	achieved.	Low	unit	
labor	costs	can	be	a	basis	for	a	strategy	focusing	on	human	resource	competency.	
Productivity	and	unit	labor	costs	can	be	evaluated	at	the	global,	country,	organiza-
tional,	departmental,	or	individual	level.

Improving Productivity Organizational-level	productivity	ultimately	affects	
profitability	and	competitiveness	in	a	for-profit	organization	and	total	costs	in	a	
not-for-profit	organization.	Perhaps	of	all	the	resources	used	in	organizations,	the	
ones	most	closely	scrutinized	are	human	resources.	It	is	estimated	that	the	average	
employee	completes	work	requirements	on	time	and	according	to	standard	at	a	rate	
of	around	30%	to	60%,	which	suggests	that	managing	productivity	is	a	key	chal-
lenge.17	The	use	of	poor	business	approaches	such	as	bureaucratic	policies,	poorly	
managed	meetings,	and	low	teamwork	and	collaboration	can	cause	much	of	this	
decreased	productivity	(something	called	coordination waste),	but	giving	employ-
ees	autonomy	and	regular	performance	feedback	can	decrease	many	of	these	prob-
lems.18	In	the	retail	industry,	HR	can	further	invest	in	human	capital	to	enhance	
productivity	and	customer	service,	such	as	providing	better	compensation,	using	
cross-training	to	help	customer	service,	and	relying	on	empowerment.19

Additional	HR	management	efforts	are	designed	to	enhance	productivity	as	
Figure	1-3	indicates.	Among	the	major	ways	to	increase	employee	productivity	are

•	 organizational restructuring,	which	involves	eliminating	layers	of	manage-
ment	and	changing	reporting	relationships	as	well	as	cutting	staff	through	
	downsizing,	layoffs,	and	early	retirement	buyout	programs;

•	 redesigning work,	which	often	involves	making	changes	to	the	way	work	gets	
done	by	focusing	on	the	characteristics	of	jobs	and	altering	how	tasks	are	
structured	and	coordinated;

•	 aligning HR activities,	which	means	ensuring	that	HR	efforts	and	practices		
are	consistent	with	organizational	efforts	to	improve	productivity	and	satisfy	
strategic	goals;	and

•	 outsourcing analyses,	which	require	the	HR	department	to	conduct	cost–	
benefit	assessments	that	indicate	the	overall	positive	or	negative	impact	of		
outsourcing—HR	then	manages	outsourcing	efforts	if	they	occur.

Customer Service and Quality In	addition	to	productivity,	both	customer	ser-
vice	and	quality	efforts	can	significantly	affect	organizational	effectiveness,	mak-
ing	them	key	areas	that	HR	can	emphasize	when	developing	employees	as	core	
competencies.	Having	managers	and	employees	focus	on	customers’	needs	contrib-
utes	significantly	to	achieving	organizational	goals	and	maintaining	a	competitive	
advantage.

Unfortunately,	customer	satisfaction	is	still	a	challenge	in	the	United	States	and	
other	countries,	and	it	must	be	managed.	One	example	illustrates	the	importance	

Productivity
Measure of the quantity 
and quality of work done, 
considering the cost of 
the resources used

unit labor cost
Computed by dividing the 
average cost of workers 
by their average levels  
of output
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Increase
organizational
productivity

Reduce unit
labor costs

Goals

Organization Restructuring
Revising organizational structure
Reducing staff
Aiding in mergers and acquisitions

Redesigning Work
Changing workloads and combining
jobs
Reshaping jobs because of technology 
changes

Aligning HR Activities
Attracting and retaining employees
Training, developing, and evaluating 
employees
Compensating employees and other 
HR activities

Outsourcing Analysis
Using domestic vendors/contractors
instead of employees
Outsourcing operations
internationally

FIguRe 1-3 HR Approaches to Improving Productivity

of	service	excellence.	Within	the	first	six	months	after	being	hired,	a	new	CEO	of	
a	large	retail	company	directed	that	labor	costs	and	staffing	in	the	company	stores	
be	reduced.	As	a	result,	many	customers	complained	about	not	being	able	to	find	
employees	to	help	them,	having	to	wait	a	long	time	to	check	out,	and	encounter-
ing	shortages	of	merchandise	on	shelves.	At	the	same	time,	a	major	competitor	
expanded	its	staff	and	advertised	its	customer	service.	The	result	was	that	the	com-
petitor’s	sales	and	profitability	grew	significantly,	while	the	new	CEO’s	cost-cutting	
approach	created	customer	problems	and	hurt	the	firm’s	performance.	After	several	
years,	the	CEO	resigned,	and	the	retail	company	took	steps	to	repair	its	customer	
service	image.

Delivering	quality	services	and/or	products	can	also	impact	organizational	ef-
fectiveness.	Whether	producing	automobiles,	as	General	Motors	and	Toyota	do,	or	
providing	cellular	phone	service,	as	Verizon	and	AT&T	do,	a	firm	must	consider	
how	well	its	products	and	services	meet	customer	needs.	Therefore,	many	organiza-
tions	have	emphasized	efforts	to	enhance	quality.	These	programs	seek	to	get	tasks	
done	correctly	and	efficiently	so	that	employees	deliver	high	quality.	The	problems	
with	quality	that	some	U.S.	auto	manufacturers	have	had	compared	with	other	
firms	such	as	Honda	and	Nissan	illustrate	the	important	effect	of	quality	on	sales,	
revenue,	costs,	and	ultimately	organizational	effectiveness.	Attempts	to	improve	
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c H A P t e R  1   Human Resource Management in Organizations 13

quality	have	worked	better	for	some	organizations	than	for	others,	but	they	usually	
can	be	impacted	by	HR	efforts.

Organizational Culture Another	important	element	of	the	workplace	that	
drives	the	ability	to	use	human	resources	as	core	competencies	to	meet	strategic	
objectives	is	organizational	culture.	Organizational culture	consists	of	the	shared	
values	and	beliefs	that	give	members	of	an	organization	meaning	and	provide	them	
with	rules	for	behavior.	These	values	are	deeply	embedded	in	organizations	and	af-
fect	how	their	members	view	themselves,	define	opportunities,	and	plan	strategies.	
In	this	sense,	such	a	culture	establishes	the	personality	of	a	company	in	a	similar	
way	that	personality	shapes	an	individual,	shaping	its	members’	responses	and	de-
fining	what	an	organization	can	or	is	willing	to	do.	The	culture	of	an	organization	
is	therefore	witnessed	by	employees	in	the	norms,	values,	philosophies,	rituals,	and	
symbols	adopted	by	the	firm.	Culture	is	particularly	important	because	it	tells	indi-
viduals	how	to	behave	(or	not	to	behave)	in	the	workplace.

Culture	often	requires	considerable	time	to	develop,	but	once	it	is	established,	
it	is	relatively	constant	and	enduring	over	time.	Newcomers	learn	the	culture	from	
senior	employees,	and	the	rules	of	behavior	are	therefore	perpetuated.	These	rules	
are	ideally	beneficial,	so	culture	can	facilitate	high	employee	job	performance	when	
it	contains	positive	characteristics.	But	culture	can	also	be	negative,	which	means	
changes	need	to	be	made	to	improve	the	workplace.

Before	focusing	on	the	development	and	implementation	of	HR	policies,	
managers	should	develop	a	positive	culture	within	the	organization.	When	they	
do	so,	excellent	ideas	can	be	enhanced	by	a	culture	that	is	compatible	with	the	
needs	of	the	business.	This	is	how	culture	can	be	used	to	create	a	competitive	
advantage.

Organizational	culture	is	often	viewed	by	employees,	managers,	customers,	and	
others	as	the	social	environment	that	exists	within	a	firm	and	that	affects	how	a	
firm	gets	work	done.	This	culture	affects	service	and	quality,	organizational	pro-
ductivity,	and	financial	results.	From	a	critical	perspective,	it	is	the	culture	of	a	com-
pany	that	affects	the	attraction	and	retention	of	competent	employees.	Aligning	the	
culture	with	what	management	is	trying	to	accomplish	also	determines	the	health	
of	an	organization	by	creating	an	environment	that	capitalizes	on	human	capital	
strengths.	The	following	“HR	Competencies	&	Applications:	Building	Healthy	
	Organizations”	feature	discusses	how	culture	can	be	enhanced	by	focusing	on	orga-
nizational	health.

1-3 HR Management Functions
HR	management	involves	designing	the	formal systems	that	are	used	to	manage	
people	in	an	organization.	Usually,	both	HR	managers	and	line	managers	provide	
input	into	the	policies,	regulations,	and	rules	that	guide	HR	matters.	For	example,	
consider	the	question	of	how	many	days	of	vacation	an	employee	receives	after	
three	years.	There	is	no	“right”	answer	for	a	given	organization	that	is	trying	to	
devise	a	vacation	policy,	but	the	vacation	policy	that	is	finally	designed	is	one	of	the	
formal	systems	used	to	manage	people	in	the	organization.	Such	systems	need	to	be	

organizational culture
Consists of the shared 
values and beliefs that 
give members of an or-
ganization meaning and 
provide them with rules 
for behavior

LO3 Name the seven 
categories of HR 
functions.
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S e c t i o n  1   The Environment of Human Resource Management14

Building Healthy Organizations

Companies like Southwest Airlines, Zappos 
.com, and Nordstrom have been successful be-
cause they rely on sound technology and busi-
ness strategy. However, “organizational health” 
often drives employee motivation and customer 
loyalty. Organizational health is much broader 
than corporate culture because it establishes 
the workplace in which other business func-
tions can operate well. In other words, healthy 
organizations create a positive workplace that 
keeps employees satisfied and committed. 
Low political behavior and turnover, high co-
hesion and morale, and a more unified sense 
of purpose are often characteristics of this 
environment.

A firm’s HR department and top manag-
ers are key to making companies healthier. 
HR professionals function as leaders by devel-
oping good policies that make the workplace 
more positive. This often includes management 
 development, performance feedback, and fair 
rewards. They also act as advisors to top lead-
ers and provide a sounding board for the CEO. 
The CEO often pushes the idea that organiza-
tional health is an important issue. The following 
approaches should help managers lead efforts 
to create healthy cultures:

•	 Developing a positive leadership unit: Put 
together a group of leaders who trust each 

other and who can develop a positive way 
of interacting.

•	 Creating alignment around a common 
purpose: The leadership team should iden-
tify and agree on the company’s mission, 
 vision, and goals for success.

•	 Communicating the company’s approach: 
Once a purpose is established, it needs to 
be discussed frequently with employees 
to unify them and build a common under-
standing of the workplace.

•	 Using HR practices to support the work-
place: All of the traditional HR functions 
should be utilized to create alignment 
around the purpose.20

The ability to develop healthy organizations 
and business cultures is a key leadership com-
petency within the HR profession. If you were 
given the responsibility of improving your firm’s 
health:

1. How would you encourage the CEO and 
other top leaders to focus their efforts on 
creating a healthy organization culture? 
What issues do you think deserve the most 
attention?

2. In addition to the points already mentioned, 
what steps would you take to develop a 
healthy organization?
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formal,	that	is,	agreed	upon,	written	down,	and	shared	with	employees.	Try	to	pic-
ture	the	chaos	that	would	result	if	every	supervisor	in	a	very	large	company	could	
set	his	or	her	own	vacation	policy!

Grouping	the	areas	for	which	HR	typically	creates	formal	systems	yields	seven	
interlocking	functions,	as	shown	in	Figure	1-4.	In	each	organization,	these	functions	
are	carried	out	in	that	firm’s	unique	format	that	is	influenced	by	external	forces	that	

KEY COMPETENCIES: Leadership & Navigation (Behavioral Competency) and  Organization (Tech-
nical Competency) 
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FIguRe 1-4 HR Management Functions
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Employee and
Labor Relations
   Employee rights and
   privacy
   HR policies
   Union/management
   relations

Risk Management and
Worker Protection
   Health and wellness
   Safety
   Security
   Disaster and
   recovery planning

Rewards
   Compensation
   Incentives
   Bene�ts

Talent Management
   Orientation
   Training
   HR development
   Career planning
   Performance
   management

Staf�ng
   Job analysis
   Recruiting
   Selection

Equal Employment
Opportunity
   Compliance
   Diversity
   Af�rmative action

HR
FUNCTIONS

External environment

Strategy and Planning
   HR effectiveness
   HR metrics
   HR technology
   HR planning
   HR retention

are	global,	environmental,	cultural/geographic,	political,	social,	legal,	economic,	and	
technological	in	nature.	The	seven	HR	functions	can	be	visualized	as	follows:

•	 Strategy	and	planning
•	 Equal	employment	opportunity
•	 Staffing
•	 Talent	management
•	 Rewards
•	 Risk	management	and	worker	protection
•	 Employee	and	labor	relations
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S e c t i o n  1   The Environment of Human Resource Management16

Each	of	these	functions	consists	of	several	areas	(which	are	covered	in	the	forthcom-
ing	chapters	of	this	book)	as	follows:

•	 HR strategy and planning:	As	part	of	achieving	organizational	competitiveness,	
strategic planning	for	the	organization	and	HR’s	role	in	those	strategic	plans	
are	good	starting	places.	Dealing	with	workforce	surpluses	and	shortages	and	
predicting	human	capital	needs	and	availabilities	are	challenges	here.	How	well	
HR	does	what	it	plans	to	do	is	measured	by	HR	metrics	and	analytics,	which	
are	covered	in	Chapter	2.

•	 Equal employment opportunity:	Compliance	with	federal,	state,	and	even		
local	equal	employment	opportunity	(EEO)	laws	and	regulations	affects	all	
other	HR	activities.	The	nature	of	these	laws	is	discussed	in	Chapter	3.

•	 Staffing:	The	aim	of	staffing	is	to	provide	a	sufficient	supply	of	qualified	
	individuals	to	fill	jobs	in	an	organization.	The	nature	of	the	workforce,	job	
design,	and	job	analysis	lay	the	foundation	for	staffing	by	identifying	what	
people	do	in	their	jobs	and	how	they	are	affected	by	these	job	characteris-
tics	Relationships	between	individuals	and	the	employing	organization	affect	
	employee	performance	and	retention.	Turnover	helps	determine	how	many	
new	employees	will	be	needed,	an	important	piece	of	information	when	the	
firm	is	recruiting	applicants	for	job	openings.	The	selection	process	is	focused	
on	choosing	qualified	individuals	to	fill	those	jobs.	These	staffing	activities	are	
discussed	in	Chapters	4,	5,	6,	and	7.

•	 Talent management and development:	Beginning	with	the	orientation	of	new	
employees,	talent	management	and	development	includes	different	types	
of	training. HR development	and	succession planning	for	employees	and	
	managers	are	necessary	to	prepare	for	future	challenges.	Career planning	iden-
tifies	paths	and	activities	for	individual	employees	as	they	move	within	the	
	organization.	Assessing	how	well	employees	are	performing	their	jobs	is	the	
	focus	of	performance management.	Activities	associated	with	talent	manage-
ment	are	examined	in	Chapters	8,	9,	and	10.

•	 Rewards:	Compensation	in	the	form	of	pay, incentives,	and	benefits	rewards	
people	for	performing	organizational	work.	To	be	competitive,	employers	
develop	and	refine	their	basic	compensation	systems	and	may	use	variable 
pay programs	as	incentive	rewards.	The	rapid	increase	in	the	cost	of	benefits,	
especially	health	care	benefits,	will	continue	to	be	a	major	issue	for	most	
	employers.	Compensation,	variable	pay,	and	benefits	activities	are	discussed	
in Chapters	11,	12,	and	13.

•	 Risk management and worker protection:	Employers	must	address	various	
workplace	risks	to	ensure	workers	are	protected,	meet	legal	requirements,	and	
respond	to	concerns	for	workplace	health	and	safety.	Also,	workplace	security	
has	grown	in	importance	along	with	disaster and recovery planning.	HR’s	roles	
in	activities	are	examined	in	Chapter	14.

•	 Employee and labor relations:	The	relationship	between	managers	and	their	
employees	must	be	handled	legally	and	effectively.	Employer and  employee 
rights	must	be	addressed.	It	is	important	to	develop,	communicate,	and	
	update	HR policies and procedures	so	that	managers	and	employees	alike	
know	what	is	expected.	In	some	organizations,	union–management relations	
must	be	addressed	as	well.	Activities	associated	with	employee	rights	and	
	labor–management	relations	are	discussed	in	Chapters	15	and	16.

00709_ch1_ptg01_001-041.indd   16 10/12/15   8:48 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c H A P t e R  1   Human Resource Management in Organizations 17

These	various	HR	management	functions	are	translated	into	the	daily	activities	
of	the	HR	department	if	such	a	group	exists	in	an	organization.	Operating	manag-
ers	typically	perform	these	activities	if	a	company	does	not	have	an	HR	department.

1-4 Roles for Human Resource Departments
If	an	organization	has	a	formal	HR	department	or	group,	there	are	typically	three	
different	roles	these	individuals	might	play	in	the	organization.	Which	role	domi-
nates,	or	whether	all	three	roles	are	performed,	depends	on	what	management	wants	
HR	to	do	and	what	competencies	the	HR	staff	members	possess.	The	potential	mix	
of	roles	is	shown	in	Figure	1-5,	as	is	how	the	emphasis	on	the different	roles	is	likely	
to	change.	The	following	list	describes	these	roles	in	more	depth:

•	 Administrative:	Focusing	on	clerical	administration	and	recordkeeping,	
	including	essential	legal	paperwork	and	policy	implementation	

•	 Operational and employee advocate:	Managing	HR	activities	based	on	the	
strategies	and		operations	that	have	been	identified	by	management	and	serving	
as	“	champion”	for	employee	issues	and	concerns

•	 Strategic:	Helping	define	and	implement	the	business	strategy	relative	to	
	human	capital	and	its	contribution	to	the	organization’s	results

While	the	administrative	role	has	traditionally	been	the	dominant	one	for	HR,	
the	operational	and	employee	advocate	roles	are	increasingly	being		emphasized	in	
many	organizations.	The	strategic	role	requires	the	ability	and	focus	to	contribute	to	
strategic	decisions	and	to	be	recognized	by	upper	management	for	these	efforts.	This	
practice	is	likely	to	grow	as	firms	expect	HR	groups	to	be	involved	in	the	strategic	
planning	process	and	to	prepare	employees	to	be	more	strategic.	HR	staff	should	
understand	the	business	so	that	their	strategies	match	its	needs.

PAST FUTURE

Administrative 

Strategic

Operational/
Employee Advocate

Administrative

Strategic

Operational/
Employee Advocate

FIguRe 1-5 Mix of Roles for HR Departments

00709_ch1_ptg01_001-041.indd   17 10/12/15   8:48 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  1   The Environment of Human Resource Management18

1-4a Administrative Role for Human Resources
The	administrative	role	of	HR	management	involves	processing	information	and	
recordkeeping.	This	role	has	given	HR	management	in	some	organizations	the	repu-
tation	of	being	staffed	by	people	who	primarily	tell	managers	and	employees	what	
cannot	be	done,	usually	because	of	some	policy	or	problem	from	the	past.	If	limited	
to	the	administrative	role,	HR	staff	members	are	often	clerical	and	lower-level	ad-
ministrative	aides	to	the	organization.	Two	major	shifts	driving	the	transformation	
of	the	administrative	role	are	greater	use	of	technology	and	outsourcing.

Technology and the Administrative Role More	HR	functions	are	being	per-
formed	electronically	or	done	using	web-based	technology.	Technology	has	changed	
most	HR	activities,	from	employment	applications	and	employee	benefits	enroll-
ment	to	e-learning.	There	will	always	be	a	recordkeeping	responsibility	within	HR	
departments	but	it	can	now	be	done	electronically	or	outsourced.	Having	employees	
manage	their	own	records	also	increases	the	accuracy	of	the	records.

Outsourcing the Administrative Role Some	HR	administrative	functions	
can	be	outsourced	to	vendors.	This	outsourcing	of	HR	administrative	activities	has	
grown	dramatically	in	HR	areas	such	as	employee	assistance	(counseling),	retire-
ment	planning,	benefits	administration,	payroll	services,	and	outplacement	services.	
The	primary	reasons	HR	functions	are	outsourced	are	to	save	money	on	HR	staffing	
and	to	take	advantage	of	specialized	vendor	expertise	and	technology.	These	activi-
ties	are	being	outsourced	to	firms	both	in	the	United	States	and	around	the	world.	
A	growing	trend	among	companies	that	outsource	HR	functions	is	to	evaluate	the	
quality	and	effectiveness	of	the	services	provided	and	base	the	amounts	paid	to	ven-
dors	on	these	assessments.21

1-4b Operational and Employee Advocate Role  
for Human Resources

HR	personnel	are	often	viewed	as	employee	advocates	because	they	must	effectively	
balance	the	needs	of	employees	with	the	needs	of	organizations.	As	the	voice	for	
employee	concerns,	HR	professionals	may	serve	as	“company	morale	officers,”	but	
they	spend	considerable	time	on	HR	“crisis	management”	when	dealing	with	em-
ployee	problems	that	are	related	to	work.	Employee	advocacy	helps	ensure	fair	and	
equitable	treatment	for	employees	regardless	of	personal	background	or	circum-
stances.	Despite	these	benefits,	the	HR	advocate	role	sometimes	creates	conflict	with	
operating	managers	because	there	may	be	differences	of	opinion	about	how	to	man-
age	employees.	However,	without	the	HR	advocate	role,	employers	could	face	law-
suits,	regulatory	complaints,	and	employees	with	poor	work	attitudes.

The	operational	role	requires	the	HR	function	to	cooperate	with	various	
	managers	and	identify	and	implement	needed	programs	and	policies	in	the	organiza-
tion.	Operational	activities	are	tactical	in	nature	because	they	affect	how	work	gets	
done.	Compliance	with	equal	employment	opportunity	and	other	laws	is		ensured,	
employment	applications	are	processed,	current	openings	are	filled	through	inter-
views,	supervisors	are	trained,	safety	problems	are	resolved,	and	wage	and	benefit	
questions	are	answered.	HR	staff	must	make	certain	that	these	efforts	support	the	
strategies	of	the	organization.
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c H A P t e R  1   Human Resource Management in Organizations 19

1-4c Strategic Role for Human Resources
The	strategic	role	for	HR	involves	addressing	business	realities,	focusing	on	future	
business	requirements,	and	understanding	how	the	management	of	human	capital	
fits	into	the	organization’s	plans.	The	HR	department	may	or	may	not	assist	di-
rectly	in	the	formulation	of	business	strategies,	but	it	often	helps	carry	them	out.	
However,	HR	managers	are	increasingly	being	seen	as	strategic	contributors	to	the	
success	of	organizations.	The	role	of	HR	as	a	strategic business partner	is	often	
described	as	“having	a	seat	at	the	table”	and	contributing	to	the	strategic	direction	
and	success	of	the	organization.	That	means	HR	is	involved	in	devising	and	imple-
menting	strategy.

The	opportunity	for	the	HR	department	to	adopt	a	strategic	role	exists	in	many	
firms.	In	for-profit	companies,	the	HR	group	can	develop	policies	that	place	the	
right	people	in	the	right	jobs	at	the	right	times	to	ensure	that	goals	are	being	met.	
In	not-for-profit	organizations	such	as	governmental	and	social	service	entities,	HR	
leaders	can	manage	employees	in	a	business-like	manner	to	accomplish	other	func-
tional	goals.	Overall,	instead	of	just	understanding	HR	issues	and	concerns,	HR	staff	
should	have	a	broad	business	focus	to	help	companies	reach	their	strategic	goals.

HR	can	make	strategic	contributions	in	a	number	of	areas.	For	instance,	HR	
should	identify	the	kinds	of	employees	needed	and	where	to	find	them.	Building	
worker	engagement,	retaining	good	employees,	and	creating	development	opportu-
nities	for	leaders	are	other	key	issues	that	enable	HR	staff	to	participate	in	strategic	
planning.22	HR	should	also	know	what	the	true	costs	of	human	capital	are	for	an	
employer.	For	example,	in	some	situations,	it	costs	twice	the	annual	salaries	to	re-
place	employees	who	leave.	Turnover	is	something	HR	can	help	control,	and	suc-
cessful	retention	and	talent	management	strategies	that	the	department	develops	and	
that	save	a	company	money	represent	important	contributions	to	the	bottom	line.

Some	other	examples	of	areas	where	HR	can	make	strategic	contributions	are

•	 Evaluating	mergers	and	acquisitions	for	organizational	compatibility,	potential	
structural	changes,	and	future	staffing	needs;

•	 conducting	workforce	planning	to	anticipate	the	retirement	of	employees	at	all	
levels	and	identify	workforce	expansion	in	organizational	strategic	plans;

•	 leading	site	selection	efforts	for	new	facilities	or	transferring	operations	to	
	international	locations	on	the	basis	of	workforce	needs;

•	 instituting	HR	management	systems	to	reduce	administrative	time,	equipment,	
and	staff	costs	with	technology;

•	 working	with	executives	to	develop	a	revised	sales	compensation	and	
	incentives	plan	as	new	products	or	services	are	rolled	out	to	customers;	and

•	 identifying	organizational	training	opportunities	that	will	more	than	pay	back	
the	costs.

1-5 Human Resources Management 
Challenges

As	the	field	of	HR	management	evolves,	a	challenging	employment	environ-
ment	applies	pressure	for	even	more	and	faster	change.	These	issues	are	often	
driven	by	competitive	factors	that	exist	in	an	industry	and	that	require	the	HR	
group	to	respond	with	positive	practices	to	enable	the	organization	to	remain	
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competitive.	Challenges	are	also	embedded	in	economic	forces	that	lead	to	cost	
pressures	and	job	changes,	globalization,	changes	in	the	workforce,	and	technol-
ogy	advancement.

Global	competitors,	technology	changes,	and	cost	concerns	are	also	reflected	in	
changing	jobs.	As	work	must	be	done	differently,	jobs	must	sometimes	be	changed	
or	downsized.	Jobs	are	seldom	static;	rather,	they	change	and	evolve	as	the	organi-
zation	changes.	The	following	sections	discuss	these	various	challenges.

1-5a Competition, Cost Pressures, and Restructuring
Competition	keeps	pressure	on	business	organizations	to	keep	costs	down	so	
that	prices	will	not	become	excessive,	which	can	result	in	lost	customers.	An	
overriding	theme	facing	managers	and	organizations	is	the	need	to	operate	in	a	
“cost-less”	mode,	which	means	continually	looking	for	ways	to	reduce	costs	of	
all	types,	including	financial,	operational,	equipment,	and	labor	expenses.	Pres-
sure	from	global	competitors	has	forced	many	U.S.	firms	to	close	facilities,	use	
international	outsourcing,	change	management	practices,	increase	productivity,	
and	decrease	labor	costs	to	become	more	competitive.	These	shifts	have	caused	
some	organizations	to	reduce	the	number	of	employees	while	at	the	same	time	
scrambling	to	attract	and	retain	employees	with	different	capabilities	than	were	
previously	needed.

The	human	costs	associated	with	downsizing	have	resulted	in	increased	
workloads,	some	loss	of	employee	loyalty,	and	turnover	among	remaining	em-
ployees.	Shifts	in	the	United	States	and	global	economy	in	the	past	years	have	
changed	the	number	and	types	of	jobs	found	in	the	United	States.	The	last	reces-
sion	affected	many	types	of	companies,	including	automotive	and	financial	firms.	
In	general,	organizations	in	the	United	States	have	continued	to	offer	private-	
and	public-sector	jobs	that	fall	within	the	service	economy,	and	many	of	the	jobs	
to	be	filled	in	the	next	several	years	will	be	in	the	service	industry	rather	than	in	
the	manufacturing	sector.

Job Shifts The	growth	in	some	jobs	and	decline	in	others	illustrate	that	shifts	are	
indeed	occurring.	Figure	1-6	lists	occupations	that	are	expected	to	experience	the	
greatest	growth	in	percentage	and	numbers	by	2022.	Many	of	the	fastest-growing	
occupations	percentage-wise	are	related	to	health	care.	However,	when	the	growth	
in	the	number	of	jobs	is	compared	to	percentage	growth,	an	interesting	factor	be-
comes	apparent.	The	highest	growth	of	jobs	by	percentage	is	in	occupations	that	
generally	require	more	education	and	training.	However,	much	of	the	growth	in	
absolute	numbers	of	jobs	is	expected	to	be	in	areas	requiring	less	education	and	jobs	
that	are	generally	considered	to	be	lower-skilled	occupations.

Overall,	many	people	feel	that	the	job	market	is	improving,	with	more	com-
panies	looking	to	hire	workers.	For	instance,	there	is	increased	demand	for	skilled	
employees	due	to	job	growth	in	the	United	States	and	the	corresponding	improv-
ing	economy,	with	enhanced	consumer	spending	being	reported	for	auto	purchases,	
tourism,	property	rentals,	and	home	sales.23	There	is	also	a	growing	need	for	free-
lance	professionals	(those	who	perform	work	on	a	contract	basis)	because	of	their	
unique	training,	experiences,	and	backgrounds.24	Another	example	of	the	shifting	
economy	involves	the	types	of	jobs	that	are	expected	to	disappear	in	the	near	future,	
including	social	media	expert,	taxi	dispatcher,	toll	booth	operator,	word	processor/
typist,	and	retail	cashier.	However,	the	number	of	culture	officers	is	expected	to	
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FIguRe 1-6 Some of the Fastest Growing Occupations by 2022

Occupation Change, 2012–2022

Number Percentage

Industrial-organizational	psychologists 900.0 53.4

Personal	care	aides 580,800.0 48.8

Home	health	aides 424,200.0 48.5

Insulation	workers,	mechanical 13,500.0 46.7

Interpreters	and	translators 29,300.0 46.1

Diagnostic	medical	sonographers 27,000.0 46.0

Helpers—brick	masons,	block	masons,		
stonemasons,	and	tile	and	marble	setters

10,500.0 43.0

Occupational	therapy	assistants 12,900.0 42.6

Genetic	counselors 900.0 41.2

Physical	therapist	assistants 29,300.0 41.0

Physical	therapist	aides 20,100.0 40.1

Skincare	specialists 17,700.0 39.8

Physician	assistants 33,300.0 38.4

Segmental	pavers 700.0 38.1

Helpers—electricians 22,400.0 36.9

Information	security	analysts 27,400.0 36.5

Occupational	therapy	aides 3,000.0 36.2

Health	specialties	teachers,	postsecondary 68,600.0 36.1

Medical	secretaries 189,200.0 36.0

Physical	therapists 73,500.0 36.0

Orthotists	and	prosthetists 3,000.0 35.5

Brick	masons	and	block	masons 25,200.0 35.5

Nursing	instructors	and	teachers,		
postsecondary

24,000.0 35.4

Nurse	practitioners 37,100.0 33.7

Audiologists 4,300.0 33.6

Dental	hygienists 64,200.0 33.3

Meeting,	convention,	and	event	planners 31,300.0 33.2

Therapists,	all	other 9,100.0 31.7

Market	research	analysts	and	marketing		
specialists

131,500.0 31.6

Substance	abuse	and	behavioral	disorder		
counselors

28,200.0 31.4

Source: Employment Projections Program, U.S. Department of Labor, U.S. Bureau of Labor Statistics,  
www.bls.gov.
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grow	because	these	individuals	help	develop	and	strengthen	an	organization’s	cli-
mate	and	overall	well-being.25	Other	occupations	that	are	expected	to	grow	in	the	
future	include	accountants,	civil	engineers,	electricians,	forest	firefighters,	massage	
therapists,	radiologists,	and	wind	energy	operations	managers.26

Skills Shortages Various	regions	of	the	United	States	and	different	industries	
face	significant	workforce	shortages	because	of	an	inadequate	supply	of	workers	
with	the	skills	needed	to	perform	emerging	jobs.	It	may	not	be	that	there	are	too	few	
people—only	that	there	are	too	few	with	many	of	the	required	skills.	For	instance,	
some	of	the	most	difficult	jobs	to	fill	include	engineers,	nurses,	technicians,	sales	
representatives,	and	certain	teachers.	Positions	that	require	high	skills	and	experi-
ence	in	a	trade	have	been	particularly	difficult	to	fill	in	some	cities,	for	example,	
Philadelphia,	Dallas,	Cleveland,	and	New	York.	Many	of	these	shortages	are	leading	
to	increased	compensation	to	attract	good	employees.27	It	has	become	more	critical	
for	employees	to	maintain	up-to-date	skills	if	they	want	to	remain	marketable	and	
obtain	work	where	opportunities	are	available.28

Even	though	many	Americans	today	graduate	from	high	school	and	college,	
employers	are	concerned	about	new	graduates’	job	readiness	and	specific	job-	
related	skills.	Test	results	show	that	students	in	the	United	States	perform	respect-
ably	overall	in	math	and	science,	but	well	below	students	in	some	other	competitive	
nations.	Also,	college	graduates	with	degrees	in	computer	science,	engineering,	and	
the	health	sciences	remain	in	short	supply	relative	to	the	demand	for	them.	Unless	
major	improvements	are	made	to	the	U.S.	educational	systems,	U.S.	employers	will	
be	unable	to	find	enough	qualified	workers	for	the	growing	number	of	skilled	jobs.

1-5b Globalization
The	globalization	of	business	has	shifted	from	trade	and	investment	to	the	integra-
tion	of	global	operations,	management,	and	strategic	alliances,	which	has	signifi-
cantly	affected	how	human	resources	are	managed.	Many	U.S.	firms,	both	large	and	
small,	generate	a	substantial	portion	of	their	sales	and	profits	from	other	countries;	
firms	such	as	Coca-Cola,	Exxon/Mobil,	Microsoft,	and	General	Electric	derive	a	
significant	portion	of	total	sales	and	profits	from	outside	the	United	States.	Re-
search	suggests	that	about	400	midsized	cities	in	emerging	markets	will	generate	
40%	of	global	growth	in	the	next	15	years;	many	of	these	cities	are	relatively	un-
known	in	the	West.29	However,	many	foreign	organizations	have	taken	advantage	
of	growth	opportunities	in	the	United	States.	For	example,	Toyota,	based	in	Japan,	
has	grown	its	market	share	and	increased	its	number	of	jobs	in	the	United	States	
and	elsewhere	in	North	America.	Also,	Toyota,	Honda,	Nissan,	and	other	Japanese	
automobile	manufacturers,	electronics	firms,	and	suppliers	have	maintained	opera-
tions	in	the	United	States.

Companies	often	send	individuals	to	foreign	worksites	to	ensure	that	business	
operations	are	consistent	with	home	office	expectations.	An	expatriate	is	a	citizen	of	
one	country	who	is	working	in	a	second	country	and	employed	by	an	organization	
headquartered	in	the	first	country.	Experienced	expatriates	can	provide	a	pool	of	
talent	that	can	be	tapped	as	the	organization	expands	its	operations	more	broadly	
into	even	more	countries.	There	is	growing	interest	in	providing	expatriates	with	
appropriate	housing	options	that	convey	the	importance	of	overseas	job	assign-
ments	to	them	and	outsiders.	Housing	decisions	can	be	facilitated	by	working	with	
destination	consultants	who	know	about	potential	living	areas.	Helping	expatriates	

globAl
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move	into	their	new	homes,	preparing	them	for	cultural	differences	via	appropriate	
educational	material	and/or	counseling,	and	monitoring	the	value	of	the	properties	
on	an	ongoing	basis	can	help	improve	expatriate	experiences.30	However,	some	HR	
leaders	are	starting	to	question	the	use	of	expatriates,	with	some	firms	consider-
ing	shorter	assignments	and	relying	on	technology	to	help	build	overseas	business	
relationships.31

Attracting	and	placing	the	proper	talent	in	global	organizations	can	be	difficult.	
A	recent	survey	of	Latin	American	organizations	indicated	that	talent	acquisition	
and	poor	succession	planning	were	key	challenges	in	overseas	locations,	particularly	
when	dealing	with	mergers	and	acquisitions.32	A	number	of	Canadian	organiza-
tions	are	dealing	with	a	lack	a	qualified	tradespersons	to	staff	mining,	engineering,	
construction,	and	energy	jobs	in	Alberta,	and	some	of	these	employers	are	looking	
to	the	United	States	for	potential	workers.33	Global	staffing	has	also	created	po-
litical	issues.	For	instance,	U.S.	employers	are	having	a	difficult	time	hiring	enough	
engineers	and	educated	technology	workers	because	federal	legislation	restricts	the	
number	of	high-skilled	workers	that	can	be	admitted	from	other	countries.

Wage Comparisons across Countries Many	economic	factors	are	linked	
to	different	political,	legal,	cultural,	and	economic	systems.	For	example,	in	many	
	developed	countries,	especially	in	Europe,	employment	restrictions	and	wage	levels	
are	high.	When	manufacturing	labor	costs	in	the	United	States	are	compared	with	
those	in	Germany	and	in	the	Philippines,	the	differences	are	significant,	as	Figure 1-7	
shows.	Thus,	many	U.S.	and	European	firms	are	moving	jobs	to	lower-wage	countries.

Critics	of	globalization	cite	the	extremely	low	wage	rates	paid	by	some	inter-
national	firms	and	the	substandard	working	conditions	that	exist	in	some	underde-
veloped	countries,	for	example,	those	found	in	Apple	computer	factories	in	China.34	
Various	advocacy	groups	have	accused	global	firms	of	being	“sweatshop”	employ-
ers.	As	a	result,	some	global	employers	have	made	efforts	to	ensure	that	foreign	
factories	adhere	to	higher	HR	standards,	but	others	have	not.	Global	employers	
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counter	that	even	though	some	countries	in	which	they	operate	have	low	wage	rates,	
employees	at	their	firms	often	receive	the	highest	wages	and	experience	the best	
overall	working	conditions	compared	to	others	in	the	country.	They	also	argue	that	
their	presence	enables	more	people	to	have	jobs	in	the	host	countries,	which		allows	
employees	to	improve	their	living	standards.

Legal and Political Factors Firms	in	the	United	States,	Europe,	and	elsewhere	
are	accustomed	to	relatively	stable	political	and	legal	systems.	However,	many	
	nations	function	under	turbulent	and	varied	legal	and	political	systems.	Grupo	
	Clarin,	a	large	media	organization	located	in	Buenos	Aires,	Argentina,	faces	a	
number	of	HR	issues	related	to	blending	the	different	cultures	in	its	various	busi-
nesses,	but	the	company	also	deals	with	high	inflation	and	a	government	that	is	
trying	break	up	the	firm	over	claims	that	it	is	a	monopoly.35	International	firms	in	
many	industries	have	dramatically	increased	security	measures	for	both	operations	
and	employees.	Terrorist	threats	and	incidents	have	significantly	affected	airlines,	
travel	companies,	construction	firms,	and	even	retailers	such	as	McDonald’s.	HR	
	management	gets		involved	in	such	concerns	as	part	of	its	transnational	operations	
and	risk-	management	efforts.

Compliance	with	laws	and	company	actions	on	wages,	benefits,	union	rela-
tions,	worker	privacy,	workplace	safety,	and	other	issues	illustrate	the	importance	of	
HR	management	when	operating	in	other	countries.	As	a	result,	HR	leaders	should	
conduct	comprehensive	reviews	of	the	political	environment	and	employment	laws	
	before	beginning	operations	in	a	country.	The	role	and	nature	of	labor	unions	should	
be	a	part	of	that	review	to	avoid	potential	problems.	For	example,	two	managers	at	
a	Goodyear	Tire	plant	in	France	were	detained	in	an	office	as	part	of	a	protest	by	
union	members	after	being	accused	by	another	leader	in	the	company	of	not	work-
ing	hard	enough.	Goodyear	had	almost	fully	shut	down	operations	in	the	plant	and	
was	trying	to	close	or	sell	it	but	had	to	keep	paying	workers	because	of	strict	French	
labor	laws.36

Common Challenges for global Human Resources Although	individual	
companies	do	not	respond	to	all	HR	challenges	exactly	the	same	way,	research	sug-
gests	that	all	must	face	and	overcome	a	common	set	of	difficulties	when	an	organi-
zation	has	a	global	presence.37	The	areas	of	difficulties	are	as	follows:

•	 Strategy:	Companies	feel	they	do	not	communicate	their	strategy	clearly,	
	finding	it	difficult	to	be	flexible	as	they	expand	to	other	markets.

•	 People:	Executives	feel	their	companies	are	not	good	at	transferring	lessons	
from	one	country	to	another	and	are	not	sufficiently	effective	at	recruiting,	
	retaining,	training,	and	developing	people	in	all	geographic	locations.

•	 Complexity:	Complexity	arises	as	standardization	of	processes	clashes	with	
	local	needs	and	sharing	the	cost	of	distant	centers	increases	the	expense	of	
	local	operations.

•	 Risk:	Emerging	market	opportunities	expose	companies	to	unfamiliar	
risks	that	may	be	difficult	to	analyze,	which	results	in	sometimes	rejecting	
	approaches	they	perhaps	should	have	taken.

Other	challenges	include	developing	corporate	leaders,	retaining	employee	talent,	
and	building	needed	skills	in	HR	groups.38	Opportunities	to	address	some	of	these	
challenges	involve	changing	the	structures	of	HR	groups	and	using	more	self-service	
technology	that	executives	can	take	advantage	of	to	manage	HR	services.39
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1-5c A Changing Workforce
Chapter	4	will	present	a	more	comprehensive	profile	of	the	workforce,	but	the	
following	text	will	introduce	some	workforce	changes	that	present	challenges	for	
human	resources.	The	U.S.	workforce	today	is	more	racially	and	ethnically	di-
verse,	more	women	are	employed	than	ever	before,	and	the	average	age	of	its	
members	is	increasing.	As	a	result	of	these	demographic	shifts,	HR	management	
in	organizations	has	had	to	adapt	to	a	more	varied	labor	force	both	externally	
and	internally.

Racial and ethnic Diversity Racial	and	ethnic	minorities	such	as	Hispanics	
and	African	Americans	account	for	a	growing	percentage	of	the	overall	labor	force.	
Immigrants	will	continue	to	expand	that	growth.	An	increasing	number	of	individu-
als	characterize	themselves	as	multiracial,	suggesting	that	the	American	“melting	
pot”	is	blurring	racial	and	ethnic	identities.

Racial	and	ethnic	differences	have	also	created	greater	cultural	diversity	because	
of	the	accompanying	differences	in	traditions,	languages,	and	so	on.	For	example,	
global	events	have	increased	employers’	attention	to	individuals	who	have	diverse	
religious	beliefs,	and	more	awareness	of	and	accommodation	for	various	religious	
practices	have	become	common	issues	in	organizations.

gender in the Workforce Women	constitute	about	50%	of	the	U.S.	workforce,	
but	they	may	be	a	majority	in	certain	occupations.	For	instance,	the	membership	
of	HR	professionals	in	the	Society	for	Human	Resource	Management	(SHRM)	is	
more	than	75%	female.	Additionally,	numerous	female	workers	are	single,	sepa-
rated,	divorced,	or	widowed	and	are	primary	income	earners	in	a	household	unit.	
A	growing	number	of	U.S.	households	also	include	domestic	partners,	who	are	
committed	to	each	other	though	not	married,	and	who	may	be	of	the	same	or	the	
opposite	sex.

For	many	workers	in	the	United	States,	balancing	the	demands	of	family	and	
work	is	a	significant	challenge.	Although	that	balancing	has	always	been	a	con-
cern,	the	increase	in	the	number	of	working	women	and	dual-career	couples	has	
resulted	in	greater	tension	for	many	workers,	both	male	and	female.	Employers	
have	had	to	respond	to	work–family	concerns	to	retain	employees.	Responses	have	
included	greater	use	of	job	sharing,	the	establishment	of	child	care	services,	in-
creased	flexibility	in	hours	worked,	and	work-life	programs.	A	panel	of	success-
ful	female	HR	managers	noted	that	work-life	balance	is	a	key	area	of	success	for	
women	in	leadership	roles,	along	with	getting	good	mentors	and	being	confident	
and	unique	on	the	job.40

Age Considerations in the Workforce In	many	areas	of	the	world,	the	popu-
lation	is	aging,	resulting	in	an	older	workforce.	In	the	United	States,	a	significant	
number	of	experienced	employees	will	be	retiring	in	the	near	future,	changing	to	
part-time	work,	or	otherwise	shifting	their	employment.	Replacing	the	experience	
and	talents	of	longer-service	workers	is	a	challenge	facing	employers	in	all	indus-
tries.	Loss	of	these	individuals	is	frequently	referred	to	as	a	brain	drain	because	
of	their	capabilities	and	experience.	Employers	often	focus	on	programs	that	help	
	retain	them,	possibly	having	them	mentor	and	transfer	knowledge	to	younger	
	employees	or	finding	ways	for	them	to	continue	contributing	to	the	workplace	in	a	
more	limited	capacity	(e.g.,	part-time	work).

00709_ch1_ptg01_001-041.indd   25 10/12/15   8:48 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  1   The Environment of Human Resource Management26

Millennials	(also	called	Generation	Y)	are	an	emerging	group	of	workers	
in	organizations	today,	and	their	numbers	are	expected	to	represent	75%	of	the	
	workforce	by	the	year	2025.	These	individuals	value	flexibility	in	work	character-
istics,	transparency	in	decision	making,	and	a	culture	of	community.41	Members	of	
Generation	Y	are	often	negatively	stereotyped	as	entitled	and	wanting	everything	
now,	but	Millennials	are	often	energetic,	committed,	and	industrious.42		Reverse	
mentoring	is	becoming	popular	in	firms	such	as	General	Electric,	Johnson	&	
	Johnson,	and	Cisco,	which	encourage	Millennials	to	mentor	seasoned	managers	on	
how	to	use	technology.43

1-5d Human Resources and Technology
In	the	1980s,	most	large	companies	used	a	mainframe	computer	to	run	a	Human	
Resource	Information	System	(HRIS).	These	systems	processed	payroll,	tracked	em-
ployees	and	their	benefits,	and	produced	reports	for	HR	managers.	All	of	this	was	
run	by	Information	Technology	(IT)	staff/professionals.	In	1989,	a	software	package	
called	PeopleSoft	became	wildly	popular—it	allowed	HR	to	run	its	own	reports	and	
make	changes	without	help	from	IT.	Today,	Software	as	a	Service	(or	SaaS)	functions	
in	a	vendor’s	data	center	or	in	the	cloud,	and	the	self-service	it	allows	has	probably	
done	more	to	change	the	work	of	HR	than	anything	else.44	SaaS	agreements	enable	
firms	to	rent	software	packages	from	vendors	instead	of	buying	licenses,	but	there	
are	concerns.	Data	security	and	privacy	are	concerns	because	even	though	a	com-
pany	owns	its	own	data,	information	is	still	stored	with	a	vendor.	HR	professionals	
need	to	be	aware	of	contract	details	to	understand	how	these	issues	(as	well	as	oth-
ers)	will	be	addressed	by	vendors.45	Many	organizations	are	also	replacing	some	of	
their	aging	HR	software,	particularly	programs	that	focus	on	the	management	of	
human	capital,	with	new	technology	that	allows	firms	to	bring	together	different	
types	of	information,	conduct	more	robust	analyses,	and	identify	important	rela-
tionships	and	trends.46

Benefits and Challenges of Technology The	increased	use	of	technolo-
gies	in	the	workplace	is	greatly	impacting	the	way	HR	activities	and	other	
	managerial	functions	are	performed	in	organizations.	In	particular,	the	rapid	
expansion	of	HR	technology	serves	a	number	of	important	purposes.	Admin-
istrative	and	operational	efficiency	and	effectiveness	can	be	enhanced	when	
technology	is	appropriately	incorporated	into	the	workplace.	For	instance,	
technology	can	improve	the	efficiency	with	which	data	on	employees	and	HR	
activities	are	compiled.	The	most	basic	example	is	the	automation	of	payroll	
and	benefits	activities.	Numerous	firms	also	provide	web-based	employee	self-
service	programs	that	enable	employees	to	go	online	and	access	and	change	
their	personal	data,	enroll	in	or	change	benefits	programs,	and	prepare	for	per-
formance	reviews.

Another	common	use	of	technology	is	tracking	EEO/affirmative	action	ac-
tivities.	HR	technology	can	also	facilitate	strategic	HR	planning.	Having	acces-
sible	data	enables	HR	planning	and	managerial	decision	making	to	be	based	to	
a	greater	degree	on	information	rather	than	on	managerial	perceptions	and	intu-
ition,	thus	making	organizational	management	more	effective.	Using	technology	to	
support	HR	activities	increases	the	efficiency	of	the	administrative	HR	functions	
and	reduces	costs.	Managers	benefit	from	the	availability	of	relevant	information	
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about	employees.	Properly	designed	systems	provide	historical	information	on	per-
formance,	pay,	training,	career	progress,	and	disciplinary	actions.	On	the	basis	of	
this	information,	managers	can	make	better	HR-related	decisions.	To	maximize	the	
value	of	technology,	systems	should	be	integrated	into	the	overall	IT	plan	and	enter-
prise	software	of	the	organization.47

Technology	is	used	extensively	by	many	organizations	to	help	hire	the	best	em-
ployees.	Automation	tools	enable	hiring	managers	to	quickly	work	through	large	
numbers	of	resumes	with	keyword	assessments	and	to	more	effectively	evaluate	
candidates’	human	capital	factors.48	Technology	can	also	be	used	to	improve	em-
ployee	training	and	development.	For	example,	PersonifyLive	is	a	videoconferencing	
application	that	allows	trainers	to	provide	enhanced	interactive	sessions	that	link	
real-time	presentations	with	background	content	on	the	screen.49

Despite	these	benefits,	the	use	of	technology	in	organizations	has	some	inher-
ent	challenges.	An	overreliance	on	technology	could	negatively	impact	individual	
learning.50	The	use	of	the	small	computerized	device	known	as	Google	Glass,	which	
individuals	wear	like	eyeglasses	to	access	the	Internet	with	voice	commands,	take	
photos,	and	record	videos,	prompts	many	concerns	about	privacy	and	security.51	
Companies’	HR	information	systems	can	also	be	targeted	by	harmful	cyberattacks	
that	access	sensitive	employee	information.52

Mobile Devices One	emerging	trend	is	the	use	of	mobile	devices	to	manage	vari-
ous	HR	and	business	functions.	For	instance,	ADP	offers	a	popular	mobile	app	
called	ADP	Mobile	that	allows	individuals	to	view	employee	information	and	per-
form	other	HR	functions.	A	recent	study	by	the	company	showed	that	payroll	data	
was	viewed	more	frequently	with	mobile	devices	than	it	was	with	traditional	com-
puters.53	Some	organizations	are	encouraging	employees	to	bring	their	personal	de-
vices	into	the	workplace	so	that	they	can	be	used	to	complete	work.	This	is	called	
a	bring	you	own	device	(or	BYOD)	policy.54	The	cloud	technology	firm	Rackspace	
Hosting	has	such	a	policy	and	encourages	employees	to	perform	more	of	their	HR	
functions	and	activities—everything	from	payroll	administration	to	knowledge	
transfer—on	mobile	devices.55

There	are	several	issues	that	should	be	considered	to	successfully	manage	mo-
bile	technology.	One	consideration	is	that	HR	leaders	should	encourage	the	use	of	
mobile	devices	with	BYOD	policies.	The	HR	department	should	also	work	closely	
with	IT	professionals	to	establish	practices	that	will	be	the	most	beneficial.	There	
should	be	a	close	working	relationship	between	the	Chief	Information	Officer	and	
Chief	Human	Resource	Officer.	Another	concern	is	that	to	avoid	complexity,	com-
panies	need	to	be	selective	about	what	types	of	information	are	available	on	mobile	
devices.	HR	people	also	need	to	figure	out	how	to	use	mobile	technology	to	help	
them	at	work.	They	should	select	apps	that	make	information	easily	accessible	and	
can	be	used	with	multiple	devices.56

Social Media The	growth	of	the	Internet	has	resulted	in	many	employees	and	
managers	using	wikis,	blogs,	tweets,	text	messaging,	and	other	techniques.	In	a	wiki,	
which	is	a	widely	available	website	where	individuals	can	make	comments,	employ-
ees	can	communicate	both	positive	and	negative	messages	on	many	topics.	Employ-
ers	have	used	wikis	to	increase	the	exchange	of	ideas	and	information	among	a	
wide	range	of	individuals.	Social	media	can	even	be	used	to	increase	communication	
during	crisis	situations	and	emergencies.57
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Blogs	are	web	logs	kept	by	individuals	or	groups	to	post	and	exchange	informa-
tion	on	a	variety	of	topics.	People	create	and	use	more	than	1	million	blogs	daily.	
The	subjects	of	blogs	vary.	An	example	of	company	use	would	be	CEOs	or	HR	
executives	immediately	exchanging	information	with	employees	about	operational	
issues	or	other	important	events.

Another	technology	tool	is	Twitter,	which	is	a	microblog	that	allows	people	to	
send	and	receive	tweets,	quick	messages	of	less	than	140	characters	each;	through	
these	messages,	individuals	quickly	send	information	to	others.	Some	firms	use	
tweets	to	send	out	policy	changes	and	many	other	organizational	messages.	How-
ever,	individuals	in	an	organization	can	also	use	tweets	inappropriately,	sending	crit-
ical,	obscene,	or	even	harassing	details	to	other	employees.

The Risk of Social Media The	risk	of	social	media	is	becoming	apparent	to	
employers,	and	some	fear	that	its	use	will	lead	to	disclosure	of	trade	secrets	such	
as	customer	lists	and	many	other	problems.	Some	managers	also	worry	that	neg-
ative	comments	made	by	employees	will	harm	a	firm’s	reputation.	While	compa-
nies	may	want	to	establish	policies	that	regulate	how	technology	can	and	should	
be	used,		recent	developments	suggest	that	such	an	approach	might	not	be	positive.	
The	general	counsel	of	the	National	Labor	Relations	Board	has	advanced	a	number	
of	complaints	about	corporate	social	networking	policies	on	the	grounds	that	they	
violate	workers’	right	to	engage	in	conversations	about	the	workplace	as	part	of	the	
provisions	outlined	in	the	National	Labor	Relations	Act.58	Another	concern	relates	
to	how	social	media	might	be	used	to	screen	job	candidates.	Many	states,	includ-
ing	New	Mexico,	Arkansas,	California,	and	Utah,	now	have	laws	that	prevent	hir-
ing	companies	from	requesting	passwords	to	obtain	access	to	job	applicants’	social	
	media	accounts.59

1-6 Organizational Ethics and Human 
 Resource Management

Closely	linked	with	the	strategic	role	of	HR	is	the	way	managers	and	HR	staff	influ-
ence	the	ethics	of	employees,	as	well	as	the	ethical	practices	of	organizations	as	a	
whole.	These	various	levels	of	ethics	should	be	managed	in	a	manner	that	affects	in-
dividuals	and	the	workplace	in	a	positive	manner,	thus	aiding	in	the	development	of	
better	work	outcomes.	As	Figure	1-8	indicates,	violating	HR	protocols	can	lead	to	
negative	organizational	and	individual	consequences,	while	institutionalizing	ethical	
practices	can	prompt	many	positive	outcomes.60

Attention	to	ethics	has	been	growing	for	many	years,	driven	in	part	by	the	
corporate	scandals	at	numerous	firms	in	the	United	States	and	globally.	These	
scandals	show	that	ethical	lapses	are	common,	and	they	can	erode	corporate	
culture	so	that	employers,	employees,	and	other	stakeholders	are	negatively	im-
pacted.	Research	also	suggests	that	the	presence	of	“moral	disengagement,”	a	
tendency	for	individuals	to	make	unethical	decisions	without	feeling	any	regret	
or	remorse,	might	also	be	driving	unethical	conduct	in	the	workplace.61	This	
means	that	firms	must	develop	a	culture	of	ethics	so	that	employees	are	less	
likely	to	witness	unethical	acts	and	feel	more	encouraged	to	do	the	right	thing	on	
the	job.
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1-6a Ethical Culture and Practices
Writers	on	business	ethics	consistently	stress	that	one	of	the	primary	determinants	
of	ethical	behavior	is	a	positive	organizational	culture,	which,	as	mentioned	earlier,	
involves	the	shared	values	and	beliefs	that	are	embedded	within	an	organization.	
Every	organization	has	a	culture,	whether	it	is	newly	created	or	well	developed,	and	
that	culture	influences	how	executives,	managers,	and	employees	make	organiza-
tional	decisions.	For	example,	if	meeting	objectives	and	financial	targets	is	stressed	
as	a	cultural	characteristic,	then	executives	and	managers	may	feel	encouraged	to	
falsify	numbers	or	doctor	cost	records.	However,	when	an	ethical	culture	exists	in	
an	organization,	employees	are	often	more	motivated	to	behave	according	to	ap-
propriate	ethical	standards.	If	trustworthiness	is	emphasized	as	a	cultural	value	and	
is	upheld	by	ethical	managers,	then	a	company	can	develop	an	enhanced	image,	and	
its	employees	can	feel	more	engaged	in	the	workplace.62

Companies	often	rely	on	a	number	of	programs	to	increase	employees’	aware-
ness	of	ethical	issues.	For	instance,	when	the	following	programs	exist,	an	ethical	
culture	often	develops,	and	ethical	behavior	is	encouraged:

•	 A	written	code	of	ethics	and	standards	of	conduct
•	 Training	on	ethical	behavior	for	all	executives,	managers,	and	employees
•	 Advice	to	employees	on	ethical	situations	they	face,	often	given	by	HR
•	 Systems	for	confidential	reporting	of	ethical	misconduct	or	questionable	

behavior

Companies	can	also	develop	programs	related	to	corporate	social	responsibility	that	
focus	on	the	enhancement	of	stakeholder	interests	and	the	advancement	of	social	
good.	There	is	growing	awareness	that	socially	responsible	business	practices	are	
artifacts	of	cultural	values	and	can	prompt	positive	employee	outcomes.63	Firms	
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HR Links Employee Volunteering  
to Social Responsibility

Employee volunteerism is often viewed as a 
component of social responsibility because in-
dividuals agree to work on projects outside the 
organization that help stakeholders and address 
different social issues. Millennials are especially 
interested in volunteering their time, with some 
evidence indicating that these projects can 
improve their work commitment and engage-
ment. This suggests that companies should in-
vest time and other resources into developing 
volunteering opportunities.

MTV created a volunteer program that en-
ables a small group of employees to develop 
strategic marketing and social media ideas for 
the Center for Employment Opportunities, a 
nonprofit firm based in New York City that pro-
vides job search assistance to former inmates. 
According to Senior Vice President of Public 
 Affairs Jason Rzepka, the program was a suc-
cess, with a majority of the 15 participants giv-
ing it high praise. This shows that volunteering 
can be a key consideration when managing 
recruitment and retention. Companies can sup-
port these activities by (1) making sure that 
there is a good match between a program and 
the participants, (2) enlisting the help of an in-
termediary organization to help manage the 

process, and (3) being aware that surprises do 
occur  despite any preparations made.

There are some risks associated with vol-
unteering programs, so organizations should 
plan ahead. For instance, employees with 
high job skills might be hard to replace while 
they are volunteering, and selecting the right 
participants can be difficult without arousing 
claims of favoritism. Other concerns include 
a lack of clear guidelines and/or expectations, 
as well as confusion over whether employees 
should be paid for their time. The HR group 
can enhance volunteer projects by building 
management support, structuring the pro-
cess, properly tracking compensation of vol-
unteer time, and increasing communication 
about the program.64

Based on current interest in employee vol-
unteerism, consider the following questions:

1. If you were working as an HR professional, 
how would you develop an employee 
volunteer program that would lead to great 
worker engagement?

2. What kinds of activities would you in-
clude in an engaging employee volunteer 
program?

et
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that	are	interested	in	sustainable	practices	that	help	the	environment	and	society	
can	also	incorporate	as	“benefit	corporations,”	which	makes	companies	show	how	
they	are	operating	in	a	responsible	way.	This	designation	can	enhance	HR	activities	
such	as	hiring	good	employees.65

1-6b Ethics and Global Differences
Variations	in	legal,	political,	and	cultural	values	and	practices	in	different	coun-
tries	often	raise	ethical	issues	for	global	employers	that	must	comply	with	both	
their	home-country	laws	and	the	laws	of	other	countries.	These	differences	can	
also	lead	to	ethical	and	legal	conflicts	for	global	managers.	Some	firms	have	es-
tablished	guidelines	and	policies,	for	example,	to	reduce	the	payments	of	bribes,	
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but	even	these	efforts	do	not	provide	guidance	for	all	situations	that	can	arise.	
Companies	can	develop	ethics	codes	and	training	so	that	employees	understand	
the	problems	they	might	face	in	global	environments.	These	guidelines	could	be	
wrapped	into	regular	cultural	and/or	expatriation	training	that	prepares	individu-
als	for	working	in	a	diverse	global	workplace.	They	might	also	concentrate	on	
issues	such	as	sustainability	and	social	responsibility.	Telefonica,	the	prominent	
Spanish	telecommunications	company,	focuses	on	developing	programs	that	em-
phasize	corporate	social	responsibility,	including	employee	work-life	balance	and	
flexible	work	scheduling.66

1-6c Role of Human Resources in  
Organizational Ethics

People	in	organizations	face	many	different	ethical	decisions,	and	they	are	often	
guided	by	their	own	values	and	personal	behavior	codes,	as	well	as	by	various	or-
ganizational,	professional,	and	societal	principles.	Employees	may	ask	the	following	
questions	when	dealing	with	ethical	dilemmas:

•	 Does	the	behavior	or	result	meet	all	applicable	laws, regulations,	and	govern-
ment codes?

•	 Does	the	behavior	or	result	meet	both	organizational standards	and	profes-
sional standards	of	ethical	behavior?

Organizations	that	are	known	to	be	ethical	have	better	long-term	success	because	
they	develop	policies	that	guide	individual	ethics.	In	this	sense,	HR	management	
plays	a	key	role	as	the	keeper	and	voice	of	organizational	ethics.	HR	departments	
can	help	develop	corporate	compliance	efforts	and	an	ethical	culture	by	coordinat-
ing	ethics	training	and	creating	policies	that	encourage	employees	to	report	mis-
conduct.67	They	can	also	evaluate	the	current	state	of	ethical	culture	by	surveying	
employees,	monitoring	corporate	values,	and	being	alert	for	conditions	that	encour-
age	unethical	behavior.68	There	are	many	different	views	about	the	importance	of	
HR	in	ensuring	that	ethical	practices,	justice,	and	fairness	are	embedded	in	HR	
practices.	Figure	1-9	identifies	some	of	the	most	frequent	areas	of	ethical	miscon-
duct	that	involve	HR	activities.

Ethical	issues	pose	fundamental	questions	about	fairness,	justice,	truthfulness,	
and	social	responsibility.	Just	complying	with	a	wider	range	of	requirements,	laws,	
and	regulations	cannot	cover	every	ethical	situation	that	executives,	managers,	HR	
professionals,	and	employees	will	face.	Yet	having	all	the	elements	of	an	ethics	
program	may	not	prevent	individual	managers	or	executives	from	engaging	in	or	
failing	to	report	unethical	behavior.	Even	HR	staff	members	may	be	reluctant	to	
report	ethics	concerns,	primarily	because	of	fears	that	doing	so	may	affect	their	
current	and	future	employment.69	However,	when	HR	develops	programs	that	
	encourage	ethics,	employees	should	be	more	motivated	to	behave	ethically.	The	
preceding	“HR	Ethics:	HR	Links	Employee	Volunteering	to	Social	Responsibility”	
feature	provides	an	example	of	how	employee	volunteering	can	be	used	to	support	
social	responsibility	by	building	positive	ties	with	different	communities.

Another	critical	approach	for	guiding	employees’	ethical	decisions	and	behav-
ior	is	ethics	training,	with	research	showing	that	many	more	companies	are	using	
such	instruction	to	enhance	an	ethical	culture.70	Firms	such	as	Best	Buy,	Caterpil-
lar,	and	others	have	ethics	training	for	all	employees	via	the	Internet	or	in	person.		

globAl
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FIguRe 1-9 Examples of HR-Related Ethical Misconduct

Misrepresenting hours
and time worked
Falsifying work
expense reports
Showing personal bias in
performance appraisals
and pay increases
Allowing deliberate
inappropriate overtime
classi�cations
Accepting personal
gains/gifts from 
vendors

Compensation

Employees lying to
supervisors and
coworkers
Executives/managers
e-mailing false public
information to customers
and vendors
Misusing/stealing
organizational assets
and supplies
Intentionally violating
safety/health
regulations

Employee
Relations

Discriminatory favoritism
in hiring and promotion
Sexual harassment of
other employees
EEO discrimination in
recruiting and interviewing
Conducting inappropriate
background investigations

Staf�ng and
Equal Employment

How	to	address	difficult	and	conflicting	situations	is	part	of	effective	HR	man-
agement	training	efforts.	To	help	HR	staff	members	deal	with	ethical	issues,	the	
Society	for	Human	Resource	Management	has	developed	a	code	of	ethics	for	its	
members	and	provides	information	on	handling	ethical	issues	and	policies.71

HR ethics and Sarbanes-Oxley The	Sarbanes-Oxley	(SOX)	Act	was	passed	in	
2002	by	Congress	to	make	certain	that	publicly	traded	companies	follow	accounting	
controls	that	could	reduce	the	likelihood	of	illegal	and	unethical	behaviors.	Many	
HR	issues	must	be	managed	in	line	with	SOX.	The	biggest	concerns	are	linked	to	
	executive	compensation	and	benefits,	but	SOX	sections	404,	406,	802,	and	806	
	require	companies	to	establish	ethics	codes,	develop	employee	complaint	systems,	
and	have	antiretaliation	policies	for	employees	who	act	as	whistle-blowers	to	identify	
wrongful	actions.	HR	has	been	involved	in	routing	people	through	the	massive	com-
pliance	verification	effort	that	has	occurred.

1-7 Human Resources Management  
Competencies and Careers

The	intent	of	this	book	is	not	to	train	all	who	read	it	to	be	HR	managers.	Most	will	
take	this	knowledge	and	work	at	another	job	in	the	organization	but	understand	the	
duties	HR	must	accomplish,	which	they	must	often	share.	Given	that,	it	is	useful	to	
understand	the	necessary	competencies	and	certifications	for	HR	professionals.

1-7a Human Resources Competencies
There	has	been	much	discussion	in	the	HR	profession	about	the	competencies	
HR	leaders	should	possess.	The	transformation	of	HR	into	a	more	strategic	and	
professional	field	has	implications	for	the	kinds	of	competencies	that	individu-
als	should	develop.72	HR	professionals	at	all	levels	certainly	need	to	have	a	basic	

LO6 Explain the key 
competencies needed 
by HR professionals 
and why certification is 
important.
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understanding	of	strategic	management;	legal,	administrative,	and	operational	is-
sues;	and	how	technology	is	applied.	A	recent	study	identified	other	competency-
based	factors	that	a	typical	HR	professional	should	develop,	including	being	a	
strategic	positioner,	a	credible	activist,	a	capacity	builder,	a	change	champion,	an	
innovator	and	integrator,	and	a	technology	proponent.73

The	Society	of	Human	Resource	Management	(SHRM),	the	leading	professional	
association	for	HR,	recently	developed	a	list	of	competencies	that	are	arranged	in	a	
new	model.	Figure	1-10	provides	a	summary	of	the	SHRM	competency	framework.	
The	model	was	developed	based	on	advice	given	by	more	than	1,200	practitioners	
who	participated	in	focus	groups;	survey	responses	provided	by	more	than	32,000	

HR Expertise
(HR Knowledge Domains)

SHRM Body of Competency & KnowledgeTM

Consultation

Global & Cultural
Effectiveness

l b l l l

Critical
Evaluation

Communication

Business
Acumen

CC

Relationship 
Management

GG

l h

Ethical PracticeLeadership &
Navigation

Behavioral Competencies

Technical Competency

• Talent Acquisition
   & Retention
• Employee
   Engagement
• Learning 
   & Development
• Total Rewards

• Structure of the
   HR Function
• Org. Effectiveness
   & Development
• Workforce
   Management
• Employee Relations
• Technology & Data

• HR in the
   Global Context
• Diversity & Inclusion
• Risk Management
• Corporate Social
   Responsibility
• Employment Law
   & Regulations*

• Business
   & HR Strategy

HR Functional Areas

People

Organization

Workplace

Strategy

Effective Individual
Performance

Successful Business
Outcomes

*Applicable only to examinees testing within the United States

FIguRe 1-10 SHRM HR Competency Model

*Applicable only to examinees testing within the United States
Source: www.shrm.org. 
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other	professionals;	and	analysis	of	multiple	performance	outcomes	that	were	linked	
back	to	the	competencies.	The	nine	competencies	highlighted	include:

•	 Human resource expertise:	Applies	knowledge	of	HR	functions
•	 Relationship management:	Builds	networks	that	support	the	firm
•	 Consultation:	Provides	advice	and	direction
•	 Leadership and navigation:	Guides	the	organization	and	its	employees
•	 Communication:	Fosters	positive	flow	of	information	among	different	parties
•	 Global and cultural effectiveness:	Understands	diverse	global	issues
•	 Ethical practice:	Builds	organizational	ethical	values	and	compliance
•	 Critical evaluation:	Functions	as	a	judge	of	information
•	 Business acumen:	Provides	input	that	supports	business	strategy

Ideally,	awareness	and	consideration	of	these	competencies	should	guide	the	pro-
fessional	development	of	HR	leaders.	In	addition,	individuals’	application	of	these	
competencies	will	often	vary	as	they	progress	through	their	HR	careers,	from	the	
early	and	middle	levels	to	the	senior	and	executive	levels.74

1-7b Human Resource Management as a Career Field
There	is	currently	much	optimism	in	the	HR	profession,	with	the	Bureau	of	La-
bor	Statistics	indicating	that	there	is	tremendous	job	growth	in	the	field	and	few	
HR	professionals	looking	for	new	work	opportunities.75	A	variety	of	jobs	exist	
within	the	HR	field,	ranging	from	executive	to	clerical.	As	an	organization	grows		
large	enough	to	need	someone	to	focus	primarily	on	HR	activities,	the	role	of	the	
HR generalist	is	needed—that	is,	a	person	who	has	responsibility	for	performing	
a	variety	of	HR	activities.	Further	growth	leads	to	the	addition	of	HR  specialists,		
or	people	who	have	in-depth	knowledge	and	expertise	in	specific	areas	of	HR.	
Common	areas	of	HR	specialty	 include	benefits,	compensation,	staffing	and	
	recruitment,	and	training	and	development.	Appendix	G	contains	examples	of		
HR-related	job	descriptions,	both	generalist	and	specialist.

HR	jobs	can	be	found	in	a	firm’s	corporate	headquarters,	as	well	as	in	the	field	
and	subsidiary	operations	of	an	organization.	A	compensation	analyst	or	HR	direc-
tor	might	operate	from	a	corporate	headquarters.	A	recruitment	coordinator	for	
a	manufacturing	plant	and	a	regional	HR	manager	for	European	operations	in	a	
global	food	company	are	examples	of	field	and	subsidiary	HR	professionals.	These	
types	of	jobs	have	different	career	appeals	and	challenges	based	on	their	varying	
responsibilities.	Another	job	within	the	HR	profession	that	is	gaining	momentum	is	
Chief	Human	Resource	Officer.	These	individuals	are	expected	to	have	a	broad	un-
derstanding	of	the	different	complex	areas	of	HR	management,	and	their	presence	is	
linked	to	higher	organizational	performance	and	profitability.76

1-7c Human Resource Professionalism  
and Certification

Depending	on	the	job,	HR	professionals	may	need	considerable	knowledge	about	
employment	regulations,	finance,	tax	law,	statistics,	and	information	systems.77	In	
most	cases,	they	also	need	extensive	knowledge	about	specific	HR	activities.	The	
broad	range	of	issues	faced	by	HR	professionals	has	made	involvement	in	profes-
sional	associations	and	organizations	important.	For	HR	generalists,	the	largest	

HR generalist
A person who has  
responsibility for  
performing a variety  
of HR activities

HR specialist
A person who has  
in-depth knowledge  
and expertise in a  
specific area of HR
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organization	is	SHRM.	Public-sector	HR	professionals	tend	to	be	concentrated	in	
the	International	Personnel	Management	Association	(IPMA).	Two	other	prominent	
specialized	HR	organizations	are	the	WorldatWork	Association	and	the	Association	
for	Talent	Development	(ATD).

One	characteristic	of	a	professional	field	is	having	a	means	to	certify	that	
	members	have	the	knowledge	and	competencies	needed	in	the	profession.	The	
CPA	for	accountants	and	the	CLU	for	life	insurance	underwriters	are	examples.	
	Certification	can	be	valuable	to	individuals	and	useful	to	employers	as	they		select	
and		promote	certified	individuals.	Earning	certification	is	an	important	step	in	
	establishing	proficiency	and	credibility	in	the	profession.	Equally	important	is	
the	continuing	education	and	recertification	process	that	ensures	that	individu-
als		maintain	up-	to-date	skills	and	knowledge	so	that	they	can	effectively	manage		
HR	programs	and	practices.

HRCI Certification The	most	widely	known	HR	certifications	are	the	Profes-
sional	in	Human	Resources	(PHR),	the	Senior	Professional	in	Human	Resources	
(SPHR),	and	the	Global	Professional	in	Human	Resources	(GPHR),	all	sponsored	
by	the	Human	Resource	Certification	Institute	(HRCI).	More	than	100,000	profes-
sionals	have	at	least	one	of	these	designations,	and	thousands	of	individuals	take	the	
certification	exams	annually.	Eligibility	requirements	for	PHR,	SPHR,	and	GPHR	
are	shown	in	Appendix	A.

Eligible	individuals	must	pass	the	appropriate	exam.	Appendix	A	identifies	test	
specifications	and	knowledge	areas	covered	by	the	PHR	and	SPHR	exams.	Readers	
of	this	book	will	be	introduced	to	specific	competencies	that	they	should	under-
stand	in	order	to	earn	a	PHR	or	SPHR	designation.	Certification	from	HRCI	also	
exists	for	global	HR	professionals	in	the	GPHR.	Global	certification	recognizes	the	
growth	in	HR	responsibilities	in	international	organizations	and	covers	appropriate	
global	HR	subject	areas.

SHRM exams and Certifications The	growth	of	the	HR	profession	has	fueled	
interest	in	the	development	of	many	university-based	HR	programs.	Given	these	
trends,	SHRM	developed	the	Assurance	of	Learning	Assessment	in	2011.	This	exam	
evaluates	a	student’s	ability	to	apply	the	knowledge	learned	in	college,	and	by	suc-
cessfully	completing	the	exam,	a	person	shows	he	or	she	is	ready	for	entry-level	
positions	within	the	HR	profession.78

In	2015,	SHRM	began	offering	a	certification	based	on	its	competency	model	
for	HR	professionals.	The	certification	focuses	on	the	application	of	HR	knowledge	
to	increase	organizational	performance.	Certification	of	competency	can	be	earned	
at	two	levels,	one	that	focuses	on	executive	competencies	and	another	that	focuses	
on	entry,	middle,	and	senior	competencies.	Once	certified,	a	professional’s	creden-
tials	will	last	for	three	years,	and	then	he	or	she	will	need	to	be	recertified.79

SHRM	recently	partnered	with	the	Associacion	Mexicana	en	Direccion	de	
	Recuros	Humanos,	the	largest	HR	group	in	Mexico,	to	develop	an	eight-month	
certification	course	to	be	completed	by	HR	professionals	in	that	country.	Individu-
als	have	to	successfully	complete	an	interview	and	have	no	fewer	than	five	years	of	
HR	experience	and	a	college	degree	to	enroll;	having	seven	or	more	years	of	experi-
ence	waives	the	college	degree	requirement.	Participants	learn	information	about	
strategic	HR,	staffing,	compensation,	employee	development,	and	other	areas,	and	
they	must	complete	a	project	at	the	end	of	the	course	to	demonstrate	mastery	of	the	
course	content.80
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WorldatWork Certifications The	WorldatWork	Association	has	four	certifica-
tions	emphasizing	compensation	and	benefits:

•	 Certified	Compensation	Professional	(CCP)
•	 Certified	Benefits	Professional	(CBP)
•	 Certified	Work-Life	Professional	(CWLP)
•	 Certified	Global	Remuneration	(CGR)

Other Human Resource Certifications Increasingly,	employers	hiring	or	pro-
moting	HR	professionals	are	requesting	certifications	as	a	“plus.”	HR	certifications	
give	HR	professionals	more	credibility	with	corporate	peers	and	senior	managers.	
Additional	certification	programs	for	HR	specialists	and	generalists	are	sponsored	
by	various	organizations,	and	the	number	of	certifications	is	being	expanded.	For	
specialists,	some	well-known	programs	include	the	following:

•	 Certified	Recognition	Professional	(CRP)	sponsored	by	the	Recognition	
	Professionals	International

•	 Certified	Employee	Benefits	Specialist	Program	sponsored	by	the	International	
Foundation	of	Employee	Benefits	Plans

•	 Certified	Professional	in	Learning	and	Performance	sponsored	by	the	
	Association	for	Talent	Development

•	 Certified	Safety	Professional	(CSP)	and	Occupational	Health	and	Safety	
	Technologist	(OHST)	sponsored	by	the	American	Society	of	Safety	Engineers

•	 Certified	Graphics	Communications	Manager	(CGCM)	and	Certified	Mail	
Manager	(CMM)	sponsored	by	the	International	Personnel	Management	
Association

Most	individuals	who	want	to	succeed	in	the	field	update	their	knowledge	con-
tinually.	One	way	of	staying	current	in	HR	is	to	review	current	information	that	
appears	in	the	HR	literature	or	that	is	provided	by	relevant	associations,	as	listed	in	
Appendix	B	of	this	book.	Overall,	certifying	knowledge	and	competency	is	a	trend	
in	many	professions,	and	HR	illustrates	the	importance	of	certification	by	making	
many	types	available.	Given	that	some	people	enter	HR	jobs	with	limited	formal	
HR	training,	certifications	help	both	individuals	and	their	employers	ensure	that	
appropriate	HR	practices	are	implemented	to	improve	the	performance	of	their	
organizations.

SuMMARy  
•	 HR	management	should	ensure	that	human	

talent	is	used	effectively	and	efficiently	to	
accomplish	organizational	goals.

•	 All	organizations	need	HR	management,	but	
larger	ones	are	more	likely	to	have	a	specialized	
HR	function.

•	 Organizations	need	HR	because	HR	functions	
must	be	done	by	someone	in	all	organizations.

•	 Human	capital	is	the	collective	value	of	the	
capabilities,	knowledge,	skills,	life	experiences,	
and	motivation	of	an	organization’s	workforce.

•	 HR	management	activities	can	be	grouped	
as	follows:	strategic	HR	management;	equal	

employment	opportunity;	staffing;	talent	
management;	compensation	and	benefits;	
health,	safety,	and	security;	and	employee	and	
labor	relations.

•	 HR	departments	can	take	administrative,	
operations,	and/or	strategic	roles	in	the	
organization.

•	 As	an	organization	core	competency,	HR	
has	a	unique	capability	to	create	high	value	
that	differentiates	an	organization	from	
competitors in	areas	such	as	productivity,	
quality	and	service,	and	organizational		
climate.
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•	 Numerous	HR	challenges	currently	exist,	
including	organizational	cost	pressures,	
globalization,	a	changing	workforce,	and	
technology.

•	 Ethical	behavior	is	crucial	in	HR	management,	
and	HR	professionals	regularly	face	many	
ethical	issues	and	consequences	both	
domestically	and	globally.

•	 All	levels	of	HR	professionals	need	
competencies	in	strategic	knowledge	

and	impacts;	legal,	administrative,	and	
operational areas;	and	technology.	Senior	HR	
leaders	need	these	competencies	plus	others		
to	be	effective.

•	 Current	knowledge	about	HR	management	
is required	for	professionals	in	the	field	
of	HR and	professional	certification	has	
grown	in	importance	for	HR	generalists	
and specialists.

CRITICAL THINKING CHALLENGES
1.	 Discuss	several	areas	in	which	HR	can	affect	

organizational	culture	positively	or	negatively.

2.	 Give	some	examples	of	ethical	issues	that	you	
have	experienced	in	jobs	and	explain	how	HR	
did	or	did	not	help	resolve	them.

3.	 Why	is	it	important	for	HR	management	to	
transform	from	being	primarily	administrative	
and	operational	to	a	more	strategic	contributor?

4.	 Assume	you	are	an	HR	Director	with	a	staff	of	
seven	people.	A	departmental	objective	is	for	all	
staff	members	to	become	professionally	certified	
within	a	year.	Using	the	Internet	resources	of	
HR	associations,	such	as	www.shrm.org	and	
www.WorldatWork.org,	develop	a	table	that	
identifies	four	to	six	certifications	that	could	be	
obtained	by	your	staff	members	and	show	the	
important	details	for	each	certification.

5.	 Your	company,	a	growing	firm	in	the	financial	
services	industry,	is	extremely	sensitive	to		
the	issues	surrounding	business	ethics.		

The	company	wants	to	be	proactive	in	
developing	a	business	ethics	training	program	
for	all	employees,	both	to	ensure	the	company’s	
reputation	as	an	ethical	organization	in	the	
community	and	to	help	maintain	the	industry’s	
high	standards.	As	the	HR	Director	and	
someone	who	values	the	importance	of	having	
all	employees	trained	in	the	area	of	business	
ethics,	you	are	in	charge	of	developing	the	
ethics	training	program.	It	needs	to	be	a	basic	
program	that	can	be	presented	to	all	employees	
in	the	company.	Resources	for	business	ethics	
information	can	be	found	at	www.business-
ethics.org/.

A.	 What	legislative	act	prompted	many	U.S.	
companies	to	develop	internal	ethical	
policies	and	procedures?

B.	 What	are	key	concepts	related	to	business	
ethics	that	should	be	considered	in	the	
development	of	the	ethics	training	program?

CASE Water Quality Association: Building 
Competencies with Technology

The	Water	Quality	Association	(WQA)	is	a	trade	
association	that	focuses	on	the	delivery	of	drinking	
water	to	residents	and	businesses.	This	organiza-
tion	has	developed	a	learning	environment	for	its	
employees	based	on	the	development	of	important	

competencies	and	skills	that	are	needed	for	work.	
Experiential	and	informal	learning	is	emphasized,	
which	represents	approximately	90%	of	training	
that	is	often	overlooked	in	favor	of	more	formal	
instruction.	What	makes	approaches	such	as	these	
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unique	is	the	reliance	on	technologies	such	as	mo-
bile	devices,	customized	software,	analytical	assess-
ments	of	data,	and	computer-based	awards	that	
enhance	learning.

The	basis	for	using	experiential	and	informal	
learning,	in	conjunction	with	extensive	technology	
support,	is	apprenticeships.	Apprenticeships	are	tra-
ditionally	used	to	build	critical	skills	for	individuals	
working	in	trade	occupations.	But	they	can	also	be	
used	to	develop	important	cognitive	competencies	
when	they	are	supported	by	technology	(a	process	
referred	to	as	Apprenticeship	3.0).	The	following	
guidelines	can	be	considered	when	developing	cog-
nitive	apprenticeships:

•	 Ask	job	experts	to	develop	a	list	of	all	the	critical	
circumstances	that	surround	a	job	and	then	
identify	the	knowledge,	skills,	and	abilities	needed	
to	effectively	work	under	these	circumstances.

•	 Create	a	list	of	performance	objectives	and	link	
them	to	competencies;	training	topics	should	be	
identified	and	should	ultimately	focus	on	job	
situations.

•	 The	learning	experiences	should	progressively	
become	more	challenging	over	time,	while	
focusing	on	providing	learners	with	more	
responsibility.

•	 Time	should	be	provided	for	individual	
reflection	and	coaching	from	others	(some	of	
which	can	be	technology	based).

•	 To	enhance	motivation	and	satisfaction,	
recognize	employees	as	they	progress	through	
the	training.

•	 Continuous	learning	should	be	emphasized	so	
that	employees	constantly	develop	important	
competencies	that	help	them	be	more	effective.

WQA	has	immersed	itself	 in	Apprenticeship	
3.0	to	better	prepare	its	employees	for	workplace	
challenges	and	opportunities.	The	organization	is	
using	mobile	technology	to	deliver	a	series	of	learn-
ing	modules	to	individuals,	and	their	progress	is	
tracked	in	the	system.	Badges	are	also	awarded	to	
employees	as	they	successfully	complete	various	
activities.

WQA	developed	the	process	by	empowering	
job	experts	to	develop	a	list	of	important	competen-
cies	for	different	jobs	in	the	firm,	and	the	badges	re-
flect	the	mastery	of	these	areas.	WQA	also	specified	
various	learning	opportunities	such	as	work	experi-
ence	with	mobile	evaluations	and	feedback,	online	
study	and	tutoring,	and	active	coaching.	These	ex-
periences	help	individuals	earn	the	badges.81

QueStionS

1.	 How	did	the	Water	Quality	Association’s	use	
of	technology	help	enhance	how	employees	ac-
quired	important	work	competencies?	Can	you	
think	of	any	other	mobile	technology	applica-
tions	 that	might	be	used	 to	enhance	WQA’s	
learning	activities?

2.	 What	is	your	opinion	of	Apprenticeship	3.0?	
Is	it	an	approach	that	you	would	consider	us-
ing	as	an	HR	manager,	or	does	it	need	further	
development?

SuPPLEMENTAL CASES  

Rio tinto: Redesigning HR

This	case	describes	a	company	that	must	reduce	its	
workforce	due	to	the	2008	global	recession.	The	
approach	used	was	global	in	nature,	and	downsiz-
ing	efforts	were	highly	coordinated	and	consistent	
across	all	areas	of	the	business.	(For	the	case,	go	to	
www.cengage.com/management/mathis.)

Phillips Furniture

This	case	describes	a	small	company	that	has	grown	
large	enough	to	need	a	full-time	HR	person.	You	have	
been	selected	to	be	the	HR	manager,	and	you	have	to	
decide	what	HR	activities	are	needed	as	well	as	the	
role	HR	is	to	play.	(For	the	case,	go	to	www.cengage	
.com/management/mathis.)
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What’s trending in
hr strategy and Planning

Over the past several decades, the strategic role of HR has been em-
phasized because firms realize that high-quality employees are needed 
to help them reach strategic objectives. The strategic  landscape is 
 expected to continually change as new issues challenge companies to 
more effectively use their employees. There are also opportunities that 
 companies can seize to be more successful, which all require support 
and guidance from HR leaders. These realities require HR departments to  
develop people strategies that make sense given current business conditions. 
Here’s what’s currently trending in HR strategy and planning:

1. Human resource management is expected to play a more important 
 strategic role in organizations in the future. There is much  discussion 
and speculation about how HR groups can fulfill such  expectations.

2. A number of strategic issues are emerging in businesses today. These 
include an emphasis on sustainability (or giving back), a focus on work–
life balance, and the creation of policies that enhance talent.

3. Globalization has created challenges for HR professionals because 
strategies often need to be revised to address issues in different areas 
of the world. HR needs to evaluate how employees are compensated, 
determine if they have a broad understanding of global business, and 
 assess whether specific strategies work in foreign worksites.

4. HR planning can be found in the driver’s seat of strategic planning. 
 Consequently, HR leaders should be aware of the latest approaches  
to help companies find and retain the right talent.

5. The number of mergers and acquisitions is expected to increase over 
the next several years. To make these changes work, HR professionals 
should understand important best practices.

Learning Objectives 

After you have read this 
chapter, you should be 
able to:

LO1 Summarize the 
organization’s 
strategic planning 
process.

LO2 Explain the key 
differences between 
effective and 
ineffective strategies 
and suggest ways to 
implement strategic 
asset reallocation.

LO3 Outline how HR’s 
strategies are merged 
with organizational 
strategies and give 
two examples.

LO4 Discuss how to 
forecast the supply 
and demand of 
Human Resources.

LO5 List options for 
handling a shortage 
and a surplus of 
employees.

LO6 Identify how 
organizations can 
measure and analyze 
the effectiveness of 
HR management 
practices.
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hr headlinehr HR Planning and the 
North Dakota Oil Boom

North Dakota is now the second-largest oil producing 

state in the United States. An exciting part of the state’s 

recent oil boom is that many jobs are available for 

individuals living around the town of Williston, the fastest-growing 

small city in the nation. Many people are moving there hoping 

that they can land high-paying work with the region’s oil extraction 

companies and service firms.

However, there have been a number of challenges  

associated with this growth. There is increased competition 

for talented workers, so getting and keeping employees can 

be difficult. Walmart starts workers at $17 an hour so that it 

can  attract individuals, and some fast-food chains use signing 

bonuses to court potential employees. Other companies 

highlight good working conditions and employment stability 

to help with hiring. Yet oil companies are paying anywhere 

from $25 to $35 an hour, which makes recruiting difficult for 

other companies, particularly when people are so focused on 

earning money. Turnover is also high in this region’s organizations. 

Employees often leave their jobs to make a few extra dollars 

an hour someplace else, which challenges companies to think 

about how they can more effectively retain good workers. Finally, 

public services in  Williston have been heavily burdened by the 

increased numbers of people living there.

One of the biggest challenges has involved living arrange-

ments, with some firms offering housing and other allowances. 

Acme Tools built several apart-

ments above its store and bought 

a house to provide temporary 

housing for its workers. Walmart 

has provided employees per diem 

and placed them in hotel rooms. 

The oilfield services company 

JMAC  Resources provides  housing 

to many of its workers such as 
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s e C t i o n  1   The Environment of Human Resource Management44

townhomes, mobile homes, and crew camps. Many oil companies in the region also 

rely on crew camps to house employees.

There are a number of planning issues that should be considered by HR profes-

sionals when facing conditions such as these. Some of them include:

•	 Plan ahead of time for HR challenges but be adaptable.

•	 Do some research about the area where operations will be established.

•	 Establish good relationships with regional partners; companies may elect to use 

liaisons to help coordinate and communicate with constituencies.

•	 Invest in the local community and plan for long-term sustainable operations.

When companies practice sound HR planning, positive relationships can be 

 established with stakeholders.1

The strategy an organization follows is its plan for how to compete successfully, sur-
vive, and grow. Many organizations have a relatively formal process for developing a 
written strategy encompassing a certain period of time, with objectives and goals iden-
tified for each business unit. Strategic planning in these companies is  often performed 
by top managers. Other firms are more informal in their approach to  developing a 
strategy and sometimes involve employees and staff in the creation of business goals.

Organizations want to achieve and maintain a competitive advantage by deliver-
ing high-quality products and services to their customers in a way that competitors 
cannot duplicate. Strategies to do so might include revising existing products, acquir-
ing new businesses, or developing new products or services using existing capabilities. 
Other strategic approaches might be to maintain a secure position with stable products 
or to emphasize a constant stream of new products that customers want to buy. What-
ever strategies are chosen will determine the number and capabilities of people needed 
in the organization. This is why the management of people in companies is an inher-
ently strategic process—strategic plans cannot be met  unless talent is used effectively.

Different companies in the same industry may have different strategies to suc-
ceed, and firms in different industries that are located in the same geographic area 
may have to use similar strategies to be effective. It all depends on the current busi-
ness situation. Successful strategic management requires companies to accurately 
analyze their situations, decide what their goals will be, and implement the right 
actions to achieve those goals. At the end of the day, strategy is about the actions to 
be taken2 as well as the proper HR planning that is completed to support the busi-
ness strategy, which is illustrated by Walmart and other firms in the chapter opener 
about the North Dakota oil boom.

2-1 Organizational Strategic Planning
Strategic planning is the process of defining organizational strategy, or direc-
tion, and allocating resources (capital and people) toward its achievement. 
 Successful organizations engage in this core business process on an ongoing basis. 

strategy
A plan an organiza-
tion follows for how to 
compete successfully, 
survive, and grow

LO1 Summarize the 
organization’s strategic 
planning process.

strategic planning
The process of defining 
organizational strategy, 
or direction, and allocat-
ing resources toward its 
achievement
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C h a P t e r  2   Human Resource Strategy and Planning 45

The strategic plan serves as the road map that gives the organization direction and 
aligns resources. The strategic planning process involves several sequential steps 
that focus on the future of the firm; Figure 2-1 shows these steps.

2-1a Strategy Formulation
The strategic planning cycle typically covers a three- to five-year time frame, 
 although some firms conduct long-term planning that can cover 10 years or more. 
When formulating the strategic plan, management often considers both internal 
and external forces that affect a company, including the conditions that exist in 
the  industry overall. The guiding force behind the strategic planning process is the 
organizational mission, which is the core reason for the existence of the organiza-
tion and what makes it unique. The mission statement is usually determined by the 
organizational founders or leaders and sets the general direction of the firm.

The planning process begins with an assessment of the current state of the 
business and the environmental forces that may be important during the strate-
gic planning cycle. Analysis of strengths, weaknesses, opportunities, and threats 
(SWOT) is a common starting point because it allows managers to consider both 
internal and external conditions that the business faces. The SWOT analysis 
helps managers formulate a strategic plan that considers the organization’s abil-
ity to deal with the situation at hand based on its own strengths and weaknesses, 
as well as the external opportunities and threats that exist in the firm’s external 
environment. The planning process requires continuous monitoring and respond-
ing to environmental changes and competitive conditions, which means that stra-
tegic planning is an  ongoing  process that is never fully complete and must be 
constantly revisited.

Managers then determine the objectives for the planning cycle and formulate 
organization-level strategies to accomplish those objectives. Each function within 
the organization (such as the HR department) then formulates strategies that link 
to and support the organization-level strategies. The strategic plan is reevaluated 
 periodically because conditions may change and managers must react to a fluid 
business environment.

2-1b Good versus Bad Strategy
Many companies generate strategies that by their own admission are substandard. 
In one survey, McKinsey consultants asked 2,000 executives to rate their company’s 
strategies on a set of 10 strategic measures and found that only 35% of the execu-
tives felt their company passed more than three of the tests.3 They concluded that 
top management teams need to focus as much time on strategy as they do on oper-
ating issues on an ongoing basis if they are to have a useful strategy.

organizational mission
The core reason for 
the existence of the 
 organization and what 
makes it unique
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Figure 2-1 Strategic Planning Process for the Organization

LO2 Explain the 
key differences 
between effective and 
ineffective strategies 
and suggest ways to 
implement strategic 
asset reallocation.
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Suppose Company A allocates money consistently each year, making only 
small changes to the allocation of talent, capital, and research dollars. Com-
pany B, on the other hand, evaluates each division’s market opportunities and 
performance, and adjusts allocations on the basis of that analysis. Which com-
pany should perform better? Company B does almost 40% better, although 
most companies function the way Company A does. Managers in Company A 
can shift resources to achieve their goals or run the risk that the market will do 
it for them.4 The following “HR Perspective: Encouraging the Evaluation and 
Reallocation of Strategic Assets” feature shows one way to do this analysis and 
reallocation.

Effective strategy often relies on managers who are willing to closely assess 
current conditions and develop a game plan that enables the firm to overcome 
 obstacles and sustain success. At Walgreens, the company’s communication strat-
egy relies on social media, blogs, and surveys to provide important information to 
 employees on an ongoing basis.5 However, such a focus on communication does not 
preclude generating strategy ideas by opening up the process to stakeholders who 

ethiCs

Encouraging the Evaluation and 
 Reallocation of Strategic Assets

A company may elect to classify its various 
units into different categories on the basis of 
their market opportunity and performance. 
For instance, a unit might be labeled “grow,” 
“maintain,” or “dispose” to indicate its likely 
degrees of success. In addition, each category 
has guidelines that show how resources will be 
assigned. This approach allows managers to de-
termine whether the different areas of the com-
pany will be successful. It also removes many 
of the politics from the process and focuses at-
tention on how each unit is contributing to im-
portant strategic goals.

When Lee Raymond was CEO of Exxon 
Mobil, he required that 3% to 5% of the com-
pany’s assets be designated for disposal each 
year. The burden to prove that an asset should 
be kept was on a particular division. A division 
could keep an asset only if it could present a 
compelling plan that a unit was improving. The 
net effect was healthy turnover and upgraded 
units despite the natural desire on the part of 
executives to keep all of the units, even the 

ones that were not performing well.6 Such a 
process encourages the evaluation and reallo-
cation of assets within a company and causes 
people to rethink how the firm can best achieve 
its strategic goals. This approach also makes 
managers constantly assess the overall health 
of their business units so that changes can be 
made if necessary.

Companies should be proactive about as-
sessing their strategic assets so that critical 
decisions can be made about which assets are 
eliminated and which are retained. Consider the 
following questions that explore these issues:

1. If you were given the task of evaluating and 
reallocating the strategic assets of your 
employer, how would you approach these 
duties?

2. How should HR professionals assess  
human resources as strategic assets? 
Should they be treated any differently in 
the assessment process than other assets 
of an organization?
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C h a P t e r  2   Human Resource Strategy and Planning 47

might have been previously frozen out of strategic direction setting. For example, 
3M,  Rite-Solutions, Red Hat, and Wikimedia have all used or experimented with 
improving their strategy development through crowdsourcing, or opening up the 
strategic planning process to more people.7 Such an approach enables a company 
to improve employee engagement and be seen as a participative and responsible 
employer. A variation of this theme is crowdfunding, which involves aligning  social 
responsibility efforts with the decision making that takes place in a company. Cam-
paigns related to worthy causes that are important to external stakeholders and 
 employees alike can be developed, and employees are given the opportunity to sup-
port these campaigns by donating money. Such efforts can be key strategic initia-
tives for companies that want to be more ethical.8

2-2 Human Resources and Strategy
Regardless of which specific strategies are adopted for guiding an organization, hav-
ing the right people is necessary to make the strategies work. If a strategy requires 
specific skills that are currently not available in the company, it will take time to 
either recruit people who have those skills or train current employees to adapt to 
the new strategy. Strategic HR management (HRM) provides input for strategic 
planning and develops specific HR initiatives to help achieve organizational goals. 
Getting HR involved is the key, with one study finding that the participation of 
HR in strategic processes is enhanced as HR’s service quality and the expectations 
of the contributions of HR increase.9 This means that the HR department must 
demonstrate that its support is helpful to the company. But even though consider-
ing HR in a company’s strategy seems obvious, estimates are that only 30% of HR 
professionals are full strategic partners. Their primary role remains one of providing 
input to top management.10 Part of this could be driven by HR’s inability to justify 
how it helps the bottom line or the kinds of issues on which it focuses. For instance, 
one of the criticisms of strategic HR research is that it pays too much attention to 
basic managerial issues rather than exploring how HR strategy benefits companies 
economically.11

Some businesses are also less dependent on human capital for a competitive 
advantage than others, a situation that lowers the strategic impact of HR in some 
firms. For example, the productivity of a steel mill depends more on the efficiency 
of furnaces and quality of raw materials than on human resources. However, the ar-
gument can be made that every business strategy must be carried out by people, so 
human capital always has some impact on business success. An important concept 
covered later in this chapter is measuring and determining the value of human capi-
tal and HR in a given organization.

Although administrative and legally mandated tasks are important, HR’s strate-
gic contribution should add value to the organization by improving the performance 
of the business. Strategic HR management refers to the appropriate use of HR man-
agement practices to gain or keep a competitive advantage. There are different areas 
that HR professionals can improve to help firms be more competitive, including 
hiring good employees, placing them in the right jobs, and rewarding them fairly. 
For example, JetBlue developed a corporate culture that established a clear sense of 
purpose and supported positive values and then hired individuals who matched this 
culture, which helped the company succeed.12

LO3 Outline how 
HR’s strategies 
are merged with 
organizational 
strategies and give 
two examples.

strategic hr 
management
The appropriate use of 
HR management prac-
tices to gain or keep a 
competitive advantage
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s e C t i o n  1   The Environment of Human Resource Management48

An important element of strategic HRM is creating processes in a company that 
help connect employee performance with strategic objectives. For instance, some 
contend that HR should be a strategic partner by providing aspirations to a com-
pany and functioning as an inspiration for strategic planning.13 Figure 2-2 shows 
how these partnerships can be developed. These partnerships can be strengthened 
when HR professionals know what the organization does and when they make 
good decisions about building human capital, being willing to change, communicat-
ing the intent of HR policies, and following through on their plans.14

Individual workers also need to understand relevant HR priorities so that they 
can better contribute by applying their skills to advance the strategic goals, so part-
nerships should also be fostered with employees. Employees who understand the 
big picture can do their jobs in ways that help the firm reach its objectives. Ef-
fective HR practices include talent development and reward systems that direct 
employee efforts toward the bottom line. Employees must also be prepared for 
strategic HR initiatives with proper training, good communication from manag-
ers, and appropriate performance standards and rewards.15 For instance, W.W. 
Grainger, the maintenance, repair, and operating products distributor located in 
Illinois, instituted a brand-based strategy, which required HR professionals in the 
firm to be engaged with planning so that employees were kept informed about 
change efforts.16

2-2a Human Resource Contributions to Strategy
The strategies developed by HR managers depend heavily on the plans and 
 objectives created within an organization; HR departments need to be involved in 
strategic planning so that HR executives are aware of the overall strategic direction 
of a firm. Some common areas where HR can develop and implement appropriate 
strategies are creating HR policies at the top, middle, and lower levels of the firm 
that best match organizational strategies, as well as developing metrics that help de-
termine how well strategies at the different levels are being met. To contribute in the 

HR and Strategic
Partnering

Aspire in ways that support strategy
Express the direction of goals

Motivate managers to act

Inspire others to support strategy
Encourage coordinated goal setting
Bring goals together for re�ection

Figure 2-2 Positioning HR to Be a Strategic Partner

Source: Adapted from Torben Juul Anderson and Dana Minbaeva, “The Role of Human Resource Management in 
Strategy Making,” Human Resource Management 52 (2013), 809–827.
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C h a P t e r  2   Human Resource Strategy and Planning 49

strategic planning process, HR leaders can provide their perspectives and expertise 
to operating managers by doing the following:

•	 Having a seat at the strategic table: Companies must include HR professionals 
in discussions about strategy and encourage them to provide input.

•	 Being knowledgeable about business operations: Understanding how the 
business works and knowing the need for certain strategies are important 
components.

•	 Focusing on the future: Strategic planning requires leaders to think about 
the future based on past experiences.

•	 Prioritizing business goals: Efforts that have the greatest impact on the  
business and its objectives are emphasized first.

•	 Understanding what to measure: Metrics are a vital part of assessing success, 
which means identifying the right metrics that are linked to business goals.

One way HR professionals can contribute to strategy is by introducing high- 
performance approaches into the workplace that lead to increased performance. 
These HR practices often focus on enhancing participation, teamwork, and work  
attitudes so that employees are more engaged in their jobs.17 Using information collected 
from top HR professionals working for financial and manufacturing  organizations 
in Jordan, a recent study found that high-performance HR practices influenced the 
positive relationship between the strategic role of HR and corporate financial per-
formance.18 Another study found that certain strategies were linked either positively 
or negatively to the adoption of high-performance work systems and that adoption of 
these practices was related to the use of work–life balance programs.19 Overall, these 
studies show that high-performance HR practices are beneficial to companies.

There is also growing awareness that HR professionals can assist in developing 
strategies for organizational sustainability. Figure 2-3 highlights a model summa-
rizing HR professionals’ interests in sustainability management. An HR department 
can provide expertise that is needed to prepare employees to focus on sustainabil-
ity, including talent acquisition, training and development, and performance man-
agement. HR professionals also focus on social concerns, so they are well suited 
to prepare employees to help external stakeholders. Even more important is the 
central leadership role the HR department plays in the creation of a positive work-
place, making the HR group keenly positioned to help lead sustainability efforts.20

2-2b Human Resources Strategies for Global 
Competitiveness

The globalization of business means that more organizations now operate across 
borders and have ties to foreign operations along with international suppliers, ven-
dors, employees, and other business partners. A global presence can range from 
importing and exporting to operating as a multinational corporation (MNC). An 
MNC, sometimes called a transnational corporation, is an organization that has 
facilities and other assets in at least one country other than its home country.

Even organizations that operate primarily in the domestic market face pressure 
from foreign competitors. The supply chain is often internationally dispersed, and 
foreign business practices influence operations in the United States. Technological 
advancements have eliminated many barriers that previously limited operating on 
a global scale.

ethiCs

global

multinational 
 corporation (mnC)
An organization that 
has facilities and other 
 assets in at least one 
country other than its 
home country
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For HR to complement the organization’s strategy, it has to consider how 
to merge HR strategies with those of the company. To effectively compete on an 
 international scale, the organization needs expertise to administer HR activities 
in a wide range of nations. For example, the firm may decide to standardize tal-
ent  development and succession planning but permit local managers to establish 
compensation and labor relations policies. An ideal international strategy strikes 
a balance between home-country and host-country policies, and it utilizes the best 
practices available in each. Companies must also prepare employees to have a 
global mindset, which is based on their ability to understand diverse cultural values 
and global business operations. A recent study found that a global mindset can be 
increased with greater global job experiences, psychological capital (or a positive 
outlook), and varied experiences in different countries.21

Consider two international topics that are frequently the basis for HR strategies 
that are developed to support organizational strategy—offshoring and global staff-
ing. Both actions require leaders to merge organizational and HR strategies.

Offshoring Strategies Competitive pressure to lower costs has resulted in 
many jobs being moved overseas in recent years. Offshoring occurs when a com-
pany relocates a business process or operation from one country to another. Firms 
can offshore the production of goods as well as the delivery of services to lower-
wage countries. Call centers in India are an example of business service offshoring 
to countries with well-educated English-speaking workers. The movement of prod-
uct and software development projects to other countries because the United States 

Organizational Environment
Leadership

Business Strategies
Organizational Values & Culture

Corporate Structure
Business Processes and Policies

Central Role of HR to Strategic Environmental Sustainability
Transformational HR Practices—Leadership, HR Strategy, Work Culture & Policies

Transactional HR Practices—Traditional HR Functions (Pay, Training, etc.)

Organizational Challenges
Decreasing Natural Resources

Enhanced Stakeholder Expectations
Need for Greater Transparency

Figure 2-3 The HR Department’s Contribution to Organizational Sustainability

Source: Adapted from Cathy L. Z. Dubois and David A. Dubois, “Strategic HRM as Social Design for Environmental 
Sustainability in Organization,” Human Resource Management 51 (2012), 799–826.

offshoring
A company’s relocation of 
a business process or op-
eration from one country 
to another
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lacks the right talent is another example. Due to its advantages, offshoring is likely 
to increase for the foreseeable future.

Other factors might be considered when offshoring business operations, such as 
whether practices in other countries match those employed in the United States. For 
instance, a recent study found that some companies in China might be utilizing high-
performance work systems to increase organizational performance.22 Another study 
determined that firms located in Germany are adopting positive HR practices used 
in other European nations and the United States.23 These finding show that global 
HR approaches can be important considerations when making offshoring decisions.

global Staffing Strategies A wide variety of alternatives can be considered 
when planning for staffing global operations. The optimal solution is to combine 
the expertise of local employees with organization-specific knowledge of employees 
from the home country (headquarters). Some countries require that the organiza-
tion employ a certain percentage of workers from the host country. Figure 2-4 
shows four strategic HR approaches to international staffing. Each organization 
will use a staffing model that best fits its culture and strategic goals.

As discussed in the previous chapter, an expatriate is a citizen of one country who 
is working in a second country and employed by an organization headquartered in the 
first country. To make the experience a success, moving an employee to an overseas 
assignment must be planned effectively. The return of an expatriate (a process called 
repatriation) must also be executed well for the organization to capitalize on the ben-
efits of the overseas assignment when the employee gets back to the home country.

Leadership development is critical in global organizations because more top 
management jobs require greater understanding of international management. 
Leading in different cultures requires greatly varied skills, and organizations can 

global

Managers from headquarters staff key positions
Ensures control over subsidiary location operations
Eases transfer of policies from headquarters to subsidiary

Ethnocentric
Policy

Host-country nationals staff key positions
Reduces cultural mishaps and misunderstanding
Coordination with headquarters may be problematic

Polycentric
Policy

An international cadre of skilled managers are assigned
to global subsidiaries regardless of nationality
Leverages technical and managerial expertise

Geocentric
Policy

Key positions are �lled by individuals in the region of the
subsidiary (e.g., European Union countries)
Capitalizes on cultural and language similarities
within the region

Regiocentric
Policy

Figure 2-4 Strategic HR Approaches to International Staffing
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provide formal training and job assignments that develop leaders. Effective compen-
sation and selection processes are also needed to ensure that the right individuals 
are attracted to and chosen for these international assignments. For instance, global 
firms can attract more outstanding employees with performance-based pay and gen-
erous total reward packages.24 Companies might also need to develop more custom-
ized HR programs that fit the preferences of the local talent in different countries, 

Latin American Firms Face Staffing Problems

A recent survey of large global Latin American 
firms headquartered in countries such as Brazil, 
Mexico, and Argentina showed that many have 
expanded into international markets through 
mergers and acquisitions. On average, each of 
these organizations managed worksites in 13 
different nations, with operations frequently 
located in North America and western Europe. 
There is also high interest for continued expan-
sion into current and new markets. Despite 
these exciting trends, the survey results sug-
gested that the firms faced a number of staff-
ing challenges that potentially hurt their ability 
to grow in new regions.

The survey found that mergers and 
acquisitions were one of the most troubling 
issues, and determining how to function in 
different cultures was identified as one of the 
key difficulties. However, Latin American firms 
may be better able to deal with these issues 
given that they have experience with challenging 
political, legal, and economic conditions. Getting 
good workers and figuring out how to manage 
the flow of talent were also key problems that 
these companies faced. HR professionals in 
these organizations will need to determine how 
to most effectively manage recruiting efforts 
and succession plans so that people are hired 
and placed into the right jobs at the proper time; 
promotions and other placement issues will also 
have to be planned well to ensure that mergers 
and acquisitions are successful. The following 

considerations can help firms plan HR staffing in 
the global environment:

•	 Pay attention to the firm’s HR strategies. 
Understand where and how a company 
plans to expand so that the right HR 
strategies are considered.

•	 Develop consistent expansion plans. An 
organization’s global expansion plans should 
be similar across the board to ensure 
consistency.

•	 Think about succession plans. Have an 
idea about how exiting employees will 
be replaced with current staff so that  
vacancies can be filled quickly.

•	 Partner with HR to lower risks. The HR 
department needs to have a seat at the 
risk management table so that staffing and 
other workplace issues can be explored 
strategically.25

The abi l i ty to manage internat ional 
expansion is certainly an important global 
competency within the HR profession. If you 
were given the responsibility of managing 
mergers and acquisitions in a global firm:

1. How would you focus HR leaders on the 
development of positive strategies for 
expansion? What HR issues do you think 
deserve the most attention?

2. What other steps would you take to help a 
global company expand into new markets?
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particularly because there are growing numbers of highly educated professionals in 
developing markets abroad.26

Another issue in HR is planning, which is frequently a direct consequence of 
implementing strategies to move the organization forward. HR planning deals with 
determining how many people will be needed to execute an organization’s specific 
functions, a key concern in both global and domestic firms. The preceding “HR 
 Competencies & Applications: Latin American Firms Face Staffing Problems” feature 
discusses how companies in Latin America face challenges related to HR planning.

2-3 Human Resource Planning
Human Resource planning is the process of analyzing and identifying the need for 
and availability of people so that the organization can meet its strategic objectives. 
The focus of HR planning is ensuring that the organization has the right number of 
people with the right capabilities at the right times and in the right places. In HR 
planning, an organization must consider the availability and allocation of people to 
jobs over longer periods of time, not just for the next month or even the next year.27 
For example, leaders at Prudential Financial are asked to determine what jobs are 
emerging in the company so that work areas can be properly staffed in the future.28

HR plans can include several approaches. Actions may include shifting employ-
ees to other jobs in the organization, laying off employees or otherwise cutting back 
the number of employees, retraining current employees, and/or increasing the num-
ber of employees in certain areas. Factors to consider include the current employ-
ees’ knowledge, skills, abilities (KSAs), and career aspirations as well as vacancies 
 expected as the result of retirements, promotions, transfers, and discharges. To do 
this, HR professionals work with executives and managers.29 Human capital solu-
tions are also available that enable HR managers to identify how to develop talent 
to allow the organization to reach its strategic goals.30

2-3a Human Resources Planning Process
The steps in the HR planning process are shown in Figure 2-5. Notice that the 
process begins with considering the organizational plans and the environmental 
analysis that went into developing strategies. The process includes an environmental 
analysis to identify the context in which HR is operating. Strengths, weaknesses, 

human resource 
planning
The process of analyz-
ing and identifying the 
need for and availability 
of people so that the 
organization can meet its 
strategic objectives

Figure 2-5 HR Planning Process
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opportunities, and threats are considered. Then the possible available workforce is 
evaluated by identifying both the internal and the external workforce.

Once those assessments are complete, forecasts must be developed to determine 
both the demand for and supply of human resources. Management then formulates 
HR staffing plans and actions needed to address imbalances, in both the short and 
the long term. Particular strategies may be developed to fill vacancies or deal with 
surplus employees. For example, a strategy might be to fill 50% of expected vacan-
cies by training employees in lower-level jobs and promoting them.

Finally, HR plans are developed to provide specific direction for the manage-
ment of HR activities related to recruiting, selecting, and retaining employees. The 
most telling evidence of successful HR planning is consistent alignment of the avail-
abilities and capabilities of human resources with the needs of the organization over 
a considerable period of time.31

2-3b Environmental Analysis
Before managers in a company begin strategic planning, they study and assess the 
dynamics of the environment to better understand how these conditions might 
 affect their plans. The process of environmental scanning involves the assessment 
of external and internal environmental conditions that affect the organization. The 
HR department should be involved in this process to make sure that the employee 
perspective is considered.

The external environment includes many economic, political, and competitive 
forces that shape the future. From an HR perspective, the internal environment 
 includes the quality and quantity of talent, the organizational culture, and the tal-
ent pipeline and leadership bench strength. Figure 2-6 shows the HR elements of a 
SWOT analysis that are included in the environmental analysis.

Opportunities and threats emerge from the external environment and can 
 impact an organization’s outcomes. Many of these forces are not within the com-
pany’s control but must be considered in the scanning process because they can 
 affect the viability of the business. Being able to deal with uncertainty in the exter-
nal environment is an important skill for planners. The external environmental scan 
includes an assessment of economic conditions, legislative and political influences, 
demographic changes, and geographic and competitive issues.

environmental 
scanning
The assessment of exter-
nal and internal environ-
mental conditions that 
affect the organization

Strengths
 Intellectual capital
 Loyal, committed employees
 Innovative, adaptive employees
 High-performance practices

Weaknesses
 Lack of skilled employees
 Lack of leadership pipeline
 Outdated talent management
 practices

Opportunities
 Market position
 Unexplored markets
 Global expansion
 Technology advances

Threats
 Legal mandates and restrictions
 Competitor power
 Economic uncertainty
 Talent shortage

Figure 2-6 HR Factors in the SWOT Analysis
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Population shifts and demographic changes can affect an organization’s strategy. 
For example, by 2042, non-Hispanic whites will no longer comprise the majority of the 
U.S. population.32 Such workforce demographics will affect the labor available to orga-
nizations. It also means that diversity management will remain an important HR issue.

Where an organization locates its operations plays a role in how well it will 
perform. But more importantly, an understanding of geographic advantages and 
disadvantages can help managers develop appropriate plans. The strengths and 
weaknesses of the organization also represent internal factors that either create or 
destroy value. When assessing the internal environment, managers should evaluate 
the quantity and quality of employees, HR practices, and the organizational culture.

The strength of the talent pipeline is a particularly important internal consider-
ation as the organization plans its HR future. Fulfilling strategic objectives is difficult 
without employees who can provide sufficient skills and talent. Leadership develop-
ment and succession planning programs ensure that high-quality talent will be avail-
able to carry out business strategies. For instance, effective development programs 
can reduce the high failure rate of people in leadership positions. Selecting individu-
als with the right talents and teaching them leadership skills can also improve the 
quality of leaders and promote strategic success. Succession planning is the process 
of identifying a plan for the orderly replacement of key employees. The discussion 
will now turn to how these and other concerns are incorporated into HR planning.

2-4 Planning for External Workforce 
Availability

If a network technology company plans to double its number of client accounts from 
100 to 200 in a three-year period, the firm must also identify how many and what 
types of new employees will be needed to staff the expanded services, locations, and 
facilities. These new employees will probably be obtained from outside the current 
pool of employees, which means that the company and its HR department will need 
to be aware of the forces that impact external labor markets. Several specific factors 
that affect the external pool of potential employees are highlighted next.

2-4a Economic and Governmental Factors
Like the issues discussed in this chapter’s “HR Headline” feature, the general eco-
nomic cycles of recession and boom affect HR planning. Factors such as interest 
rates, inflation, and economic decline or growth affect the availability of workers 
and should be considered when organizational and HR plans and objectives are for-
mulated. There is a considerable difference between finding qualified applicants in 
a 4% unemployment market compared to a 9% unemployment market. As the un-
employment rate rises, the number of qualified people looking for work increases, 
which often makes it easier for companies to fill some jobs. However, the people 
who are hired may receive lower pay and benefits because companies have more 
hiring options and leverage. As the unemployment rate decreases, there are fewer 
potential employees who are available, meaning that companies must provide more 
attractive compensation to recruit qualified employees.

A broad array of government regulations affects the labor supply and therefore 
HR planning. As a result, HR planning must be done by individuals who understand 

succession planning
The process of identify-
ing a plan for the orderly 
replacement of key 
employees
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the legal requirements of various government regulations. In the United States and 
other countries, tax legislation at local, state, and federal levels affects HR planning. 
Pension provisions and Social Security legislation may change retirement patterns 
and funding options. Elimination or expansion of tax benefits for job-training ex-
penses might alter some job-training activities associated with workforce expan-
sions. In summary, an organization must consider a variety of economics factors 
and government policies, regulations, and laws during the HR planning process, 
focusing on those that specifically affect the company.

2-4b Geographic and Competitive Evaluations
When making HR plans, employers must consider a number of geographic and 
competitive concerns. The net migration into a particular region is important. For 
example, in the past decade, the populations of some U.S. cities in the South, South-
west, and West have grown rapidly and provide sources of labor. However, areas in 
the Northeast and Midwest have experienced declining populations or net outmi-
gration, which affects the number of people available to be hired.

Direct competitors are another important external force to consider in HR 
planning. Failure to consider the competitive labor market and to offer pay scales 
and benefits comparable with those of organizations in the same general industry 
and geographic location may cost a company dearly in the long run. Finally, the 
impact of international competition must be considered as part of environmental 
scanning. Global competition for labor intensifies as global competitors shift jobs 
and workers around the world, something that is seen when jobs from the United 
States are outsourced to countries with cheaper labor.

2-4c Changing Workforce Considerations
Significant changes in the workforce, both in the United States and globally, must 
be considered when examining the outside workforce during HR planning. Shifts in 
the composition of the workforce, combined with the use of different work patterns, 
have created workplaces and organizations that are notably different from those of 
the past. For instance, many employers provide flexible workplaces that enable em-
ployees to balance their work and personal responsibilities, but recent evidence sug-
gests that some firms are scaling back these opportunities because their businesses 
have become leaner due to the recent recession.33 When scanning the potential and 
future workforce, it is important to consider a number of variables, including:

•	 Aging of the workforce
•	 Growing diversity of workers
•	 Female workers and work–life balance concerns
•	 Availability of contingent workers
•	 Outsourcing possibilities

When assessing these factors, it is important to analyze how they affect the cur-
rent and future availability of workers with specific capabilities and experience. For 
instance, in a number of industries, the median age of highly specialized profession-
als is more than 50 years, and the supply of potential replacements with adequate 
education and experience is not sufficient to replace such employees as they retire. 
Many firms have planned for workforce shortages because of the brain drain cre-
ated by the retirement of existing older workers.
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2-5 Planning for Internal Workforce Availability
Analyzing the jobs that will need to be done and the capabilities of people who are 
currently available in the organization to do them is the next step in HR planning. 
The needs of the organization must be compared to the existing labor supply, as 
well as the potential labor supply available outside the firm.

2-5a Current and Future Jobs Audit
The starting point for evaluating internal workforce strengths and weaknesses is an 
audit of the jobs that are expected in the planning period. A comprehensive analysis 
of all current jobs provides a basis for forecasting what jobs will need to be done in 
the future. Much of the data required for the audit should be available from existing 
staffing and organizational databases. The following are key questions addressed 
during the internal jobs assessment:

•	 What jobs exist now, and how essential is each job?
•	 How many individuals are performing each job?
•	 What are the reporting relationships of jobs?
•	 What are the vital KSAs (knowledge, skills, and abilities) needed in the jobs?
•	 What jobs will be needed to implement future organizational strategies?
•	 What are the characteristics of those anticipated jobs?

2-5b Employee and Organizational 
Capabilities Inventory

As HR planners gain an understanding of the current and future jobs that will be 
necessary to carry out organizational plans, they can conduct a detailed audit of 
current employees and their capabilities. The basic data on employees should be 
available in the organization’s HR records.

An inventory of organizational skills and capabilities may consider a number of 
elements. The following are especially important:

•	 Individual employee demographics (age, length of service in the organization, 
time in present job)

•	 Individual career progression (jobs held, time in each job, education and 
 training levels, promotions or other job changes, pay rates)

•	 Individual performance data (work accomplishments, growth in skills, 
working relationships)

Detailed information about each individual employee’s skills are stored in an 
HRIS database. Since this data may affect employees’ careers, its use must meet the 
same standards of job-relatedness and nondiscrimination as those met when the em-
ployee was initially hired. Security measures must ensure that sensitive information 
is available only to those who have a specific appropriate use for it.

Managers and HR staff members can gather data on individual employees and 
aggregate details into a profile of the organization’s current workforce. This profile 
may reveal many of the current strengths and deficiencies of people in the organiza-
tion. For instance, a skills mismatch may be identified in which some workers are 
either overqualified or underqualified for their jobs. The profile may also highlight 
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potential future problems. For example, if many workers lack some specialized ex-
pertise, such as advanced technical skills, the organization may find it difficult to 
take advantage of changing technological opportunities. Or if a large number of 
experienced employees are in the same age bracket, their eventual retirements that 
will likely occur about the same time might lead to future gaps in the organization.

2-6 Forecasting HR Supply and Demand
Forecasting uses information from the past and present to predict future conditions. 
When forecasting future HR conditions, the information comes from workforce 
availability and requirements. Projections for the future are, of course, subject to 
error. Fortunately, experienced people usually are able to forecast with enough ac-
curacy to positively affect long-range organizational planning.

2-6a Forecasting Methods and Periods
Forecasting methods may be either judgmental or mathematical, as Figure 2-7 
shows. Methods for forecasting human resources range from a manager’s best guess 
to rigorous and complex computer simulation. Despite the availability of sophis-
ticated judgmental and mathematical models and techniques, forecasting is still a 
combination of quantitative methods and subjective judgment. The facts must be 
evaluated and weighed by knowledgeable individuals, who use the mathematical 
models as tools and make judgments to arrive at decisions.34

HR forecasting should be done over three planning periods: short range, in-
termediate range, and long range. The most commonly used planning period of six 
months to one year focuses on short-range forecasts for the immediate HR needs of 
an organization. Intermediate- and long-range forecasting are much more difficult 
processes. Intermediate-range plans usually project one to three years into the future, 
and long-range plans extend beyond three years.

2-6b Forecasting the Demand (Need)  
for Human Resources

The demand for employees can be calculated for an entire organization and/or for 
individual units in the organization. For example, a forecast might indicate that a 
firm needs 125 new employees next year or that it needs 25 new people in sales and 
customer service, 45 in production, 20 in accounting and information systems, 2 in 
HR, and 33 in the warehouse. The unit breakdown obviously allows HR planners 
to better pinpoint the specific skills needed than does the aggregate method.

Demand for human resources can be forecast by considering specific openings 
that are likely to occur. The openings (or demands) are made when new jobs are 
created or current jobs are changed. Additionally, forecasts must consider when em-
ployees leave positions because of promotion, transfer, turnover, and termination.

An analysis is used to develop decision rules (or fill rates) for each job or level. 
For example, a decision rule for a financial institution might state that 50% of branch 
supervisor openings will be filled through promotions from customer service tellers, 
25% through promotions from personal bankers, and 25% from new hires. Fore-
casters must be aware of multiple effects throughout the organization because as peo-
ple are promoted from within, their previous positions become available. Continuing 

LO4 Discuss how 
to forecast the supply 
and demand of Human 
Resources.

Forecasting
Using information from 
the past and present to 
predict future conditions
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the example, forecasts for the need for customer service tellers and personal bankers 
would also have to be developed. The overall purpose of the forecast is to identify 
needs for Human Resources by number and type for the forecasting period.

2-6c Forecasting the Supply (Availability)  
of Human Resources

Once HR needs have been forecast, the availability of qualified individuals must be 
determined. Forecasting availability considers both external and internal supplies. 

Figure 2-7 HR Forecasting Methods

Judgmental Methods

◆ Estimates can be either top-down or bottom-up, but essentially people who are in       
a position to know are asked, “How many people will you need next year?”

◆ The rule of thumb method relies on general guidelines applied to a speci�c situation 
within the organization. For example, a guideline of “one operations manager per �ve 
reporting supervisors” aids in forecasting the number of supervisors needed in a 
division. However, it is important to adapt the guideline to recognize widely varying 
departmental needs.

◆ The Delphi technique uses input from a group of experts whose opinions of 
forecasted situations are sought. These expert opinions are then combined and 
returned to the experts for a second anonymous opinion. The process continues 
through several rounds until the experts essentially agree on a judgment. For 
example, this approach is used to forecast effects of technology on HR management 
and staf�ng needs.

◆ Nominal groups, unlike the Delphi method, require experts to meet face to face. Their 
ideas maybe cited independently at �rst, discussed as a group, and then compiled as a 
report.

Mathematical Methods

◆ Statistical regression analysis makes a statistical comparison of past relationships 
among various factors. For example, a statistical relationship between gross sales and 
number of employees in a retail chain may be useful in forecasting the number of 
employees that will be needed if the retailer’s sales increase 15% or decrease 10%.

◆ Simulation models are representations of real situations in abstract form. For example, 
an econometric model of the growth in software usage would lead to forecasts of the 
need for software developers. Numerous simulation methods and techniques are 
available.

◆ Productivity ratios calculate the average number of units produced per employee. 
These averages can be applied to sales forecasts to determine the number of 
employees needed. For example, a �rm could forecast the number of needed sales 
representatives using these ratios.

◆ Staf�ng ratios can be used to estimate indirect labor. For example, if the company 
usually uses one clerical person for every 25 production employees, that ratio can be 
used to estimate the need for clerical employees.
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Although the internal supply may be somewhat easier to calculate, it is important to 
calculate the external supply as accurately as possible.

external Supply The external supply of potential employees available to the 
organization can be identified. Government estimates of labor force populations, 
trends in the industry, and many more complex and interrelated factors must be 
considered. Such information is often available from state or regional economic 
 development offices. The following items may be included:

•	 Net migration into and out of the area
•	 Individuals entering and leaving the workforce
•	 Individuals graduating from colleges and other schools
•	 Changing workforce composition and patterns
•	 Economic forecasts for the next few years
•	 Technological developments and shifts
•	 Actions of competing employers
•	 Government regulations and pressures
•	 Circumstances affecting persons entering and leaving the workforce

internal Supply Figure 2-8 shows in general terms how internal supply can be 
calculated for a specific employer. Estimating internal supply considers the number 
of external hires and the employees who move from their current jobs into oth-
ers through promotions, lateral moves, and demotions. It also considers that the 

Figure 2-8 Estimating Internal Labor Supply for a Given Unit
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internal supply is influenced by transfer and promotion policies, and retirement 
policies, among other factors. In forecasting internal supply, data from replace-
ment charts and succession planning efforts are used to project potential personnel 
changes, identify possible backup candidates, and keep track of attrition (resigna-
tions, retirements, etc.) for each department in an organization.

Positive HR planning can be a source of competitive advantage for organiza-
tions. This is true because planning helps companies identify their future needs and 
how to get the right employees to satisfy these needs, thus making the hiring process 
more efficient. The “HR Competencies & Applications: Using Workforce Planning 

Using Workforce Planning to Improve Hiring

HR professionals do their best to make the 
hiring process more efficient by identifying 
the right talent to fill needs in companies. Re-
sults of a recent SHRM survey showed that 
open positions take an average of 34 days 
to fill; jobs that require more knowledge and 
positions in larger firms take more time. The 
goal should be to hire quality people more 
quickly, thus generating lower than average 
fill rates.

This can be done by looking for bottlenecks 
in the hiring process and making appropriate 
changes to HR policy. Companies used to 
be negatively affected by the vast number 
of applications they received for positions, 
but technology has accelerated candidate 
screening, made communication much easier, 
and provided unique ways to identify good 
talent. However, there are other potential 
problems that companies face. For instance, 
according to Chrissy A. Cacioppo, a benefits 
specialist, hiring at the Omaha-based Centris 
Federal Credit Union is often slowed down by 
candidate background checks. Other delays 
can occur when managers can’t coordinate 
interviews with candidates or when managers 
can’t agree about which individuals to hire. 
Another problem involves unrealistic and/or 
unclear job descriptions that cloud the hiring 
process, says Kevin Wheeler, president of the 

California-based consulting company Global 
Learning Resources.

The bottom line is that companies must 
conduct solid HR planning to decrease these 
concerns. In other words, the future staffing 
needs of a company should be identified ahead 
of time. The following planning approaches can 
help firms with their hiring processes:

•	 Make good workplace projections. 
Constantly project what jobs need to be 
filled and when they will be needed.

•	 Identify an appropriate pool of talent. Have a 
group of possible job candidates ready to fill 
positions as they become available.

•	 Work with outside parties who can help. 
Develop good relationships with universi-
ties and other groups that have access to 
potential employees.

•	 Educate leaders about the importance of 
hiring. Make sure that managers understand 
the costs associated with unfilled positions.35

Based on these issues, consider the follow-
ing questions:

1. What other challenges do you think 
 companies face when trying to manage  
HR planning?

2. In what other ways could workforce plan-
ning be used to improve the hiring process?
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to Improve Hiring” feature discusses how organizations can enhance the efficiency 
of their hiring efforts with solid HR planning.

2-7 Workforce Supply ≠ Demand
Since the objective of strategic planning is to anticipate and react to future events and 
conditions, managers should evaluate and revise the strategic plan on a periodic basis. 
Some have called into question the value of strategic planning in light of economic 
volatility. However, organizations would fare much worse with no plan in place. Sur-
prises are not good when hiring a workforce, and planning helps reduce surprises.

Attracting and retaining the right talent is an ongoing challenge as the needs 
of the business change over time. The United States has continued to move from a 
manufacturing economy to a service economy. This shifting economic base leads to 
structural mismatches between workers and jobs. Workers with the wrong skills are 
unable to fill the technical and health service jobs employers need. Ongoing retrain-
ing can help overcome some of these problems if strategic planning has identified 
them. Organizations need to plan for both the quantity and the quality of the work-
force over the planning horizon. Having sufficient workers with the right qualifica-
tions is essential if the strategic plan is to be achieved. If the firm employs too many 
people for its needs, a talent surplus exists, and if too few, a talent shortage. Because 
of rapidly changing conditions, the organization may face a surplus in some parts 
of the business and a shortage in others. Figure 2-9 shows the tactics organizations 
might use to deal with workforce supply imbalances.

LO5 List options for 
handling a shortage 
and a surplus of 
employees.

Managing a Talent Surplus

Reduce employee work hours
or compensation

Attrition

Hiring freezes 

Voluntary separation programs

Workforce downsizing/reduction
in force (RIF)

Managing a Talent Shortage

Increase employee work hours
through overtime

Outsource to a third party

Implement alternative work
arrangements

Use contingent workers
(temporaries, independent
contractors)

Reduce employee turnover

Figure 2-9 Managing Talent Supply Imbalances
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2-7a Managing a Talent Surplus
A talent surplus can be managed within a strategic HR plan in a number of ways. 
The reasons for the surplus will guide the ultimate steps taken by the organization. 
If the workforce has the right qualifications but sales revenue has fallen, the primary 
strategies would involve retaining the best workers and cutting costs. However, if the 
workforce is not appropriately trained for the jobs needed, the organization may lay 
off those employees who cannot perform the work. Managers may use various strate-
gies in a progressive fashion to defer workforce reductions until absolutely necessary.

reduction in Work Hours or Compensation To retain qualified employees, 
managers may temporarily institute reduced work hours. Selected groups of employ-
ees may have their workweek reduced, or all employees could be asked to take a 
day or week off without pay. For example, a small family-owned company asked its 
15 full-time workers to take a day off without pay each week to keep all of them on 
the payroll and avoid layoffs. When the economy improved, these skilled employees 
were available to handle the increased workload.

Across-the-board pay cuts can reduce labor costs while retaining some skilled 
employees. It is important that pay cuts start at the very top of the organization 
so that employees do not bear all of the hardship. Uniform pay cuts can be seen 
as a shared sacrifice for the survival of the firm. Organizations may also reduce 
employee benefits, such as eliminating matching 401(k) contributions or raising em-
ployee health insurance premiums. To maintain employee loyalty and a sense of 
fairness, HR personnel should closely monitor the situation and reinstate pay and 
benefit levels when the economic outlook improves.

Attrition and Hiring Freezes Attrition occurs when individuals quit, die, or 
retire and are not replaced. Using attrition with no additional hiring means that no 
one loses a job, but those who remain must handle the same workload with fewer 
people. Unless turnover is high, attrition will eliminate only a relatively small num-
ber of employees in the short run, but it can be a viable alternative over a longer 
period of time. Therefore, for greater impact, employers may combine attrition with 
a freeze on hiring. Employees usually accept this approach more readily than they 
do other downsizing methods.

Voluntary Separation Programs If employees volunteer to leave, organiza-
tions can reduce the workforce while also minimizing legal risks. Firms often entice 
employees to volunteer by offering additional severance, training, and benefit pay-
ments. Early retirement buyouts are widely used to encourage more senior workers 
to leave organizations early. As an incentive, employers may offer expanded health 
coverage and additional buyout payments so that the employees will not be penal-
ized economically until their pensions and Social Security benefits take effect. These 
programs are viewed as a way to accomplish workforce reductions without resort-
ing to layoffs.

Voluntary separation programs appeal to employers because they can sig-
nificantly reduce payroll costs over time. Although the organization faces some 
up-front costs, it does not incur as many continuing payroll costs. Using such pro-
grams is also viewed as a more humane way to reduce staff than terminating long-
serving, loyal employees. In addition, as long as buyouts are truly voluntary, an 
organization offering them is less exposed to age discrimination suits. One draw-
back is that some employees the company would like to retain might take advan-
tage of a buyout.
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Workforce Downsizing This workforce process has been given many names, 
including downsizing, rightsizing, and reduction in force (RIF), but it almost always 
means cutting employees. Layoffs on a broad scale have occurred with frightening 
regularity in recent years. Trimming underperforming units or employees as part 
of a plan that is based on sound organizational strategies may make sense. After 
a decade of many examples and studies, it is clear that downsizing has worked for 
some firms.36 However, it does not increase revenues; it is a short-term cost-cutting 
measure that can result in a long-term lack of talent. When companies cannibal-
ize the human resources needed to change, restructure, or innovate, disruption fol-
lows for some time.37 Also, downsizing can hurt productivity by leaving “surviving” 
 employees overburdened and demoralized.

Many HR professionals believe that their organizations have mishandled lay-
offs in the past by getting rid of too many employees, not getting rid of enough, or 
letting the wrong ones go. Groupthink (a herd mentality), framing effects (thinking 
about decisions only in certain ways), focusing on inappropriate criteria, and mak-
ing decisions too quickly can lead to some of these poor decisions.38 Best practices 
for companies to successfully carry out layoffs include the following:

•	 Identify the work that is core to sustaining a profitable business.
•	 Identify the knowledge, skills, and competencies needed to execute the  

business strategy.
•	 Protect the bottom line and the corporate brand.
•	 Constantly communicate with employees.
•	 Pay attention to the survivors.

A common myth is that individuals who are still employed after downsizing 
are so grateful to have a job that they won’t cause any problems in the workplace. 
However, some observers draw an analogy between those who survive downsizing 
and those who survive wartime battles. Bitterness, anger, disbelief, and shock all are 
common reactions. For those who survive workforce cuts, the culture and image of 
the firm as a “lifetime” employer often are gone forever.

Companies may offer severance benefits, outplacement services, and employee 
assistance programs to cushion the shock of layoffs and protect the company from 
litigation. Severance benefits are temporary payments made to laid-off employees to 
ease the financial burden of unemployment. One common strategy is to offer laid-
off employees severance benefits that require the employees to release the organiza-
tion from legal claims. Severance benefits are typically based on length of service 
with the company, often one or two weeks’ pay per year of service. Outplacement 
services and employee assistance programs are provided to give displaced employ-
ees support and assistance. This support often includes personal career counseling, 
résumé-preparation services, interviewing workshops, and referral assistance. Such 
services can be provided by outside firms that specialize in outplacement assistance 
and whose fees usually are paid by the employer, or they can be provided by the HR 
staff. Helping laid-off workers gain new employment can ease the financial burden 
on employees and preserve the company’s image.39

2-7b Legal Considerations for Workforce Reductions
HR must be involved during workforce adjustments to ensure that the organization 
does not violate any of the nondiscrimination or other laws governing workforce 
reductions. Selection criteria for determining which employees will be laid off must 
comply with Title VII of the Civil Rights Act as well as the Age Discrimination in 

severance benefits
Temporary payments 
made to laid-off employ-
ees to ease the financial 
burden of unemployment
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Employment Act and the Americans with Disabilities Act. A careful analysis and 
disparate impact review should be conducted before final decisions are made.

There is no legal requirement to provide severance benefits, and loss of medi-
cal benefits is a major problem for laid-off employees. However, under the federal 
Consolidated Omnibus Budget Reconciliation Act (COBRA), displaced workers can 
retain their group medical coverage for up to 18 months for themselves and for up 
to 36 months for their dependents, if they pay the premiums themselves.

Employers must also comply with the Older Workers Benefit Protection Act 
(OWBPA) when implementing RIFs. The OWBPA requires employers to disclose the 
ages of both terminated and retained employees in layoff situations, and a waiver 
of rights to sue for age discrimination must meet certain requirements. The worker 
must be given something of value (“consideration”), typically severance benefits, in 
exchange for waiving the right to sue. When a group of employees is laid off, work-
ers over age 40 in this group must be granted 45 days in which to consider accept-
ing severance benefits and waiving their right to sue.

To ensure employees have adequate notice of plant closings or mass layoffs, 
a federal law was passed—the Worker Adjustment and Retraining Notification 
(WARN) Act. This law requires private and commercial organizations that employ 
100 or more full-time workers who have worked more than six months in the previ-
ous year to give a 60-day notice before implementing a layoff or facility closing that 
involves more than 50 people. However, workers who have been employed less than 
six months in the prior year, as well as part-time staff members working fewer than 
20 hours per week, are not counted toward the total of 50 employees. Despite not 
being formally counted to determine implementation of the law, these individuals 
should still be given some form of notice. The WARN Act imposes heavy fines on 
employers who do not follow the required process and fail to give proper notice.

2-7c Managing a Talent Shortage
Managing a shortage of employees seems simple enough—just hire more people. 
However, as mentioned earlier, there can be mismatches between the qualifications 
needed by employers and the skills possessed by available workers. The list of the 
10 hardest jobs to fill in the United States includes engineers, nurses, certain teach-
ers, IT staff, and skilled trades. For these jobs, there may not always be sufficient 
qualified workers to hire. Companies can use a number of alternative tactics to 
manage a talent shortage, as Figure 2-10 shows.

The following are in a common order of usage:

First — Use overtime 

Second — Outsource work 

Third — Try alternative work arrangements 

Fourth — Bring back recent retirees 

Fifth — Increase contingent workers

Sixth — Reduce turnover 

Figure 2-10 Ways to Manage a Talent Shortage
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One tactic is having existing employees work overtime. This strategy can work 
on a short-term basis but is not a solution for a longer-term talent shortage. Work-
ers may appreciate the extra hours and pay for a while, but eventually fatigue sets 
in, productivity and quality may drop, and injuries and absenteeism may increase.

Outsourcing involves transferring the management and performance of a busi-
ness function to an external service provider. Organizations in the United States 
outsource a wide variety of noncore functions to reduce costs or to obtain skills and 
expertise not available in the organization.

Alternate work arrangements are nontraditional schedules that provide flex-
ibility to employees and include job sharing and telecommuting. These are creative 
 solutions to attract and retain skilled employees who want flexibility. Employees 
can be given more freedom in determining when and how they will perform their 
jobs. Overall, these arrangements have become popular and widely used in many or-
ganizations, but certain programs such as job sharing and sabbaticals are used less 
frequently today than in the past.40 Retirees may be rehired on a part-time or tem-
porary basis to fill talent gaps. The advantage is that these individuals are  already 
trained and can be productive immediately. Care must be taken not to interfere with 
pension payments or other benefits tied to retirement.

Contingent employees, that is, noncore employees working for a company on 
a temporary or as-needed basis, can provide short-term help. Professional employer 
organizations can lease employees to the firm, which is often a good solution for tech-
nical talent. Independent contractors can be hired when needed to fill talent shortages. 
The use of independent contractors must be managed closely to ensure compliance 
with wage and hour, safety, and employee benefit statutes. When using contingent 
workers, special efforts are needed to assimilate them into the workforce and avoid an 
“us-and-them” mentality. Contingent workers fill an important need, and managers 
can maximize their contributions through good employee relations practices.

Reducing turnover of qualified employees should be part of an ongoing effort 
to maintain a talented workforce. Special attention may be required in times of tal-
ent shortages to retain skilled employees. Providing these individuals desirable com-
pensation and a desirable workplace can improve retention of qualified workers.

2-8 Human Resources Planning  
in Mergers and Acquisitions

The purpose of a merger or acquisition is to generate growth by combining two 
existing companies and creating a more competitive company. Recent evidence sug-
gests that companies frequently use mergers and acquisitions (M&As), and more 
efforts more planned for the future. Thus, HR professionals should be involved in 
managing these business ventures.41

HR departments can contribute to the strategic success of M&As through 
sound HR planning. Unfortunately, many mergers and acquisitions don’t live up to 
their full potential. Due diligence is even more complex when the M&A involves 
companies in different countries. For instance, cultural differences in global opera-
tions, poor leadership, and inappropriate workplace practices can cause problems 
during M&As.42 A significant number of failed ventures can also trace their roots to 
HR issues that were not properly addressed such as loss of key staff, culture clashes, 
and poor communication. To ensure successful integration, HR should be involved 

outsourcing
Transferring the manage-
ment and performance of 
a business function to an 
external service provider

alternate work 
arrangements
Nontraditional schedules 
that provide flexibility to 
employees
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before, during, and after the deal is completed. Figure 2-11 shows HR activities and 
focus during each stage of the merger process.

2-8a Before the Deal
To determine whether the two organizations should combine, a rigorous process of 
due diligence is conducted. Due diligence is a comprehensive assessment of all as-
pects of the business being acquired. Financial, sales and marketing, operations, and 
human resource staffs can all be involved before the final decision is made to merge 
with or acquire the company. Each function determines the assets and liabilities of 
the target company to ascertain whether there are serious risks to the buyer. HR 
professionals can review broad issues related to legal compliance and labor contract 
obligations. HR should also assess what HR policies have been used in a firm, the 
available talent, and the organizational culture.43

A process can be developed for due diligence that can be used over and over 
again for greater consistency. In addition, a document can be created that summa-
rizes the details of the M&A process, including assessments of compensation, the 
associated expenses, and overall HR findings.44 These efforts can help companies 
identify potential problems early on and enable managers to plan for an orderly 
transition. A thorough, objective analysis of HR-related issues is therefore critical to 
making good business decisions. Organizations should also invite HR professionals 
and other key stakeholders to help with M&A efforts early on in the process, and 
the implications for employees should be reviewed constantly.45

2-8b During Integration
After the deal is closed, the focus of HR activity switches to the orderly transition of 
basic HR processes such as payroll and benefits migration. During the first 60 days 
after the acquisition, HR must deliver high-quality administrative and operational 
support to employees and managers. Immediate concerns often focus on basic services 
needed to run the operations. Frequent communication, employee hotlines, and guid-
ance for managers all contribute to employee retention and loyalty during the chaotic 
early days of the transition. Managers focus on identifying key talent and establishing 
initiatives to retain needed employees. Attractive compensation and job assignments 
can be offered to retain employees during integration.

Integrating HR information systems is important to provide managers with in-
formation about employee capabilities, performance, and potential. The acquiring 

Optimize
workforce
Identify and
establish new
culture

Conduct due
diligence
Assess risks
Identify
possible
con�icts

Address key
HR processes
Retain key
talent
Recognize
cultural
differences

Post IntegrationDuring IntegrationBefore the Deal

Figure 2-11 HR Activities during M&A

due diligence
A comprehensive assess-
ment of all aspects of the 
business being acquired
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organization cannot make optimum human resource assessments without access to 
employees’ historical information. An inventory of knowledge, skills, and expertise 
along with performance information provide the data needed to make suitable as-
signments for employees from both organizations. Gathering all relevant HR infor-
mation in a single database helps managers analyze and compare employee skills 
and make informed decisions about which employees should be retained.

As the businesses are merged, culture-based conflicts can emerge. For example, 
when HP and Compaq merged, cultural differences were recognized and addressed. 
HP had a culture that fostered innovation by giving employees autonomy and op-
portunities for professional development. Compaq, on the other hand, was a fast-
paced company that made decisions quickly. The merger was successful because the 
best parts of the culture in each company were blended. Changing the organiza-
tional culture depends on changing behavior in the organization. Four  important 
factors in changing culture include:

•	 Define the desired behaviors. Provide behavioral examples of how people are 
expected to act and tie these behaviors to the performance management system.

•	 Deploy role models. Select leaders who exemplify the desired behaviors and 
make them visible throughout the organization.

•	 Provide meaningful incentives. Reward the role models with recognition to 
 reinforce their behavior and to signal to the rest of the organization.

•	 Provide clear and consistent messages. Align what you say with what you do 
and reward.

2-8c Post-Integration
To realize the expected benefits of a merger, the months following the initial integra-
tion are important. Cultural changes started in the early days must be maintained. 
Practical issues regarding talent management and development along with com-
bined compensation systems will solidify the new united organization. Failure to 
effectively blend the workforces and move beyond competing interests can harm the 
merger. Continued change efforts are needed to bring all employees to a one orga-
nization mentality. Breaking down the barriers between the previous practices used 
in each company and implementing the best from both firms will give employees a 
sense of value and importance. Ultimately, the outcomes of the deal depend on how 
HR issues are addressed.

M&As can be challenging strategic moves for companies. They can be particu-
larly tough for employees because they often must deal with new cultural values. The 
following “HR Perspective: A Tale of Two Cultures: Vocon and Conant Architects” 
feature illustrates how M&As can be performed in a way that helps  employees adjust.

2-9 Measuring the Effectiveness of Human 
Resources and Human Capital

Effectiveness for organizations is a measure of the ability of a program, project, or 
task to produce a specific desired effect or result that can be measured. Efficiency is 
the degree to which operations are carried out in an economical manner. Efficiency 
can also be thought of as a short-term measure that compares inputs and costs di-
rectly against outputs and benefits.

measure

LO6 Identify how 
organizations can 
measure and analyze 
the effectiveness 
of HR management 
practices.

effectiveness
The ability of a program, 
project, or task to 
 produce a specific 
desired effect or result 
that can be measured

efficiency
The degree to which 
 operations are carried out 
in an economical manner
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There are many ways of measuring the financial impact of the HR practices, 
and there are many challenges associated with doing so. Return on investment 
(ROI) is a common measure used by financial professionals to assess the value of 
an investment. For example, if a firm invests $20,000 for a supervisory training 
program, what does it gain in lower worker compensation costs, lower legal costs, 
higher employee productivity, and lower employee turnover? The benefits of HR 
practices are not always immediately visible, which is what makes measuring HR’s 
impact such a challenge. However, successful efforts can usually be made to assess 
HR practices.

A long-standing myth perpetuates the notion that one cannot really measure 
the value of HR practices. That myth has hurt HR’s credibility because it suggests 
that either HR efforts do not add value or they are too far removed from business 
results to matter. That notion is, of course, untrue. HR, like all other functions, must 

A Tale of Two Cultures: Vocon 
and Conant Architects

Organizations use mergers and acquisitions as 
a way to reduce expenses, break into untapped 
markets, reach out to new customers, and/or di-
versify their business plans. In a perfect world, 
integrating business operations would be an 
easy and fluid process, but many times the 
reality is very different. Companies often find 
it difficult to mesh varying business cultures 
because employees in the merging compa-
nies have grown accustomed to how business 
is conducted in their different worksites. Con-
sequently, as many as half of all mergers and 
acquisitions fail, and many more of them don’t 
really help companies improve their overall 
worth. Merging firms must focus their efforts 
on creating positive cultural fit.

A good example of how to effectively man-
age these processes involves the recent merger 
that took place between the Cleveland-based ar-
chitectural design company Vocon and New York–
based Conant Architects. Vocon acquired Conant 
to diversify its offerings beyond interior design 
to include workspace development. Yet, the HR 
group was concerned about how to make em-
ployees feel good about the merger, particularly 
because the culture in  Vocon was considered 

to be “fun,” while the culture in Conant was 
thought to be “traditional.” So they had to find 
ways to help reduce employees’ fears.

Vocon’s Chief Human Resources Officer 
Susan Austin first looked for any differences in 
the companies’ employee handbooks so that 
she could describe to workers the changes that 
would be needed. She also grouped individuals 
from the two firms together so that they could 
interview each other in a fun and dynamic way. 
Finally, the Conant employees were flown to 
Cleveland for a holiday party at Vocon’s head-
quarters to build morale.46

HR professionals need to develop sound 
strategies for managing mergers and acquisi-
tions. Consider the following questions about 
cultural fit:

1. What specific cultural challenges do 
companies face during mergers and 
acquisitions?

2. What unique strategies could be used 
to  reduce the anxiety  experienced 
by  employees during mergers and 
 acquisitions? How could an HR 
 department help with these efforts?
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be evaluated by considering the results of its actions and the value it adds to the 
organization. Unfortunately, the perceptions of managers and employees in many 
organizations are mixed because HR has not historically measured and documented 
its contributions or communicated those results. Further, accounting practices treat 
expenditures on human capital and talent development as expenses rather than cap-
ital investments. This practice encourages top management to view employees as 
consumers of capital rather than as a long-term investment.

People-related costs are typically the largest controllable expense in organiza-
tions. Effective management of these costs can make a positive difference in the 
survival of the organization. Collecting and analyzing HR information can pinpoint 
waste and improper allocation of human resources. It is important that HR manag-
ers understand financial and operational measures that drive the business and relate 
decisions to key performance indicators (KPIs). Metrics, benchmarking, balanced 
scorecards, and audits can help firms track HR performance and measure the value 
of different business practices.

2-9a HR Metrics and Analytics
HR metrics are specific measures of HR practices. They are performance indicators 
of various HR issues, like absenteeism and turnover rates. Metrics are typically used 
to assess HR practices and results within the organization over time. A metric can 
be developed using cost, quantity, quality, timeliness, and other designated goals. 
Metrics can be developed to track HR efficiency and effectiveness. A pioneer in 
 developing HR measurements, Jac Fitz-Enz, has identified a wide range of HR met-
rics. A number of key HR metrics are shown in Figure 2-12.47

HR and line managers collect and share the data needed to track performance. 
Data to track these measures come from several sources within the organization. 
Financial data are required to determine costs for various HR activities, and per-
formance and turnover data can be found in HR and operations records. The real 
value in using metrics comes from the interpretation of the data that can lead to 
improvements in HR practices. Information and historical data are studied to deter-
mine the reasons for current performance levels and to learn how to improve these 
levels in the future.

A key challenge that many HR groups face is having enough professionals on 
staff who know how to properly use HR analytics.48 Analytics involve using various 
metrics and complex modeling techniques to answer questions about HR functions. 
HR analytics can be defined as an evidence-based approach to making HR decisions 
on the basis of quantitative tools and models.49

Unlike financial reporting, there is not yet a standard for the implementa-
tion and reporting of HR measures. Managers choose what and how to report 
to  employees, investors, and other interested parties. This lack of consistency in 
HR  reporting makes it difficult to evaluate an organization and to compare HR 
practices across organizations. Though there have been efforts to develop consis-
tent ways of reporting HR metrics, some of these efforts have been met with op-
position.50 The following should be considered when developing HR metrics and 
analytics:

•	 Accurate data can be collected.
•	 Measures are linked to strategic and operational objectives.

hr metrics
Specific measures of  
HR practices

hr analytics
An evidence-based 
 approach to making  
HR decisions on the basis 
of quantitative tools 
and models
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•	 Calculations can be clearly understood.
•	 Measures provide information valued by executives.
•	 Results can be compared both externally and internally.
•	 Measurement data drive HR management efforts.

2-9b Human Resources and Benchmarking
Benchmarking is the process of comparing an organization’s business results to 
industry standards or best practices. An organization compares itself to “best-in-
class” organizations that demonstrate excellence for a specific process. Benchmark-
ing is focused on external practices that the organization can use to improve its 
own processes and practices. When implementing benchmarking, managers should 
be careful to find organizations with similar contexts, cultures, operations, and size 
so that comparisons are realistic. Practices that would work effectively in an organi-
zation of 500 employees might not transfer very well to an organization with 5,000 
employees. The organization should also select benchmarks that will have the great-
est impact on organizational performance.

Many HR professionals report that their organizations collect benchmark data 
on a planned, periodic basis, while others collect it on an as-needed basis. Major 
obstacles to using benchmarks are uncertainty about how to collect the information 

benchmarking
The process of comparing 
an organization’s busi-
ness results to  industry 
standards or best 
practices

Figure 2-12 Key HR Metrics

HR-to-employee ratio
Total HR staff
HR expenses per FTE

Number of positions �lled
Time to �ll
Cost per hire
Annual turnover rate

Annual wage and salary increases
Payroll as a percentage of operating
expenses
Bene�t costs as a percentage of payroll

Hours of training per employee
Total costs for training
Percentage of employees participating
in tuition reimbursement program

Average tenure of employees
Percentage of new hires retained for
90 days
Performance quality of employees in
�rst year

Positions �lled internally
Percentage of employees with career
plan

HR Staff and Expenses Staf�ng

Compensation Training

Retention and Quality Development
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and what information to collect. Using benchmarking, HR effectiveness is best de-
termined by measures on a year-to-year basis. This way, an organization can track 
improvements and results by implementing specific HR practices. While bench-
marking helps a firm compare its results to those of other organizations, it does 
not provide the reasons behind the findings. Thus, benchmarking is only a starting 
point, not the end point, for improving HR practices.

2-9c Human Resources and the Balanced Scorecard
One way companies can effectively measure their strategic performance and 
HR practices involves using the balanced scorecard. The balanced scorecard 
is a framework organizations use to report on a diverse set of performance 
measures. This method balances financial and nonfinancial measures so that 
managers focus on long-term drivers of performance and organizational sus-
tainability. As shown in Figure 2-13, the balanced scorecard measures perfor-
mance in four areas:

•	 Financial measures: Traditional financial measures such as profit and loss, 
operating margins, utilization of capital, return on investment, and return 
on assets are needed to ensure that the organization manages its bottom 
line effectively.

•	 Internal business processes: Product and service quality, efficiency and 
productivity, conformance with standards, and cycle times can be measured to 
ensure that the operation runs smoothly and efficiently.

balanced scorecard
A framework organiza-
tions use to report on 
a diverse set of perfor-
mance measures

Vision and
Strategy

Internal Business
Processes

   Operational effectiveness
   Conformance to 
   standards

Customer Relations

Learning and Growth
Activities

Financial Measures

   Customer satisfaction
   Customer loyalty

   Profit and loss
   Utilization of capital   Employee capabilities

   Institutional knowledge

Figure 2-13 Balanced Scorecard Framework
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•	 Customer relations: Customer satisfaction, loyalty, and retention are 
important to ensure that the organization is meeting customer expectations 
and can depend on repeat business from its customers.

•	 Learning and growth activities: Employee training and development, mentoring 
programs, succession planning, and knowledge creation and sharing provide 
the necessary talent and human capital pool to ensure the future of the 
organization.

Results in each of these four areas determine if the organization is progressing 
toward its strategic objectives. For example, some firms have noticed that when sur-
vey results show a decline in employee satisfaction, several months later there are 
declines in customer loyalty and repeat customer sales. Further, investing money in 
employee leadership development training can be linked to lower employee turnover 
and reduced time to hire managers from outside the organization. Using the balanced 
scorecard therefore requires considerable time and effort to identify the appropriate 
HR measures in each of the areas and determine how they tie to strategic organiza-
tional success. The balanced scorecard should also be linked to a company’s strategic 
objectives and focus on results that support these goals.

2-9d Human Capital Effectiveness Measures
HR measures outcomes that traditional accounting typically does not explore. 
Human capital often provides both the biggest value and the biggest cost to or-
ganizations; therefore, many metrics reflect people-related costs. Measuring the 
benefits of human capital is equally important because it shows how effective 
HR practices help an organization and its employees. As noted previously, human 
capital refers to the collective value of the competencies, knowledge, and skills 
of the employees in the organization. This capital is the renewable source of cre-
ativity and innovativeness in the organization but is not reflected in its financial 
statements.

Revenue per employee is a basic measure of human capital effectiveness. The 
formula is revenue/head count (full-time employee equivalents). It is a measure of 
employee productivity and shows the sales revenue generated by each full-time em-
ployee. This measure is commonly used in government reporting (see Bureau of 
Labor Statistics [BLS] on the Internet) as well as by other organizations to track 
productivity over time. If revenues increase but employee head count remains con-
stant, productivity will increase.

A widely used financial element that can be applied to measure the contribution 
and cost of HR activities is return on investment (ROI), a calculation showing the 
value of investments in human capital. It can also be used to show how long it will 
take for the activities to show results. The following formula can be used to calcu-
late the potential ROI for a new HR practice:

ROI = C
A 1 B

where:

A = Operating costs for a new or enhanced system for the time period
B = One-time cost of acquisition and implementation
C = Value of gains from productivity improvements for the time period

return on investment 
(roi)
Calculation showing the 
value of investments in 
human capital
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ROI is stressed because it is used in many other organizational functions and 
is the “language” used by financial staff and top management. It allows manag-
ers to choose from among various investment opportunities to determine the best 
use of funds.

Human capital value added (HCVA) is an adjusted operating profitability fig-
ure calculated by subtracting all operating expenses except labor expenses from 
revenue and dividing by the total full-time head count. It shows the  operating 
profit per full-time employee. Because labor is required to generate revenues, 
 employment costs are added back into operating expenses. The formula for 
HCVA is:

revenue – (operating expenses [compensation + benefit costs])

full-time head count

Human capital return on investment (HCROI) directly shows the amount 
of profit derived from investments in labor, which represents the leverage the 
 company has on labor cost. The formula for HCROI uses the same adjusted 
 operating profitability figure as are used for HCVA, but it is divided by the human 
capital cost:

revenue (operating expenses – [compensation + benefit costs])

(compensation + benefit costs)

Human economic value added (HEVA) shows the wealth created per employee. 
It shows how much more valuable the organization has become because of its in-
vestment in human capital. Wealth is the net operating profit of a firm after the cost 
of capital is deducted. The cost of capital is the minimum rate of return demanded 
by shareholders. When a company is making more than the cost of capital, it is 
creating wealth for shareholders. An HEVA approach requires that all policies, pro-
cedures, measures, and methods use cost of capital as a benchmark against which 
their return is judged. HR decisions can be subjected to the same analysis. The for-
mula for HEVA is:

net profit after taxes – cost of capital

full-time head count

A variety of financial measures can be assessed to show the contribution hu-
man capital makes to organizational results. Without such measures, it would be 
difficult to know what is going on in the organization, identify performance gaps, 
and provide feedback. Managers should require the same level of rigor in measuring 
HR practices as they do for other functions in the organization. Regardless of the 
time and effort given to HR measurement and metrics, an important consideration 
is that HR effectiveness and efficiency is being measured regularly so that managers 
know how HR practices positively impact the company.

2-9e Human Resources Audit
One means for assessing HR performance is through an HR audit, which is simi-
lar to a financial audit. An HR audit is a formal research effort to assess the cur-
rent state of an organization’s HR practices. This audit is used to evaluate how 
well  activities in each of the HR areas (staffing, compensation, health and safety, 

human capital return 
on investment (hCroi)
Directly shows the 
amount of profit derived 
from investments in labor

human economic 
value added (heva)
Wealth created per 
employee

hr audit
A formal research effort 
to assess the current 
state of an organization’s 
HR practices

human capital value 
added (hCva)
Calculated by subtracting 
all operating expenses 
except labor expenses 
from revenue and divid-
ing by the total full-time 
head count
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etc.) have been performing so that management can identify areas for improvement. 
An HR  audit often helps smaller organizations without a formal HR professional 
identify  issues associated with legal compliance, administrative processes and  record 
keeping,  employee retention, and other areas.

There are many levels of HR audit, including these common ones:

•	 Compliance audit: Checks record keeping on state and federal documentation 
requirements

•	 Benefit programs audit: Reviews regulatory compliance, benefits 
 administration, and reporting

•	 I-9 audit: Reviews compliance with immigration regulations and the I-9 form 
requirement

•	 Specific program audit: Reviews specific HR subareas such as compensation, 
EEO, or training

•	 Full HR audit: Reviews all of the above plus any and all other  
HR functions51

Audits frequently involve a questionnaire and interviews to collect information 
about programs, and they may be performed by outside entities for more objective 
evaluation. They can provide useful assessments about how well HR practices meet 
established standards and requirements.

SUMMARy  
•	 The strategy an organization follows is its 

proposition for identifying how to compete 
successfully and thereby survive and grow.

•	 HR should be involved in developing and 
implementing strategic initiatives throughout 
the organization.

•	 Strategic planning is a core business process 
that results in a road map of organizational 
direction.

•	 Strategic HR management refers to the use 
of practices to gain or keep a competitive 
advantage by aligning individual employee 
performance with the organization’s strategic 
objectives.

•	 Environmental scanning helps pinpoint 
strengths, weaknesses, opportunities, and 
threats that the organization will face during 
the planning horizon.

•	 HR functions may involve merging 
organizational and HR strategies with 
offshoring and global staffing strategies.

•	 HR planning must identify the demand for 
people and the supply of individuals available.

•	 Managing a talent surplus may require reducing 

work hours, downsizing through use of attrition 
and hiring freezes, implementing voluntary 
separation programs, and downsizing the 
workforce.

•	 Managing a talent shortage may be addressed 
through overtime, reducing turnover, using 
contingent workers, and outsourcing.

•	 HR plays a crucial role in mergers and 
acquisitions, particularly in dealing with 
integration and organizational culture issues.

•	 HR effectiveness must be measured using HR 
metrics that consider both strategic and 
operational effectiveness.

•	 Benchmarking allows an organization to 
compare its practices against best practices in 
different organizations, and HR audits can be 
used to get a comprehensive overview of HR 
activities.

•	 The balanced scorecard can be a useful 
framework to measure and combine 
organizational performance measures.

•	 An HR audit is valuable in providing an 
overall perspective or a perspective of several 
specific areas.
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CASE HR’s Performance Consulting  
at Ingersoll Rand

Many people who work in the HR profession focus 
their efforts on improving the typical HR activi-
ties that are performed in a firm, including staffing, 
training and development, compensation, and 
performance appraisal. However, they sometimes 
overlook the important strategic objectives of their 
employers. This is why managers in other areas of 
a company often fail to see the importance of HR 
staff. There doesn’t seem to be any real connection 
between what the HR function does and what the 
firm is trying to accomplish strategically. There-
fore, HR professionals need to get involved with 
performance consulting in companies, which re-
quires them to be more proactive in their approach 
to managing HR activities.

This is what Craig Mundy focused on when he 
was given the opportunity to take over the HR area 
in Ingersoll Rand’s Climate Solutions, a large and 
valuable business unit within the company that was 

created by merging Trane and Thermo King under 
one operational umbrella. The unit employs 25,000 
individuals and has locations in over 60 nations. 
Performance consulting was particularly important 
to Climate Solutions because the global economic 
downturn occurred right after the unit was created, 
which means that costs had to be managed while 
the organization tried to make global gains.

The HR group worked with managers to create 
positive talent plans to help the unit reach its stra-
tegic goals. In particular, the following issues were 
addressed by HR:

•	 The key gaps that stopped individuals from 
accomplishing their objectives were highlighted.

•	 Diverse approaches that effectively reduced 
gaps were identified.

•	 Solutions tied to talent management were 
created and utilized.

CRITICAL THINkING CHALLENGES  
1. Discuss how globalization has changed jobs in 

an organization where you have worked. What 
are some HR responses to those changes?

2. What steps can HR professionals take to ensure 
that mergers and acquisitions are successful? 
How can HR help during the integration process?

3. How can an organization maintain its image 
while dealing with a talent surplus? If layoffs 
are necessary, what would you recommend 
managers do to ensure that survivors remain 
committed and productive?

4. As the HR manager for a multinational 
corporation, you want to identify HR 
competencies that are critical for global 
companies. Visit the website for the World 
Federation of People Management Association 
(www.wfpma.com) to research the topic and to 
identify differences in the body of knowledge in 
different parts of the world.

5. As the HR Director of a U.S.-based company 
that is looking at global opportunities in 
China, you have been asked by the company 
president to prepare an outline for an HR 
strategic plan as part of the company’s 
expansion process. You need to develop an 
HR strategic plan that will integrate the 
goals, objectives, and strategies of the HR 
department with those of the company. The 
plan also needs to support the objectives of 
other departments within the company. To get 
ideas on how to develop an HR strategic plan, 
go to www.workinfo.com.

A. What is the process to use for identifying the 
components of the HR strategic planning 
process?

B. What other company strategic objectives 
must the HR strategic plan integrate and 
support?
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Another step involved developing a talent solutions 
framework that enabled leaders to identify the causes 
of performance problems in the organization and to 
develop fixes. The framework is based on workforce 
planning, which involves finding out the firm’s talent 
requirements. Once these needs are known, leaders 
can determine how and when employees will be hired. 
Developing individuals once they are hired is the next 
issue that is addressed in the framework, followed by 
how to improve employee engagement and retention. 
Finally, performance needs to be monitored so that 
successes can be documented. Using this talent solu-
tions framework at Ingersoll Rand enabled the HR 
group to play a more strategic role in the company.52

Questions

1. Why do HR personnel need to think more stra-
tegically in companies? Why might such an ap-
proach enable HR to be taken more seriously by 
other managers?

2. How would you evaluate the talent solutions 
framework developed for the Climate Solutions 
unit at Ingersoll Rand? Is the approach some-
thing that you could use as a line manager or as 
an HR professional, or should it be changed or 
developed further?

 1. Adapted from Dori Meinert, “Hiring 
Frenzy,” HR Magazine, June 2013, 
pp. 31–35.

 2. Chris Bradley, “Managing the Stra-
tegic Journey,” McKinsey Quarterly, 
July 2012, pp. 1–12.

 3. Chris Bradley et al., op cit, p. 1.
 4. Stephen Hall et al., “How to Put 

Your Money Where Your Strategy 

Is,” McKinsey Quarterly, March 
2012, pp. 1–12.

 5. Geri Tucker, “HR at the Corner of 
People and Strategy,” HR Magazine, 
May 2014, pp. 42–44.

 6. Adapted from Stephen Hall et al., 
“How to Put Your Money Where 
Your Strategy Is,” McKinsey  
Quarterly, March 2012, p. 9.

 7. Arne Gast and Michele Zanini, “The 
Social Side of Strategy,” McKinsey 
Quarterly, May 2012, pp. 1–10.

 8. “Crowdfunding,” T+D, October 
2013, p. 17; Tessa MacDougall,  
“A New Corporate Social Responsi-
bility Strategy: Integrated Corporate 
Crowdfunding,” June 16, 2014, 
Crowdfund Insider Online,  

SUPPLEMENTAL CASES  

analytics at PricewaterhouseCoopers

This case illustrates how turnover in a company 
was dealt with by surveying current and former 
employees to develop better HR strategies. (For 
the case, go to www.cengage.com/management/
mathis.)

Where do you Find the bodies?

This case identifies problems associated with HR 
planning and recruiting in a tight labor market. (For 
the case, go to www.cengage.com/management/
mathis.)

Xerox

This case highlights the challenges of employee 
 retention during stressful and unpredictable times 
when Xerox was undergoing a significant shift in 
its strategic focus. (For the case, go to www.cengage 
.com/management/mathis.)

Pioneers in hr analytics

HR analytics at four different organizations helped 
solve several problems, and this case shows how 
analytics can be used. (For the case, go to www 
.cengage.com/management/mathis.)

END NOTES  
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What’S trending in
equal employment opportunity

Equal employment opportunity (EEO) continues to be a critical issue in 
 organizations. In particular, HR professionals must understand the relevant 
employment laws that govern how organizations are supposed to treat their 
workers. They must also understand important concepts related to EEO so 
that they can develop fair and appropriate work policies that protect worker 
rights. Here’s what’s currently trending in EEO:

1. Workplace discrimination is an ongoing concern for organizations. HR 
departments should recognize the different individual characteristics 
and work processes that can lead to discrimination. They must also take 
steps to correct these conditions.

2. Sexual harassment is not a new issue in organizations, but it is still an 
 important one. Companies should develop policies that educate employees 
about sexual misconduct so that they act professionally at work.

3. Providing reasonable accommodations for pregnant employees, workers 
with disabilities, and individuals with military backgrounds are important 
EEO issues today. HR professionals should understand the relevant laws 
and create policies that provide these individuals fair work situations.

4. Diversity enables companies to capitalize on employees’ unique at-
tributes. However, it has also created challenges for HR professionals 
because these differences can cause problems and misunderstandings. 
HR should create practices that allow employees to capitalize on their 
diverse characteristics.

Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Identify the major gov-
ernment agencies that 
enforce employment 
discrimination laws.

LO2 Outline key provisions 
in the Civil Rights 
Acts of 1964 and 
1991 and compare 
the two theories of 
unlawful employment 
discrimination.

LO3 Show how women 
are affected by pay, 
job assignments, and 
career issues.

LO4 Distinguish between 
the two types of 
 sexual harassment 
and explain how 
 employers can pre-
vent such misconduct.

LO5 List key elements of 
disability discrimina-
tion laws.

LO6 Discuss the legal 
protections to 
prevent bias and 
discrimination based 
on age, religion, 
national origin, and 
other factors.

Equal Employment 
Opportunity3

c h a p t e r
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Religion is important to many individuals. Almost 70% 

of people in the United States believe that they are 

 moderately to very religious. Roughly 77% claim to be 

Christian, 5% believe in a non-Christian faith, and 18%  subscribe 

to no particular religion. Despite these trends,  demographic 

changes will likely alter some of these  characteristics as more 

 individuals representing different faiths (e.g., Buddhists, Hindus, 

and Muslims) immigrate into the country.

Religion in the workplace has been a challenge for HR 

 professionals for some time. While religion helps establish unique 

identities for many people, it can also create divisions in compa-

nies when different beliefs are discussed openly at work. In other 

words, religion can separate employees on a range of issues 

that might be better addressed outside of the workplace. Making 

 matters more challenging are federal and state laws that pre-

vent discrimination based on religion affiliation. Recent evidence 

 suggests that many Muslims, atheists, and evangelical  Christians 

believe that they face some prejudice in the workplace, and these 

perceptions can lead to legal actions. For example,  Abercrombie &  

Fitch was recently involved in a lawsuit involving a conflict 

 between religious attire and the company’s dress code.

Despite these challenges, some companies are becoming 

more faith-friendly to employees by allowing them to openly 

 express their religious beliefs. Such 

an  approach can result in enhanced 

individual engagement, commitment, 

and creativity. For example, American 

Airlines allows workers to express 

their religious beliefs and has sup-

ported several faith-based groups 

since the 1990s. They are successful 

because individuals feel more valued. 

These groups have been excellent 

resources for the company when it 

American Airlines 
Balances Workplace 
and Faith
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has had to make workplace accommodations. Managers can make better decisions 

when using critical information provided by such groups. These faith-based groups 

also  provide seminars for staff so that employees are better prepared to satisfy 

 customers’ needs based on their religious beliefs. In addition, American Airlines has 

increased sales by reaching out to various churches and offering travel discounts.1

Basing employment decisions on factors other than worker qualifications is gener-
ally illegal in the United States. The costs of litigation, penalties, and harm to the 
company’s reputation can be substantial when violations occur. With the enactment 
of the Civil Rights Act of 1964 (Title VII), workers of all backgrounds were pro-
vided a more level playing field in terms of employment opportunities. Since then, a 
number of additional laws and executive orders have been implemented to prohibit 
illegal discrimination in the workplace. While the Civil Rights Act stands as the 
foundation of equal employment laws, it is by no means the only regulation affect-
ing the employer–employee relationship. There are other laws that regulate how 
issues such as individual age, disability, and pregnancy are addressed at work.

Employers have paid (and continue to pay) large amounts for violating EEO 
laws. But companies can find ways to effectively develop workforce diversity to 
avoid lawsuits and enhance the workplace. This chapter provides an  introduction 
to nondiscrimination requirements and explains some common best practices 
 related to diversity management. To provide context, Appendix C lists the major 
laws governing workplace nondiscrimination.

3-1 The Nature of Equal Employment 
Opportunity

Civil rights activists in the United States used nonviolent means to protest  unequal 
treatment during the turbulent 1950s. This led to the passage of  important 
 nondiscrimination laws and guaranteed an equal opportunity for  employment to 
all  individuals.2 Equal employment opportunity means that employment  decisions 
must be made on the basis of job requirements and worker qualifications. 
 Unlawful  discrimination occurs when those decisions are made based on  protected 
 characteristics, which are individual attributes such as race, age, sex, disability, or 
religion that are protected under EEO laws and regulations. These  factors are not 
work related and should not be considered. Under federal, state, and local laws, em-
ployers are prohibited from considering the following factors in  making hiring and 
other employment decisions:

•	 Age
•	 Color
•	 Disability
•	 Genetic information
•	 Marital status (some states)

LO1 Identify the 
major government 
agencies that 
enforce employment 
discrimination laws.

protected 
characteristics
Individual attributes that 
are protected under EEO 
laws and regulations
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•	 Military status or experience
•	 National origin
•	 Pregnancy
•	 Race
•	 Religion
•	 Sexual orientation (some states and cities)

These categories are considered protected characteristics under various 
 employment laws and regulations. All workers are provided equal protection. In 
other words, the laws do not favor some groups over others. For example, both men 
and women can file charges on the basis of alleged sex discrimination. Individuals 
representing all religious backgrounds and faiths (e.g., Christians, Jews, Muslims, 
atheists) can claim that their religions rights have been violated based on biases that 
may exist in the workplace.

Equal employment opportunity (EEO) is employment that is not affected 
by  illegal discrimination. It is a broad-reaching concept that essentially requires 
 employers to make status-blind employment decisions. Status-blind decisions are 
made without regard to individuals’ personal characteristics (e.g., age, sex, race). 
Most employers are required to comply with EEO laws. Alternatively, affirmative 
action involves taking proactive measures to increase the number of women and 
 minorities in the workplace in an effort to make up for past patterns of discrimina-
tion. This approach allows employers to consider various personal characteristics 
when making employment decisions.

3-1a Sources of Regulation and Enforcement
The employment relationship is governed by a wide variety of regulations, and all 
three branches of government have played a role in shaping these laws. Federal stat-
utes enacted by Congress form the backbone of the regulatory environment, but 
state and city governments also enact laws governing activity within their regions. 
Various state laws add a degree of complexity to the interpretation and prevention of 
workplace discrimination. Companies should be aware of legislation that may cover 
employees based on where they actually complete work tasks, where they live, and 
where the company conducts business.3 The courts interpret these laws and rule on 
cases, providing guidance about how companies should comply with EEO regula-
tions. Case law helps employers understand how laws are applied and what they 
must do to comply. Executive orders are issued by the president of the United States 
to help government departments, agencies, and contractors manage their operations.

Government agencies responsible for enforcing laws issue guidelines and rules 
to provide details on how the law will be implemented. Employers then use these 
guidelines to meet their obligations in complying with the laws. For example, guide-
lines issued about sexual harassment help companies identify types of misconduct 
and enable them to more effectively handle work incidents.

The two main enforcement bodies for EEO are the Equal Employment Oppor-
tunity Commission (EEOC) and the U.S. Department of Labor (DOL) (in particular, 
the Office of Federal Contract Compliance Programs [OFCCP]). The EEOC enforces 
employment laws for employers in both private and public workplaces. For example, 
the EEOC recently outlined a strategic enforcement plan encouraging companies 
to develop fair criminal background screening practices, establish equitable pay for 
both men and women, and take steps to reduce workplace harassment.4 The DOL 

equal employment 
opportunity
Employment that is 
not affected by illegal 
discrimination

Status-blind
Employment decisions 
that are made without 
regard to individuals’ 
personal characteristics
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has broad enforcement power and oversees compliance with many employment-
related laws. The OFCCP enforces employment requirements set out by executive 
orders for federal contractors and subcontractors. Many states have enforcement 
agencies to ensure compliance with state employment laws. Compliance can become 
complex for companies that operate in multiple states.

Multinational companies face a confusing array of nondiscrimination laws in 
different countries. For example, many European nations have employment 
discrimination laws similar to those found in the United States. But nations in Asia 
and other developing economies can be less restrictive about workplace practices.5 
Leaders often determine the best approach for managing international operations 
by either electing to use the highest standards in all nations or complying with each 
nation’s specific regulations. The “HR Ethics: Handbooks and Codes Reconcile 
Global Employment Laws” feature discusses how companies can deal more 
effectively with the varying labor laws around the world.

global

Handbooks and Codes Reconcile Global  
Employment Laws

A significant hurdle that many global compa-
nies face is the varying employment laws that 
 exist in different countries. In the United States, 
 employee handbooks are not the basis of an 
employment contract, but this is not always 
the case in other nations. In addition, certain 
U.S. employment laws should be discussed with 
employees when they work in other parts of the 
world (for instance, training could be  provided). 
These include rules about bribery (Foreign 
 Corrupt Practices Act), as well as  details about 
what is considered inappropriate workplace be-
havior (e.g., sexual harassment). Additionally, 
nations such as Germany, Canada, and  Australia 
require companies to balance their federal 
 legislation with particular laws in their states, 
provinces, and territories. The wide  variety of 
global and cultural values that firms must rec-
oncile with their corporate culture makes these 
issues even tougher. Different societies have 
varying opinions on sexual orientation, women 
in the workplace, professional conduct, and gift 
giving. These issues sometimes make the en-
forcement of U.S. labor law difficult.

Employers should consider creating a 
team of trained individuals to audit relevant 

employment laws. This team should partner 
with the legal department to make sure that all 
 important legislation is identified and  understood. 
The overall purpose of this audit is to identify how 
various labor laws differ from a company’s current 
employment practices across a wide range of is-
sues such as staffing,  appraisals, discipline, and 
separation. Once these differences are identified, 
a more appropriate set of employment policies 
can be developed that will work on a global scale. 
These policies should be included in a handbook 
that outlines proper procedures and guidelines 
for employees. A global code of conduct can also 
be developed to outline the behaviors that com-
panies expect to see in the global workplace.6

HR professionals should understand and 
manage different international employment laws. 
If you were given the responsibility of  doing this 
in a global firm:

1. How would you encourage HR leaders 
to identify differences in relevant 
employment laws?

2. Once employment law differences are 
identified, how would you manage around 
these issues?

et
h

ic
S 

hr 
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Discrimination remains a concern as the U.S. workforce becomes more di-
verse. According to one expert, HR professionals need to be sensitive to trends in 
the workplace that can precipitate negative legal actions.7 Charges filed with the 
EEOC continue to rise, as shown in Figure 3-1. Over the past 17 years, the total 
number of charges has increased significantly, but the totals have varied from year 
to year. For instance, the total number of changes for 2014 is higher than the total 
reported for 1997, but there were fewer charges reported in 2014 compared to the 
previous three years. While issues related to race and sex have historically repre-
sented the highest percentages of complaints, in recent years, charges of retaliation 
have become much more common and now represent the highest number (and 

Claims Filed, 2014
(Number, Percentage) 

Total 80,680 93,727 

Race 29,199
36.2% 

31,073
35.0%

Sex 24,728 
30.7% 

26,027
29.3%

National origin 6,712
8.3%

9,579
10.8%

Color 762
0.9%

2,756
3.15% 

Retaliation 18,198
22.6% 

37,955
42.8%

Age 15,785
19.6% 

20,588
23.2%

Disability 18,108 
22.4% 

25,369
28.6%

Equal Pay Act 1,134  
1.4%

938
1.1%

Not in force 333
0.4%

Genetic information

Charge Basis Claims Filed, 1997
(Number, Percentage)

Religion 1,709
2.1%

3,549 
4.0% 

Figure 3-1 Charges Filed with EEOC, 1997 and 2014

Note: Totals exceed 100% because of multiple charges filed by an individual claimant.

Source: U.S. Equal Employment Opportunity Commission, http://www.eeoc.gov/eeoc/statistics/enforcement/ 
charges.cfm; http://www1.eeoc.gov/eeoc/newsroom/release/2-4-15.cfm.
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percentage) of complaints. The EEOC investigates charges levied at companies to 
determine whether employees were treated unlawfully, which can lead to findings 
of no discrimination, withdrawn changes, settlements, and/or lawsuits. The EEOC 
has also been held accountable for filing lawsuits against employers without prop-
erly investigating charges and has been forced to reimburse employers’ attorney 
costs and expert witness fees, such as with the temporary employment agency 
Peoplemark.8

3-2 Theories of Unlawful Discrimination
There are two types of unlawful employment discrimination, disparate treatment 
and disparate impact. The first type, disparate treatment, occurs when individuals 
with particular characteristics that are not job related are treated differently from 
others. This type of discrimination is typically overt and intentional, and it often 
follows a pattern or practice. For example, if female applicants are asked interview 
questions regarding child care plans while male applicants are not, then disparate 
treatment may be occurring.

Disparate impact is the second type of illegal discrimination. It occurs when an 
employment practice that does not appear to be discriminatory adversely  affects 
individuals with a particular characteristic so that they are substantially under-
represented as a result of employment decisions that work to their disadvantage. 
This type of discrimination is often unintentional because identical criteria are used, 
but the results can differ for certain groups. For example, using a test for firefighters 
that requires candidates to carry a 100-pound sack down a ladder could result in 
more women being eliminated from selection. The same job-related test is used for 
all candidates, with markedly different results on the basis of sex.

In a landmark case on disparate impact, Griggs vs. Duke Power (1971),9 the 
U.S. Supreme Court ruled that lack of intent is not sufficient for an employer to 
prove that a practice is lawful. The Court also stated that the employer has the 
burden to show that a selection practice is directly job related as a business neces-
sity. Considering the firefighter test that women failed at a higher rate, the test is a 
true reflection of a job-related duty—carrying a person out of a burning building. 
Therefore, the test would be lawful even though women would not pass at the same 
rate as men. A thorough job analysis and a search for alternate selection practices 
are important steps when disparate impact occurs. The employer must demonstrate 
that there is no reasonable nondiscriminatory method available to use. Appendix D 
explains how disparate impact is defined under the federal government’s Uniform 
Guidelines on Employee Selection Procedures.

Unlawful discrimination can occur in any number of employment-related 
 decisions, including recommendations for advancement opportunities, selection for 
training seminars, allocation of rewards, and layoffs and terminations. Employers 
should analyze job requirements, keep good records, and review personnel actions 
to make sure that employment decisions are lawful and prevent claims of disparate 
treatment and disparate impact. Managers can also be taught to recognize situa-
tions that can lead to discrimination. Training can enhance diversity awareness in 
organizations, efforts that are discussed later in this chapter. Finally, a recent study 
found that the use of assessment center data compared to top-down appraisals 
might mitigate adverse impact when many of the raters are white men. The findings 

ethicS

disparate treatment
Occurs when individuals 
with particular charac-
teristics that are not job 
related are treated differ-
ently from others

disparate impact
Occurs when an 
 employment practice that 
does not appear to be 
discriminatory adversely 
affects individuals with a 
particular characteristic 
so that they are substan-
tially underrepresented 
as a result of employ-
ment decisions that work 
to their disadvantage
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c h a p t e r  3   Equal Employment Opportunity 87

also implied that top-down appraisals that were well developed, job specific, and 
supported by rater training could lead to greater advancement for women and 
 minorities, and they could also reduce legal challenges.10

3-2a Equal Employment Opportunity Concepts
Court decisions and administrative rulings have helped define several basic EEO 
concepts. The four key concepts discussed next (see Figure 3-2) help clarify key 
EEO ideas that lead to fair treatment and nondiscriminatory employment decisions.

Business Necessity and Job relatedness A business necessity is a prac-
tice necessary for safe and efficient organizational  operations, such as restricting 
 employees from wearing garments that might get caught in machinery although 
the attire may be required by an employee’s religion. Business necessity has been the 
subject of numerous court cases. Educational  requirements are often decided on the 
basis of business necessity. However, an  employer that requires a minimum level of 
education, such as a high school diploma, must be able to defend the requirement 
as essential to the performance of the job (job related), which may be difficult. For 
instance, equating a high school diploma with the possession of math or reading 
abilities is considered questionable.

Employers are expected to use job-related employment practices. For instance, 
the use of criminal background checks and credit reports in the selection process 
has come under fire because it can result in disparate impact directed at minor-
ity applicants. The EEOC has issued guidelines stating that the nature of the job 
sought by the applicant is a major determining factor in whether a criminal con-
viction is job related. Consequently, employers must find a balance between their 
obligations to provide a safe working environment and their duty to ensure equal 
employment opportunity. PepsiCo was forced to rescind its rigid policy on criminal 
background checks because it screened out individuals who had been convicted of 
minor  offenses that were irrelevant to warehouse jobs.11

Nondiscriminatory
Decisions

Nonretaliatory Practices

Business Necessity
Job Relatedness

Bona Fide Occupational
Quali�cation (BFOQ)

Burden of Proof

business necessity
A practice necessary for 
safe and efficient organi-
zational operations

Figure 3-2 EEO Concepts
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However, the state of Texas recently challenged the EEOC’s guidance regarding 
the hiring of convicted felons. Their position is that it is acceptable for organizations 
to have policies that ban the employment of criminals. But a recent ruling by the U.S. 
District Court for the Northern District of Texas rejected the claims made in the law-
suit.12 On a related issue, even though federal and state laws prevent employers from 
making inquiries about the arrest records of job candidates, they can investigate cur-
rent employees’ arrests and take appropriate action. While employment decisions 
cannot be based simply on arrest records, they can be made based on the behav-
iors that lead to arrests, including conduct that raises concerns about safety and/
or  security. When disciplining employees who have been arrested, employers should 
also point out that the conduct is job related and an issue of business necessity.13

During the last economic recession, the credit status of many individuals was 
negatively impacted because of job loss. They were further harmed when  employers 
used credit histories during the hiring process and denied them employment. A 
number of states enacted laws to prevent the use of negative credit reports in  hiring 
decisions unless the job requires handling money or involves spending  authority. 
There is currently no federal law addressing this issue, but the EEOC has spoken 
out against the practice, and the U.S. Congress has considered enacting legislation. 
The crucial outcome is that hiring criteria must be specifically job related and a 
matter of business necessity.14

Bona Fide Occupational Qualification Employers may discriminate on 
the basis of sex, religion, or national origin if the characteristic can be justified 
as a bona fide occupational qualification reasonably necessary to the normal 
 operation of the particular business or enterprise. Thus, a bona fide  occupational 
 qualification (BFOQ) provides a legitimate reason an employer can use to  exclude 
persons on otherwise illegal bases of consideration. The application of a BFOQ is 
very narrowly determined and an employer seeking to justify hiring on this basis 
is advised to obtain prior authorization from the EEOC.

What constitutes a BFOQ has been subject to different interpretations in vari-
ous courts. Legal uses of BFOQs may occur when gender is used as a BFOQ when 
hiring women for certain jobs (e.g., a cocktail server at a gentlemen’s club) or when 
religious organizations hire individuals who are members of particular faith.

Burden of Proof When a legal issue regarding unlawful discrimination is raised, 
the burden of proof must be satisfied to file suit against an employer and establish 
that illegal discrimination has occurred. The plaintiff charging discrimination must 
establish a prima facie case of discrimination through either factual or statistical 
evidence, meaning that sufficient evidence must be provided to the court to support 
the case and allow the plaintiff to continue with the claim. Once a case has been 
established, the burden then shifts to the employer, who must provide a  legitimate 
nondiscriminatory reason for the decision, such as focusing on job- related factors 
and/or business necessity. The plaintiff then must show either that the employer’s 
motivation or rationale was a pretext for discrimination or that there is an alterna-
tive employment approach that would not result in  discrimination. The plaintiff 
maintains the final burden of proof that unlawful discrimination underlies an em-
ployment decision.

Nonretaliatory Practices Employers are prohibited from retaliating against 
 individuals who file discrimination charges. Retaliation occurs when employers take 

bona fide 
 occupational 
 qualification (bFoq)
Characteristic providing 
a legitimate reason an 
employer can exclude 
persons on otherwise 
illegal bases of 
consideration

burden of proof
What individuals who file 
suit against employers 
must prove to establish 
that illegal discrimination 
has occurred

retaliation
Punitive actions taken 
by employers against 
individuals who exercise 
their legal rights
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punitive actions against individuals who exercise their legal rights. For example, a 
former police officer filed an EEOC charge alleging sex discrimination when she was 
transferred to a less prestigious job. She later learned that she was receiving less over-
time work than her peers and used the department’s copier to copy her coworkers’ 
payroll stubs to substantiate her claim. The city’s attorney threatened to criminally 
prosecute her for making the copies on the department’s equipment but offered to 
drop the charges if she withdrew her EEOC complaint. The plaintiff was awarded 
over $400,000 in damages and costs.15 Another case occurred when the EEOC won 
a judgment against Cognis Corporation for taking retaliatory  action against Steven 
Whitlow, a former employee. The firm implemented a procedure  requiring employees 

What to Do When the EEOC Comes Knocking

Having to respond to the EEOC when claims 
of discrimination are levied at a company is a 
daunting task for HR professionals. Such inci-
dents are becoming more common because 
there have been steady increases in charges 
of age, race, and disability discrimination and 
workplace retaliation. Consequently, HR and 
other operating managers must be prepared to 
effectively respond to the EEOC as quickly and 
succinctly as possible.

But how should they do this? It  is 
important for companies to make a good first 
impression by taking an allegation seriously. 
HR professionals and managers should 
provide the EEOC with any information that 
is requested and make sure that important 
files and documents are not discarded. They 
need to protect confidentiality and ensure that 
no retaliation occurs. It is important to notify 
the company’s insurer about the incident. An 
internal investigation should also be conducted, 
preferably by individuals who have some legal 
training. Finally, employee interviews should be 
conducted, and all documentation should be 
thoroughly reviewed.

A pos i t ion statement can then be 
developed that details important points about 
the company’s response to the discrimination 

claim. The company’s position on the charges 
should be clearly presented, a summary of the 
business and its policies should be provided, 
and an overview of the employee’s situation in 
relation to past decisions should be provided. 
An organization also needs to effectively 
respond to a request for information (RFI) by 
providing the EEOC with any materials that 
are needed. Mediation can sometimes be an 
option if the claim is deemed eligible and both 
parties are willing to participate in the process. 
Settlements can also be formulated between 
the parties at any point during the process of 
an investigation. A final consideration is that 
organizations should do their best to respond 
quickly to an EEOC investigation.16

HR professionals should know how to 
effectively manage EEOC investigations. If you 
had to do this in a future job:

1. What kinds of issues would you consider 
when developing policies related to EEOC 
investigations? Who would you include in 
this development process, and what issues 
do you think are the most important?

2. What other factors do you think companies 
should consider when dealing with allega-
tions of discrimination?
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to sign a “last-chance” agreement in which each employee forfeited the right to ever 
file discrimination charges for any alleged violations by the company in exchange for 
continued employment. Whitlow had worked at the company for 19 years, and he re-
fused to comply. Cognis, in turn, fired him in retaliation for not signing the agreement. 
The court ruled in favor of the EEOC and Whitlow, stating that the company acted 
unlawfully and violated a fundamental right of employees in the United States to file 
charges or lawsuits when they believe an employer discriminated against them.17

Retaliation claims now constitute many of the charges filed with the EEOC. This 
is because they can be added to all antidiscrimination charges, and a wide range of 
workplace decisions might be interpreted as retaliatory. An important  aspect of retal-
iation charges is that the charging party may lose the case on the basis of discrimina-
tion but still win if the employer took punitive action against him or her. To prevent 
charges of retaliation, the following actions are recommended for employers:18

•	 Create and disseminate an antiretaliation policy.
•	 Train supervisors on what retaliation is and what actions are not appropriate.
•	 Review all performance evaluation and discipline records to ensure consistency 

and accuracy.
•	 Conduct a thorough internal investigation of any claims and document the results.
•	 Take appropriate action when any retaliation occurs.

Even though HR professionals and operating managers may follow these ac-
tions, EEOC investigations sometimes occur when allegations of retaliation and 
other forms of unlawful discrimination are advanced. These professionals must 
develop a game plan that enables them to effectively respond to allegations and 
protect the interests of both the organization and its employees. The previous “HR 
Competencies & Applications: What to Do When the EEOC Comes Knocking” fea-
ture explores important issues that should be considered when the EEOC conducts 
an investigation.

3-3 Broad-Based Discrimination Laws
Comprehensive equal employment laws provide broad-based protection for appli-
cants and employees. This section provides an overview of the broad-based discrim-
ination laws, and the various subsections give more specific details about the major 
laws and compliance requirements.

3-3a Civil Rights Act of 1964, Title VII
Although the very first civil rights act was passed in 1866, it was not until passage 
of the Civil Rights Act of 1964 that the keystone of antidiscrimination employment 
legislation was put into place. Title VII, the employment section of the Civil Rights 
Act of 1964, details the legal protections provided to applicants and employees, and 
it defines prohibited employment practices. Title VII is the foundation on which all 
other workplace nondiscrimination legislation is built.

Title VII of the Civil Rights Act states that it is illegal for organizations to dis-
criminate in any way based on a person’s sex, race, national origin, color, and/or 
religion. Coverage includes hiring decisions, terminations, promotions, demotions, 
compensation, working conditions, and many other personnel actions.

LO2 Outline key 
provisions in the Civil 
Rights Acts of 1964 
and 1991 and compare 
the two theories of 
unlawful employment 
discrimination.
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Title Vii Coverage Title VII, as amended by the Equal Employment Opportunity 
Act of 1972, covers most employers in the United States. Any organization meeting 
one of the following criteria must comply with rules and regulations that specific 
government agencies have established to enforce the act:

•	 All private employers of 15 or more employees
•	 All educational institutions, public and private
•	 State and local governments
•	 Public and private employment agencies
•	 Labor unions with 15 or more members
•	 Joint labor–management committees for apprenticeships and training

Title VII has been the basis for several extensions of EEO law. For example, in 
1980, the EEOC interpreted the law to include sexual harassment. Further, a num-
ber of concepts identified in Title VII are the foundation for court decisions, regula-
tions, and other laws discussed elsewhere in this chapter.

3-3b Civil Rights Act of 1991
In response to several U.S. Supreme Court decisions during the 1980s, Congress 
amended the Civil Rights Act of 1964 to strengthen legal protection for employees, 
provide for jury trials, and allow for damages payable to successful plaintiffs in 
 employment discrimination cases.19 A key provision of the 1991 act relates to how 
U.S. EEO laws are applied globally.

The Civil Rights Act of 1991 requires that employers show that an employment 
practice is job related for the position and consistent with business necessity. The 
act clarifies that plaintiffs bringing discrimination charges must identify the particu-
lar employer practice being challenged and must show only that protected status 
played some role in their treatment. For employers, this means that an individual’s 
race, color, religion, sex, or national origin must play no role in employment deci-
sions. The act allows people who have been targets of intentional discrimination 
based on sex, religion, or national origin to receive both compensatory and punitive 
damages. The penalties are scaled by the size of employer, as shown in Figure 3-3. 

Figure 3-3 Penalties under the Civil Rights Act of 1991, by Employer Size
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Source: U.S. Equal Employment Opportunity Commission Enforcement Guidance, http://www.eeoc.gov/policy/ 
docs/damages.html.
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However, some states have not changed their nondiscriminatory laws to allow for 
punitive damages, which can limit plaintiffs’ ability to receive them in a lawsuit. For 
example, a recent ruling related to the Iowa Civil Rights Act indicated that three in-
dividuals could not receive punitive damages for sex discrimination, sexual harass-
ment, and workplace retaliation because the laws in the state had not been revised.20

3-3c Executive Orders 11246, 11375, and 11478
Several important executive orders have been issued by the U.S. president that affect 
the employment practices of federal contractors and subcontractors. The OFCCP 
in the U.S. Department of Labor is responsible for overseeing federal contractor 
 operations and ensuring that unlawful discrimination does not occur. Executive 
 Orders 11246, 11375, and 11478 require federal contractors to take affirmative action  
to compensate for historical discrimination against women, minorities, and individ-
uals with disabilities. The concept of affirmative action is not without controversy, 
and some states have passed laws banning such programs.

Supporters offer many reasons why affirmative action is important, while oppo-
nents argue firmly against it. Individuals can consider both sides in the debate and 
compare them with their personal views of affirmative action. Whether one sup-
ports or opposes affirmative action, it is important to understand why its supporters 
believe that it is needed and why its opponents believe it should be discontinued.

3-3d Managing Affirmative Action Requirements
Federal contractors are required to develop and maintain a written affirmative action 
program (AAP) that outlines proactive steps the organization will take to attract 
and hire members of underrepresented groups. This data-driven program includes 
analysis of the composition of the company’s current workforce with a comparison 
to the availability of workers in the labor market. The overall objective of the AAP 
is to have the company’s workforce demographics reflect as closely as possible the 
demographics in the labor market from which workers are recruited. The contents 
of an AAP and the policies flowing from it must be available for  review by managers 
and supervisors within the organization. The AAP is reviewed by the  OFCCP and 
is subject to periodic audits to ensure compliance. In addition to an extensive 
workforce analysis, the AAP includes goals, timetables, and documentation of good 
faith efforts to reduce and prevent employment discrimination against historically 
disadvantaged groups. Organizations implement outreach programs, targeted 
recruiting, and training programs to recruit and advance women, minorities, and 
people with disabilities. Affirmative action plans vary in length; some are long 
and require extensive staff time to prepare.

3-3e Managing Racial and Ethnic  
Discrimination Issues

The original purpose of the Civil Rights Act of 1964 was to address race discrimi-
nation in the United States. This concern continues to be important today. To take 
 appropriate actions, employers should be aware of potential HR issues that are 
based on race, national origin, and citizenship.

Charges of racial discrimination continue to make up many of the complaints 
filed with the EEOC. Employment discrimination can occur in numerous ways. This 
can include refusal to hire someone because of their race or ethnicity and questions 

affirmative action 
 program (aap)
A document that outlines 
proactive steps the 
organization will take to 
 attract and hire members 
of underrepresented 
groups

affirmative action
Proactive employment 
practices to compensate 
for historical discrimina-
tion against women, mi-
norities, and individuals 
with disabilities.
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found in a selection interview. All employment inquiries and decisions should be 
based on job-related factors, not personal characteristics. See Appendix E for exam-
ples of legal and illegal pre-employment inquiries. The EEOC found that a trucking 
delivery company failed to hire qualified black applicants for dockworker positions 
because factors unrelated to job performance were used in their hiring decisions. 
The company had to pay $120,000 to settle the lawsuit.21

Sometimes racial discrimination is very subtle. Some firms have tapped 
 professional and social networking sites to fill open positions. However, net-
working sites may not be easily accessible to some people, resulting in disparate 
impact. The use of employee referral programs can lead to a more homogenous 
workforce  because employees may be more likely to refer people who are similar 
to themselves. One  solution is to make sure a hiring organization uses recruitment 
approaches that  secure a diverse applicant pool. This can be done by avoiding pro-
cedures that make it difficult for some groups to learn about and apply for open 
positions. Another possible solution is to use anonymous application procedures 
in which names and other identifying characteristics of applicants are deleted from 
candidate documents. Decision makers in the hiring process are presented only with 
credentials and job-relevant information. This procedure, while controversial, may 
level the playing field and reduce the possibility of selection bias.22 Under federal 
law, discriminating against people because of skin color is just as illegal as discrimi-
nating because of race. For example, one might be guilty of color discrimination but 
not racial discrimination if one hired light-skinned African Americans over dark-
skinned individuals.

racial and ethnic Harassment Racial and ethnic harassment is such a concern 
that the EEOC has issued guidelines on it. It is recommended that employers adopt 
policies against harassment of any type, including ethnic jokes, vulgar epithets, ra-
cial slurs, and physical actions that could constitute harassment. The consequences 
of not enforcing these policies are seen in a case involving a major transportation 
company that subjected African-American employees to a racially hostile working 
environment and discriminatory employment conditions. The company was fined 
$11 million in penalties.

Other cases demonstrate the importance of these issues. For instance, an African-
American police sergeant was allowed to pursue a discrimination case when he was 
transferred to a late night shift that reduced his work responsibilities compared to his 
other colleagues.23 In another case, a white accountant working for a Korean-owned 
company claimed that she was not given a promotion to a higher position because she 
wasn’t of Korean heritage. The HR manager stated that Korean leaders in the firm 
did not want to consider Americans for the promotion, which allowed her to pursue a 
lawsuit.24 However, in another case, it was found that an organization did not unlaw-
fully discriminate based on race when it relied on merit-based recruitment procedures 
to hire a white woman rather than promoting an employee who was black.25

3-4 Sex and Gender Discrimination Laws 
and Regulations

The inclusion of sex as a basis for protected status in Title VII of the 1964 Civil 
Rights Act has led to additional areas of legal protection, and a number of laws and 
regulations now address discrimination based on sex or gender.

LO3 Show how 
women are affected by 
pay, job assignments, 
and career issues.
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3-4a Pregnancy Discrimination
The Pregnancy Discrimination Act (PDA) of 1978 amended Title VII to require 
that employers treat maternity leave the same as other personal or medical leaves. 
Closely related to the PDA is the Family and Medical Leave Act (FMLA) of 1993. 
The FMLA requires that qualified individuals be given up to 12 weeks of unpaid 
family leave and also requires that those taking family leave be allowed to return 
to jobs (see Chapter 13 for details). The FMLA applies to both men and women. 
The American with Disabilities Act Amendments Act (ADAAA) also expanded the 
definition of a disability to include less permanent and serious physical and mental 
issues, which can be interpreted to cover pregnancies.26 There are also states (Texas, 
Maryland, Connecticut, and California) that govern the treatment of pregnant em-
ployees. For instance, a new law covering individuals working in New York City 
requires companies to provide bathroom breaks, rest periods, and other reasonable 
accommodations to pregnant workers.27

Despite these domestic concerns, pregnancy discrimination is a global issue. 
Women around the world have experienced discrimination because of pregnancy 
despite legal protections related to childbirth and child rearing. For example, Italian 
women experience the lowest employment rate in the European Union, Italy ranks 
below Ghana and Bangladesh in terms of gender equality, and some Italian workers 
have reported being fired after giving birth.28

Discrimination may occur because of employer perceptions of the pregnancy 
 affecting the employee’s job performance and attendance. Such discrimination 
might occur from questions related to pregnancy or child care plans asked during 
an  employment interview. It may also occur because of negative views about preg-
nancy and/or taking maternity leave. Finally, illegal discrimination can result when 
a pregnant applicant is not hired or is transferred or terminated.

Courts have generally ruled that the PDA requires employers to treat pregnant 
employees the same as those who are not pregnant. Employers do have a right 
to maintain performance standards and expectations of pregnant employees. But 
they should be cautious to use the same standards for nonpregnant employees and 
employees with other medical conditions. Finally, managers who are misinformed 
about issues related to pregnancy discrimination can lead to claims. Companies 
should provide some training to reduce these concerns.29

3-4b Equal Pay and Pay Equity
The Equal Pay Act of 1963 requires employers to pay similar wage rates for similar 
work without regard to gender. A common core of tasks must be similar to jus-
tify similar wages. Tasks performed only intermittently or infrequently do not make 
jobs different enough to justify different wages. Differences in pay between men and 
women in the same jobs are permitted because of:

1. Differences in seniority
2. Differences in performance
3. Differences in quality and/or quantity of production
4. Factors other than sex, such as skill, effort, and working conditions

In response to a procedural issue in pursuit of a fair pay claim, Congress en-
acted the Lilly Ledbetter Fair Pay Act in 2009. This law eliminates the statute of 
limitations for employees who file pay discrimination claims under the Equal Pay 

global

00709_ch3_ptg01_080-120.indd   94 12/10/15   3:10 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a p t e r  3   Equal Employment Opportunity 95

Act. Each paycheck is essentially considered a new act of discrimination. Lawmak-
ers recognized that because pay information is often secret, it might take months 
or even years for an employee to discover the inequity. The successful plaintiff can 
recover up to two years of back pay.

Pay equity involves the idea that pay for jobs requiring comparable levels of 
knowledge, skill, and ability should be similar, even if actual duties differ signifi-
cantly. This theory has also been called comparable worth in earlier cases. Some 
state laws mandate pay equity for public-sector employees. However, U.S. federal 
courts generally have ruled that the existence of pay differences between the differ-
ent jobs held by women and men is not sufficient to prove that illegal discrimina-
tion has occurred. For instance, a court recently found that a female engineer did 
not face gender discrimination when she was compensated less than more experi-
enced male colleagues who worked in higher-level engineering jobs.30

Ongoing interest in the notion of pay equity is due to the continuing gap be-
tween the earnings of women and men. Women have traditionally earned less than 
men in various occupations and professional fields. However, recent evidence sug-
gests that these differences are slowly eroding, which is good news for gender equity 
in the workplace.31 Figure 3-4 shows that the gender pay gap is shrinking, especially 
for Millennials. In 2012, the income of women who were 25 to 34 years old was 
93% of the income earned by men. The income of all working women (ages 16 
and older) was 84% of the income earned by men. However, other evidence indi-
cates that pay gaps tend to increase as Millennials are promoted into higher-level 
positions.32

Even though the situation may be improving, gender-based pay inequity is 
still a concern. Women tend to take more time off during their childbearing years.  

pay equity
The idea that pay for jobs 
requiring comparable 
levels of knowledge, skill, 
and ability should be sim-
ilar, even if actual  duties 
differ significantly

Figure 3-4 Women’s Median Hourly Income as a Percentage of Men’s Income

2005—All women, ages 16 and up (83%), Millennials, ages 25 to 34 (89%)

2012—All women, ages 16 and up (84%), Millennials, ages 25 to 34 (93%)
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This makes it difficult to remain on par with their male counterparts, resulting in a 
pay gap. Persistent, widespread beliefs about how women should act and how they 
should be treated might also negatively impact women’s workplace experiences and 
pay.33 One study found that biases might be driving the tendencies of managers to 
give men higher merit-based raises than women.34 The following “HR Perspective: 
Sociometric Solutions Study Reveals Gender Bias” feature discusses that it is likely 
women still face workplace discrimination based on gender beliefs.

Employers can take steps to reduce pay inequities, including the following:

•	 For the most accurate overall picture, include all benefits and other items that 
are part of pay to calculate total compensation.

•	 Make sure people know how the organization’s pay practices work.
•	 Base pay on the value of jobs and performance.
•	 Benchmark against local and national markets so that pay structures are 

competitive.
•	 Conduct frequent audits to ensure that pay is fair internally and that there are 

no gender-based inequities.

3-4c Managing Sex and Gender Issues
The influx of women into the workforce has had major social, economic, and organiza-
tional consequences. In particular, the growing number of women has led to more sex 
and gender issues related to jobs and careers. Since women bear children and tradition-
ally play a significant role in raising children, issues of work–life balance can emerge. 
Respect for employees’ lives outside of the workplace can pay off in terms of attracting 
and retaining high-quality talent. Organizations can offer a range of options to help 
employees achieve satisfaction in both their work and personal lives. Glassdoor.com 
reports that organizations on its annual list of the Top 25 Companies for Work–Life 
Balance have many of the following attributes, characteristics, and/or programs:

•	 Support from senior leadership for work–life balance programs
•	 Flexible hours
•	 Telecommuting options
•	 Compressed work weeks
•	 Family-friendly work environments
•	 Generous paid time off
•	 On-site cafeteria
•	 On-site fitness center

Employees at different career stages and with different household structures 
may seek different elements to help balance work and family obligations. For exam-
ple, single employees may value flexible work arrangements but not a work–family 
culture. Parents may value the work–family culture and supervisors’ social support. 
Organizations considering implementing work–family balance programs have a 
wide range of choices. They benefit most by customizing to their specific cultures 
and situations rather than adopting a one-size-fits-all approach.35

glass Ceiling For years, women’s groups have alleged that women in workplaces 
encounter a glass ceiling, which refers to discriminatory practices that have pre-
vented women and other minority status employees from advancing to executive-
level jobs. For instance, women still hold a small percentage of top leadership jobs 

glass ceiling
Discriminatory practices 
that have prevented 
women and minority 
status employees from 
advancing to executive-
level jobs
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in corporations. As recently as 2014, only 54 of the Fortune 1000 companies are 
led by a female CEO.37 Women working in other parts of the world also seem to 
face the glass ceiling. Women employed in Latin American countries such as Brazil, 
Chile, Argentina, and Mexico are not well represented in upper-level positions.38

Another problem is that women have tended to advance to senior management 
in a limited number of support or staff areas, such as HR and corporate communi-
cations. Limits that keep women from progressing only in certain fields have been 
referred to as glass elevators. Since executive jobs in these areas tend to pay less 
than jobs in other operational areas, the overall impact can be a reduction in wom-
en’s career progression and income. A related issue involves the “glass cliff.” This 
situation occurs when women and minorities are promoted into top management 
positions only when companies are failing, often to be replaced by white men when 
they don’t save the organization.39

Sociometric Solutions Study Reveals 
Gender Bias

Women have greatly varied workplace experi-
ences. Some experiences are positive, while 
others are negative. Sheryl Sandberg, for ex-
ample, was able to rise above the competitive 
male-dominated arena of Silicon Valley and 
become Facebook’s chief operating officer. 
For other women, however, dealing with pre-
vailing gender beliefs, cognitive biases, and 
work– family conflict issues can be challeng-
ing. Women also face gender biases in hiring 
decisions, preferences for male leadership 
styles, and differing attitudes about women and 
child rearing. Current workplace statistics are 
 troubling—women still receive less in earnings 
than do men in the United States. Only 4.2% of 
Fortune 500 firms have female CEOs.

A recent study conducted by the data 
analytics company Sociometric Solutions 
tried to determine some of the reasons why 
women face these issues. Information was 
collected from subjects working for one of 
three firms in the United States, including 
a large banking call center, a large maker of 
office products, and a medium-sized pharma-
ceutical organization. Sensor ID badges were 
worn by both men and women for six weeks. 

These sensors tracked their discussions with 
others and movement patterns. Their email, 
phone, and instant message information was 
also evaluated.

The researchers found that women outper-
formed men in the banking call center, but this 
didn’t seem to get them promoted. The data 
also showed that men and women scored simi-
larly with regard to interactive capabilities. But 
women filled only 13% of the top leadership 
positions in the firm (50% of the organization’s 
employees were women). These findings sug-
gest that there is still more that can be done 
to make the workplace more equitable for both 
women and men. Employers should focus 
on key performance measures and objective 
criteria.36

Based on the challenges identified in the 
Sociometric Solutions study, consider the 
 following questions:

1. What other gender challenges do you think 
women face in the workplace?

2. What more can companies do to make 
women’s career experiences better? What 
specific policies could be developed?
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Breaking the glass A number of employers have recognized that breaking the 
glass, whether ceilings, walls, or elevators, is good business for women and racial/
ethnic minorities. Some of the most common means used to break the glass are 
as follows:

•	 Establish formal mentoring programs for women and members of racial and 
ethnic minorities.

•	 For individuals who have shown talent in their current jobs, provide opportu-
nities for career rotation into different work areas.

•	 Include women and minorities as members of top management and boards of 
directors.

•	 Establish clear goals for retention and progression of women and minorities. 
Also, hold managers accountable for achieving these goals.

•	 Allow for alternative work arrangements for employees, particularly those who 
balance work and family responsibilities.

3-4d Sexual Orientation
A small percentage of Americans identify themselves as being lesbian, gay, bisexual, 
or transgender (LGBT). While there is no federal law prohibiting discrimination on 
the basis of sexual orientation, 18 states and the District of Columbia have passed 
laws to protect applicants and employees from such discrimination. In addition, 
various court decisions prohibit same-sex sexual harassment in the workplace. Sex 
discrimination based on stereotypical gender attitudes about appropriate and inap-
propriate mannerisms, appearance, and conduct is also inappropriate.40

An issue that some employers have faced is that of individuals who have had or 
are undergoing gender transition surgery and therapy. Federal court cases and the 
EEOC have ruled that sex discrimination under Title VII applies to a person’s gen-
der at birth. Thus, it does not apply to the new gender of those who have had sex 
transformation operations. However, managers and employees should be tolerant 
of such situations and show respect for individuals undergoing these procedures by 
making the right accommodations when needed.41

3-4e Nepotism
Many employers have policies that restrict or prohibit nepotism. This practice in-
volves allowing relatives to work for the same employer. Other firms require only 
that relatives not work directly for or with each other or not be placed in positions 
where collusion or conflict could occur. Such policies most frequently cover spouses, 
siblings, parents, sons, and daughters. Generally, employers’ antinepotism policies 
have been upheld by courts.

3-4f Consensual Relationships and Romance at Work
When work-based friendships lead to romance and off-the-job sexual relationships, 
managers and employers face a dilemma. Should they “monitor” these relation-
ships to protect the firm from potential legal complaints, thereby “meddling” in 
employees’ private, off-the-job lives? Or do they simply ignore these relationships 
and the potential problems they present? These concerns are significant given that 
a company’s responses to workplace romances can influence perceptions of fairness 
and views of the organization as an employer.42 When workplace romances occur, 

nepotism
Practice of allowing 
relatives to work for the 
same employer
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employees’ perceptions of injustice, cognitive dissonance, and negative work norms 
may lead to poor work attitudes and job performance.43

Most executives and HR professionals agree that workplace romances are risky 
because they can create conflict. Dealing with this as a strategic issue means that 
leaders consider both the costs and the benefits in addition to the legal factors. 
Companies should consider developing behavioral guidelines and dating policies to 
help address romances at work.

3-5 Sexual Harassment
Many women report that they have been harassed at work during their careers. 
This problem is a form of sex discrimination under Title VII. The Equal Employ-
ment Opportunity Commission has issued guidelines designed to curtail sexual ha-
rassment. Sexual harassment is unwelcome verbal, visual, or physical conduct of 
a sexual nature that is severe and affects working conditions or creates a hostile 
work environment. Sexual harassment can occur between a boss and a subordinate, 
among coworkers, and when nonemployees have business contact with employees.

Sexual harassers can be either managers or employees. In other words, work-
ing in a position of authority is not a prerequisite for such misconduct. Many of 
the sexual harassment charges filed involve harassment of women by men. How-
ever, a small but noteworthy number of sexual harassment claims are filed by men 
who claim that they were harassed by either men or women. Sexual harassment is 
therefore not a gender-specific issue. Both men and women can be targeted by per-
petrators of either gender. Unfortunately, many claims of harassment go unreported 
because victims are uncomfortable, embarrassed, and/or concerned about retalia-
tion in the workplace.

3-5a Types of Sexual Harassment
Two basic types of sexual harassment have been defined by EEOC regulations and 
a number of court cases. Figure 3-5 shows the two types and how they differ. They 
are defined as follows:

1. Quid pro quo is sexual harassment that links employment outcomes to the 
granting of sexual favors.

2. Hostile environment sexual harassment occurs when an individual’s work 
 performance or psychological well-being is unreasonably affected by 
 intimidating or  offensive working conditions.

In quid pro quo harassment, an employee may be promised a promotion, a 
special raise, or a desirable work assignment, but only if the employee grants some 
sexual favors to the supervisor. Since supervisors are agents of the company, the 
company always bears liability for quid pro quo harassment.

The second type, hostile environment harassment, may include actions such as 
commenting on appearance or attire, or telling jokes that are suggestive or sexual in 
nature. It can also include allowing revealing photos and posters to be displayed or 
making continual requests to get together after work. These actions can lead to the 
creation of a hostile work environment. If the employer has taken appropriate steps 
to prevent sexual harassment, it may be possible to offer an affirmative defense and 
prevail in a lawsuit.

Sexual harassment
Unwelcome verbal, 
 visual, or physical con-
duct of a sexual nature 
that is severe and affects 
working conditions or 
creates a hostile work 
environment

LO4 Distinguish 
between the two 
types of sexual 
harassment and 
explain how employers 
can prevent such 
misconduct.

quid pro quo
Sexual harassment 
that links employment 
 outcomes to the granting 
of sexual favors

hostile environment
Sexual harassment 
 occurs when an individu-
al’s work performance or 
psychological well-being 
is unreasonably affected 
by intimidating or offen-
sive working conditions
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3-5b Current Sexual Harassment Issues
Gender stereotyping in the workplace is becoming a critical issue related to sexual 
harassment. In one situation, a male ironworker employed at a construction firm 
was repeatedly hazed in the workplace by a male supervisor for not acting masculine 
enough on the job. The mistreatment included name-calling and suggestive gestures 
and acts. The victim was represented by the EEOC and was eventually awarded 
punitive and compensatory damages based on the sexual harassment he endured.44

Electronic sexual harassment can also be an issue given the increased use of 
technology at work. Sexual harassment can occur when employees email each other, 
when they visit social networking sites, and when they access the Internet. Examples 
include forwarding sexual jokes through a company’s email system and looking at 
pornographic websites and then sharing the content with coworkers. The serious-
ness of these issues is compounded in the global business environment because more 
people with varying beliefs about sexual conduct can be impacted. Companies 
should consider developing appropriate electronic and Internet use policies that pre-
vent technology-based sexual harassment in international companies. Finally, fun-
damental differences of opinion regarding the balance of power between men and 
women and cultures that are more tolerant of sexual harassment lead to very differ-
ent harassment situations from country to country.

3-5c Preventing Sexual Harassment
A proactive preventive approach is the most effective way to reduce sexual harass-
ment in the workplace. If the workplace culture fosters harassment, and if policies 
and practices do not inhibit harassment, an employer is wise to reevaluate the work-
place and solve the problem before lawsuits occur. This requires managers and HR 
professionals to take certain steps.

global

Perpetrated by employee’s
superior, coworkers, and/or
third parties

Pervasive, unwanted sexual
comments, pictures, jokes,
and/or other derogatory
events create a dysfunctional
workplace

Company may be liable if it
cannot offer an af�rmative
defense

Hostile
Environment
Harassment

Perpetrated by employee’s
superior

Employment decisions hinge
on whether an employee
provides sexual favors

Company is liable

Quid pro
quo Harassment

Figure 3-5 Sexual Harassment Types
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Companies may avoid liability if they take reasonable care to prohibit sexual 
harassment. This process is tied into what is called the affirmative defense. Impor-
tant elements of the affirmative defense include the following:

•	 Establish a sexual harassment policy.
•	 Communicate the policy regularly.
•	 Train employees and managers on avoiding sexual harassment.
•	 Investigate and take action when complaints are voiced.

Companies also need to make sure that sexual harassment policies establish 
clear standards for appropriate conduct. Employees should also be required to ac-
knowledge in writing that they understand these policies. Effective training to pre-
vent sexual harassment ideally includes information about how to report sexual 
harassment incidents when they occur. Scenario-based discussions of actual situa-
tions can also be beneficial, and companies may want to show videos of real court 
cases involving sexual harassment.45

3-6 Disability Discrimination
Several federal laws have been enacted to advance the employment of individuals 
with disabilities and to reduce discrimination based on disability. These laws and 
regulations affect employment matters as well as public accessibility for  individuals 
with disabilities. Despite these attempts to open the workplace to individuals with 
disabilities, unemployment among the disabled population has consistently ex-
ceeded the overall unemployment rate, particularly during economic downturns.46

3-6a Rehabilitation Act
The Rehabilitation Act was passed in 1973 and represents the earliest law regard-
ing individuals with disabilities. The law applies only to federal contractors and 
requires them to take affirmative action to employ workers with disabilities based 
on steps outlined in the contractor’s AAP. The OFCCP recently established a rule 
that federal contractors should set a utilization goal of 7% for people who have dis-
abilities. Other recent changes to the law include collecting and accumulating data 
about the disabilities of job candidates and new workers so that utilization goals 
can be used to evaluate progress.47 A standardized form was created by the OFCCP 
to gather (every five years) disability information from applicants, newly hired em-
ployees, and others who have been working for an organization.48 Also, individuals 
who claim disability discrimination do not have to “exhaust administrative rem-
edies” (which involves submitting a grievance to a tribunal for evaluation) before 
pursuing a lawsuit.49 Overall, the Rehabilitation Act has helped define many of the 
terms and concepts specified in subsequent laws and provides equal opportunity to 
applicants and workers with disabilities.

3-6b Americans with Disabilities Act
Two decades after passage of the first law prohibiting discrimination against indi-
viduals with disabilities, the Americans with Disabilities Act was enacted in 1990. 
This act applies to private employers, employment agencies, and labor unions with 

LO5 List key 
elements of disability 
discrimination laws.
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15 or more employees; it is enforced by the EEOC. Those employed by state govern-
ments are not covered by the Americans with Disabilities Act (ADA). This means 
that they cannot sue in federal courts for relief and damages. However, they may 
still bring suits under state laws in state courts. Many of the concepts and defini-
tions included in the ADA were based on the Rehabilitation Act.

3-6c ADA Amendments Act
In 2009, Congress passed amendments to the ADA, overruling several key cases and 
regulations and reflecting the original intent of the ADA. The effect was to signifi-
cantly broaden the definition of individuals with disabilities to include anyone with a 
physical or mental impairment that substantially limits major life functions without 
regard for the helpful effects of medication, prosthetics, hearing aids, and so on. This 
establishes a very low threshold for establishing whether an individual is “disabled.”

Who is Disabled? A three-pronged test is used to determine whether an individ-
ual meets the definition of disabled. A person must meet one of the following three 
conditions, as stated in the ADA and modified by the Americans with Disabilities 
Act Amendments Act (ADAAA). A person with a disability is someone who

1. has a mental or physical challenge that greatly reduces the ability to perform 
important life functions;

2. possesses a record of such a challenge; or
3. is thought to have such a challenge.50

A person is considered to have a disability even if any corrective measures are 
used to reduce the impact of the disability, such as a wheelchair or medication. The 
only exception is ordinary eyeglasses and contact lenses. Significant life activities 
and functions include not just visible activities like seeing, breathing, and walking 
but also internal bodily functions such as those of the neurological, immune, and 
endocrine systems along with normal cell growth. The definition of disability no 
longer rests on the individual’s inability to do something but on his or her medical 
condition, whether or not it limits functioning. This expanded definition of disabil-
ity now encompasses a much larger percentage of workers, meaning that employers 
are likely to encounter situations that require action.

Some impairments such as autism, blindness, bipolar disorder, cancer,  diabetes, 
HIV infection, and major depressive disorder are disabilities covered by the ADA. 
With regard to substance abuse, the ADA protects individuals who are recovering 
from addictions. But the law does not protect current users of  illegal drugs and sub-
stances, so drug policies can still be enforced. For example, employees who suffer 
relapses after participating in recovery and  rehabilitation programs can be termi-
nated when return-to-work agreements have been violated.51

Mental Disabilities A growing area of concern to employers under the ADA 
(as amended) is dealing with mental disabilities. A mental disability is defined by 
the EEOC as “any mental or psychological disorder, such as an intellectual disabil-
ity, organic brain syndrome, emotional or mental illness, and specific learning dis-
abilities.” Employers may find providing accommodations for workers with mental 
disabilities is more difficult and that maintaining effective performance standards 
is a challenge. Mental disabilities may manifest in more unpredictable ways, and 
medications taken to alleviate these conditions can have negative side effects.52  

person with a 
disability
Someone who has 
a mental or physical 
challenge that greatly 
reduces the ability to 
perform important life 
functions, who possesses 
a record of such a chal-
lenge, or who is thought 
to have such a challenge.
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It is advisable to rely on sound medical information and avoid stereotypes regarding 
individuals with mental impairment or disabilities.

More ADA complaints are being filed by individuals who have or claim to have 
mental disabilities. Two of the top seven disabilities most frequently cited in EEOC 
claims for disability discrimination are mental: depression and anxiety disorder. 
Cases have ranged from individuals with a medical history of paranoid schizophre-
nia to clinical depression to individuals who claim that job stress has affected their 
marriage or sex life. Regardless of the type of employees’ claims, it is important to 
treat mental disabilities in the same way as physical disabilities. Obtain medical 
verification of worker limitations and engage in an interactive process to establish 
reasonable accommodations.

employees Who Develop Disabilities For many employers, the impact of the 
ADA has been the greatest when handling employees who develop disabilities, not 
when dealing with applicants who already have disabilities. As the workforce ages, it 
is likely that more employees will develop disabilities. More temporary impairments 
such as injuries that significantly impair life activities for shorter periods of time can 
also be covered by the ADA.53 For instance, a warehouse stocker who suffers a seri-
ous leg injury in a motorcycle accident may request reasonable accommodations.

Employers should be prepared to respond to accommodation requests from em-
ployees whose contribution to the organization was satisfactory before they became 
disabled and who now require accommodations to continue working. If situations 
are handled inappropriately, these individuals can file either ADA complaints with 
the EEOC or private lawsuits.

Employees can sometimes be shifted to other jobs where their disabilities do not af-
fect them as much. For instance, the warehouse firm might transfer the injured stocker 
to a sedentary purchasing inventory job so that climbing and lifting are unnecessary. 
But the problem for employers is what to do with the next worker who develops prob-
lems if an alternative job within the organization is not available. Even if the accom-
modations are just for one employee, the coworkers’ reactions must be considered.

3-6d ADA and Job Requirements
Discrimination is prohibited against individuals with disabilities who can perform the 
essential job functions—the fundamental job duties—of the employment positions 
that those individuals hold or desire. These functions do not include marginal func-
tions of the position. For example, an essential function for the job of cosmetolo-
gist is to cut and style hair. A marginal function of that job would be answering the 
telephone to schedule client appointments. An essential job function of a restaurant 
server is shuttling food from the kitchen to tables on the floor in a prompt manner. A 
marginal function of the same job is to fold napkins. The EEOC provides guidelines 
to help employers determine which job functions are essential. To avoid potential law-
suits, it is important that organizations support lists of essential job functions with 
hard evidence based on the information found in job descriptions and assessments of 
typical work duties.54 Figure 3-6 lists the criteria recommended by the EEOC.

For a qualified person with a disability, an employer must make a  
reasonable accommodation. This involves modifying a job or work environment to 
give that  individual an equal employment opportunity to perform. EEOC guidelines 
encourage employers and individuals to work together to determine the appropriate 
reasonable accommodations, rather than employers alone making those judgments.

essential job functions
Fundamental job duties

reasonable 
accommodation
A modification to a job 
or work environment that 
gives a qualified individ-
ual an equal employment 
opportunity to perform

00709_ch3_ptg01_080-120.indd   103 12/10/15   3:10 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  1   The Environment of Human Resource Management104

1.  The function may be essential because the reason the position exists is to perform
     that function.

2.  The function may be essential because there is a limited number of employees
     available who can perform the job function.

3.  The function may be highly specialized so that the job incumbent is hired for that
     expertise or ability to perform the particular function.

A Job Function May Be Considered Essential for Any of Several Reasons, Including but Not
Limited to the Following:

1.  The employer's judgment as to which functions are essential.

2.  Written job descriptions prepared before advertising or interviewing applicants for
     the job.

3.  The amount of time spent on the job performing the function.

4.  The consequences of not requiring the incumbent to perform the function.

5.  The terms of a collective bargaining agreement.

6.  The work experience of past incumbents in the job.

7.  The current work experience of incumbents in similar jobs.

Evidence of whether a Particular Function Is Essential Includes, but Is Not Limited to the
Following:

Figure 3-6 Determining if a Job Function Is Essential

Source: Part 1630 Regulations to Implement the Equal Employment Provisions of the Americans with  
Disabilities Act.

A recent case demonstrates the need for organizations to provide reasonable ac-
commodations to those with mental or physical impairments. A teacher was granted 
the right to pursue an ADA lawsuit based on a school district’s unwillingness to 
transfer her to a different job to accommodate a serious back injury, even after she 
decided to go on disability retirement.55 The reasonableness of the accommodations 
provided is also not linked solely to the performance of essential job functions. For 
instance, an engineer may request better parking from the firm because of a leg 
injury or affliction. Such a request should be seriously considered, even though it is 
not related to an essential job function.56

Under the ADAAA, the focus has shifted from determining whether an indi-
vidual has a disability to an emphasis on finding ways to accommodate that indi-
vidual in the workplace. The process of determining reasonable accommodations 
is expected to be interactive. The individual with disabilities should be an active 
participant in the process. Many options may be considered, but the employer has 
the authority to select the accommodations to be implemented.

Reasonable accommodation is limited to actions that do not place an  undue 
hardship on an employer. An undue hardship occurs when making an accommo-
dations for individuals with disabilities imposes a significant difficulty or expense 

undue hardship
Significant difficulty or 
expense imposed on an 
employer when making 
an accommodation for in-
dividuals with disabilities
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on an employer. The ADA offers only general guidelines for determining when an 
accommodation becomes unreasonable and will create undue hardship for an em-
ployer. The determination of undue hardship is made on a case-by-case basis. Undue 
hardship might stem from financial requirements to scheduling options or facili-
ties modifications. What might be reasonable for a large multinational company 
might be an undue hardship for a smaller firm with fewer resources. A recent study 
found that people who have disabilities are more inclined to ask for accommoda-
tions than are individuals who do not have disabilities. But the kinds of requests 
and  associated costs and benefits were similar (an example of such a request could 
involve asking for an accommodation related to work scheduling). Providing rea-
sonable accommodations also leads to positive work attitudes.57 Companies are 
therefore more likely to attract and retain employees if they take steps to ensure a 
supportive  corporate culture. They can do this with managers and supervisors who 
are trained to deal with the special needs of individuals with disabilities.

The key to making reasonable accommodations is identifying the essential job 
functions and then determining which accommodations are reasonable so that the 
 individual can perform the core job duties. Common means of reasonable accom-
modation are shown in Figure 3-7. Architectural barriers should not block individu-
als with disabilities from accessing work areas or restrooms. Appropriate work tasks 
must be assigned or modified to allow individuals with disabilities to perform them 
effectively. This may mean modifying jobs or work area layouts, or providing assistive 
devices or special equipment. Work hours and break schedules may be adjusted. For-
tunately, most necessary accommodations are relatively inexpensive. Free assistance 
is readily available from the Job Accommodation Network’s online resource center.58

ADA restrictions and Medical information The ADA restricts  employers’ 
 attempts to obtain and retain medical information related to applicants and 

Reasonable
Accommodation

Employer
-Provided
Assistance

Additional
Training Time

Modi�ed Work
Schedules

Special
Equipment

Job
Restructuring

Job
Reassignment

Figure 3-7 Common Means of Reasonable Accommodation

Source: Adapted from Job Accommodation Network, http://askjan.org/index.html.
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employees. Restrictions include prohibiting employers from rejecting individuals be-
cause of a disability and from asking job applicants any question about current or 
past medical history until a conditional job offer is made. Also, the ADA prohibits 
the use of pre-employment medical exams, except for drug tests, until a job has been 
conditionally offered. An additional ADA requirement is that all medical information 
be maintained in files separated from general personnel files; they must be stored in a 
secure location, and access should be granted only on a need-to-know basis.

3-6e Claims of Discrimination
During the decade prior to the enactment of the ADAA, approximately 16,000 dis-
ability discrimination claims were filed with the EEOC each year. In 2014, that num-
ber skyrocketed to over 25,000 claims, representing a 17% increase in the historical 
average. Experts attribute this increase to changes made in how the ADAA defines a 
disability. Prior to the ADAA, employers won 90% of challenges regarding whether 
an individual actually had a disability. Now that argument is essentially moot. Com-
panies no longer aggressively work to disqualify individuals from that status.

Claims of discrimination are more common at the lower levels of organiza-
tions. However, the CEO of a home furnishings retailer filed charges of disability 
 discrimination, claiming that the board of directors perceived her to have a  disability—
based on a recent diagnosis of breast cancer—and terminated her  employment. This 
case shows that being regarded as having a disability qualifies an individual for pro-
tection under the law, whether or not the person shows any  outward impairment or 
requests an accommodation. This is an example of the  second prong of the definition 
of individual with disabilities and sends a note of caution that treating someone as 
if they have a disability grants them coverage under the law. In fact,  “regarded as” 
claims represent the highest percentage of claims filed in ADA charges.59 Figure 3-8 
shows the most frequent disabilities identified in ADA charges.

3-6f Genetic Bias Regulations
Related to medical disabilities is the emerging area of workplace genetic bias. As 
medical research has revealed the human genome, medical tests have been devel-
oped that can identify an individual’s genetic markers for various diseases. Whether 
these tests should be used and how they are used can raise ethical issues.

Employers that use genetic screening tests do so for two primary reasons. Some 
use genetic testing to make workers aware of genetic problems that may exist so 
that medical treatments can begin. Others use genetic testing to terminate employees 
who may make extensive use of health insurance benefits, thus raising the employ-
er’s benefits costs and utilization rates. The railroad company Burlington Northern 
Santa Fe had to publicly apologize to employees for secretly testing to determine if 
they were genetically predisposed to carpal tunnel syndrome.

genetic information Nondiscrimination Act Congress passed the Genetic 
Information Nondiscrimination Act in 2009 to limit health insurance plans’ use 
of genetic information and to prohibit employment discrimination on the basis of 
this information. Employers are prohibited from collecting genetic information or 
making employment decisions on the basis of genetic information, which includes 
information about the employee and/or family members’ genetic tests and family 
medical history.60

ethicS
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3-7 Age Discrimination Laws
The populations of most developed countries, including Australia, Japan, most 
 European countries, and the United States, are aging.61 These changes mean that 
as older workers with a lifetime of experiences and skills retire, companies face 
 significant challenges in replacing them with workers with the proper capabili-
ties and work ethic. However, many senior employees decide to continue working 
 beyond what is considered a typical retirement age. This reality can challenge com-
panies to manage various generational differences and preferences in the workplace.

Many countries have enacted laws prohibiting age discrimination. For example, 
EU member nations, Australia, India, Argentina, Canada, and Chile focus on 
 preventing age discrimination in recruitment, promotion, training, and retirement-
related actions.62 In the United States, employment discrimination against individuals 
age 40 and older is prohibited by the Age Discrimination in Employment Act.

3-7a Age Discrimination in Employment Act
The Age Discrimination in Employment Act (ADEA) of 1967, amended in 1978 
and 1986, prohibits discrimination in terms, conditions, or privileges of employ-
ment against all individuals age 40 or older employed by organizations having 20 or 
more workers. However, state employees may not sue state government employers 
in federal courts because the ADEA is a federal law.

global

Figure 3-8 Most Frequent ADA Charges Filed in 2013

Diabetes

Anxiety disorder

Record of disability

Depression

Nonparalytic orthopedic
impairment

Orthopedic structural
impairments of the back

Regarded as
having a disability

Other disability

0%

29.4%

11.4%

9%

8.8%

7.1%

6.6%

4.7%

6.4%

5% 10% 15% 20% 25% 30%

4..7

6..4

6..6

7..1

8..8

9%%

111.

299.

Source: Based on data from the U.S. Equal Employment Opportunity Commission, 2013, http://www.eeoc.gov/eeoc/statistics/
enforcement/ada-receipts.cfm

LO6 Discuss the 
legal protections 
to prevent bias and 
discrimination based 
on age, religion, 
national origin, and 
other factors.

00709_ch3_ptg01_080-120.indd   107 12/10/15   3:10 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  1   The Environment of Human Resource Management108

As with most equal employment issues, what constitutes age discrimination 
continues to be defined by the courts and the EEOC. Individuals who believe they 
have been discriminated against based on age usually must show that they are a 
member of a protected group based on age, were performing well on the job, were 
terminated, and were terminated in part based on age.63 However, based on the 
U.S. Supreme Court decision in Gross vs. FBL Financial Services (2009), individu-
als must show that age was the “but-for” trigger of a particular personnel decision. 
This means that age must be the key factor that causes a particular outcome.64

3-7b Older Workers Benefit Protection Act
The Older Workers Benefit Protection Act is an amendment to the ADEA and pro-
tects employees who sign liability waivers for age discrimination in exchange for 
severance packages during reductions in force. For example, workers over the age of 
40 are entitled to receive complete and accurate information on available benefits, 
legal counsel from an attorney, and a specified number of weeks to decide whether to 
accept severance benefits in exchange for waiving their right to sue the employer.65 
This act ensures that older workers are not pressured into waiving their rights under 
the ADEA. To ensure compliance when developing procedures for laying off older 
workers, organizations must ensure legal oversight and a strict protocol.

3-7c Managing Age Discrimination
One issue that has led to age discrimination charges is saying older workers are 
overqualified for certain jobs or promotions. A recent survey found that many older 
workers find the job search process challenging, and about one-third are called 
overqualified.66 In a number of cases, courts have ruled that the term overqualified 
may have been used as a code word for workers being too old, thus causing them 
not to be considered for employment. Selection and promotion practices must be 
age neutral. For example, terminating an older salesperson based on inaccurate and 
undocumented claims of poor performance and hiring younger professionals with 
no sales experience as replacements are suspicious practices that could lead to a 
lawsuit.67 Older workers also face substantial barriers to entry in a number of occu-
pations, especially those requiring significant amounts of training or for which new 
technology has been recently developed.

In some cases involving older employees, comments made by employers such as 
“hang up the Superman cape,” “shelf life,” “let’s hire a recent college graduate,” or 
“new blood” were considered to determine if age discrimination existed.68 Manag-
ers and employees need to be careful about making comments that could be viewed 
as biased or discriminatory.

Stereotypes about older workers abound and are often negative. Many people 
mistakenly believe that older workers are less productive, resistant to change, more 
costly to employ and pay, and less trainable. Evidence suggests that many of these 
stereotypes are unfounded. A recent study found that out of six common stereotypes, 
only one (older employees are less motivated to attend training and development 
sessions) was linked to any actual findings.69 Regardless of their accuracy, these 
beliefs can adversely impact older workers’ ability to make positive contributions to 
organizations and thus be appropriately rewarded and recognized.

Companies should provide training to managers and employees to educate them 
about age-related biases and stereotypes. It is also important to encourage them to 
not make comments that could be seen as biased against older workers.70 Providing 
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older workers with interesting employment opportunities can also promote diversity 
in the workplace. A study found that developing inclusive HR policies related to age 
and creating a climate of age diversity leads to positive employee–employer exchanges, 
increased organizational performance, and reduced intentions to quit.71 To counter 
significant staffing difficulties, some employers recruit older  people to return to the 
workforce through part-time and other attractive scheduling  options. During the past 
decade, the number of older workers holding part-time jobs has increased. It is likely 
that the number of older workers interested in working part-time will continue to grow.

A strategy employers use to retain the talents of older workers for a period of 
time is phased retirement, an approach that enables employees to gradually reduce 
their workloads and pay levels. This option is growing in use as a way to provide 
greater personal flexibility to older workers with significant knowledge and experi-
ence.  Organizations also retain them for their valuable capabilities. Some firms rehire 
their retirees as part-time workers, independent contractors, or consultants, strate-
gies intended to help the company retain its institutional knowledge and history.

3-8 Religion and Spirituality in the Workplace
The United States is fairly diverse with regard to religious beliefs, and this wide 
range of faiths may evolve as immigrant populations bring with them diverse cul-
tural and religious practices. Figure 3-9 shows the percentage of U.S. adults that 
practice particular faiths. Religious diversity in the United States is also reflected 
in the workplace, and this increasing diversity requires organizations to put greater 
emphasis on religious considerations.

phased retirement
Approach that enables 
employees to gradually 
reduce their workloads 
and pay levels

Protestant/Other
Christian

51.9%

Catholic
23.3%

Mormon
2.1%

Jewish
1.7%

Muslim
0.6%

Other
Non-Christian

2.6%

No Religious
Identity
15.6%

No Response
2.2%

Figure 3-9 Religious Preferences Found in the United States, 2012

Source: Gallup, January 2–November 30, 2012; cited in Dori Meinert, “Matters of Faith,” HR Magazine,  
December 2013, pp. 18–24.

00709_ch3_ptg01_080-120.indd   109 12/10/15   3:10 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  1   The Environment of Human Resource Management110

Title VII of the Civil Rights Act prohibits discrimination on the basis of religion. 
Religious discrimination can take many forms, from hostile remarks to refusal to 
promote individuals because they have different beliefs. Employees should avoid 
making comments that could be viewed as offensive to someone’s religious beliefs. 
Employment decisions should not be influenced by workers’ religious beliefs.

A related issue concerns religious expression. Employees have sued employ-
ers for prohibiting them from expressing their religious beliefs at work. In other 
situations, employers have taken action because workers complain that their col-
leagues are aggressively “pushing” their religious views at work, thus creating a 
hostile environment. For instance, a teacher at an Ohio public school was fired 
for insubordination because he would not remove religious symbols from his 
classroom and included specific religious references in his teachings on different 
 subject matters.72

Organizations should also be cautious about promoting certain religious prac-
tices and faiths. Executives and owners of some firms have strong religious beliefs 
that are carried over into their companies. Some even display religious symbols, 
sponsor religious study and prayer sessions, and support other religious efforts. But 
such actions can alienate those with different beliefs and create a negative work 
environment. It is generally considered acceptable to display more secularized reli-
gious items in the workplace such as Christmas trees or pictures of Santa Claus in 
a manner that does not offend or attempt to convert others. To achieve consistency, 
employees of all faiths should be given the opportunity to display religious symbols 
in similar (and often specified) ways. Also, holiday parties should be more general—
rather than specifically religious—in focus, and attendance should be voluntary.73

Employers must make reasonable accommodation efforts regarding an 
 employee’s religious beliefs unless they create an undue hardship for the employer. 
Problems can arise because of conflicts between employer policies and  employee 
religious practices such as dress and other aspects of appearance. Some religions 
have standards about appropriate attire for women and shaving or hair length for 
men. Generally, employers are encouraged to make exceptions to their dress code 
policies unless public image is so critical that it represents a business necessity. 
 Deferring to customer preferences in making these determinations is risky and may 
lead to charges of unlawful discrimination. Employers are also on firmer ground 
when worker safety is involved and they refuse to modify dress or appearance poli-
cies. Employer must be made aware of religious practices so that accommodations 
can be made. A court found that Abercrombie & Fitch did not commit religious 
discrimination when a Muslim applicant was denied employment because her 
headscarf did not fit the company’s dress code. She never mentioned the  attire was 
based on faith and that she needed a reasonable accommodation. However, a  recent 
United States Supreme Court ruling overturned this decision, which  indicates that 
companies must provide reasonable accommodations even when not requested  
by employees.74

Sometimes religion can be used directly to make employment decisions. Faith-
based schools and institutions can use religion as a BFOQ for employment practices 
on a limited scale. For example, a university affiliated with a particular religion can 
lawfully ask questions about job applicants’ religious beliefs and evaluate responses 
when they make hiring decisions when the job involves promoting a particular faith. 
However, religious organizations must still evaluate jobs on a case by case basis to 
make sure that they include a faith-based component; otherwise, jobs can be open 
to all candidates.
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3-8a Managing Religious Diversity
Managing religious diversity can be a significant challenge for organizations. The 
EEOC recommends that employers consider the following reasonable accommoda-
tions for employees’ religious beliefs and practices:

•	 Scheduling changes, voluntary substitutes, and shift swaps
•	 Changing an employee’s job tasks or providing a lateral transfer
•	 Making an exception to dress and grooming rules
•	 Making accommodations related to paying union dues or agency fees
•	 Making accommodations related to necessary prayer, proselytizing, and other 

forms of religious expression

HR staff should also teach employees about diverse religious beliefs and  provide 
managers with proper guidelines about how to make appropriate religious accom-
modations. They can also instruct workers about their rights and consider all reli-
gious holidays before scheduling company activities.75

Recent evidence also suggests that religion may not be an overwhelming challenge 
for organizations. In fact, it may be used to create a competitive advantage. A Work-
place Options survey found that 44% of workers discuss religion and politics with 
their colleagues, but only 9% think that religion is the main cause of workplace con-
flict. Further, 17% claimed that the main cause of conflict involves disagreements over 
politics, and 52% pointed to work issues.76 In an effort to increase understanding and 
appreciation—as well as to enhance the bottom line—companies such as Tyson Foods 
and American Airlines are encouraging religious discussions in the workplace. These 
firms have developed chaplain programs and faith-based educational groups.77

3-9 Managing Other Discrimination Issues
A number of other factors such as national origin and immigration, language, military 
status, and appearance and weight might lead to unlawful discrimination. In addition 
to Title VII protections, a number of federal laws have been enacted to address these 
forms of discrimination. Many of these laws were passed in response to improper 
company decisions that resulted in unfair treatment of applicants or employees.

3-9a Immigration Reform and Control Acts
The United States is home to many millions of foreign-born residents, including 
people from Latin America, the Middle East, and Asia. The influx of immigrants 
has led to extensive political, social, and employment-related debates. In particu-
lar, growing numbers of children and families have been illegally immigrating to 
Texas and other border states over the past several years, which has prompted many 
heated discussions among politicians.78 Debates (and some associated myths) about 
 immigration have centered on issues such as the payment of taxes, deportation, 
family unification, and the hiring of needed talent.79 In addition, some immigration 
reform proposals have focused on tightening border security, encouraging better 
enforcement in companies, and verifying individuals’ employability.80 The Immi-
gration Reform and Control Act (IRCA), enacted in 1986, requires that employers 
verify the employment eligibility status of all employees, while not discriminating 
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because of national origin or ethnic background. Employers may not knowingly 
hire unauthorized workers for employment in the United States.

Regardless of company size, every employer must comply with the provisions of 
the act. High-profile Immigration and Customs Enforcement (ICE) raids on employ-
ers have led to audits of thousands of employers and the imposition of millions of 
dollars in penalties.81 Employers ignore these obligations at their own peril. Within 
the first three days of employment, each employee must complete an Employment 
Eligibility Verification (commonly called an I-9) form and provide documents prov-
ing that he or she is legally authorized to work in the United States. Figure 3-10 
lists the documents accepted in this process. The employer is required to inspect 
the documents and maintain records for all new hires. The E-verify federal data-
base instantly verifies the employment eligibility of employees. Federal contractors 
are required to use the system, as are employers in a number of states where it has 
been mandated. Other employers may use the system to check and verify employ-
ees’  legal status.82

Visa requirements Various revisions to the IRCA changed some of the restric-
tions on the entry of  immigrants to work in U.S. organizations, particularly orga-
nizations with high-technology and other “scarce skill” areas. More immigrants 
with specific skills have been allowed legal entry, and categories for entry visas 
were revised. Among the most common visas encountered by employers are the 
B1 for business visitors, H-1B for professional or specialized workers, and L-1 for 
 intra-company transfers. The O-1A visa designation is reserved for foreigners who 
have special skill sets that place them at the apex of their professions, for example, 
successful athletes, scientists, academics, and businesspersons.83

To discourage hiring immigrants rather than U.S. workers, an employer must 
file documents with the Labor Department and pay prevailing U.S. wages to the 
visa holders. Despite these regulations, a number of unions and other entities 
view such programs as ways to circumvent the limits on hiring foreign workers. 
Another  issue involves same-sex partners. The U.S. Supreme Court ruling states 
that same-sex partner applications for citizenship will be treated the same way 

U.S. passport

Certi�cate of U.S.
citizenship

Certi�cate of
naturalization

Unexpired foreign
passport

Permanent residence
card

Driver’s license or
state-issued ID card

ID card issued by federal,
state, or local government

School ID card with
photograph

Voter’s registration card

U.S. military card or draft
record

U.S. social security card

Certi�cation of birth
abroad

Original or certi�ed
copy of birth certi�cate

Native American tribal
document

U.S. citizen ID card

List A List B List C

Figure 3-10 Primary Documents to Certify I-9 Compliance
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as those submitted by spouses of the opposite sex, which can affect their employ-
ment opportunities.84

3-9b Language Issues
As the diversity of the workforce increases, more employees have language skills in 
addition to English. Interestingly, some employers have attempted to restrict the use 
of foreign languages at work, while other employers have recognized that bilingual 
employees have valuable skills. There has been much debate on both sides of the 
issue. EEOC guidelines have not been entirely clear about how companies should 
address these issues.85

Some employers have policies requiring that employees speak only English at 
work. These employers contend that the policies are necessary for valid business pur-
poses. The EEOC has issued guidelines clearly stating that employers may require 
workers to speak only English at certain times or in certain situations, but the business 
necessity of the requirements must be justified.86 Teaching, customer service, and tele-
marketing are examples of positions that may require English skills and voice clarity.

Some employers have found it beneficial to have bilingual employees so that 
foreign-language customers can contact someone who speaks their language. Bilin-
gual employees are especially needed among police officers, airline flight personnel, 
hospital interpreters, international sales representatives, and travel guides. Employ-
ers should also be aware of legal messages that need to be presented in multiple 
languages, such as posters that discuss the requirements associated with the Family 
and Medical Leave Act.87

3-9c Military Status Protections
The employment rights of military veterans and reservists have been addressed in 
several laws. The two most important are the Vietnam Era Veterans Readjustment 
Assistance Act of 1974 and the Uniformed Services Employment and Reemployment 
Rights Act (USERRA) of 1994. Under the former, federal contractors are supposed to 
provide employment opportunities for veterans based on percentage benchmarks that 
are not related to quotas.88 Under the latter, employees are  required to notify their 
employers of military service obligations. Employers must give employees serving in 
the military leaves of absence protections under USERRA, as Figure 3-11 highlights.

With the use of reserves and National Guard troops abroad, the provisions of 
USERRA have had more impact on employers. Requirements regarding benefits, 
disabilities, and reemployment are covered in the act. For example, USERRA does 
not require employers to pay employees while they are on military leave, but many 
firms voluntarily provide additional compensation to bridge the gap between mili-
tary pay and regular pay. Uniformed military personnel are also provided up to five 
years of active duty service leave during which the employer must hold their job. 
Service members who return from duty are to be staffed in the jobs they would have 
worked in or been automatically promoted into had they not left the company for 
military service. These jobs are referred to as “escalator positions.”89 However, fed-
eral law may require companies to promote returning service members in situations 
where there is some certainty that they would have received a discretionary pro-
motion.90 This does not mean that returning service members have to be retained 
when they are underperforming. The same is true when the company is conducting 
employee layoffs.91
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Helping military veterans find work is a key HR issue in organizations today. 
A number of organizations provide these individuals with employment support. 
Joining Forces Mentoring Plus is one such group that was started by the Business 
and Professional Women’s Foundation in January 2012 to provide career support 
for female soldiers, wounded warrior caregivers, and military spouses.92 Com-
panies can also be awarded the Work Life Legacy Military Award by the Fami-
lies and Work Institute for outstanding efforts to assist military personnel and 
their families with available employment opportunities.93 Some of the top jobs 
for military personnel based on their professional background include technician, 
engineer, IT professional, mechanic, and sales representative.94

3-9d Appearance and Weight Discrimination
Several EEOC cases have been filed concerning the physical appearance of employ-
ees. Court decisions consistently have allowed employers to set dress codes and 
 appearance standards as long as they are applied uniformly. For example, establish-
ing a dress code for women but not for men has been ruled discriminatory. Also, 
employers should be cautious when enforcing dress standards for female employees 
whose religions prescribe appropriate and inappropriate dress and appearance stan-
dards. Some individuals have brought cases of employment discrimination based on 
height or weight. Employers must link any weight or height requirements to specific 
job functions.

Complying with this complex array of regulations requires diligence and careful 
record keeping. Appendix F provides details on the EEO enforcement process, infor-
mation about records retention, and the investigation process.

3-10 Diversity Training
Traditional diversity training has a number of goals. A primary goal is to mini-
mize discrimination and harassment lawsuits. Other goals focus on improving ac-
ceptance and understanding of people with different backgrounds, experiences, 

Common Issues
Leaves of absence

Return to employment rights
Prompt reemployment on return

Protection from discharge and retaliation
Health insurance continuation

Continued seniority rights

Figure 3-11  Uniformed Services Employment and Reemployment Rights Act (USERRA) 
Provisions
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capabilities, and lifestyles. Employees are encouraged to recognize, evaluate, and 
appreciate differences.

3-10a Components of Traditional Diversity Training
Diversity training programs often have three components. Legal awareness is the 
first and most common component. Here, the training focuses on the legal implica-
tions of discrimination. This limited approach to diversity training focuses only on 
these legal “do’s and don’ts.”

Through cultural awareness training, organizations hope to build greater un-
derstanding of the differences among people. Cultural awareness training helps all 
participants see and accept the differences in people with widely varying cultural 
backgrounds.

The third component of diversity training—sensitivity training—is more diffi-
cult. The aim here is to “sensitize” people to the differences among them and how 
their words and behaviors are seen by others. Some diversity training includes exer-
cises containing examples of harassment and other misbehaviors.

3-10b Mixed Results for Diversity Training
The results of diversity training are viewed as mixed by both organizations and par-
ticipants. Studies on the effectiveness of diversity training raise some concern that 
the programs may be interesting or entertaining but may not produce longer-term 
changes in people’s attitudes and behaviors toward others with characteristics dif-
ferent from their own.95

Some argue that traditional diversity training more often than not has failed 
because it has not reduced discrimination and harassment complaints. Rather than 
reducing conflict, in a number of situations, diversity training has increased hostil-
ity and conflict. In some firms, it has produced divisive effects and has not changed 
behaviors so that employees can work well together in a diverse workplace.

Negative consequences of diversity training may manifest themselves broadly 
in a backlash against all diversity efforts. Women and members of racial minori-
ties sometimes see diversity programs as inadequate and nothing but “lip service.” 
Thus, by establishing diversity programs, employers may raise expectations but fail 
to meet them. Some individuals who are in the majority (primarily white males) 
may also interpret the emphasis on diversity as assigning them blame for societal 
problems. Finally, diversity programs might be perceived as benefiting only women 
and racial minorities and taking away opportunities from white men.

3-10c  Improving Diversity Training Efforts
Focusing on behavior seems to hold the most promise for making diversity train-
ing more effective. For instance, cultural diversity training that teaches sales repre-
sentatives and managers how to positively communicate with people from diverse 
backgrounds should produce positive results. Trainers emphasize that the key to 
avoiding backlash in diversity efforts is to stress that people can believe whatever 
they wish, but at work, their values are less important than their behaviors. Deal-
ing with diversity is not about what people can and cannot say. It is about being 
respectful to others.
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SUMMARy  
•	 Equal employment is an attempt to level 

the field of opportunity for all people  
at work.

•	 Laws have been enacted to prohibit making 
employment decisions based on age, color, 
disability, national origin, race, religion, and 
other protected characteristics.

•	 The Equal Employment Opportunity 
Commission and Office of Federal Contract 
Compliance programs are the primary 
enforcement agencies in employment 
discrimination laws.

•	 Disparate treatment occurs when individuals are 
treated differently on the basis of a protected 
characteristic.

•	 Disparate impact occurs when employment 
decisions work to the disadvantage of individuals 
on the basis of a protected characteristic.

•	 Employers may be able to use business necessity, 
job relatedness, and bona fide occupational 
qualifications (BFOQ) to defend their 
management practices.

•	 Title VII of the 1964 Civil Rights Act was the 
first significant equal employment law. The 
Civil Rights Act of 1991 altered and expanded 
the 1964 provisions.

•	 Retaliation claims now rank as the most 
common reason individuals file EEO claims.

•	 Executive orders issued by the president govern 
the relationship between federal contractors and 
the U.S. government.

•	 Affirmative action has been intensely litigated, 
and the debate continues today.

•	 Several laws on sex/gender discrimination 
have addressed issues regarding pregnancy 

discrimination, unequal pay for similar jobs, 
and sexual harassment.

•	 As more women have entered the workforce, 
sex/gender issues in equal employment 
have included both discrimination through 
pay inequity and discrimination in jobs 
and careers.

•	 The courts have defined two types of sexual 
harassment—quid pro quo and hostile 
environment.

•	 It is vital that employers train all employees on 
what constitutes sexual harassment, promptly 
investigate complaints, and take action when 
sexual harassment is found to have occurred.

•	 The Americans with Disabilities Act (ADA) 
requires that most employers identify the 
essential functions of jobs and make reasonable 
accommodations for individuals with disabilities 
unless doing so would result in undue hardship.

•	 Employment discrimination against persons 
older than age 40 is illegal according to the Age 
Discrimination in Employment Act (ADEA).

•	 Employers are required to make reasonable 
accommodations for employees with religious 
beliefs and practices.

•	 The Immigration Reform and Control Acts 
(IRCA) regulate the employment of workers from 
other countries who work in the United States.

•	 A number of other employment concerns have 
been addressed by laws, including discrimina-
tion based on religion, military status, and 
other factors.

•	 Diversity training has had limited success, 
possibly because it too often has focused on 
beliefs rather than behaviors.

CRITICAL THINKING CHALLENGES  
1. Discuss some of the protected characteristics 

covered by equal employment opportunity 
laws and why they are important in today’s 
employment setting.

2. You recently learned that two of your  
key female employees will be taking  
maternity leave around the same time.  
What procedures or rules do you need 
to be aware of based on the Pregnancy 
Discrimination Act (PDA)?

3. Give an example of sexual harassment you may 
have witnessed or heard about. If you had been 
the HR manager, how would you have handled 
the situation?

4. Use the U.S. Department of Labor website 
(www.usdol.gov) to further research a topic 
discussed in this chapter. Be sure to understand 
what the particular law (act) is protecting and 
what the rules are that companies need to 
follow to comply with this act.
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CASE Conflict over an Employee’s  
Pregnancy at UPS

There is sometimes pushback in companies when 
women become pregnant and request changes to 
their work schedules and responsibilities. In some 
instances, pregnant women are asked to take un-
paid leave or are pressured to quit their positions. 
The troubling fact is that many of these situations 
could be more effectively handled with some type 
of accommodation that is both reasonable and fair. 
Providing reasonable accommodations to preg-
nant women, similar to those provided to individu-
als with physical or mental challenges, is the best 
strategy for avoiding poor morale and potential 
lawsuits. Pregnancy discrimination falls under the 
umbrella of many major employment laws.

A UPS driver, who had been working for the 
company for seven years at the Landover, Maryland 
facility, faced some of these issues when she became 
pregnant. She was sent to the firm’s nurse, who told 
her that she needed to see a doctor to get a more 
detailed assessment of her needs. The doctor pro-
vided her with a note stating that she should not lift 
packages heavier than 20 pounds. This requirement 
was not an issue because she mostly dealt with light 
materials. Upon submitting the note, she was told 
that the company had a policy stating that light-
weight duties could not be given to individuals who 
had health concerns that were caused outside of the 
workplace. Her manager indicated that she was a 
potential liability, and that she should return to her 

job after her pregnancy was over. Consequently, the 
individual’s pay and benefits came to a halt. The HR 
department was not contacted because she assumed 
that the company was following its stated policies.

While on unpaid leave, she pursued a com-
plaint in federal court that UPS violated the require-
ments of the Pregnancy Discrimination Act (PDA). 
A district court decided that UPS was not in viola-
tion of the PDA. The Fourth U.S. Circuit Court of 
 Appeals supported this decision, stating that UPS’s 
policy did not adversely target the employee based 
on her pregnancy. It is speculated that the ruling 
might have been different if the case had occurred 
after the ADAAA was passed. Maryland also passed 
a law that provides pregnant employees special 
 accommodations similar to those given to individu-
als who have short-term physical challenges.96

queStionS

1. What can HR professionals do to mitigate con-
cerns about pregnancy discrimination in the 
workplace? What does the law say companies 
need to do to avoid violating the rights of preg-
nant employees?

2. If you were an HR manager at UPS, how would 
you have handled the situation described in 
the case? How could the employee’s immediate 
manager have handled the situation differently?

SUPPLEMENTAL CASES  

Worker exploitation at Foxconn/hon hai

This case discusses how labor laws in China pro-
vide limited protection for workers, raising ethical 
concerns when U.S. companies do business with 
firms located there. (For the case, go to http://www 
.cengage.com/management/mathis.)

Keep on trucking

This case illustrates the problems that can be asso-
ciated with the use of employment tests that have 
not been validated. (For the case, go to http://www 
.cengage.com/management/mathis.)

mitsubishi believes in eeo—now

This case shows the problems Mitsubishi had with 
sexual harassment in the United States. (For the 
case, go to http://www.cengage.com/management/
mathis.)

religious accommodation?

This case shows how companies must deal with 
 employees from many cultures and religions. 
(For the case, go to http://www.cengage.com/
management/mathis.)
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WHAt’S tRending in 
WoRkfoRce, JobS, And  

Job AnAlySiS
The creation of jobs that motivate employees is a critical issue that com-
panies address. Human resource professionals assist with workforce man-
agement, the creation of satisfying work, and the assessment of jobs. In 
particular, they must understand that jobs play an important role in the ef-
fective and efficient use of human resources in companies. Here’s what’s 
currently trending in the area of workforce, jobs, and job analysis:

1. The development of important skills in employees is always a concern 
for human resource professionals and managers. Skills gaps continue 
to challenge organizations, and proper steps need to be taken to reduce 
these gaps so that workers are best positioned to make valuable 
contributions in their jobs.

2. Many employees desire flexible work arrangements so that they 
can work in ways that accommodate their individual preferences, 
obligations, and schedules. Companies can offer a wide array 
of flexible job opportunities to support different preferences 
and professional goals.

3. Focusing on the right mix between work and home is an important 
issue that companies address on an ongoing basis. Human resource 
professionals should create policies that allow workers to establish a 
healthy balance between their personal and professional lives.

4. Job analysis enables human resource professionals and operating 
managers to identify the proper tasks, duties, and responsibilities 
of various organizational jobs. Given its importance, the process of 
conducting concise and ongoing job analyses is still heavily emphasized 
in companies. Proper job analysis facilitates the creation of appropriate 
job descriptions and specifications, which ultimately affect other 

Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Explain how the 
workforce is changing 
in unpredicted ways.

LO2 Identify components 
of workflow analysis.

LO3 Define job design 
and identify common 
approaches to job 
design.

LO4 Discuss how flexible 
work arrangements 
are linked to work–life 
balancing efforts.

LO5 Describe job analysis 
and the stages in the 
process.
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of job descriptions.
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important human resource functions such as recruiting, staffing, training 
and development, appraisals, and compensation.

These trends show that the way the workforce is managed is constantly  
being altered to accommodate the needs of both companies and employees. 
The variety of challenges that employers face also suggests that jobs will 
likely continue to change based on these needs. This chapter explores many 
of the important workforce issues that affect the jobs employers create and 
develop, as well as techniques for determining exactly what people do in 
their jobs and how they should perform.

Creating fair work–life balance policies continues to be an 

important issue that companies address because work–

life balance can keep workers satisfied. Employees must 

find reasonable ways to take care of increasing demands on their 

time to fulfill work responsibilities, while at the same time pro-

moting harmony in their personal lives. While work–life balance is 

often considered a concern for women, recent evidence suggests 

that men are equally affected by some of the same challenges. A 

recent survey conducted by the Families and Work Institute (FWI) 

actually found that work–life balance was a more significant issue 

for men than it was for women. The findings also showed that men 

who have children are working more hours compared to women 

and to men without kids; men are also dedicating more time to 

child rearing activities and housework.

The public accounting firm BDO USA, which is based 

in New York, has taken steps to help both men and women 

manage the potential conflicts that can occur between work and 

home. The results of a survey revealed that men were actually 

less satisfied with work–life balance in the company than were 

women. A task force was developed to address some of these 

concerns, and adjustments were made to the workplace so 

that it would be less stressful and more accommodating. As a 
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result, a vast majority of the firm’s employees 

take advantage of various flexible scheduling 

opportunities, including adjustable hours that 

enable employees to plan for personal and 

family time during the workday. BDO USA 

has achieved an increase in employee job 

satisfaction because of these efforts.

BDO USA received an Alfred P. Sloan 

Award from the Society for Human Resource 

Management and FWI in 2011 based on its 

innovative workplace practices. It appears that 

other companies are paying attention as work–life balance programs are becoming 

very popular, and many are targeted at men (e.g., paternity leave). Other New York–

based organizations such as IBM and Citi have flexible workplaces and maternity 

leave, with many of male employees taking advantage of such opportunities.1 

To understand the workforce and the jobs that people perform, it is important to 
consider the trends driving how the workplace is managed. As discussed in the 
opening “HR Headline” feature, the use of alternative work arrangements has been 
driven by employees’ preferences for work–life balance and flexible opportunities. 
This is just one way that changing elements of the workplace affect companies 
and industries in different ways. For example, it was predicted that the retirement 
of Baby Boomers (born between 1946 and 1964) would leave a huge talent gap. 
 However, many Boomers have not saved enough money to retire from their jobs, 
and the rising costs of health care and general living expenses pose a significant 
 issue for many. These realities have pushed these individuals to reconsider retire-
ment; the wave of expected retirements has been delayed because many older em-
ployees are choosing to stay in the workforce.

Another prediction is that companies will be challenged by “skills gaps” in cer-
tain fields. Skills shortages already exist in a variety of industries; many people do 
not have the skills needed to fill available jobs. Generational differences in the work-
force have also been considered, analyzed, and addressed, and some of these issues 
were discussed in previous chapters of this text. Will differences between the gen-
erations at work really amount to differences in the way jobs get done? How will 
younger and older workers adapt to changes in the workplace? Human resource 
professionals must formulate appropriate answers to these questions so that orga-
nizations are managed appropriately; policies will likely need to be developed to 
address these concerns.

Other critical issues must also be considered by human resource professionals 
and organizational leaders. Historically, part-time positions have not been viewed 
favorably; people would begrudgingly accept part-time work until they could find 
a full-time employment opportunity. Yet today, employers want more contingent 

M
on

ke
y 

B
us

in
es

s 
Im

ag
es

/S
hu

tt
er

st
oc

k.
co

m

00709_ch4_ptg01_121-161.indd   124 21/10/15   11:30 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c H A P t e R  4   Workforce, Jobs, and Job Analysis 125

employees for the flexibility they provide, and more employees now want part-time 
work, which provides them more flexible work opportunities. These preferences 
require new approaches to human resource management that recognize the varying 
needs of employers and employees.

4-1 The Workforce Profile
Human resource professionals deal with the segment of the population that works in 
current jobs or that is looking for work. The goal is to develop jobs that are inherently 
motivating to employees or to create work situations that are desirable enough to attract 
and hire competent workers. We begin with an overview of the workforce and jobs.

According to the Bureau of Labor Statistics, compared to the labor force of the 
past, today’s workplace is comprised of many diverse individuals, including older 
adults, female employees, and people representing different racial and ethnic back-
grounds.2 It is expected to grow at a slower rate than in previous decades because 
population growth in the United States has slowed, and the labor force participation 
rate has decreased; the labor force participation rate is the percentage of the popula-
tion working or seeking work. Figure 4-1 shows the racial and gender profile of the 
U.S. workforce in 1990 and projects today’s workforce to 2020.

LO1 Explain how the 
workforce is changing 
in unpredicted ways.

labor force  
participation rate
The percentage of the 
population working 
or seeking work

Group

1990

125,840 164,360 100.0 100.0 0.7

22,492 18,330 17.9 11.2 –1.3

Total, 16 years
and older

16–24

88,322 104,619 70.2 63.7 0.225–54

15,026 41,411 11.9 25.2 3.355+

Age, years:

69,011 87,128 54.8 53.0 0.6Men

56,829 77,232 45.2 47.0 0.7Women

Gender:

2020 1990 2020 2010–2020

Number
(in thousands)

Percent
Distribution

Annual Growth
Rate (in percent)

Figure 4-1 Thumbnail Profile of U.S. Workforce

Source: U.S. Bureau of Labor Statistics.
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The Census Bureau projects that the U.S. population in 2020 will be about 
341 million, and people aged 55 and older will comprise about 29% of this 
 total. Flows into the population include fertility (births) and immigration, while 
flows out of the population include deaths and outmigration. The fertility (or 
birth) rate in the United States is roughly at a replacement level of 2.1 children 
per woman, and population-wide life expectancies continue to increase. Immi-
gration is volatile and difficult to predict because it depends on other countries 
and economics, but it is estimated that immigration adds 1.4 million people to 
the population annually.3 

The labor force participation rate peaked at 67% before 2000 and has since 
declined to around 65%. Part of the reason for this trend is that older people are 
still in the population, but they are not as likely to be in the workforce as younger 
people. Figure 4-2 shows participation rates by age, gender, and race/ethnicity in 
2010 (at the last census) and projects them to 2020.

4-1a Important Elements of the Workforce Profile
Participation rates help us understand which segments of the population are 
more likely to be in the labor market in the future. Several variables—like age, 
generation status, employee skills (or the lack of in the case of skills gaps), and 
individual readiness for work—are important factors that illustrate the work-
force profile.

Age/generational groups Much has been written about the different expecta-
tions and participation rates of individuals in various age groups and generations. 
Some common age/generational groups are labeled as follows:

•	 Mature (born before 1946)
•	 Baby Boomers (born 1946 to 1964)
•	 Generation Xers (born 1965 to 1980)
•	 Generation Yers (Millennials) (born 1981 to 2000)

Different characteristics have been attributed to these groups. For instance, re-
search indicates that Millennials, who will represent approximately 50% of the 
workforce by the year 2020, show preferences for high-impact work opportunities 
that enable them to get ahead in their careers; they are also interested in learn-
ing at work so that they can use their knowledge to make valuable contributions. 
However, Millennials are less loyal to their employers, demonstrated in part by 
their relatively high job change rates.4 A recent Ernst and Young survey of business 
professionals found that Gen Xers received the highest marks for their managerial 
skills and efforts, while Baby Boomers came in a close second place. Millennials 
scored the lowest in leadership ability, but they were viewed favorably for their 
knowledge of technology. A slight majority of survey participants believed that 
Millennials would be good leaders by the year 2020.5 

Some of these beliefs might make managing a multigenerational workforce dif-
ficult for human resource professionals and line managers. In a workplace that 
often includes individuals who represent three or more generations, Millennials 
are increasingly being given the responsibility of supervising Baby Boomers, often 
because senior individuals are staying employed (instead of retiring), and younger 
workers are getting promoted rapidly because of their high levels of motivation 
and talent. In addition, these individuals can have different ideas about appropriate 
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leadership styles, with younger leaders using technology to communicate and de-
velop working relationships with others and older individuals wanting more close 
contact with their bosses.6 Companies can provide training to help reduce the chal-
lenges associated with generational differences, and they should also utilize the 
skills of older workers while building the talents of younger employees.7 

Figure 4-2 Labor Force Participation Rate

Group

2010

64.7 62.5 –2.2Total, 16+
years

55.2 48.2 –7.016–24

82.2 81.3 –0.925–54

64.9 68.8 3.955–64

17.4 22.6 5.265+

25.7 31.0 5.365–74

10.9 15.2 4.375–79

40.2 43.0 2.855+

2020 2010–2020

Participation
Rate (%)

Percentage-
Point

Change
Group

2010

71.2 68.2 –3.0Men, 16+
years

56.8 50.6 –6.216–24

89.3 88.4 –1.625–54

70.0 71.1 1.155–64

22.1 26.7 4.665+

30.4 35.1 4.765–74

14.5 18.2 3.775–79

46.4 47.3 0.955+

2020 2010–2020

Participation
Rate (%)

Percentage-
Point

Change
Group

2010

58.6 57.1 –1.5Women, 16+
years

53.6 45.7 –7.916–24

75.2 74.6 0.625–54

60.2 66.6 6.455–64

13.8 19.2 5.465+

21.6 27.5 5.965–74

8.2 13.0 4.875–79

Race:

65.1 62.8 –2.3White

72.0 69.0 –3.0Men

58.5 56.9 –1.6Women

62.2 60.3 –1.9Black

65.0 63.1 –1.9Men

59.9 57.9 –2.0Women

64.7 63.1 –1.6Asian

73.2 71.0 –2.2Men

57.0 56.1 –0.9Women

67.5 66.2 –1.3Hispanic
origin

77.8 75.9 –1.9Men

56.6 56.1 –0.4Women

35.1 39.3 4.255+

2020

Participation
Rate (%)

Percentage-
Point

Change

Source: U.S. Bureau of Labor Statistics.
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Skill gaps Being able to hire people with the skills needed to help a business 
 accomplish its goals is fundamental to sound human resource management. 
 Employees need certain skills to help them make valuable contributions to the 
workplace. For instance, the skills associated with mindfulness, including a focused 
awareness, a rational mindset, and positive decision making, are all considered to 
be important in the workplace.8 Listening skills are also important, particularly 
when employees are recovering from a traumatic event, and human resource 
 professionals must be a sounding board for a variety of personal issues.9 The 
“HR Competencies & Applications: Companies Need Skillful Introverts” feature 

Companies Need Skillful Introverts

Organizations are interested in employing di-
verse individuals who bring with them a host 
of positive and varied skills. Besides more ob-
vious physical characteristics such as age, eth-
nicity, and gender, underlying traits such as 
personality represent some new and emerging 
characteristics that can benefit companies. In 
particular, hiring introverted individuals can help 
firms operate in a more productive manner, 
despite some of the challenges that are com-
monly associated with this trait.

Introverts tend to prefer more solitary 
activities than do extroverts, and they often gain 
energy by performing work alone. They also 
value quiet time in the workplace that allows 
them to reflect and be creative. Alternatively, 
extroverts like to be more active in stimulating 
work environments that are characterized 
by much social  interact ion. A common 
misconception is that these characteristics 
set up extroverts to be creative leaders and 
introverts to be reserved followers, but this 
notion is far from the truth. Research shows 
that introverts are better suited to handle 
various managerial situations compared to 
extroverts. For instance, introverts tend to be 
skillful at communicating with colleagues, and 
they often possess adept decision-making 
skills. It is also common for them to be creative 
in the workplace. Many of these skills are 

seen in leaders such as Larry Page and Warren 
Buffet, both of whom are introverts.

Introverts do face some workplace 
challenges, though. They may be less likely 
to make quick decisions and connect well 
with others, which can hurt group synergy. 
However, organizations can take several steps 
to capitalize on the positive skills that introverts 
bring to the table:

•	 Be sure to provide introverts some time 
for quiet reflection.

•	 Reward introverts in ways that match their 
preferences for solitude.

•	 Specify areas of the worksite where 
introverts can go to be alone.

•	 Give introverts time to develop ideas 
before they are shared in meetings 
and other gatherings.10 

Human resource professionals need to 
understand how to manage introverts so that 
their skills are put to good use. If you were given 
the responsibility of doing this:

1. How would you encourage introverts 
to make positive contributions to the 
workplace? What could be done to 
augment their skills?

2. How could you prepare extroverts to work 
more effectively with introverts?
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explores how companies can effectively utilize introverted employees based on their 
unique skill sets.

There is growing awareness that, unfortunately, individuals don’t always have 
the skills needed to be successful at work. In a recent survey, almost half of manag-
ers working for a selection of large companies surveyed in the United States claimed 
that skills gaps exist in their professions, especially in the areas of information tech-
nology, engineering, research/development, and sales.11 Adding to this challenge is 
that lower energy costs, rising wages in China and India, and high international 
shipping costs might make the United States more attractive to manufacturing. Even 
though there is skepticism about the long-term viability of American manufac-
turing jobs because of automation, many firms focus on hiring fewer individuals 
who possess much higher skills.12 The confluence of these factors means that more 
jobs requiring science, technology, engineering, and math skills (STEM) should be 
available. However, there is currently a great shortage of those skills in the U.S. 
workforce.13 It is not that there are too few high school and college graduates. 
Rather, the problems are that students are not studying the proper subjects, and 
there are concerns about the level and quality of the education received. Figure 4-3 
shows educational attainment at the last census.

Other noteworthy skills gaps exist in different industries. Analytical skills are 
believed to be exceedingly important in business, but a recent survey of business-
people found that perceptions of human resource professionals’ analytical capabilities 
and general abilities were low.14 Skills gaps in trade occupations have been identified 
in Alberta, Canada, with many organizations there hiring workers from the United 
States to fill key jobs.15 Organizations that need high-skilled employees, such as those 
that operate in the science, medical, technical, and managerial fields, also experience 
skills gaps, making it difficult to hire the right people. Recent evidence indicates that 
two-thirds of companies face recruiting challenges because job candidates often lack 
decision-making, leadership, ethics, math, and communication skills.16 

Other strategies can be used to manage talent gaps before they become a serious 
issue. Some companies are moving employees to locations where certain skills are 
needed the most, particularly for jobs in the oil, gas, and technology fields.17 Dis-
ney is using workforce analytics to identify the talent that is needed for the various 
films it is developing.18 The Atlanta-based software company Xpanxion has several 
offices located in smaller Nebraska towns to tap into the talent that exists in more 
remote areas, an approach the firm calls rural sourcing.19 

improving readiness for Work Many efforts focus on developing skills to 
improve employees’ readiness for work. For instance, the Workforce Investment 
Act established a federal program that provides workforce training to individuals, 
and this legislation is being reviewed for reauthorization.20 Educational institu-
tions are also developing programs that provide the skills necessary for success in 
business. Many liberal arts colleges such as Wake Forest University, Wesleyan Uni-
versity, and the University of Chicago are offering learning opportunities that help 
students develop business and technical skills.21 Other institutions such as UCLA 
and the College for America are offering competency-based and online educational 
programs to senior business professionals to promote skills enhancement.22 Massive 
open online courses are also being developed by various start-up businesses and 
elite universities to address employees’ skills gaps.23 

Organizations, including their human resource departments, can also address 
skills shortages. A survey of executives working in the United States determined 
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Figure 4-3 Education Profile of Workforce
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that more than half of organizations planned to dedicate more resources to training 
their employees. Employees can also shadow their colleagues at work and partici-
pate in online discussion boards to develop their skills.24 The use of online badges 
that indicate the knowledge and skills obtained by workers is one way to recognize 
individual development.25 

4-2 The Nature of Work and Jobs
One way to visualize an organization is as an entity that takes inputs from the sur-
rounding environment and then, through some kind of work, turns those inputs 
into goods or services. Work is effort directed toward accomplishing results, and 
such effort may be performed by humans, machines, or both. The total amount of 
work to be performed in an organization must be divided into jobs so that effort 
can be coordinated in some logical way. A job is a grouping of tasks, duties, and 
responsibilities that constitutes the total work assignment for an employee; these 
tasks, duties, and responsibilities may change over time, and therefore, the job 
may change.

Ideally, when the work processes to be done in all jobs in an organization are 
combined, the total should equal the amount of work that the organization needs 
to have done—no more, no less. The degree to which this ideal situation is met 
drives differences in organizational productivity. In addition, jobs increase in num-
ber and/or evolve, and duties change and are combined or eliminated as the needs 
of the organization change. If this doesn’t occur, the organization fails to adapt 
to the changes in its environment and may become outmoded or noncompetitive. 
Several approaches are used to deal with common issues related to jobs in any 
organization.

At Southwest Airlines, jobs involve employees delivering dependable service 
at low fares while working in an enjoyable organizational culture. Southwest em-
ployees have a high degree of flexibility in the jobs they perform, even to the point 
that customer service agents may help clean planes or unload luggage if the work-
load demands it. Other airlines, such as American and United, have higher fares, 
more service amenities, and employees with more narrowly defined jobs, while the 
cultures are arguably different from the work environment at Southwest Airlines. 
The ways the work is done and jobs are designed and performed vary significantly 
under these two approaches, and the differences impact the number of jobs and 
people needed.

For human resource professionals, the way work flows through the organi-
zation and how to make that work more efficient is also important. Formally 
reviewing jobs through workflow analysis can help identify what is to be ac-
complished, and changing the way jobs are done through job redesign may make 
people more satisfied. The following sections explore in more detail these issues 
related to work and jobs.

4-2a Workflow Analysis
Workflow analysis is the study of the way work moves through an organization. 
Such analysis usually begins with an examination of the quantity and quality of the 
desired and actual outputs (goods and services), and then the activities (tasks and 

LO2 Identify 
components of 
workflow analysis.

Work
 Effort directed toward 
accomplishing results

Job 
Grouping of tasks, duties, 
and responsibilities that 
constitutes the total 
work assignment for 
an employee

Workflow analysis
Study of the way work 
(inputs, activities, and 
outputs) moves through 
an organization
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jobs) that lead to the outputs are evaluated to see if they are achieving the desired 
outputs. Finally, the inputs (people, material, information, data, equipment, etc.) 
must be assessed to determine if they make the outputs and activities more effective 
and efficient. A workflow analysis framework is shown in Figure 4-4.

An integrated workflow analysis is likely to lead to better employee involve-
ment, greater efficiency, and more customer satisfaction because the organization’s 
work is divided into jobs that can be coordinated. For example, if a customer experi-
ences a service problem in a fine-dining restaurant, a server typically takes the issue 
to a floor supervisor so that it can be addressed directly at the table. If a floor super-
visor is not available, then the server must take the issue to a higher-level manager, 
assuming one is around. Besides providing certain items free of charge, at better-
managed establishments, a supervisor or manager can input the service problem and 
the customer’s name and contact information into a database so that other special 
offers can be sent later to ensure that the individual will eat at the restaurant again 
sometime in the future. This action may also be delegated to a line employee such as 
a host or another customer-contact worker.

A workflow analysis of this process would show that there are too many steps 
involving too many jobs. So, the restaurant might consider implementing a new 
customer service system that empowers servers to resolve service problems at the 
tables immediately as they occur, rather than trying to find managers to discuss 
these issues. The process necessitates the redefinition of the tasks, duties, and re-
sponsibilities of several jobs, particularly the server position. In particular, servers 
should be trained to understand how they are expected to tackle service problems, 
including how to remove items from tickets, what types of offers should be given 
for certain complaints, and how actions should be reported to management later 

Inputs: 
Material,

information, data,
etc. 

Equipment:
Machines,

facilities, etc. 

Work:
That which is
required to

produce
the output 

Output:
What comes

from the work.
Measured
for quality

and quantity.

People:
Skills, experience,

 availability 

Figure 4-4 Workflow Analysis
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on. The result should be a more responsive workflow for customers, more efficient 
responses to service problems, and more empowered jobs for servers.

4-2b Job Design/Job Redesign
Job design refers to organizing tasks, duties, responsibilities, and other elements into 
a productive unit of work. Job redesign involves changing existing jobs in differ-
ent ways to improve them. Identifying the components of a given job so that these 
factors can ultimately be enhanced is an integral part of the job design process. Job 
design receives attention for a number of important reasons:

•	 Job design can influence performance in many different jobs, especially those 
jobs where employee motivation can be influenced substantially by work 
factors so that performance improves.

•	 Job design can affect employees’ overall job satisfaction. Since people are more 
satisfied with certain job elements and characteristics than others, identifying 
what makes a “good” job becomes critical. In addition, lower turnover and 
absenteeism are often associated with effective job design.

•	 Under many circumstances, job design can impact both physical and mental 
health. Problems such as hearing loss, backache, leg pain, stress, high blood 
pressure, general fatigue, sleeplessness, and heart disease can sometimes be 
linked directly to job design.

Managers play a significant role in job design because they are commonly the 
individuals who establish jobs and their design components. Managers must make 
sure that the expectations, requirements, responsibilities, and accountabilities of 
work are made clear to all those who work in particular jobs. During job design, 
managers should consider the nature and characteristics of both jobs and people. As 
Figure 4-5 indicates, managers can influence or control job characteristics, but they 
usually cannot easily control the basic characteristics of people.

LO3 Define job 
design and identify 
common approaches 
to job design.

Job design
Organizing tasks, duties, 
responsibilities, and 
other elements into a 
productive unit of work

Job redesign
Changing existing jobs 
in different ways it to 
improve them

Job Characteristics
(Management can control)

People Characteristics
(Management cannot easily control)

Tasks

Authority/
responsibility

Policies and
procedures

Tools

Variety

Time 
requirements

Social
opportunities

Working
conditions

Stress

Motivation

Interests

Energy level

Personality
variables

Satisfaction
predisposition

Physical
characteristics

Honesty

Conscientiousness

Intelligence

Figure 4-5 Some Characteristics of Jobs and People
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4-2c Using Contingent Workers as Job Design
Organizations employ a wide variety of workers, not just full-time employees.  
Depending on economic and competitive factors, the types of workers in firms can 
vary greatly. These may include full-time and part-time employees, independent 
contractors, and temporary and contingent workers.

The jobs found in organizations can be designed to utilize any of the differ-
ent types of employees and workers. Although some firms still use the traditional 
approach of employing full-time and part-time employees, many firms are making 
significant use of independent, temporary, and contingent workers. These individu-
als are not considered employees because they generally work at will or on limited 
contracts, and they may even be working for other employers as well. A contingent 
worker is not a full-time employee but is a temporary or part-time worker for a spe-
cific period of time and type of work.

According to the U.S. Bureau of Labor Statistics, contingent workers are part of 
a group of “alternative workers” who may be on call, work through an employment 
agency, or operate as independent contractors. A number of contingent workers have 
contracts with employers that establish their pay, hours, job requirements, limitations, 
and time periods. Because of the inherent advantages, more employers are using con-
tingent or temporary workers to staff different positions.

Person–Job Fit Not everyone would necessarily enjoy being a human resource 
manager, an engineer, a nurse, or a drill-press operator. However, some people do 
prefer these specific jobs and do well at them. These issues relate to person–job fit, 
which involves matching the characteristics of people with the characteristics of jobs.

If a person does not fit a job, he or she can be changed or replaced, or the job 
can be redesigned to establish greater congruence. However, though an employer 
can try to make a “round” person fit a “square” job, it is generally difficult to suc-
cessfully reshape people. If it is possible to redesign a job, the person–job fit may be 
improved much more easily than it would be if the focus were on developing em-
ployees. For example, bank tellers interact with people throughout a typical work-
day. An individual who prefers not to talk to others at work may perform better in a 
position that does not require so much interaction because this particular aspect of 
the bank teller job cannot be changed significantly. Consequently, different people 
will consider some jobs “good” and others “bad” based on the match between indi-
vidual characteristics and the unchangeable components of a job. As a result, differ-
ent people will find that they fit different kinds of work in unique ways.

4-2d Common Approaches to Job Design
One way to design or redesign jobs is to simplify the job tasks and responsibilities. 
Job simplification may be appropriate for jobs that are to be staffed with entry-level 
employees; however, making jobs too simple may result in boring work situations that 
appeal to few people, causing higher turnover. Several other approaches have also been 
used as part of job design, including job enlargement, job enrichment, and job rotation.

Job enlargement and Job enrichment Attempts to alleviate some of the 
problems encountered with excessive job simplification fall under the general cate-
gories of job enlargement and job enrichment. Job enlargement involves broadening 
the scope of a job by expanding the number of different tasks that are performed. 

contingent worker
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full-time employee but is 
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period of time and type 
of work
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Job enrichment involves increasing the depth of a job by adding responsibility for 
planning, organizing, controlling, and/or evaluating the job. Some examples of job 
enrichment are:

•	 Giving employees an entire job to complete rather than just a particular part of 
the work to be performed

•	 Providing employees with more flexibility to perform jobs as needed
•	 Increasing employees’ accountability for their work by reducing external 

control and overly close supervision
•	 Expanding assignments for employees so that they can perform new tasks 

and develop special areas of expertise
•	 Submitting feedback reports to employees rather than only to management 

so that individuals have more ownership over their development

Job rotation One technique that can break the monotony of an otherwise 
simple routine job is job rotation, which is the process of shifting a person from 
job to job. There are advantages to job rotation, including that it develops an  
employee’s capabilities for doing several jobs. For instance, large convention hotels can  
successfully use job rotation to prepare food and beverage employees to work in dif-
ferent areas of the organization, including banquets, fine dining, and room service. 
Such varied job experiences also make the workplace more interesting to employees  
because they get the opportunity to perform in different types of positions. Clear 
policies that identify the nature of job rotations and provide the appropriate train-
ing are more likely to make job rotation a successful strategy.

4-2e Characteristics of Jobs to Consider in Design
A model developed by Hackman and Oldham focuses on five important design 
characteristics of jobs that managers can target. Figure 4-6 shows that skill  variety, 
task identity, and task significance affect the meaningfulness of work; autonomy 
stimulates responsibility; and feedback provides knowledge of results. The more 
that each component characteristic is present, the better the job situation is for 
an employee because work is inherently more motivating and satisfying. Using 
a sample of business professionals employed in a large Taiwanese retail home im-
provement firm, one study found that positive job characteristics are negatively 
related to turnover intentions.26 These findings indicate that appropriate job char-
acteristics can be used as a tool to enhance employee retention. The following 
sections detail the various job dimensions that can be enhanced to improve the 
characteristics of work.

•	 Skill variety is the extent to which the work requires several activities 
for successful completion. For example, higher skill variety exists when 
a production line worker performs many different tasks when assembling 
products such as adding components, inspecting item quality, and packaging. 
Skill variety is not to be confused with multitasking, which involves doing 
several tasks at the same time, often with the assistance of computers, 
telephones, personal organizers, and other means. The impact of multitasking 
for an employee may be never getting away from the job, which can be 
an unacceptable outcome for some.

•	 Task identity is the extent to which the job includes a recognizable unit of work 
that is carried out from start to finish and results in a known consequence. 
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For example, when a customer calls with a problem, a customer specialist can 
handle the stages from maintenance to repair in order to resolve the problem.

•	 Task significance is the impact the job has on other people and the 
organization as a whole. A job is more meaningful if it is important to other 
individuals and the company. For instance, police officers may experience 
more job fulfillment when dealing with a real threat, rather than merely 
training to be ready in case a threat arises.27 The position of culture officer 
is also becoming an important job in companies because the work requires 
an individual to develop and institutionalize a positive work environment 
throughout an organization.28 

•	 Autonomy is the extent of individual freedom and discretion in the work 
and its scheduling. More autonomy leads to a greater feeling of personal 
responsibility for the work. For example, college professors are given 
a significant amount of autonomy to develop and teach courses and to 
pursue their research interests, which can make the work more satisfying.

•	 Feedback is the amount of information employees receive about how well 
or how poorly they have performed. When an organization uses multiple 
raters and forms to determine employee performance (e.g., customer ratings, 
peer evaluations, self appraisals, manager evaluations), the level of feedback 
increases because information is being provided by many individuals. The 
advantage of feedback is that it helps employees understand the effectiveness 
of their performance, which contributes to their overall knowledge of work.

task significance
Impact the job has on 
other people and the 
organization as a whole

Autonomy
Extent of individual 
freedom and discretion 
in the work and its 
scheduling

feedback
The amount of information 
employees receive about 
how well or how poorly 
they have performed

Figure 4-6 Job Characteristics Model
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Motivation, performance, and satisfaction can be influenced by the level of 
each job characteristic. In other words, as one or more factor increases, employees 
should become more engaged with their work duties and responsibilities. Autonomy 
and feedback are especially powerful because they can magnify the effects of the 
other job characteristics.

4-2f Using Teams in Job Design
Typically, a job is thought of as a series of activities that are performed by just 
one person. However, where appropriate, jobs may be designed for teams to take 
advantage of the increased productivity, synergy, and commitment that often fol-
low such design efforts. For these reasons, a number of organizations assign jobs 
to teams of employees instead of just assigning work to individuals. Some firms 
have gone as far as dropping such terms as workers and employees and have 
replaced them with titles such as teammates, crew members, and associates to 
emphasize teamwork.

As organizations have changed, the types of teams have changed as well. Hav-
ing global operations with diverse individuals and using technology have affected 
the nature of how teams contribute to organizational projects. Mergers and acqui-
sitions have also affected the development of leadership teams in organizations. 
For instance, an acquisition that occurred at Faurecia, a French-based provider of  
automotive components such as seats and interior/exterior parts, required a group 
of managers to assess themselves with online leadership diagnostic tools to deter-
mine how they could better interact with each other.29 

Special Types of Teams Several types of teams may periodically function 
 outside the scope of members’ normal jobs.30 One is the special-purpose team, 
which is formed to address specific problems, improve work processes, and  enhance 
the overall quality of products and services. Special-purpose teams are often a 
mixture of employees, supervisors, and managers so that diverse perspectives can 
be provided.

The self-directed team is comprised of individuals who are assigned a cluster 
of tasks, duties, and responsibilities to be accomplished. Unlike special-purpose 
teams, self-directed work teams become entities that use regular internal decision-
making processes. The use of self-directed work teams in companies must be 
planned well and fit the underlying culture of the organization if the endeavor is 
to be successful.

The virtual team includes individuals who are separated geographically but 
who are linked by communications technology. The success of virtual work teams 
depends on a number of factors, including training of team members on virtual 
interaction, planning and managing virtual tasks and projects, and using technol-
ogy to enhance teamwork. Leaders of virtual teams should also be given training 
so that they have the skills needed to be effective in the online, geographically dis-
persed work environment.31 

global Teams Global operations have resulted in the increasing use of virtual 
teams in a variety of organizations. Members of these teams seldom or never meet 
in person; instead, they “meet” electronically via web-based systems. With global 
teams, it is important for managers and human resource departments to address 
various issues, including who is to be chosen for the teams, how they are to 
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communicate and collaborate online and in person (if at all), and what tasks and 
work efforts may be done with these teams. The “HR Competencies & Applica-
tions: Telecommuting in the Global Business Environment” feature explores impor-
tant issues that human resource professionals should consider then working with 
individuals and teams in the virtual environment.

Telecommuting in the Global Business Environment

International telecommuting has become an im-
portant human resource issue in global business 
organizations. In the past, it was difficult for em-
ployees to telecommute from foreign locations 
because the technology was not sophisticated 
enough to facilitate good communication and 
coordination with team members and manag-
ers. However, the availability of smartphones, 
high-speed Internet access, advanced comput-
ers, and interactive software enables individu-
als who are employed at different worksites to 
complete their work interactively. These tools 
have helped companies better retain employees 
and more effectively utilize the talents that they 
bring to the workplace.

Companies may face a  number of 
challenging situations related to international 
telecommuting. For instance, an employee 
may move to a country where an employer 
has a foreign site and telecommute back to the 
home office, or an employee may relocate to a 
country outside of the organization’s footprint 
and telecommute from there. A company may 
also elect to create a mandatory telecommuting 
policy in a foreign country to save money, or 
it may create a more unified telecommuting 
policy for its global employees.

Regard less  of  the  c i rcumst ances , 
companies should consider the following 
issues when creating global telecommuting 
strategies:

•	 Keep track of where employees reside in 
order to avoid complicated legal and payroll 
issues.

•	 Consider how telecommuting will affect 
employees who must get accustomed 
to working in a more solitary work 
environment.

•	 Develop a plan that indicates how 
employees are expected to interact with 
local worksites, communicate with other 
employees, and get their work done.

•	 Identify what resources will be provided 
by the organization to help employees 
telecommute.

•	 Fully consider the legal issues associated 
with global compensation, safety, and 
licensing.

•	 Develop a plan for ensuring data security 
as information is shared across borders.32 

Many companies rely on global telecommut-
ing to enhance worker engagement, and human 
resource professionals need to understand the 
inherent opportunities and challenges. If you were 
involved in this process:

1. What kinds of issues would you consider 
when developing global telecommuting 
strategies? What issues do you think are 
the most important?

2. What do think companies can do to make 
global telecommuting more successful?
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4-2g Teams and Work Efforts
The use of work teams has been a popular job redesign strategy in many com-
panies. Improved productivity, increased employee involvement, greater coworker 
trust, more widespread individual learning, and greater individual diversity in 
knowledge, skills, and abilities are among the potential benefits. When transitioning 
to work teams, it is important to define the areas of work, scope of authority, and 
goals of the teams. Also, teams must recognize and address dissent, conflict, and 
other problems.33 

The role of supervisors and managers changes with use of teams because of the 
presence of team leaders. Rather than giving orders, the team leader often becomes 
a facilitator to assist the team. Team leaders also mediate and resolve conflicts when 
they occur among team members, and it is common for them to interact with other 
teams and managers elsewhere in the company. Consequently, managers may need 
to be given special training to prepare them for the challenges associated with team 
leadership.

4-3 Designing Flexible Jobs
Flexibility can be designed into a job in several different ways, such as by changing 
where or when the work can be performed. A recent Families and Work Institute 
survey indicated that a majority of the companies sampled offer some type of flex-
ible work arrangement (flextime, flexible breaks, completing work at home, etc.) 
to employees.34 It is important for employers to consider these arrangements when 
designing jobs because flexible work opportunities are generally viewed by employ-
ees as being more attractive.

Flexible work is often spearheaded by using technology to enhance collabora-
tion among employees, enabling them to accomplish work more efficiently and effec-
tively. There is also growing interest in creating flexible workspaces that complement 
flexwork by eliminating cubicles and adding open work areas and shared offices and 
lounges. Accenture adopted this approach (in conjunction with telecommuting) over 
a decade ago, and the results have been promising, with higher employee satisfaction 
and engagement along with reduced office space needs. The company’s managers 
and employees do not have their own offices; instead, they share workspaces to 
communicate and collaborate.35 

Despite all the benefits provided by flexible work arrangements and the tech-
nology used to support these approaches, there are some inherent challenges such 
as information overload and attention fragmentation. Too much technological 
flexibility and connectivity without some consideration to how these factors influ-
ence the completion of work can cause problems for some employees. The need 
for uninterrupted time to synthesize information, reflect, apply judgment, and 
make good decisions is an important requirement in many professional jobs, but 
it can be difficult to find in a 24/7, on-call, flexible workplace. Some organiza-
tions prefer to have employees work in traditional office environments because it 
is believed that direct employee interactions benefit creativity and decision mak-
ing. For instance, to help foster innovation, Yahoo suspended all of its flexible 
work arrangements and telecommuting in favor of requiring employees to work at 
 Yahoo worksites.36 

globAl
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Flexible work arrangements enable employees to work at places other than 
their usual worksites. These approaches are collectively referred to as telework or 
telecommuting.

4-3a Place Flexibility: Telework
Individuals who work at home or places other than an organization’s official worksite 
illustrate telework, which means that employees complete work through electronic 
interactions, telecommunications, and Internet technology. Twenty-four percent of 
Americans report that they work at least some hours at home each week.37 Employ-
ees with higher education levels frequently have more opportunity for telework (see 
Figure 4-7).

Benefits and Disadvantages Some benefits of telework are environmental in 
nature and address problems caused by traffic, vehicle emissions, and overbuilding. 
Employees often find that they spend less for gasoline, vehicle maintenance, lunches, 
and dry cleaning. Not traveling to work saves employees time that can be used for 
other activities. Employees can also be more productive due to higher morale and de-
creased stress. The ability to telecommute can help attract new employees and retain 
current employees because they are more satisfied and committed to the employer.38 
Telecommuting can be especially useful during bad weather or widespread health  
issues such as pandemic flu.

However, some disadvantages are associated with telework. Some typical concerns 
include the following:

•	 Employees may not enjoy telework beyond a certain number of hours worked 
(such as 15 hours per week).

•	 Employees can feel like they are isolated socially from their coworkers.
•	 The electronic media used to facilitate telework may limit how well employees 

can interact with each other.

telework
Employees complete 
work through electronic 
interactions, telecom-
munications, and Internet 
technology. 

Source: American Time Use Survey, Bureau of Labor Statistics, 2013.
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•	 Employees who have children and other responsibilities at home may face role 
conflict when work gets in the way.

•	 When telework teams include employees who have significant responsibilities 
at home, individuals might allow poor performance because they feel sorry for 
team members.

•	 Some employees may prefer to have more of a boundary between work and 
home.39 

Managing Telework The nature of the employment relationship with teleworkers 
should be outlined in a policy that establishes clear work expectations, as well as the 
boundaries between work and home. For instance, working long hours and being 
available 24/7 while having to balance home and work requirements can be stressful 
for employees and may lead to burnout.40 Maintaining employee motivation when 
individuals are not physically present at company facilities can also be challeng-
ing, particularly for international employees. Also, time zone differences between 
the United States and other countries may make it difficult for global employees to 
participate in conference calls or travel extensively for meetings. Calculating pay for 
nonexempt employees can also be complicated if they are allowed to telework.

After careful consideration of these issues, companies can develop telework in 
several ways:

•	 Regular: Employees may spend scheduled days or every day at an office 
at home

•	 Brief occasional: Employees may use a home office on weekends or at night 
to do a project

•	 Temporary/emergency: During bad weather, a natural disaster, or other events 
causing disruption, employees work from home

4-3b Time Flexibility: Work Scheduling
Considering different work schedules can be part of designing jobs, nonstandard 
schedules have been developed for employees in various occupations. The tradi-
tional work schedule in the United States of eight hours a day, five days a week is in 
transition. Workers may work fewer or more than eight hours at a workplace, and 
they may work additional hours at home.

The work schedules associated with jobs vary, as some jobs must be performed 
during “normal” daily work hours and on weekdays, while others require employees 
to work nights, weekends, and extended hours. There are significant differences in the 
hours worked in different countries as well. Given the global nature of many organi-
zations, human resource practices must adjust to different locations. Organizations 
are using many work scheduling arrangements, including shift work, the compressed 
workweek, part-time schedules, job sharing, and flextime.

Shift Work A common work schedule design is shift work, which requires 
 employees to work on various schedules that function at different times throughout 
a workday. Many organizations need 24-hour coverage and therefore may schedule 
three shifts per day, each eight hours long. Most employers provide some form of 
additional pay, called a shift differential, for working the evening or night shifts. 
Some types of shift work have been known to cause difficulties for some employees, 
such as weariness, irritability, lack of motivation, and illness. Although shift work is 
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not universally popular, some employers must rely on 24/7 coverage; consequently, 
shift work is likely to continue to be utilized by some organizations.

Compressed Workweek Another type of work schedule design is the 
 compressed workweek, which involves accomplishing a full week’s work in fewer 
than five days of eight working hours each. Compression usually results in more 
work hours each day and fewer workdays each week, such as a four-day week with 
10-hour days or a three-day week with 12-hour shifts. Workers who shift to 12-hour 
schedules often do not wish to return to eight-hour schedules because they have four 
days off each week, which provides a longer block of time off from work. However, 
12-hour schedules can lead to sleep difficulties, fatigue, and an increased number of 
injuries, so companies should be aware of these inherent physical challenges.

Part-Time Schedules Part-time jobs are used when less than 40 hours per 
week are required for some workers to perform their work in an organization. 
Part-time jobs are attractive to those who may not want to work 40 hours per 
week, including older employees, parents of small children, and students. In some 
cases, professionals may choose part-time work because it fits their personal and 
occupational preferences.

Job Sharing Another alternative used is job sharing, which involves two employ-
ees performing the work of one full-time job. For instance, a hospital allows two 
radiological technicians to fill one job, and each individual works every other week. 
Such arrangements are beneficial for employees who may not want or be able to 
work full time because of family responsibilities, school schedules, or other personal 
and professional reasons.

Flextime In flextime, employees work a set number of hours a day but vary 
starting and ending times to get more scheduling flexibility. In another variation 
on this theme, employees may work 30 minutes longer Monday through Thursday, 
take short lunch breaks, and leave work at 1 p.m. or 2 p.m. on Friday. A study 
found that women who ask for flextime arrangements are thought by their (male 
and female) managers to be using these arrangements to take care of their personal  
responsibilities rather than work requirements.41 

4-3c Managing Flexible Work
Flexible scheduling allows management to relax some of the traditional “time 
clock” control of employees, while still covering workloads.42 In some cases, elec-
tronic monitoring may be used to facilitate the management of flexible work. For 
example, to get some measure of work activity and completion, a call-service firm 
can electronically monitor home-based employees on their use of phones, breaks, 
and production. Managers can also increase ongoing communication with employ-
ees to determine whether work requirements are being addressed.

4-3d Flexibility and Work–Life Balance
For many employees, balancing their work and personal lives is a significant concern. 
Work–life balance involves employer-sponsored programs designed to help employees 
balance work and personal responsibilities. For instance, Simon Wood-Fleming, the 

compressed 
workweek
A workweek in which 
a full week’s work is 
accomplished in fewer 
than five days of eight 
working hours each

Job sharing
Scheduling arrangement 
in which two employees 
perform the work of one 
full-time job

Work–life balance
Employer-sponsored 
programs designed to 
help employees balance 
work and personal life
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chief marketing officer for the music service firm Pandora Media, enjoys running and 
working out during the workday, and other employees are encouraged to take time 
away from the office to exercise.43 Research indicates that certain flexible work 
policies are associated with reduced conflicts between work and family.44 Conse-
quently, these efforts should enhance recruiting and retention efforts by attracting 
and keeping people who want flexibility in their jobs. Finally, having a PEP plan (or 
personal, energy, and professional vision) that focuses on balancing personal pur-
suits and professional objectives can also be beneficial.45 

Convention and Visitors Bureau  
Keeps Flexwork in Perspective

The use of smart technology, computers, and 
the Internet in the workplace have enabled 
employees to stay better connected with their 
managers and colleagues, something that has 
provided them with more opportunities to get 
their work done. On the flipside, however, there 
is concern that this newfound flexibility may ac-
tually hurt employees when they are expected 
to always be “on the clock.” In other words, a 
24/7 mind-set can be perpetuated at work that 
negatively impacts employees’ work–life bal-
ance. A recent study of business leaders and 
other professionals indeed found that indi-
viduals used their smartphones for work over 
13 hours a day on weekdays, as well as around 
5 hours during weekends (total weekly use was 
72 hours). Participants in the survey claimed 
that management and communication prob-
lems were to blame for their extensive use of 
technology. This highlights the fact that manag-
ers must create reasonable expectations about 
technology use, and proper policies must be de-
veloped so that employees don’t feel the need 
to stay constantly connected to the workplace.

Many organizations are trying to address 
these challenges in ways that are beneficial for 
all parties. The ideal situation is to use technol-
ogy in a way that enhances productivity with-
out having it intrude too much on employees’ 
personal lives. The Durham, North Carolina, 
Convention and Visitors Bureau (CVB) has 

developed policies that keep flexible work in 
perspective so that a better balance between 
work and the home is achieved. The organization 
was recently given the Alfred P. Sloan Award for 
Excellence in Workplace Effectiveness and Flex-
ibility for its efforts. E’Vonne Coleman-Cook, the 
Durham CVB’s chief operating officer, provides 
the following recommendations that should  
assist companies as they develop such policies:

•	 Organizations need to set policies and 
values, and then back them up by living 
by the company’s words.

•	 Managers’ interactions with employees 
should be monitored to ensure reasonable 
standards are being enforced.

•	 The goals and expectations for each em-
ployee need to be identified so that the 
“rules of the game” are understood by all 
individuals.46 

Keep in mind the practices used by the Dur-
ham CVB as you consider the following questions:

1. How could flexwork be better managed 
in the workplace given the inherent 
challenges and opportunities of this 
approach? How could HR professionals 
provide assistance?

2. How do you recommend organizations use 
technology so that work–life balance is not 
adversely impacted?
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Managers should consider some challenges associated with managing work–
life balance programs. Employees may lose faith in such programs if they are not 
applied consistently, and since it is not uncommon to have such policies identi-
fied and available but not actually practiced in some organizations, employees may 
dismiss them as “window dressing.” In addition, companies have to develop rea-
sonable work standards to avoid creating conflicts between work and home. The 
preceding “HR Perspective: Convention and Visitors Bureau Keeps Flex-Work in 
Perspective” feature explores some of the challenges related to flexible work and 
work–family balance.

Women may have negative experiences when it comes to balancing work and 
home life. A large global study found that supervisors believe men are better at 
managing work–life balance than are women.47 Other research shows that men are 
more likely to feel comfortable about missing family activities than are women,48 
which potentially increases women’s perceptions of work–family conflict.

4-4 Understanding Job Analysis
Creating and developing interesting jobs that fit effectively into the flow of an 
organization’s work is called job design. The more narrow focus of job analysis 
involves using a formal system to gather information about what people actu-
ally do in their jobs. A basic building block of human resource management, 
job analysis is a systematic way of gathering and analyzing information about 
the content, context, and human requirements of jobs. Job analysis is the basis 
for all human resource practices because the process sets up how employees are 
hired, trained and developed, evaluated, and compensated. A Society for Hu-
man Resource Management survey found that of the companies that relied on 
job analysis, a majority used the process to help improve the recruitment of 
employees.49 

A basic overview of the job analysis process is summarized graphically in 
Figure 4-8. The resulting information from job analysis is compiled into job  
descriptions and job specifications for use in many human resource activities.

4-4a Purposes of Job Analysis
Job analysis, or work analysis, has grown in importance as the workforce and jobs 
have changed.50 To be effective, human resource planning, recruiting, and hiring all 
should be based on job requirements identified through job analysis and the capa-
bilities of individuals. In equal employment opportunity matters, accurate details on 
job requirements are needed because the credentials provided in job descriptions can  
affect court decisions. Additionally, compensation, training, and employee perfor-
mance appraisals should be based on the specific needs of the jobs. Job analysis is also 
useful in identifying job factors and duties that may contribute to workplace health 
and safety as well as employee and labor relations issues. Information from job analy-
ses that can be helpful in making a distinction among jobs includes the following:

•	 Work activities and behaviors
•	 Interactions with others
•	 Performance standards
•	 Financial and budgeting impact

LO5 Describe job 
analysis and the 
stages in the process.

Job analysis
Systematic way of 
gathering and analyzing 
information about the 
content, context, and hu-
man requirements of jobs
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•	 Machines and equipment used
•	 Working conditions
•	 Supervision given and received
•	 Knowledge, skills, and abilities needed

4-4b Job Analysis Responsibilities
To be successful, job analysis requires a high degree of coordination and cooperation 
between the human resources unit and operating managers, and assigning responsibil-
ity for job analysis depends on who can best perform various parts of the process. In 
larger companies, the HR unit supervises the process to maintain its integrity and writes 
job descriptions and specifications for uniformity. Managers review the efforts of the 
HR unit to ensure accuracy and completeness; they may also request new job analyses 
when jobs change significantly. In smaller organizations, managers may perform all 
job analysis responsibilities. Figure 4-9 summarizes the typical division of job analysis 
responsibilities that occurs in organizations between the HR unit and managers.

Different types of job analysis can be used to secure information about jobs. The 
most traditional and widely used method is task-based job analysis; however, some 
organizations have emphasized the need for a competency-based approach. Both of 
these job analysis types are discussed in more detail in the following sections.

JOB ANALYSIS

Methods
Questionnaires
Interviews
Observations
Logs/diaries

Sources of Data
Employees
Supervisors
Managers
Job analysts

Conducted by
Job analyst (HR)
Outside consultant
Supervisor/manager

EEO/ADA
Human resource
planning
Selection
Compensation
Training

Performance
management
Health, safety,
and security
Employee/labor
relations

Used for

Job Descriptions Job Speci�cations

Used to create or develop

Figure 4-8 Job Analysis in Perspective
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4-4c Task-Based Job Analysis
Task-based job analysis is the most common type and focuses on the components and 
characteristics of work embedded within a job. A task is a distinct, identifiable work 
activity comprised of motions that employees perform, whereas a duty is a larger 
work segment comprised of several tasks that are performed by individuals. Since both 
tasks and duties describe activities, it is not always easy or necessary to distinguish  
between the two factors. For example, if one of the employment supervisor’s duties is to  
interview applicants, one task associated with that duty would be asking job-related 
questions. Responsibilities are the obligations that individuals have to perform certain 
tasks and duties within a job. Therefore, the overall goal of task-based job analysis is 
to identify all the tasks, duties, and responsibilities that are part of a job.

4-4d Competency-Based Job Analysis
Unlike the traditional task-based approach to analyzing jobs, the competency  
approach considers how knowledge and skills are used. Competencies are individual 
capabilities that can be linked to enhanced performance by individuals or teams.

The concept of competencies varies widely from organization to organization 
because of the different types of work that can be performed. The term technical 
competencies is often used to refer to employees’ specific knowledge and skills.  
Behavioral competencies are a different set of competencies, and some examples of 
these competencies include:

•	 Customer focus
•	 Team orientation
•	 Technical expertise
•	 Results orientation
•	 Communication effectiveness
•	 Leadership
•	 Conflict resolution
•	 Innovation
•	 Adaptability
•	 Decisiveness

task
Distinct, identifiable work 
activity comprised of 
motions that employees 
perform

duty
Larger work segment 
comprised of several 
tasks that are performed 
by individuals

Responsibilities
Obligations that 
individuals have to 
perform certain tasks and 
duties within a job

competencies
Individual capabilities 
that can be linked to 
enhanced performance by 
individuals or teams

Coordinates job analysis
Writes job descriptions and
specications for review by managers
Periodically reviews job descriptions
and specications
Reviews managerial input to ensure
accuracy
May seek assistance from outside
experts for difcult or unusual
analyses

Complete or help complete job analysis
information
Review job descriptions and
specications and maintain their
accuracy
Request new analyses as jobs change
Use job analysis information to identify
performance standards
Provide information to outside experts

HR Unit Managers

Figure 4-9 Typical Division of Human Resource Responsibilities: Job Analysis
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The competency approach to job analysis focuses on identifying the key individ-
ual characteristics that make employees successful on the job, and unlike task-based 
job analysis, one of the main purposes is to influence future job performance. As 
such, the competency approach may be more broadly focused on behaviors, rather 
than just on tasks, duties, and responsibilities. For instance, many supervisors talk 
about employees’ attitudes, but they have difficulty identifying exactly what they 
mean by attitude. Using different approaches, supervisors can attempt to isolate the 
competencies that they consider to be part of employees’ attitudes (perhaps team 
orientation, selfless service, and conflict resolution), as well as how these factors may 
affect performance.

integrating Technology and Competency-Based Job Analysis As the 
workplace continues to evolve, there may be a more integrated use of task-based 
and competency-based job analyses. Another factor that will contribute to the 
use of both approaches is that in addition to the performance of job tasks and 
duties, strategic competencies are identified for some jobs. Consequently, human 
resource professionals (or whoever is conducting job analyses) are more likely to 
need a more integrated and comprehensive process. The decision about whether 
to use a task-based or competency-based approach to job analysis is affected by 
the nature of jobs; however, task-based analysis is likely to remain more widely 
used because it is the most defensible legally,51 and it is the primary focus of the 
remainder of this chapter.

4-5 Implementing Job Analysis
The process of job analysis must be conducted in a logical manner, following  
appropriate management and professional psychometric practices.52 Analysts usually 
follow a multistage process, regardless of the specific job analysis methods used. The 
stages for a typical job analysis, as outlined in Figure 4-10, may vary somewhat with 
the number of jobs included.

4-5a Plan the Job Analysis
Prior to the job analysis process itself, planning should be done to gather infor-
mation about jobs from managers and employees. Probably the most important 
consideration is to identify the objectives of the job analysis, which might be as 
simple as updating job descriptions or as comprehensive as revising the organiza-
tion’s compensation programs. Whatever the purpose identified, the effort needs the 
support of top management.

Figure 4-10 Stages in the Job Analysis Process

I. Plan the Job
Analysis

II. Prepare for and Introduce
Job Analysis

A. Identify jobs and
     methodology
B. Review existing job
    documentation
C. Communicate process
 to managers/employees

III. Conduct the Job Analysis

A. Gather job analysis data
B. Review and compile
 data

IV. Develop Job Descriptions
and Job Speci�cations

A. Draft job descriptions
 and speci�cations
B. Review drafts with
 managers and employees
C. Finalize job descriptions
 and recommendations

V. Maintain and Update Job
Descriptions and Job

Speci�cations
A. Update job descriptions
 and speci�cations as
 organization changes
B. Periodically review all
 jobs
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4-5b Prepare for and Introduce the Job Analysis
Preparing for job analysis includes identifying the jobs to be analyzed. Organi-
zation charts, existing job descriptions, previous job analysis information, and 
other resources are reviewed next. This includes identifying who will be involved 
in conducting the job analysis and the methods to be used. A key part is identify-
ing and communicating the process to appropriate managers, affected employees, 
and others.

4-5c Conduct the Job Analysis
Data about jobs are collected using various methods; the methods used are based 
on time and the available resources. Once data from job analyses are compiled, the 
information can be sorted by job, organizational unit, and job family.

4-5d Develop Job Descriptions and Job  
Specifications

At this stage, the job analyst drafts job descriptions and job specifications. Gener-
ally, organizations do not recommend having managers and employees write job 
descriptions for several reasons. First, it reduces consistency in format and details, 
both of which are important given the legal consequences of job descriptions. Sec-
ond, managers and employees vary in their writing skills, and they may write the 
job descriptions and job specifications to reflect what they do and what their per-
sonal qualifications are, instead of what the job requires. However, completed drafts 
should be reviewed by managers and supervisors, and then with employees, before 
they are finalized.

4-5e Maintain and Update Job Descriptions  
and Job Specifications

Once job descriptions and specifications have been completed and reviewed by all 
appropriate individuals, a system must be developed for keeping them current and 
posted on a firm’s intranet source. One effective way to ensure that appropriate 
reviews occur is to use current job descriptions and job specifications as part of 
other human resource activities. For example, each time a vacancy occurs, the job 
description and specifications should be reviewed and revised as necessary before 
recruiting and hiring efforts begin. Similarly, in some organizations, managers and 
employees review job descriptions during performance appraisal interviews.

4-6 Job Analysis Methods
Job analysis information about what people are doing in their jobs can be gathered 
in a variety of ways. Traditionally, the most common methods have been (1) obser-
vations, (2) interviews, and (3) questionnaires. However, the expansion of technol-
ogy has led to computerization and web-based job analysis information gathering 
methods. Sometimes a combination of these approaches is used depending on the 
situation and the organization.
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4-6a Observation
With the observation method, a manager, job analyst, or industrial engineer watches 
an employee perform the job and takes notes that describe the tasks and duties per-
formed. The observation method is limited because many jobs do not have complete 
and easily observed job duties or job cycles. Thus, observation may be more useful 
for repetitive jobs and in conjunction with other methods; or it can be used to verify 
information.

Work Sampling One type of observation, work sampling, does not require 
 attention to each detailed action throughout an entire work cycle. This method al-
lows a job analyst to determine the content and pace of a typical workday through 
statistical sampling of certain actions rather than through continuous observation 
and timing of all actions. Work sampling is particularly useful for routine and re-
petitive jobs because the factors of work do not change significantly from one day 
to the next.

employee Diary/Log Another observation method requires employees to  
“observe” their own performance by keeping a diary/log of their job duties, not-
ing how frequently those duties are performed and the time required for each one. 
Although this approach can generate useful information, it can be burdensome for 
employees to compile an accurate log while still performing their jobs. Technology 
can facilitate the logging or diary approach, reducing some of the problems associ-
ated with balancing data collection and work completion.

4-6b Interviewing
The interview method requires a manager, job analyst, or human resource specialist to 
talk with the employees performing each job. A standardized interview form is often 
used to record the information and ensure greater consistency. Both the employee and 
the employee’s supervisor should be interviewed to obtain complete details about the job.

Sometimes group or panel interviews are used to collect information about 
jobs. A team of subject matter experts (SMEs) who have varying insights about a 
group of jobs is assembled to provide job analysis information. This option may be 
particularly useful for highly technical or complicated jobs because a great deal of 
complex information can be collected from groups of employees who work in these 
jobs. Since the interview method alone can be quite time consuming, combining it 
with one of the other methods is a common practice.

4-6c Questionnaires
The questionnaire is a widely used method of gathering job data because of its ease 
of use and convenience. A survey instrument that identifies job factors is developed 
ahead of time by human resource professionals and/or other managers, and this 
questionnaire is given to employees and managers to complete. The typical job 
questionnaire often covers the areas shown in Figure 4-11.

The questionnaire method offers a major advantage in that information about a 
large number of jobs can be collected inexpensively in a relatively short period of time. 
However, the questionnaire method assumes that employees can accurately analyze and 
communicate information about their jobs, which may not be the case in all situations. 
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Using interviews and observations in combination with the questionnaire method al-
lows analysts to clarify and verify the information gathered in questionnaires.

Managerial Job Analysis Questionnaire Since managerial jobs often differ 
from jobs with more clearly observable routines and procedures, some specialized job 
analysis methods exist for management jobs. One well-known method is the Manage-
ment Position Description Questionnaire (MPDQ), an instrument that taps important 
elements of managerial/supervisory work. Comprised of more than 200 statements, 
the MPDQ examines a variety of management dimensions, including decision making 
and supervising.

4-6d Job Analysis and O*Net
A variety of resources to help with job analysis are available from the U.S. Depart-
ment of Labor (DOL), and these resources have been developed and used over many 
years by a variety of entities. Functional job analysis uses a competency approach to 
job analysis, and a functional definition of what is done in a job can be generated 
by examining the three components of data, people, and things. The levels of these 
components traditionally have been used to identify and compare important elements 
of more than 120 jobs in the Dictionary of Occupational Titles (DOT). O*Net is cur-
rently the main DOL resource available and provides employers with a wide range of 
useful items.

The O*Net database now contains data on more than 800 occupations, classified 
by industry. Included in the occupational categories are the following factors:

•	 Task statements of importance, relevance, and frequency
•	 Abilities (work activities, knowledge, skills, and work content)
•	 Training, work experiences, and education
•	 Interests and work values, work styles, and job zones

◆    Regular duties
◆    Special duties performed
     less frequently

Duties and Percentage of Time
Spent  on Each

◆    Supervision given to others
◆    Supervision received from
     others

Supervision

◆    Records and reports prepared
◆    Materials and equipment used
◆    Financial/budget responsibilities

Decisions Made

◆    Internal contacts
◆    External contacts

Contact with Other People

◆    Physical demands
◆    Working conditions

Physical Dimensions

◆    Knowledge
◆    Skills
◆    Abilities
◆    Training/experience needed

Jobholder Characteristics

Figure 4-11 Typical Areas Covered in a Job Analysis Questionnaire
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O*Net can be used in many ways that are highly beneficial to organizations. For 
example, one way is to see what abilities will be needed in certain jobs; more than 
50 abilities are listed, including arm-hand steadiness, fluency of ideas, time sharing, 
visualization, written and oral comprehension, and speech clarity. Employers can 
use the abilities and the other components to generate data for some parts of job 
analysis and for developing job descriptions.

O*Net also now contains the Dictionary of Occupational Titles (DOT) and 
has hundreds of jobs descriptions already written and available. For example, 
on human resource jobs, the DOT and O*Net have listed details on occupations 
such as Employee Relations Specialist and Human Resource Advisor. For these 
and all other types of jobs, an extensive list of tasks and detailed work activities 
is provided. These details provided by O*Net give supervisors, managers, and 
human resource professionals a valuable resource as they develop or revise job 
descriptions, compare recruiting advertisements, develop training components, 
and perform other human resource activities. In summary, O*Net is a data-
base of worker attributes and job characteristics to describe jobs and the skills 
workers will need to perform them,53 and the database can be accessed at www 
.onetcenter.org.

4-7 Behavioral and Legal Aspects  
of Job Analysis

Job analysis involves determining what the core job involves, as well as what em-
ployees do (or are expected to do) while working in a job. A detailed examination 
of jobs, although necessary, can sometimes be a demanding and disruptive experi-
ence for both managers and employees, in part because job analysis can identify the 
difference between what currently is being performed in a job and what should be 
done. This is a major job analysis–related issue for some employees, but it is not 
the only concern. Other behavioral factors can affect job analysis and make the 
process more challenging.

4-7a Current Incumbent Emphasis
A job analysis and the resulting job description and job specifications should not 
just describe what the person currently in the job does and that person’s qualifica-
tions. The incumbent may have unique capabilities and the ability to expand the 
scope of the job to assume more responsibilities, but the employer might have dif-
ficulty finding a suitable replacement if the person were to leave. Consequently, it 
is useful to focus on core duties and necessary knowledge, skills, and abilities by 
determining what the job would be if the incumbent were to quit or be moved to a 
different job.

4-7b “Inflation” of Jobs and Job Titles
People have a tendency to inflate the importance and significance of their jobs because 
they are not completely objective. Since job analysis information is used for com-
pensation purposes, both managers and employees may hope that “puffing up” jobs 
will result in higher pay levels, greater “status” for résumés, and more promotional 
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opportunities. Doing so often convolutes the job analysis process and results in inac-
curate and/or confusing job descriptions.

Inflated job titles also can be used to make jobs sound better (and subsequently 
increase employee pride) without making major job changes or pay adjustments. For 
instance, banking and financial institutions often use officer designations to enhance 
status. In one small Midwestern bank, an employee who had three years’ experience 
as a teller was “promoted” with no pay increase to Second Vice President of Customer 
Service. In effect, she became the lead teller when her supervisor was out of the bank 
and could subsequently sign more customer account forms, but her duties and com-
pensation were basically the same.

An additional concern is the use of offbeat and unusual titles to describe jobs. 
For example, what is a Group idea Management Director, Chief Transformation 
Officer, or Marketing Evangelist? What does a Human Character Manager really 
do? These examples illustrate how job titles may be misleading, both inside and 
outside the place of employment; titles should convey a clear picture of what a 
job involves.

4-7c Employee and Managerial Concerns
Both employees and managers may have concerns about the job analysis process. If 
done correctly, the resulting job description should identify the activities performed 
in a job. However, it is difficult to capture all facets of a job in which employees 
perform a variety of duties and operate with a high degree of independence.

employee Fears One concern that employees may have involves the purpose 
of a detailed investigation of their jobs. Some employees fear that an analysis of 
their jobs will limit their creativity and flexibility by overly formalizing their du-
ties. They may also be concerned about pay deductions or even layoffs as a result 
of job analysis. However, having accurate, well-communicated job descriptions 
can assist employees by clarifying their roles and the expectations within those 
roles. One effective way to handle anxieties is to involve employees in the revi-
sion process so that there is some employee input and ownership of the compiled 
information.

Job incumbent influence The content of a job may also reflect the 
 desires and skills of the incumbent employee, which can affect the content of 
the job analysis. For example, in one firm, an employee promoted to customer 
 service supervisor continued to spend considerable time answering customer 
calls, rather than supervising employees taking the calls. As part of job analy-
sis  discussions, the operations manager discussed the need for the supervisor to 
train the employees on handling special customer requests and to delegate more 
routine duties to others.

Managerial Straitjacket Another concern of managers and supervisors is that 
the job analysis and job descriptions will unrealistically limit managerial flexibility. 
Since workloads and demands change rapidly, managers and supervisors may elect 
to move duties to other employees, cross-train employees, and have flexible means 
available to accomplish work. If job descriptions are written or used restrictively, 
employees may argue that a change or omission to a job description should limit 
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management’s flexibility to require that work. In organizations with unionized work-
forces, some very restrictive job descriptions may exist.

Because of such difficulties, the final statement in many job descriptions is a 
miscellaneous clause that consists of a phrase similar to “Performs other duties 
as needed upon request by immediate supervisor.” This statement covers unusual 
situations in an employee’s job that cannot all be highlighted in a job description. 
However, duties covered by this phrase cannot be considered essential functions 
under legal provisions, including the Americans with Disabilities Act, which is dis-
cussed in the next section.

4-7d Legal Aspects of Job Analysis
The Uniform Guidelines on Employee Selection Procedures (in Appendix E) make it 
clear that human resource requirements must be tied to specific job-related factors 
if employers are to defend their actions as a business necessity. Job descriptions are 
frequently the link to these job-related factors because they describe important tasks, 
duties, and responsibilities, and they often provide a basic overview of the individual 
characteristics needed to perform work.

Job Analysis and the Americans with Disabilities Act One result of 
the Americans with Disabilities Act (ADA) is increased emphasis by employers on 
conducting job analyses, as well as developing and maintaining current and accu-
rate job descriptions and job specifications. The ADA requires that organizations 
identify the essential job functions, which are the fundamental duties of a job. These 
do not include the marginal functions of the positions. Marginal job functions are 
duties that are part of a job but are incidental or ancillary to the purpose and nature 
of the job. As covered in Chapter 3, the three major considerations used in deter-
mining essential functions and marginal functions are the following:

•	 Percentage of time spent on tasks
•	 Frequency of tasks performed on the job
•	 Importance of tasks performed

Job analysis should also identify the physical demands of jobs. For example, the 
important physical skills and capabilities used on the job of a nursing professional 
could include being able to hear well enough to aid clients and doctors. However, 
hearing might be less essential for a heavy equipment operator working in a quarry.

Job Analysis and Wage/Hour regulations As will be explained in Chapter 11, 
the federal Fair Labor Standards Act (FLSA) and most state wage/hour laws require 
that the percentage of time employees spend on manual, routine, or clerical duties 
affects whether they must be paid overtime for hours worked in excess of 40 hours a 
week. To be exempt from overtime, employees must perform their primary duties as 
executive, administrative, professional, or outside sales employees. Primary has been 
interpreted to mean occurring at least 50% of the time.

Other legal compliance efforts, such as those involving workplace safety and 
health, can also be facilitated and enhanced by the data provided by job analysis 
and job descriptions. It is difficult for an employer to have a legal staffing system 
without performing job analysis. Job analysis is truly the most basic human resource 
activity and the foundation for most other personnel decision and efforts.

marginal job functions
Duties that are part of a 
job but are incidental or 
ancillary to the purpose 
and nature of the job
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4-8 Job Descriptions and Job Specifications
The output from a job analysis is used to develop a job description and its job speci-
fications. Together, these two documents summarize job analysis information in a 
readable format and provide the basis for defensible job-related actions.

4-8a Job Descriptions
In most cases, a job description and a job specification are combined into one 
 document that contains several sections. A job description identifies a job’s tasks, 
duties, and responsibilities. It describes what is done, why it is done, where it is done, 
and, briefly, how it is done. Writing job descriptions can be challenging  because 
identifying the necessary soft skills needed to perform a job, as well as the typical 
 duties, can be difficult.55 The following “HR Competencies &  Applications: Writing 
 Appropriate Job Descriptions” feature has suggestions for writing job descriptions.

4-8b Job Specifications
While the job description outlines activities to be done, the job specifications list 
the knowledge, skills, and abilities (KSAs) an individual needs to perform a job sat-
isfactorily. KSAs might include the education, experience, work skill requirements, 
personal abilities, and mental and physical requirements a person needs to do the 
job, not necessarily the current employee’s qualifications.56 

4-8c Performance Standards
Performance standards flow directly from a job description and indicate what 
the job accomplishes and how performance is measured in key areas of the job 
description. If employees know what is expected and how performance is to be 
measured, they have a much better chance of performing satisfactorily. Unfortu-
nately, performance standards are often not developed as supplemental items in 
job descriptions. Even if performance standards have been identified and matched 
to job descriptions, they must be communicated to employees if the job descriptions 
are to be effective tools.

4-8d Job Description Components
A typical job description contains several major parts. The following sections pres-
ent an overview of the most common components. Each organization formats job 
descriptions in a way best suited to its inherent culture and management practices. 
Consistency of information and formatting across all the organization’s jobs ensures 
uniformity.

identification The first part of the job description is the identification section, 
which includes the job title, department, reporting relationships, location, and date 
of analysis. It is advisable to note other information that is useful in tracking jobs 
and employees through HR systems. Additional items commonly noted in the iden-
tification section are job code, pay grade, exempt/nonexempt status under the Fair 
Labor Standards Act (FLSA), and the EEOC classification (from the EEO-1 form).

LO6 List the 
components of job 
descriptions.

Job description
Identifies a job’s 
tasks, duties, 
and responsibilities

Job specifications
The knowledge, skills, 
and abilities (KSAs) 
an individual needs 
to perform a job 
satisfactorily

Performance 
standards
Indicators of what the job 
accomplishes and how 
performance is measured 
in key areas of the job 
description
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general Summary The general summary is a concise statement of the general 
responsibilities and components that make the job different from others. One human 
resource specialist has characterized the general summary statement as follows: “In 
thirty words or less, describe the essence of the job.” Often, the summary is written 
after all other sections are completed so that a more complete overview is prepared.

Writing Appropriate Job Descriptions

Developing and maintaining current job descrip-
tions are important activities in human resource 
management because these documents affect 
so many other important personnel functions, 
including staffing, training, and compensation. 
Some key suggestions for writing job descrip-
tions that include the essential functions and 
duties of a job are:

•	 Compose specific duty statements:

1. A precise action verb and its object

2. The frequency of the duties and the 
expected outcomes

3. The tools, equipment, aids, and 
processes to be used

•	 Be logical. If the job is repetitive, describe 
the tasks as they occur in the work cycle. 
For varied jobs, list the major tasks first and 
follow these activities with the less frequent 
and/or less important tasks (in order).

•	 Use proper details. Make sure the descrip-
tion covers the meaningful duties of the job.

•	 Be specific. For example, instead of saying 
“Lifts heavy packages,” say, “Frequently lifts 
heavy packages weighing up to 50 pounds.”

•	 Use the active voice. Start each statement 
with a functional verb in the present 
tense (third-person singular). For instance, 
Compiles, Approves, or Analyzes. Avoid 
terms like handles, maintains, and processes.

•	 Describe, do not prescribe. Say, “Operates 
electronic imaging machine,” not “Must 

know how to operate electronic image 
machine.” (The latter is a job specification, 
not a job description.)

•	 Be consistent. Define terms like may, 
occasionally, and periodically.

•	 Include a miscellaneous clause. This clause 
provides flexibility and may be phrased as 
follows: “Performs other related duties 
as assigned by supervisory personnel.”

Several other factors should be considered 
when writing appropriate job descriptions:

•	 Think about the future. Consider how jobs 
may change over time, as well as the impact 
these changes might have on needed skills.

•	 Have some priorities. To reduce unneeded 
complexity, avoid discussing too many duties.

•	 Limit critical characteristics. Specify only 
five or six characteristics that candidates 
need to have to work in a job.

•	 Talk about culture. Describe the company’s 
culture to let others know what it’s like to 
work there.

•	 Focus on continuous improvement. Keep 
revising the job description to make it better.54 

Based on these suggestions, consider the fol-
lowing questions:

1. What do you think are the most important 
characteristics of good job descriptions?

2. What kinds of issues would you consider 
when writing job descriptions?
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Identi�cation Section

General Summary

Essential Job Functions

Knowledge, Skills, and Abilities

Education and Experience

Physical Requirements

Working Conditions: Normal working conditions absent extreme factors.

Note: The statements herein are intended to describe the general nature and level of work being performed, but are not to
be seen as a complete list of responsibilities, duties, and skills required of personnel so classi�ed. Also, they do not establish
a contract for employment and are subject to change at the discretion of the employer.

Percentage of Work Time Spent on Activity

0–24 25–49 50–74 75–100

X

X

X

X

X

X

Position Title: Customer Service Supervisor

Department: Marketing/Customer Service

Supervises, coordinates, and assigns work of employees to ensure customer service department goals and
customer needs are met.

Bachelor’s degree in business or marketing, plus 3–5 years of industry experience. Supervisory, marketing,
and customer service experience helpful.

Seeing: Must be able to see well enough to read reports.

Hearing: Must be able to hear well enough to
communicate with customers, vendors, and employees.

Standing/Walking: Must be able to move about
department.

Climbing/Stooping/Kneeling: Must be able to stoop or
kneel to pick up paper products or directories.

Lifting/Pulling/Pushing: Must be able to lift up to
50 pounds.

Fingering/Grasping/Feeling: Must be able to type and
use technical sources.

1.   Supervises the work of customer service representatives to enhance performance by coordinating
      duties, advising on issues or problems, and checking work. (55%)
2.   Provides customer service training for company employees in all departments. (15%)
3.   Creates and reviews reports for service orders for new and existing customers. (10%)
4.   Performs employee performance evaluations, training, and discipline. (10%)
5.   Follows up with customer complaints and issues and provides resolutions. (10%)
6.   Conducts other duties as needed guided by marketing director and executives.

◆   Knowledge of company products, services, policies, and procedures.
◆   Knowledge of marketing and customer programs, data, and results.
◆   Knowledge of supervisory requirements and practices.
◆   Skill in completing multiple tasks at once.
◆   Skill in identifying and resolving customer problems.
◆   Skill in oral and written communication, including Spanish communications.
◆   Skill in coaching, training, and performance evaluating employees.
◆   Skill in operating of�ce and technological equipment and software.
◆   Ability to communicate professionally with coworkers, customers, and vendors.
◆   Ability to work independently and meet managerial goals.
◆   Ability to follow oral and written instructions.
◆   Ability to organize daily activities of self and others and to work as a team player.

EEOC Class: O/M
Reports To: Marketing Director FLSA Status: Exempt

Figure 4-12 Sample Job Description and Job Specifications
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essential Job Functions and Duties The essential functions and duties are 
generally listed in order of importance in this component of the job description. 
It contains clear, precise statements on the major tasks, duties, and responsibilities 
performed in a job. Writing this section is often the most time-consuming aspect 
of preparing job descriptions because of the amount and detail of the information 
reported.

Job Specifications The qualifications needed to perform the job satisfactorily 
are identified in the job specifications section. The job specifications typically are 
stated as: (1) knowledge, skills, and abilities; (2) education and experience; and 
(3) physical requirements and/or working conditions. The components of the job 
specifications provide information necessary to determine what accommodations 
might and might not be possible under the Americans with Disabilities Act.

Disclaimers and Approvals Many job descriptions include approval signatures 
by appropriate managers and a legal disclaimer. This disclaimer allows employers to 
change employees’ job duties or to request employees to perform duties not listed 
so that the job description is not viewed as a contract between the employer and the 
employee. Figure 4-12 contains a sample job description and job specifications for a 
customer service supervisor. Also, Appendix H has sample job descriptions and job 
specifications for human resource management jobs.

SUMMARy  
•	 The workforce is changing but not entirely 

in the predicted ways.
•	 The workforce participation rate has declined, 

reducing the percentage of people in certain 
groups who are in the workforce.

•	 Work-ready credentials are ways to determine 
skills rather than assume that a degree grants 
specific skills to all who hold it.

•	 Work in an organization is divided into jobs, 
and workflow analysis shows how work flows 
through the organization.

•	 Job design involves developing jobs that people 
can do well. It may include simplification, 
enlargement, enrichment, or rotation.

•	 Designing jobs so that they incorporate skill 
variety, task identity and significance, autonomy, 
and feedback can improve jobs for employees.

•	 Work teams can be used when designing jobs.
•	 Jobs can be designed for place and/or time 

flexibility.
•	 Telework is leading to more place flexibility 

and can be regular, brief occasional, 
or temporary/emergency.

•	 Shift work, compressed work weeks, part-time 
positions, job sharing, and flextime can provide 
time and other schedule flexibility.

•	 Job analysis is a systematic investigation of 
the content, context, and human requirements 
of a job.

•	 Task-based job analysis focuses on the tasks, 
duties, and responsibilities associated with jobs.

•	 Competency-based job analysis focuses on basic 
characteristics of performance such as technical 
and behavioral competencies.

•	 A number of methods of job analysis are used, 
with interviews and questionnaires being 
the most popular.

•	 The behavioral reactions of employees and 
managers along with legal compliance issues 
must be considered as part of job analysis.

•	 The end products of a job analysis are 
job descriptions, which identify the tasks, 
duties, and responsibilities of jobs, and job 
specifications, which list the knowledge, 
skills, and abilities needed to perform a job 
satisfactorily.
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CASE Unilever Jumps on the Flexible Work 
Bandwagon

In an effort to stay on the cutting edge of positive 
employment practices, the Anglo-Dutch consumer 
products firm Unilever recently created a new 
policy that grants flexible work arrangements to 
100,000 individuals. This number represents al-
most all of the company’s employees, minus some 
production workers who operate in factories. A 
trial run of the Agile Working program was con-
ducted at one worksite, which led to the introduc-
tion of the process to many thousands of other 
employees several years later. There are plans to of-
fer the program to select factory workers. Unilever 
also purchased equipment such as laptops, web-
cams, and smartphones to help individuals com-
plete their work outside of the office. Employees 
have responded favorably to the technology, indi-
cating that it helps them function effectively from 
remote locations.

These changes required a whole new way of 
thinking in the company, and the leadership ap-
proach that was used to guide human resources was 
changed dramatically. For example, managers pay 

less attention to some of the more traditional re-
quirements and standards of work, such as looking 
good, working long hours, and having good atten-
dance. Instead, they focus on how well employees 
complete their work based on expected results.

The managers at Unilever sold the idea of Agile 
Working by focusing on a number of points:

•	 Videoconferencing and other distance 
communication would cut travel costs.

•	 Technology enhancements would help improve 
workplace efficiency and effectiveness.

•	 The physical office requirements in different 
facilities would be decreased significantly.

•	 Employee job satisfaction should increase based 
on a more concerted focus on work–life balance.

•	 Flexible work opportunities should enhance 
worker engagement and retention.

The results of the program have been positive 
overall. Employees claim to be more satisfied on 
the job, and the company has enjoyed stronger 
hiring trends. Workers also report being  healthier 

CRITICAL THINKING CHALLENGES
1. Describe how changes in the workforce have been 

impacting organizations, including organizations 
for which you have recently worked.

2. For many individuals, the nature of work and 
jobs is changing. Describe these changes, some 
reasons for them, and how they are affecting both 
human resource management and individuals.

3. Explain how you would conduct a job 
analysis in a company that has never had job 
descriptions. Utilize the O*Net as a resource 
for your information.

4. You have recently assumed the role of Human 
Resource Manager in your company. In reviewing 
the company records, you note that the job 
descriptions were last updated five years ago.  

The company’s President has taken the 
position that there is no need to update the job 
descriptions. However, you also note that the 
company has grown by 50% during the past five 
years, resulting in many changes, including some 
in job functions. You want to build a business 
case to convince the President of the need to 
update the job descriptions. To help you build 
your case, use the information on the purpose 
of job descriptions at www.hrtools.com.

A. How can job descriptions be used as a 
management tool?

B. What role do job descriptions have in 
helping companies comply with various 
legal issues?
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This case shows how a health care organization 
uses flexible work arrangements to provide care for 
 patients, as well as to attract and keep employees. (For  
the case, go to www.cengage.com/management/mathis.)
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and less stressed out about their employment 
 situations.57 

QueStionS

1. Based on Unilever’s Agile Working program, 
what else can human resource professionals do 
to facilitate work–life balance in organizations? 

What other opportunities could Unilever offer 
its employees to enhance work–life balance?

2. What is your opinion of Agile Working? Do you 
think there are any disadvantages associated 
with this flexible work arrangement?
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What’S trending in 
individual/organization  
relationS and retention

HR professionals should develop workplace approaches that build stronger 
connections with employees. They must also be aware that organizational 
characteristics directly affect employee motivation, work attitudes, and en-
gagement. Absenteeism and turnover often occur when organizations are 
not managed well, while high retention results when a satisfying work envi-
ronment is created. Given these issues, here’s what’s currently trending in the 
area of individual/organization relations and retention:

1. Fostering employee motivation is always an ongoing concern for 
HR professionals. Companies are finding ways to enhance employees’ 
work attitudes so that they are motivated to perform at high levels on 
the job.

2. Employee engagement often leads to greater loyalty and job performance. 
HR departments are trying to develop programs that get workers involved 
in ways that help organizations improve.

3. Employee withdrawal is a constant challenge for companies in a variety 
of industries, particularly those in the service sector. Unfortunately, 
such withdrawal, which is often precipitated by an undesirable 
work environment, can lead to excessive absenteeism and turnover. 
By partnering with line managers and senior leaders, HR professionals 
can focus their efforts on creating a workplace that discourages 
employees to leave their jobs.

4. The retention of employees is something that all organizations want to 
improve in both the short term and long term. Psychological contracts, 
work requirements, and other employment arrangements are being 
developed in different ways to enhance retention.

Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Discuss four different 
views of motivation 
at work.

LO2 Explain the nature 
of the psychological 
contract.

LO3 Define the difference 
between job 
satisfaction and 
engagement.

LO4 Identify a system 
for controlling 
absenteeism.

LO5 Describe different 
kinds of turnover 
and how turnover 
can be measured.

LO6 Summarize various 
ways to manage 
retention.

Individual/ 
Organization Relations 
and Retention

5
c h a p t e r 
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A network-based culture can be used to build greater 

employee engagement in organizations. Companies 

must therefore develop the right conditions that motivate 

employees to network more effectively with each other so that 

innovation, creativity, and positive decision making is fostered. 

In particular, by cultivating trust in the workplace, employees can 

build critical relationships and reach out to their colleagues in an 

effort to improve the organization.

The following strategies can be used to increase positive 

networking in companies:

•	 Get employees to feel comfortable about networking by 

emphasizing how learning is enhanced when it occurs. 

In this sense, networking is viewed as an individual 

competence that can help improve people and the 

workplace.

•	 Encourage employees to self-assess their own networking 

proficiencies. Once they know where they stand, help them 

determine how they can better engage with others through 

positive networking.

•	 Teach people to recognize defining moments that call 

for networking. These situations can make a difference 

in employees’ successes.

•	 Help employees understand 

that networking can benefit 

the entire company, not 

just the individuals doing the 

networking.

A number of companies are 

capitalizing on some of these 

ideas and opportunities. For 

instance, the layout of Google’s 

new worksite is designed so 

that people can interact more 
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freely and randomly, which creates opportunities for innovative decision making in a 

more casual setting. Yahoo also buys into this kind of thinking; the company recently 

dropped its work-at-home programs in favor of requiring all employees to report to 

corporate offices to have more “face time” with each other. The basic idea is to create 

networking opportunities in a traditional workplace that enable workers to share more 

ideas and be more creative.1 

Ideally,	organizations	are	comprised	of	employees	who	have	the	ability	to	keep	
the	company	successfully	moving	forward.	However,	the	value	of	employees	is	
based	on	the	level	of	their	job	performance.	This	performance	depends	on	the	ef-
fort	these	employees	put	into	work,	their	ability,	and	employer	support.	Effort	is in	
part	determined	by	motivation,	a	topic	that	is	worthy	of	consideration	here.	An	
individual’s	expectations	about	work,	job	satisfaction,	commitment,	engagement,	
and	loyalty	are	some	of	the	variables	that	can	influence	motivation,	effort,	and	job	
performance.

These	factors	can	also	influence	two	potentially	expensive	HR	challenges,	
absenteeism	and	turnover.	Both	factors	represent	withdrawal	from	the	orga-
nization,	which	 involves	employees’	 feelings	of	separation.	Understanding	
why people	stay	with	an	organization	(called	retention)	or	choose	to	withdraw	
requires	organizational	leaders	to	consider	how	companies	treat	employees.	
Desirable	rewards,	opportunities	for	development,	reasonable	HR	policies,		
effective	management	of	job	and	work–life	issues,	and	workplace	collegiality	
can	enhance	such	treatment.	The	basics	for	understanding	the	relationships		
between	employees	and	employers,	as	well	as	the	associated	consequences,	are	
covered	in	this	chapter.

5-1 Individuals at Work
The	relationship	between	individuals	and	their	employers	helps	explain	why	people	
might	choose	to	leave	particular	jobs	or	stay.	For	an	employer	to	want	to	keep	an	
employee,	the	individual	must	be	performing	well	and	making	valuable	contributions	
to	the	workplace.2	Several	factors	affect	the	performance	of	employees,	including	
individual	abilities,	the	amount	of	effort	expended,	and	the	organizational	support	
received.	The	HR	unit	exists	in	part	to	analyze	and	address	these	areas	so	that	per-
formance	is	enhanced	and	retention	is	increased.	Exactly	what	the	role	of	the	HR	
unit	“should	be”	often	depends	on	the	expectations	of	upper	management,	as	well	
as	the	culture	of	the	organization.	As	with	any	management	function,	HR	manage-
ment	activities	should	be	developed,	evaluated,	and	changed	as	necessary	so	that	they	
can	contribute	positively	to	the	performance	of	individuals	in	their	jobs,	as	well	as	
	enhance	organizational	performance	overall.	

LO1 Discuss four 
different views of 
motivation at work.
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5-1a Individual Performance Factors
The	three	major	factors	that	affect	how	a	given	individual	performs	are	illustrated	
in	Figure	5-1.	They	are	(1)	individual	ability	to	do	the	work,	(2)	effort	expended,	
and	(3)	organizational	support.	The	relationship	of	those	factors	is	broadly	defined	
in	management	literature	as	follows:

Performance	(P)	5	Ability	(A)	3	Effort	(E)	3	Support	(S)

Individual	performance	is	enhanced	to	the	degree	that	all	three	elements	are	
present	within	an	individual	employee,	but	performance	can	be	diminished	if	any	
factor	is	reduced	or	absent.	For	instance,	assume	that	several	production	workers	
have	the	ability	to	do	their	jobs	well	and	work	productively,	but	the	organization	
provides	outdated	equipment	and/or	the	supervisors’	management	style	causes	neg-
ative	reactions	among	the	workers.	These	conditions	would	likely	result	in	low	job	
performance	because	the	work	environment	is	managed	ineffectively.

Individual
Performance
(including
quantity

and quality)

Effort Level Expended

Motivation
Work ethic
Attendance
Job design

Individual Ability

Talents
Interests
Personality factors

Organizational Support

Training and development
Equipment and technology
Performance standards
Management and coworkers

Figure 5-1 Components of Individual Performance
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Another	example	involves	a	customer	service	representative	in	a	call	center	who	
has	both	excellent	abilities	and	support.	However,	the	individual	dislikes	“being	tied	
to	a	telephone	cord”	all	day	and	is	frequently	absent	because	of	low	satisfaction	
with	the	requirements	of	the	job,	even	though	the	position	pays	well.	In	both	cases,	
individual	performance	is	likely	to	be	lower	compared	to	employment	situations	
where	all	three	components	are	present	in	a	positive	manner.	Individual	motivation	
is	often	a	predictor	of	effort	expended,	so	a	brief	overview	of	motivation	as	it	affects	
performance	is	presented	next.

5-1b Individual Motivation
Motivation	is	the	desire	that	exists	within	a	person	that	causes	that	individual	to	
act.	People	usually	act	for	a	number	of	reasons,	but	they	are	often	tied	to	goals	that	
have	been	set	by	themselves	or	by	others	around	them.	Thus,	motivation	is	a	goal-	
directed	drive,	and	the	process	seldom	occurs	in	a	void.	The	words	need, want,  desire,	
and	drive	are	all	similar	to	motive,	from	which	the	word	motivation	is		derived.	
	Understanding	motivation	is	important	because	compensation,	turnover,	and	other	
HR	concerns	are	related	to	it.

Approaches	to	understanding	motivation	vary	because	many	theorists	have		
developed	their	own	views	and	models.	Some	approaches	focus	on	intrinsic	motivators	
that	are	inside	an	individual,	while	others	concentrate	on	extrinsic	factors	that	enhance	
motivation	externally.	Each	approach	has	contributed	to	the	understanding	of	human	
motivation.	Four	approaches	are	examined	briefly	in	the	following	sections.

Need Theory The	theory	of	human	motivation	developed	by	Abraham	Maslow	has	
received	a	great	deal	of	attention	in	academic	and	practitioner	settings.	This	need	theory	
of	motivation	assumes	that	only	unsatisfied	needs	motivate	individuals.	Maslow	classi-
fied	human	needs	into	five	categories	that	ascend	in	a	definite	order.	Until	the	more	basic	
needs	are	adequately	met,	a	person	will	not	fully	strive	to	meet	higher	needs.	Maslow’s	
well-known	hierarchy	is	comprised	of	(1)	physiological needs,	(2)	safety and security 
needs,	(3)	belonging and love needs,	(4)	esteem needs,	and	(5)	self-actualization needs.

An	assumption	often	made	by	those	using	Maslow’s	hierarchy	is	that	workers	
in	modern,	technologically	advanced	societies	have	basically	satisfied	their	physi-
ological,	safety,	and	belonging	needs.	Therefore,	they	will	be	motivated	first	by	the	
needs	for	self-esteem	and	the	esteem	of	others,	and	then	by	self-actualization.	Con-
ditions	to	satisfy	these	needs	should	therefore	be	present	in	the	workplace	to	enable	
the	job	itself	to	be	meaningful	and	motivating	to	employees.

Two-Factor Theory Frederick	Herzberg’s	motivation/hygiene	theory	assumes	that	
one	group	of	factors,	motivators,	accounts	for	increases	in	individual	motivation	because	
of	enrichment	and	other	positive	work	characteristics.	Alternatively,	hygiene factors	can	
cause	employees	to	become	dissatisfied	with	work	if	these	basic	expectations	are	not	
adequately	addressed;	however,	hygiene	factors	do	not	directly	motivate	employees.

Motivators

•	 Achievement
•	 Recognition
•	 Work	itself
•	 Responsibility
•	 Advancement

Hygiene Factors

•	 Interpersonal	relationships
•	 Company	policy/administration
•	 Supervision
•	 Salary
•	 Working	conditions

motivation
The desire that exists 
within a person that 
causes that individual 
to act
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The	implication	of	Herzberg’s	research	for	management	and	HR	practices	is	
that	even	when	managers	carefully	consider	and	address	hygiene	factors	to	avoid	
employee	dissatisfaction,	employees	may	not	be	motivated	to	work	harder.	The	
two-factor	theory	suggests	that	only	motivators	cause	employees	to	exert	more	
effort	and	thereby	enhance	employee	performance.	Subsequent	research	has	ques-
tioned	whether	the	two	groups	of	factors	are	really	as	distinct	as	Herzberg	thought.	
Figure	5-2	shows	a	comparison	of	needs	theory	and	two-factor	theory.

equity Theory People	want	to	be	treated	fairly	at	work,	which	is	the	basic	un-
derlying	theme	embedded	within	equity	theory.	Equity	is	defined	as	the	perceived	
fairness	of	what	the	person	does	compared	with	what	the	person	receives	for	doing	
it.	Inputs	are	what	a	person	brings	to	the	organization,	including	educational	level,	
age,	experience,	productivity,	and	other	skills	or	efforts.	Outcomes	received	by	a	
person	are	the	rewards	obtained	in	exchange	for	all	these	inputs.	Outcomes	include	
pay,	benefits,	recognition	of	achievement,	prestige,	and	any	other	rewards	received.	

equity
The perceived fairness 
of what the person does 
compared with what 
the person receives for 
doing it

Figure 5-2 Need Theory and Two-Factor Theory Compared

Self-Actualization
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An	outcome	can	be	either	tangible,	which	can	include	economic	benefits	(such	as	
money)	or	intangible	(such	as	recognition	or	achievement).

The	employee’s	view	of	fair	value	is	critical	to	the	relationship	between	perfor-
mance	and	job	satisfaction	because	one’s	sense	of	equity	is	an	exchange-based	and	
comparative	process.	Assume	an	employee	is	an	information	technology	(IT)	spe-
cialist	who	exchanges	talents	and	efforts	(inputs)	for	the	tangible	and	intangible	
rewards	(outcomes)	the	employer	provides.	To	determine	perceived	equity,	the	em-
ployee	compares	his	or	her	talents,	skills,	and	efforts	to	those	of	other	IT	specialists,	
both	internally	and	at	other	firms.	That	perception,	whether	it	is	correct	or	incorrect,	
significantly	affects	that	person’s	evaluation	of	the	inputs	and	outcomes.	A	sense	of	
inequity	occurs	when	the	comparison	process	results	in	an	imbalance	between	inputs	
and	outcomes,	which	can	lead	to	negative	results	at	work.

expectancy Theory Lyman	Porter	and	E.	E.	Lawler	suggest	that	motivation	is	
also	influenced	by	what	people	expect.	If	expectations	are	not	met,	people	may	feel	
that	they	have	been	treated	unfairly	and	consequently	become	dissatisfied.	This	the-
ory	states	that	individuals	base	decisions	about	their	behaviors	on	their	expectations	
that	one	or	another	alternate	behavior	is	more	likely	to	lead	to	desired	outcomes.	
Figure	5-3	shows	the	three	aspects	of	the	behavior-outcome	relationships.

•	 Effort–performance expectations	refer	to	employees’	beliefs	that	working	
harder	will	lead	to	high	performance.	If	people	do	not	believe	that	working	
harder	leads	to	high	performance,	then	their	efforts	may	diminish.

•	 Performance–reward linkage	considers	individuals’	expectations	that	high	
performance	will	actually	lead	to	rewards.	The	performance–reward	relationship	
indicates	how	instrumental	or	important	effective	performance	is	in	producing	
desired	results.

•	 Value of rewards	refers	to	how	valuable	the	rewards	are	to	the	employee.	One	
determinant	of	employees’	willingness	to	exert	effort	is	the	degree	to	which	
they	value	the	rewards	offered	by	the	organization.

This	model	of	motivation	suggests	that	employees’	levels	of	effort	(motivation)	
are	not	simply	a	function	of	rewards.	Employees	must	believe	that	they	have	the	
ability to perform the tasks well;	they	must	expect	that	high performance will result 

Figure 5-3 Simplified Expectancy Model of Motivation
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Working with Slackers Hurts Motivation

Research suggests that a large majority of em-
ployees report having to deal with slackers who 
intentionally don’t work hard enough, making 
this issue a key ethical concern that relates to 
both workplace justice and fairness. Unfortu-
nately, only a small percentage of individuals 
actually “cry foul” on colleagues who shirk their 
work responsibilities, which can perpetuate the 
problem and harm the motivation, satisfaction, 
and performance of other workers. Cowork-
ers also end up working about four to six more 
hours each week to make up for the allocation 
of work that slackers don’t complete, which can 
harm their own ability to perform at high levels.

But why don’t people report slackers so 
that something can be done? At a minimum, 
employees should confront individuals who 
don’t do their assigned work. Quite often, it’s 
just easier for people to look the other way be-
cause they believe confrontation isn’t worth the 
hassle. Unfortunately, most hardworking employ-
ees overlook all the risks associated with letting 
slackers get away with their selfishness and poor 
performance.

Companies much teach employees how to 
respond to workplace loafing. Situations should 
be handled diplomatically, but shirkers need to 
be “called on the carpet” for their lack of con-
scientiousness. In particular, training can be 
provided to help workers address slacking so 
that their motivation remains high. Companies 
should consider the following issues as they 
provide training to help employees deal with 
slackers: coworkers:

•	 Don’t be judgmental. Start talking to your 
slacking coworker with an open mind and 
a curious demeanor. The individual might 
not understand how his or her slacking 
negatively affects you.

•	 Make you coworker feel comfortable. Show 
respect and describe how there are work 
 objectives that you share in common.

•	 Share your perceptions. Talk about the 
behaviors you are witnessing in an 
impersonal way and convey how such 
conduct is not meeting expectations.

•	 Talk about the challenges. Describe how 
the slacking behavior is adversely impacting 
your own efforts and productivity.

•	 Ask for feedback. Determine if your 
coworker views the situation in a different 
light. You may not fully understand some 
of the circumstances that lead to the 
slacking behavior.4

Slacking is a common problem in business, 
and HR professionals should be sensitive to the 
inherent challenges so that these issues can be 
effectively addressed. Consider the following 
questions:

1. What kinds of signs might you look for 
when determining whether slacking is a 
problem? How should you encourage em-
ployees to report such poor performance?

2. Besides the training already discussed, 
what do think companies and HR 
 departments can do to reduce the likeli-
hood of coworker slacking?

et
h

ic
S 

hr

in receiving rewards;	and	they	must	value those rewards.	If	all	three	conditions	are	
met,	employees	will	be	motivated	to	exert	greater	effort	on	the	job.3

5-1c Management Implications for Motivating  
Individual Performance

There	is	a	motivating	effect	associated	with	making	successful	progress	in	meaning-
ful	work.	Some	would	argue	that	this	is	the	most	powerful	basis	for	motivation.	
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Figure 5-4 The Individual–Organizational Relationship

Individual Performance

Organizational Expectations

Results of the Interaction

r    Psychological contract
r    Satisfaction
r    Commitment
r    Engagement
r    Loyalty

Managers	can	undermine	the	meaningfulness	of	a	person’s	work	and	therefore	mo-
tivation	by	dismissing	its	importance,	moving	people	off	work	before	they	finish	
it,	shifting	goals	constantly,	or	neglecting	to	keep	people	updated	on	changing	pri-
orities.	All	these	can	diminish	the	motivation	associated	with	meaningful	work.5	
The	behaviors	of	coworkers	can	also	harm	motivation.	The	preceding	“HR	Ethics:	
Working	with	Slackers	Hurts	Motivation”	feature	explores	how	employee	loafing/
shirking	is	a	critical	concern	that	can	negatively	affect	individual	motivation.

Organizational	values,	or	the	particular	issues	that	companies	address,	may	be	
important	tools	that	can	be	used	to	motivate	employees.	A	recent	survey	determined	
that	being	appreciated	and	respected	in	the	workplace,	being	able	to	utilize	personal	
capabilities,	and	liking	the	job	were	the	top	values	that	motivated	workers.	Other	
motivational	issues	included	pay,	employment	security,	good	managers/leaders,	and	
positive	HR	practices	such	as	performance	feedback,	training,	and	benefits.6	This	
research	suggests	that	companies	should	improve	these	areas	to	increase	employee	
motivation.

Many	organizations	spend	considerable	money	to	“motivate”	their	employees	
by	using	a	wide	range	of	tactics.	For	example,	some	firms	use	motivational	speak-
ers	to	inspire	employees.	Other	employers	give	T-shirts,	mugs,	books,	and	videos	to	
employees	as	motivators.	However,	the	effectiveness	of	these	expenditures	has	been	
questioned,	particularly	given	the	short-term	nature	of	many	of	these	programs	and	
rewards.	Managers	and	HR	professionals	would	be	better	served	by	focusing	on	
more	substantive	employment	factors	that	have	the	capacity	to	increase	individual	
motivation	in	the	long	term.	Whatever	issues	are	considered,	answering	a	question	
often	asked	by	managers,—How	do	I	motivate	my	employees?—requires	diagnosing	
employees’	efforts,	abilities,	and	expectations,	as	well	of	those	of	the	organization.

5-2 Individual Workers and Organizational 
Relationships

The	relationship	between	individuals	and	their	employers	can	be	affected	by	HR	
practices	and	can	vary	widely	from	favorable	to	unfavorable.	Important	elements	of	
these	relationships	include	the	psychological	contract,	job	satisfaction,	commitment,	
engagement,	and	loyalty	(see	Figure	5-4).	Understanding	these	factors	is	more	than	
just	academically	interesting.	The	economic	health	of	organizations	depends	on	the	

LO2 Explain 
the nature of the 
psychological contract.
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efforts	of	employees,	which	are	driven	by	their	ability	and	motivation	to	perform	well.	
Employers	must	find	ways	to	positively	affect	elements	of	individual–organization		
relationships	so	that	work	gets	done.

5-2a Psychological Contract
A	concept	that	has	been	useful	in	understanding	individuals’	relationships	with	their	
employers	is	the	psychological contract,	which	refers	to	the	unwritten	expectations	
employees	and	employers	have	about	the	nature	of	their	work	relationships.	Psycho-
logical	contracts	can	create	either	positive	or	negative	relationships	between	employ-
ers	and	individuals,	so	companies	have	a	vested	interest	in	cultivating	appropriate	
and	reasonable	expectations	to	improve	these	ties.	Psychological	contracts	are based	
on	developing	trust,	building	commitment,	and	improving	loyalty	with	the	ultimate	
goal	of	meeting	both	the	employer’s	and	employee’s	needs.

Unwritten	psychological	contracts	between	employers	and	employees	encompass	
expectations	about	both	tangible	items	(e.g.,	wages,	benefits,	employee	productivity,	
and	attendance)	and	intangible	items	(e.g.,	loyalty,	fair	treatment,	and	job	security).	
Employers	may	attempt	to	detail	their	expectations	through	employee	handbooks	and	
policy	manuals,	but	those	materials	are	only	part	of	the	total	“contractual”	relation-
ship.	It	is	important	to	understand	that	significant	parts	of	psychological	contracts	are	
often	perceived	rather	than	explicitly	stated.

The Changing Psychological Contract Employees	usually	expect	to	exchange	
their	efforts	and	capabilities	for	secure	jobs	that	offer	competitive	pay,	desirable	ben-
efits,	opportunities	to	learn	and	develop,	and	career	progression,	among	many	other	
positive	factors.	But	as	some	organizations	have	changed	economically,	in	an	effort	
to	be	more	efficient,	they	have	downsized	and	eliminated	workers	who	had	given	
long	and	loyal	service.	Consequently,	a	number	of	remaining	employees	in	these	
firms	question	whether	they	should	remain	loyal	to	and	stay	with	their	employers.	In	
other	words,	the	contract	has	been	altered	in	many	organizations.

Despite	these	changes,	employers	must	still	make	efforts	to	strengthen	psycho-
logical	contracts.	Doing	so	requires	HR	professionals	and	line	managers	to	focus	on	
several	elements	of	these	arrangements.	A	psychological	contract	often	involves	the	
following	expectations:

Employers Will Provide

•	 Competitive	compensation	
and benefits

•	 Flexibility	to	balance	work	
and home life

•	 Career	development	opportunities

Employees Will Contribute

•	 Continuous	skill	improvement	
and	increased	productivity

•	 Reasonable	length	of	service
•	 Extra	efforts	and	results	when	

needed

Psychological	contracts	can	be	strengthened	and	employee	commitment	enhanced	
when	the	organization	is	involved	in	a	cause	that	is	important	to	the	employee.	Com-
panies	may	also	improve	employment	relationships	by	focusing	on	developing	altru-
ism	in	the	workplace.	This	can	be	done	by	creating	positive	work	norms,	focusing	
on	fairness	and	responsibility,	and	offering	employees	more	autonomy.7	Leadership	
styles	also	need	to	be	better	matched	with	HR	strategies	to	help	craft	positive	psycho-
logical	contracts	among	employees.8	Finally,	the	results	of	a	recent	study	of	science-
oriented	university	faculty	members	working	for	a	Latin	American	institution	suggest	

psychological contract
The unwritten 
expectations employees 
and employers have 
about the nature of their 
work relationships
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that	managers	should	build	more	positive	social	networks	among	employees	so	that	
they	perceive	psychological	contracts	more	favorably.	Better	communication	about	
rewards	and	more	recognition	in	the	workplace	should	also	help.9

Conversely,	psychological	contracts	can	be	violated—not	only	by	personal	mis-
treatment	but	also	by	a	perception	that	the	organization	has	abandoned	an	important	
principle	or	cause.	For	instance,	when	unethical	or	illegal	behavior	is	committed	by	
upper	management,	the	psychological	contract	is	violated	and	employees	may	feel	
anger,	distrust,	reduced	loyalty	and	commitment,	and	increased	willingness	to	leave.	
Serious	ethical	scandals	may	be	particularly	damaging	to	psychological	contracts	be-
cause	awareness	of	unethical	behavior	is	so	widespread.

global Psychological Contract Concerns With	many	organizations	having	
global	operations,	the	psychological	contract	becomes	more	complicated.	Employees	
in	foreign	countries	and	expatriate	employees	from	the	United	States	have	varying	
psychological	contract	expectations.	If	organizational	expectations	are	not	made	clear	
prior	to	relocation	of	expatriates,	there	is	a	greater	chance	that	the	assignment	will	be	
cut	short	or	the	employee	will	quit	upon	returning	home.10

An	additional	concern	for	multinational	firms	is	the	need	to	meet	the	diverse	
psychological	contract	expectations	of	individuals	in	different	cultures	and	coun-
tries.	Consider	the	number	of	jobs	that	have	been	shifted	from	the	United	States	and	
Europe	to	China,	India,	Romania,	Mexico,	the	Philippines,	Brazil,	and	other	coun-
tries	with	different	cultures.	Being	aware	of	varying	psychological	contract	issues	
with	international	employees	is	important	if	global	HR	efforts	are	to	succeed.

5-2b Job Satisfaction and Commitment
In	its	most	basic	sense,	job satisfaction	involves	the	positive	feelings	and	evaluations	
derived	from	an	individual’s	employment	in	a	job.	For	example,	recognizing	an	em-
ployee	for	a	job	well	done	by	providing	time	off	from	work	is	likely	to	promote	job	
satisfaction.	There	are	many	things	a	company	can	do	from	an	HR	perspective	to	
increase	employee	job	satisfaction	such	as	providing	fair	pay	and	benefits,	offering	
opportunities	for	promotion,	training	and	developing	workers,	and	communicating	
work	expectations	with	regular	performance	appraisals.	Figure	5-5	shows	some	of	
the	most	commonly	recognized	components	of	job	satisfaction.

Alternatively,	job	dissatisfaction	occurs	when	work	experiences	are	negative	and	
expectations	are	not	met.	An	employee	who	expects	clean	and	safe	working	condi-
tions	will	likely	be	dissatisfied	if	the	workplace	is	dirty	and	dangerous.	The	different	

ethicS

LO3 Define the 
difference between 
job satisfaction and 
engagement.

job satisfaction
The positive feelings 
and evaluations derived 
from an individual’s  
employment in a job

Figure 5-5 Components of Job Satisfaction
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ideas	managers	and	workers	have	about	career	development	can	also lead	to	job	
dissatisfaction	among	employees	because	work	assignments	don’t	always	meet	their	
income	and	growth	expectations.11	Employee	job	satisfaction is	declining	due	to	the	
changing	nature	of	employment	in	companies,	a	shift	that	is often	driven	by	global	
commerce,	corporate	restructuring,	the	growth	in	service-sector	jobs,	and	decreased	
union	presence.	Employees	are	also	pessimistic	about	government	and	business	be-
ing	able	to	address	economic	problems,	among	other	issues.12

Many	organizations	and	researchers	study	job	dissatisfaction.	At	any	one	time,	
from	15%	to	40%	of	working	people	across	the	nation	are	dissatisfied	with	their	jobs.	
Higher	unemployment	rates	usually	mean	more	dissatisfied	workers	in	the	workforce	
because	it	is	more	difficult	to	change	jobs,	and	people	stay	longer	with	jobs	they	do	
not	like.	Managers	directly	impact	job	satisfaction,	and	younger	employees	tend	to	
have	lower	job	satisfaction	than	older	employees.13

Sometimes	job	satisfaction	is	called	morale,	a	term	usually	used	to	describe	the	
job	satisfaction	of	a	group	or	organization.	A	workplace	that	develops	and	empha-
sizes	fair	policies,	organizational	justice,	ethical	practices,	teamwork,	and	a	positive	
culture	is	in	a	good	position	to	improve	employee	morale.	Factors	that	can	decrease	
morale	include	demanding	and	stressful	work,	poor	management–employee	interac-
tions,	undesirable	rewards,	work–life	conflicts,	and	a	lack	of	enrichment	at	work.	It	
is	also	speculated	that	declines	in	overall	earnings	and	the	increasing	income	growth	
differences	between	the	middle	class	and	wealthy	will	erode	morale.	HR	profession-
als	need	to	ensure	that	profits	are	distributed	to	managers	and	employees	in	a	fair	
manner.14

Poor	morale	and	job	satisfaction	among	employees	often	lead	to	attendance	
problems,	low	work	performance,	and	retention	issues.	This	is	why	HR	profession-
als	and	operating	managers	must	properly	evaluate	and	manage	employee	work	
attitudes	to	ensure	good	retention.	One	way	employers	do	this	is	by	regularly	sur-
veying	employees.	One	specific	type	of	survey	used	by	many	organizations	is	an	
attitude survey,	which	focuses	on	employees’	feelings	and	beliefs	about	their	jobs	
and	the	organization.	An	annual	employee	survey	of	federal	workers	determined	
that	80%	claimed	they	liked	their	job	situations,	and	60%	felt	engaged	at	work.	
However,	only	67%	of	them	would	recommend	their	agency	to	others,	down	from	
the	previous	year.	In	addition,	only	68%	were	satisfied	with	their	jobs,	and	59%	
were	satisfied	with	the	organization,	both	down	from	the	previous	year.15

Management	can	respond	to	survey	results	after	they	are	compiled.	If	the	em-
ployer	takes	responsive	actions,	employees	may	view	the	employer	more	positively.	
However,	if	management	ignores	the	survey	results,	such	inaction	can	lead	to	lower	
job	satisfaction.	This	is	why	HR	professionals	must	be	proactive	about	partnering	
with	managers	to	address	the	opportunities	and	challenges	identified	in	employee	
surveys.

The	degree	to	which	workers	believe	in	and	accept	organizational	objectives	
and	want	to	remain	employed	at	a	company	is	called	organizational commitment.	
Job	satisfaction	influences	organizational	commitment,	and	both	of	these	fac-
tors	can	in	turn	affect	employee	retention	and	turnover.	It	is	the	interaction	of	the		
individual	and	the	immediate	work	context	that	determines	levels	of	job	satisfaction	
and	organizational	commitment.	Managers	and	HR	professionals	must	therefore	
create	employment	situations	that	prompt	positive	work	attitudes	and	get	employees	
engaged	in	the	workplace.

attitude survey
A survey that focuses on 
employees’ feelings and 
beliefs about their jobs 
and the organization

organizational 
commitment
The degree to which 
workers believe in and 
accept organizational 
objectives and want 
to remain employed 
at a company
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5-2c Employee Engagement, Loyalty,  
and Organizational Citizenship

Employee engagement	is	the	extent	to	which	an	employee’s	thoughts	and	behaviors	
are	focused	on	his	or	her	work	and	their	employer’s	success.	Interest	in	employee	
engagement	has	been	growing	in	the	field	of	HR	management	because	the	process	
can	affect	many	important	performance	outcomes.	For	instance,	engaged	workers	
are	more	productive,	exhibit	greater	dedication,	perform	at	higher	levels,	and	show	
higher	retention	than	do	unengaged	workers.16	Descriptions	of	engaged	employees	
and	disengaged	employees	are	shown	in	Figure	5-6.

The	concept	of	engagement	is	positive	because	it	suggests	that	workers	can	con-
tribute	much	more	effectively	to	organizational	results	if	there	are	attempts	made	to	
better	connect	them	to	the	workplace.17	Unfortunately,	recent	Gallup	research	suggests	
that	employee	engagement	is	a	challenge	in	many	firms,	with	only	31.5%	of	employ-
ees	being	engaged	with	their	work,	51%	not	being	engaged,	and	17.5%	being	activity	
disengaged.18	An	HR	department	should	therefore	work	with	managers	and	employ-
ees	to	find	better	ways	to	improve	engagement	levels	throughout	an	organization.	
Engagement	can	be	enhanced	by	emphasizing	the	company’s	culture	and	practices	
during	interviews,	having	managers	support	this	culture	in	a	consistent	manner	(such	
as	during	orientation),	and	providing	employees	with	a	supportive	group	of	coworkers	
who	make	them	feel	part	of	the	team.	Providing	challenging	and	dynamic	employment	
opportunities,	a	respectful	work	environment,	chances	for	promotion,	and	monetary	
incentives	are	also	ways	that	employers	can	increase	employee	engagement.19	Encour-
aging	more	idea	entrepreneurship	can	be	another	way	to	enhance	engagement.	Idea	
entrepreneurs	have	a	passion	for	certain	issues,	and	they	become	highly	involved	in	
the	workplace	(they	invest	time,	get	others	on	board,	etc.)	to	create	positive	change	
in	firms.20	The	following	“HR	Competencies	&	Applications:	Defeating	Unengaged	
Employee	Zombies”	feature	investigates	other	ways	companies	can	prevent	unengaged	
employees	from	acting	like	the	zombies	found	in	Hollywood	movies.

Loyalty Many	employees	still	want	security,	stability,	a	supervisor	they	respect,	
competitive	pay	and	benefits,	and	the	opportunity	to	advance.	But	competition	and	
increasing	costs	of	doing	business	have	led	companies	to	trim	payrolls	and	to	no	
longer	offer	some	employment	opportunities.	As	a	result,	the	era	of	company	loyalty	
might	have	passed,	as	people	are	more	inclined	to	move	between	companies.21

Figure 5-6 Engaged and Disengaged Employees

◆    Put in extra effort

◆    Are highly involved in their jobs

◆    Employ both effort and thought

◆    Are active/busy

◆    Are fully invested in their jobs

◆    Simply put in time

◆    Do not do best work

◆    Are “checked out”/apathetic

◆    Do only their basic jobs

◆    React only to pay

Engaged Employees Disengaged Employees

employee engagement
The extent to which an 
employee’s thoughts and 
behaviors are focused on 
his or her work and their 
employer’s success
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Loyalty	can	be	defined	as	being	faithful	to	an	institution	or	employer.	Loyalty	is	
a	reciprocal	exchange	between	organizations	and	their	workers.	Employees’	loyalty	
to	a	company	depends	on	their	perceptions	of	the	company’s	loyalty	to	them.	The	
trend	toward	employees	bearing	more	of	the	financial	risk	for	retirement	savings,	
health	insurance,	and	career	development	has	sent	a	clear	message	that	the	employee	
must	control	his	or	her	own	future	because	the	employer	is	not	loyal.22	Evidence	
suggests	that	some	employees	unfortunately	don’t	believe	that	their	companies	re-
ciprocate	the	loyalty	that	they	show.23

But	there	may	be	unique	ways	for	managers	to	improve	loyalty	in	organizations,	
as	well	as	engagement.	Employees	are	more	loyal	when	their	managers	are	humble,	
reserved,	and	trustworthy.	For	instance,	apologizing	to	employees	when	mistakes	are	
made	can	build	trust	in	the	workplace.	A	recent	Forum	Corporation	survey	found	
that	managers	claimed	that	they	apologize	much	more	frequently	at	work	than	their	
employees	indicated.	The	results	also	showed	that	a	majority	of	employees	believed	
that	trust	in	management	was	very	important,	while	a	little	less	than	half	of	managers	
believed	that	it	was	important	for	management	to	be	trusted	by	employees.	Finally,	
the	survey	determined	that	lying,	stealing	the	ideas	of	others,	gossiping,	and	other	
communication	problems	were	considered	to	be	significant	concerns	about	manage-
ment,	and	such	misbehavior	is	arguably	caused	by	a	low	regard	for	trust.24	Managers	
should	be	proactive	about	apologizing	to	employees	when	they	make	mistakes	in	
order	to	build	trust,	loyalty,	and	engagement.

Organizational Citizenship Related	to	both	engagement	and	loyalty	is	the	con-
cept	of	organizational	citizenship.	Organizational citizenship behavior	(OCB)		occurs	
when	an	employee	acts	in	a	way	that	improves	the	psychological	well-	being	and	so-
cial	environment	of	an	organization.	Research	suggests	that	individuals	have many	
different	motives	that	may	encourage	them	to	exhibit	OCBs	at	work,	some	of	which	
focus	on	employers	and	some	of	which	focus	on	coworkers.25	One	study	determined	
that	Confucian	Asians	believe	more	strongly	than	do	Anglos	that	OCBs	are	part	of	
their	jobs,	and	that	OCBs	benefiting	others	are	considered	part	of	work	more	so	
than	are	OCBs	prompting	organizational	change.	In	addition,	the	more	individuals	
think	that	OCBs	are	part	of	work,	the	more	they	act	as	citizens	on	the	job.26	Ex-
amples	of	citizenship	include	helping	a	coworker	complete	a	work	activity	so	that	a	
deadline	is	reached	and	cheering	on	a	colleague	for	receiving	a	reward.	Other	exam-
ples	are	getting	involved	and	engaged	in	a	project	that	helps	the	company’s	bottom	
line	and	volunteering	to	be	on	a	committee	that	creates		positive	organizational	poli-
cies.	Organizational	citizenship	behavior	generally	leads	to	a	more	desirable	work-
place,	more	positive	social	interactions,	and	higher	job	performance.27

Employers	might	be	able	to	encourage	OCBs	with	the	proper	work	character-
istics	and	approaches.	One	study	found	that	gratitude	is	positively	related	to	OCB,	
which	suggests	that	companies	can	treat	employees	in	a	manner	that	builds	greater	
appreciation	and	recognition	and	prompts	citizenship.28	Citizenship	fatigue	may	be	
another	issue	in	companies,	so	HR	professionals	should	focus	efforts	on	developing	
a	work	context	that	supports	employees,	builds	teamwork,	and	avoids	pressuring	
individuals	to	exhibit	OCBs.29

Work	attitudes,	engagement,	loyalty,	and	citizenship	are	all	factors	that	can	in-
fluence	decisions	to	remain	with	or	leave	an	organization,	and	ultimately	they	are	
reflected	in	employee	retention	and	turnover	statistics.	Individuals	who	are	dissatis-
fied	with	their	jobs	or	not	committed	to	a	company	are	more	likely	to	withdraw	
from	an	organization.	Disengaged	and	disloyal	employees	who	are	not	citizens	are	

loyalty
Being faithful to an 
institution or employer

ethicS

organizational 
citizenship behavior
Occurs when an 
employee acts in a way 
that improves the 
psychological well-being 
and social environment 
of an organization
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also	unlikely	to	perform	well	or	be	recognized	in	their	jobs,	also	leading	to	with-
drawal.	One	kind	of	withdrawal	is	turnover,	which	means	an	individual	leaves	an	
organization.	Another	kind	of	withdrawal	is	absenteeism,	which	involves	failing	to	
report	to	work	when	scheduled.	Absenteeism	is	covered	in	the	next	section.

Defeating Unengaged Employee Zombies

For many reasons, employees can act like 
zombies in organizations that do not take the 
proper steps to increase engagement. A big 
part of this stems from the technology used 
by workers today, which encourages them to 
act in a brainless way when it comes to deci-
sion making, interpersonal communication, and 
group processes. There are several things that 
leaders can do to reduce these trends, but in 
particular, they need to find creative ways to 
engage individuals in the workplace. Like in a 
Hollywood movie, both leaders and employees 
have to work together to defeat the zombie 
hoards of the unengaged.

What makes unengaged employees act 
like zombies? First, unengaged workers have 
limited vision because they tend not to be future 
oriented, and they lack a clear focus, very similar 
to zombies. Second, they often lack a higher 
degree of coordinated effort in the workplace, so 
the left hand doesn’t know what the right hand 
is doing. Once again, this mimics the behavior 
of zombies. Third, unengaged workers have the 
ability to slow down the work and movements 
of other productive coworkers, one more thing 
that people do to others when they change into 
zombies. Finally, they can distract employees 
from focusing on more promising endeavors at 
work by creating roadblocks to success (e.g., 
lots of meetings, bureaucratic processes, too 
much communication), much in the same way 
that fighting zombies takes time and resources 
away from other important survival needs.

How can employers effectively battle 
unengaged zombies? There are several things 
companies can do, including the following 
actions:

•	 Company leaders need to create a proper 
vision for success.

•	 Empower employees to implement the  
vision in a way that fits their preferences.

•	 Don’t worry if you don’t get everyone 
onboard with the new vision.

•	 Get managers involved in implementing 
any new strategies developed to support 
the vision.

•	 Managers need to develop meaningful 
communication about the company’s 
strategy without overdoing it.

•	 Keep people up to date about the progress 
of planning and implementing the strategies.

•	 Support the people who are behind the 
vision by making sure that they have 
the tools to help each other.30

As an HR leader, you will likely be given 
the opportunity to help unengaged employees. 
Consequently, consider the following questions:

1. As an HR professional, how would you 
encourage workers to be more engaged in 
the workplace instead of acting like zombies?

2. What if your initial efforts didn’t work? 
How would you improvise and strategize 
to make the situation at work better? 
Who could you turn to for assistance?
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KEY COMPETENCIES: Leadership and Navigation (Behavioral Competency) and People (Technical 
Competency)
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5-3 Employee Absenteeism
Employees	who	are	absent	from	their	work	and	job	responsibilities	create	major		
issues	in	the	relationship	between	an	employee	and	employer.	Absenteeism	is	any	failure	
by	an	employee	to	report	for	work	as	scheduled	or	to	stay	at	work	when	scheduled.	
Being	absent	from	work	may	seem	like	an	insignificant	matter	to	an	employee.	But	if	a	
manager	needs	12	people	in	a	unit	to	get	the	work	done,	and	4	of	the	12	are	frequently	
absent,	either	the	output	of	the	unit	will	decrease	or	additional	workers	will	have	to	be	
hired	to	meet	needs.	For	some	employers,	productivity	losses	due	to	absenteeism	can	
be	very	expensive.	The	average	daily	cost	is	1.3	times	the	wages	of	the	absent	worker.31	
Some	people	are	also	not	concerned	about	arriving	at	work	on	time.	Tardiness	can	be	
closely	related	to	absenteeism.

5-3a Types of Absenteeism
Employees	can	be	absent	from	work	or	tardy	for	several	reasons.	Clearly,	some	
absenteeism	is	inevitable	because	of	illness,	death	in	the	family,	and	other	personal	
reasons.	Though	absences	such	as	those	that	are	health	related	are	unavoidable	
and	understandable,	they	are	still	very	costly.	Many	employers	have	sick	leave	poli-
cies	that	allow	employees	a	certain	number	of	paid	days	each	year	for	involuntary		
absences.	However,	much	absenteeism	is	avoidable,	or	voluntary.	Absence	can	also	be	
planned	(the	least	disruptive),	unplanned,	incidental	(less	than	a	week),	or	extended	
(lasting	beyond	a	week).

Many	employees	see	no	real	concern	about	being	absent	or	late	to	work	because	
they	feel	that	they	are	“entitled”	to	some	absenteeism.	In	many	firms,	a	relatively	
small	number	of	individuals	are	responsible	for	a	large	share	of	the	organization’s	
total	absenteeism.	Regardless	of	the	reason,	employers	need	to	know	if	someone	is	
going	to	be	absent	so	that	they	can	make	adjustments.	Organizations	have	developed	
different	ways	for	employees	to	report	their	absences.	Some	companies	have	estab-
lished	automated	systems	in	which	employees	can	call	a	special	phone	number	and	
alert	managers	about	their	possible	absences.	Special	electronic	notification	email	
accounts	could	also	be	used.

5-3b Controlling Absenteeism
Effective	absence	management	involves	striking	a	balance	between	supporting		
employees	who	are	legitimately	unable	to	work	and	meeting	operational	needs.		
Voluntary	absenteeism	can	be	more	effectively	controlled	if	managers	understand	its	
causes	and	the	associated	costs.	Figure	5-7	shows	some	of	the	direct	and	indirect	costs	
associated	with	absenteeism.	Once	the	causes	and	costs	are	understood,	managers	can	
use	a	variety	of	approaches	to	reduce	it,	including	attendance	rewards,	paid	time-off	
programs,	unused	leave	buyback	policies,	illness	verification,	and	disciplinary	actions.	
Other	more	general	approaches	can	be	used	to	improve	the	workplace	and	reduce	
absenteeism,	for	example,	improving	the	availability	of	employment	opportunities,	
providing	more	generous	compensation,	and	promoting	work–life	balance.	A	study	
found	that	meaningful	work	was	associated	with	increased	engagement,	which	led	
to	reduced	absenteeism.32	Regardless	of	the	strategies	utilized,	organizational	policies	
on	absenteeism	should	be	stated	clearly	in	an	employee	handbook	and	consistently	
enforced	by	supervisors	and	managers.

LO4 Identify a 
system for controlling 
absenteeism.

absenteeism
Any failure by an 
employee to report 
for work as scheduled 
or to stay at work 
when scheduled
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Employers	use	methods	such	as	the	following	to	address	absenteeism:

•	 Disciplinary approach:	Many	employers	use	this	approach.	People	who	are	
absent	the	first	time	receive	a	verbal	warning	and	subsequent	absences	result	
in written	warnings,	suspension,	and	finally	dismissal.

•	 Positive reinforcement:	Positive	reinforcement	includes	actions	such	as	giving	
employees	cash,	recognition,	time	off,	and	other	rewards	for	meeting	atten-
dance	standards.	Offering	rewards	for	consistent	attendance,	giving	bonuses	
for	missing	fewer	than	a	certain	number	of	days,	and	“buying	back”	unused	
sick	leave	are	all	positive	reinforcement	methods	of	reducing	absenteeism.

•	 Combination approach:	A	combination	approach	ideally	rewards	desired	
behaviors	and	punishes	undesired	behaviors.	This	carrot-and-stick	approach	
uses	policies	and	discipline	to	punish	offenders	and	various	programs	and	
rewards	to	recognize	employees	with	outstanding	attendance.	For	instance,	
employees	with	perfect	attendance	may	receive	incentives	of	travel	and	other	
rewards.	Those	with	excessive	absenteeism	would	be	terminated.

Figure 5-7 Sources of Direct and Indirect Costs of Absenteeism
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•	 No-fault policy:	With	a	no-fault	policy,	the	reasons	for	absences	do	not	matter,	
and	the	employees	must	manage	their	own	attendance	unless	they	abuse	that	
freedom.	Once	absenteeism	exceeds	normal	limits,	then	disciplinary	action	up	
to	and	including	termination	of	employment	can	occur.	The	advantages	of	the	
no-fault	approach	are	that	there	is	uniformity	in	the	ways	absence	is	handled,	
and	supervisors	and	HR	staff	do	not	have	to	judge	whether	absences	count	as	
excused	or	unexcused.

•	 Paid-time-off (PTO) programs:	Some	employers	have	paid-time-off	programs,	
in which	vacation	time,	holidays,	and	sick	leave	for	each	employee	are combined	
into	a	paid-time-off	(PTO)	account.	Employees	use	days	from their accounts	at	
their	discretion	for	illness,	personal	time,	or	vacation.	If employees	run	out	of	
days	in	their	accounts,	they	are	not	paid	for	any	additional	days	missed.	PTO	
programs	generally	reduce	absenteeism,	particularly	one-day	absences,	but	they	
often	increase	overall	time	away	from work	because	employees	use	all	of	“their”	
time	off	by	taking	unused	days	as	vacation	days.

5-3c Measuring Absenteeism
A	major	step	in	reducing	absenteeism	is	to	decide	how	the	organization	will	calcu-
late	and	record	absences	and	then	how	to	benchmark	those	rates.	Controlling	or	
reducing	absenteeism	must	begin	with	continuous	monitoring	of	the	absenteeism	
statistics	in	work	units.	Such	monitoring	helps	managers	pinpoint	employees	who	
are	frequently	absent	and	departments	that	have	excessive	absenteeism.	Various	
methods	of	measuring	or	computing	absenteeism	exist.	One	formula	suggested	by	
the	U.S.	Department	of	Labor	is	as	follows:

meaSure

number of persons 2 days lost through job absence during period
(average number of employees) 3 (number of workdays) 

 3	100

The	absenteeism	rate	can	also	be	based	on	number	of	hours	instead	of	number	of	days.
One	set	of	metrics	that	can	be	calculated	is	the	rate	of	absenteeism,	which	can	be	

based	on	annual,	monthly,	quarterly,	or	other	periods	of	time.	Other	useful	measures	
of	absenteeism	might	include	the	following:

•	 Incidence rate:	The	number	of	absences	per	100	employees	each	day
•	 Inactivity rate:	The	percentage	of	time	lost	to	absenteeism
•	 Severity rate:	The	average	time	lost	per	absent	employee	during	a	specified	period	

of	time	(a	month	or	a	year)

Additional	information	can	be	gained	by	separating	absenteeism	data	into	short-term	
and	long-term	categories.	Different	problems	are	caused	by	employees	who	are	absent	for	
one	day	10	times	during	a	year	and	employees	who	are	absent	one	time	for	10	days.

5-4 Employee Turnover
Turnover	is	the	process	in	which	employees	leave	an	organization	and	have	to	be	
replaced.	Many	organizations	have	found	that	turnover	is	a	very	costly	problem.	
For	instance,	health	care	firms	in	one	state	experienced	over	30%	turnover	annually.	
The	turnover	cost	in	the	state	for	nursing	jobs	alone	was	more	than	$125	million	
per	year,	with	individual	nurse	turnover	costs	being	$32,000	per	person	who	left.33

LO5 Describe 
different kinds of 
turnover and how 
turnover can be 
measured.

turnover
The process in which 
employees leave an 
organization and have 
to be replaced
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The	extent	to	which	employers	face	high	turnover	rates	and	costs	often	varies	by	
organization	and	industry.	For	example,	the	Society	for	Human	Resource	Manage-
ment	(SHRM)	calculates	that	the	average	for	all	industries	is	15%	annual	turnover.	
But	companies	in	service	industries	such	as	restaurants	have	an	average	annual	rate	
of	35%.	Entertainment	and	recreation	has	27%	turnover	and	retail	22%.	Health	
care	and	social	assistance	have	20%	annual	turnover.34

Research	shows	that	many	factors	can	lead	to	turnover.	For	instance,	job	dis-
satisfaction,	low	levels	of	various	kinds	of	work	commitment,	work–life	conflict,	
and	decreased	justice	can	encourage	people	to	quit	their	jobs.	Forces	such	as	the	
availability	of	other	employment	opportunities	and	unemployment	rates	are	also	
tied	to	employee	turnover.35	Turnover	typically	goes	up	as	unemployment	rates	
drop	and	dissatisfied	employees	can	find	other	jobs.36	Research	also	indicates	that	
individuals	who	provide	advice	to	their	colleagues	believe	that	they	are	not	appro-
priately	compensated	for	doing	so,	which	results	in	stronger	intentions	to	leave.37	
The	means	that	companies	need	to	pay	close	attention	to	how	they	recognize	and	
compensate	employees	who	help	their	coworkers.	Another	study	determined	that	
boomerang employees	(individuals	who	leave	a	firm	but	are	reemployed	later)	
often	quit	because	of	personal	reasons	or	events,	while	alumni	(individuals	who	
leave	for	good)	often	quit	because	of	negative	work	experiences;	boomerang	em-
ployees	also	quit	their	jobs	sooner	in	their	employment	tenure	than	do	alumni	
employees.38

Organizations	must	be	proactive	about	managing	turnover	so	that	the	work	en-
vironment	is	not	adversely	impacted.	In	particular,	HR	professionals	and	line	man-
agers	must	look	for	signs	that	point	to	possible	turnover	among	employees.	Some	of	
these	signs	include:

•	 Low	interest	in	getting	promoted	within	the	firm
•	 Low	motivation	to	keep	managers	happy
•	 A	reluctance	to	be	involved	in	long-term	work	opportunities
•	 Decreased	motivation	to	be	enrolled	in	training	and	development	

opportunities
•	 Fewer	contributions	in	meetings
•	 Just	getting	by	or	working	only	enough	to	get	work	done	39

A	good	example	of	how	turnover	can	be	effectively	managed	involves	the	
	Atlanta-based	Boys	&	Girls	Clubs	of	America,	which	has	almost	400	corporate	em-
ployees.	The	organization	determined	that	turnover	is	highest	among	employees	with	
one	to	three	years	of	service.	Through	exit	interviews	the	organization	determined	
that	the	most	frequent	reasons	people	left	were	bad	job	fit	and	poor	job	experiences	
(i.e.,	expectations	were	not	met).	As	a	result	of	its	analysis,	the HR		department	
	implemented	a	“more	high-touch”	recruiting	system	to	reduce	the	number	of	poor	
hires.	This	included	multiple	on-site	interviews.	Further,	recruiters	changed	how	
they measure	recruiting	success	to	include	finding	a	good	candidate,	rather	than	just	
any	candidate.	Historically,	they	looked	at	time	to	fill	vacancy	but	now	focus	on	
quality	of	hire.	Supervisors	evaluate	quality	of	hire,	and	HR	looks	at	performance	
reviews	of new	hires.	Among	82	new	hires,	the	organization	kept	93%	in	the	first	
two	years	of	the	new	approach,	and	the	overall	turnover	rate	dropped	from	11%	
to	9%.40	For	another	example	of	how	turnover	can	be	managing		effectively,	see	the	
following	“HR	Perspective:	Rosemont	Center	Takes	Care	of	Turnover”	feature.
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Rosemont Center Takes Care of Turnover

Rosemont Center, Inc., in Columbus, Ohio, is 
an agency that provides mental health and social 
services to youths and low-income families. These 
include outpatient therapy, foster care, day treat-
ment, and mental health services.

At one point, annual employee turnover 
had reached 72%. The 62 employees included 
therapists, counselors, and social workers. 
At its peak, the staff numbered 150, but fund-
ing cuts led to elimination of some programs. 
During the ensuing layoffs, voluntary turnover 
jumped. Low morale and motivation became 
a problem for the survivors, and the quality of 
services was affected.

The HR Director checked the turnover met-
rics and put together a task force to identify 
causes. They identified the following issues:

•	 Demanding work
•	 Work–life balance: night work and weekends
•	 Low salaries
•	 On-call responsibilities without compensation

Exit interviews and employee satisfaction 
surveys were reviewed, and managers of simi-
lar agencies in Ohio were interviewed. These 
interviews were conducted to help improve 
employee satisfaction and reduce turnover. 
The task force’s recommendations to the board 
included:

•	 Career development: Internal job bidding 
for promotions and transfers; create 
an internal list of people who would 
consider jobs at Rosemont

•	 Rewards: A salary study to make sure 
salaries were competitive

•	 Management and organization: Develop 
a system of support for directors and 
supervisors to reduce recruiting and 
orientation costs for new employees; 
encourage open communication with 
employees

•	 Work–life balance: Promote employee 
assistance programs and provide work–life 
balance training

With backing from the board of direc-
tors, the resulting program reduced turnover 
to 48%, and morale and service improved. 
The job bidding process was key to this suc-
cess. Compensation was increased based on 
the salary study, and employees were given 
more benefit choices. Rosemont generated 
a list of candidates who wanted to work at 
the agency. When a position opened, several 
candidates were available. Formal training for 
managers had a positive effect on staff, who 
felt more supported by their supervisors. The 
company developed a training agenda that re-
ceived funding. Finally, quarterly all-staff meet-
ings and other events fostered a more open 
culture.41

Based on these approaches, consider the 
following questions:

1. Did the social services nature of this 
organization make the turnover situation 
any different compared to in a private 
company? Why or why not?

2. Have you seen similar efforts occur in 
places where you have worked? Describe 
them and comment on their success.
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5-4a Types of Employee Turnover
Turnover	is	classified	in	many	ways.	One	classification	uses	the	following	categories,	
although	the	two	types	are	not	mutually	exclusive:

•	 Involuntary Turnover •	 Voluntary Turnover

Employees	are	terminated	for	poor	performance	
or work	rule	violations,	or	through	layoffs

Employees	leave	
by choice

Involuntary	turnover	is	triggered	at	all	levels	by	employers	terminating	workers	
because	of	organizational	policies	and	work	rule	violations,	excessive	absenteeism,	
performance	standards	that	are	not	met	by	employees,	and	other	issues.	Voluntary	
turnover	can	be	caused	by	many	factors,	some	of	which	are	not	employer	controlled.	
Common	voluntary	turnover	causes	include	job	dissatisfaction,	pay	and	benefits	
levels,	supervision,	geography,	and	personal/family	reasons.	Career	opportunities	in	
other	firms,	when	employees	receive	unsolicited	contacts,	may	lead	to	turnover	for	
individuals,	especially	those	in	highly	specialized	jobs	such	as	IT.	Voluntary	turnover	
may	increase	with	the	size	of	the	organization,	most	likely	because	larger	firms	are	
less	effective	in	preventing	turnover.

Another	view	of	turnover	classifies	it	on	the	basis	of	whether	it	is	good	or	bad	
for	the	organization:

•	 Functional Turnover •	 Dysfunctional Turnover

Lower-performing	or	disruptive	
employees leave

Key	individuals	and	high	
performers	leave

Not	all	turnover	in	organizations	is	negative.	On	the	contrary,	functional	turn-
over	represents	a	positive	change.	Some	workforce	losses	are	desirable,	especially	
if	those	who	leave	are	lower-performing,	less	reliable,	and/or	disruptive	individuals.	
Of	course,	dysfunctional	turnover	also	occurs.	That	happens	when	key	individuals	
leave,	often	at	crucial	times.	For	example,	a	software	project	leader	leaves	in	the	
middle	of	a	system	upgrade	to	take	a	promotion	at	another	firm.	His	departure	
causes	the	time	line	to	slip	because	of	the	difficulty	of	replacing	him.	Further,	other	
software	specialists	in	the	firm	begin	to	seek	out	and	accept	jobs	at	competitive	
firms	because	he	left.	This	is	truly	dysfunctional	turnover.

Employees	quit	for	many	reasons,	only	some	of	which	can	be	controlled	by	the	
organization.	Another	classification	uses	the	following	terms	to	differentiate	types	
of	turnover:

•	 Uncontrollable Turnover •	 Controllable Turnover

Employees	leave	for	reasons	outside	
the control	of	the	employer

Employees	leave	for	reasons	that	
could	be	influenced	by	the	employer

Some	examples	of	reasons	for	turnover	the	employer	cannot	control	include:	(1) the	
employee	moves	out	of	the	geographic	area,	(2)	the	employee	decides	to	stay	home	
with	young	children	or	an	older	relative,	(3)	the	employee’s	spouse	is	transferred,	or	
(4)	the	employee	is	a	student	worker	who	graduates	from	college.	Even	though	some	
turnover	is	inevitable,	employers	recognize	that	reducing	turnover	saves	money,	and	
they	must	address	turnover	that	is	controllable.	Organizations	are	better	able	to	
keep	employees	if	they	address	the	concerns	of	those	individuals	that	might	lead	
to controllable	turnover.
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Turnover and “Churn” Hiring	new	workers	while	laying	off	others	is	called	churn.	
This	practice	raises	a	paradox	in	which	employers	sometimes	complain	about	not		
being	able	to	find	workers	with	the	right	skills	while	they	are	laying	off	other	employees.

As	organizations	face	economic	and	financial	problems	that	result	in	layoffs,	
the	remaining	employees	are	more	likely	to	consider	jobs	at	other	firms.	In	this	
situation,	turnover	is	more	likely	to	occur,	and	efforts	are	needed	to	retain	existing	
employees.	HR	actions	such	as	information	sharing,	opportunities	for	more	training/
learning,	and	emphasis	on	job	significance	can	be	helpful	in	lowering	individuals’	
turnover	intentions.

5-4b Measuring Employee Turnover
Turnover	is	a	considerable	challenge	for	organizations,	and	to	make	matters	
worse,	many	companies	do	not	formally	measure	employee	separations.	A	survey	
conducted	by	a	division	of	the	American	Management	Association	determined	that	
42%	of	the	977	business	professionals	sampled	claimed	that	their	companies	had	
a	formal	approach	for	assessing	employee	turnover.	Almost	30%	claimed	to	have	
an	informal	approach	in	place	for	evaluating	turnover,	12%	indicated	that	their	
employers	do	not	monitor	quitting,	and	17%	didn’t	know	if	turnover	was	moni-
tored	at	all.42	This	is	a	serious	concern	given	that	the	U.S.	Department	of	Labor	
estimates	that	the	cost	of	replacing	an	employee	ranges	from	one-half	to	five	times	
the	person’s	annual	salary,	depending	on	the	position.43

The	turnover	rate	for	an	organization	can	be	computed	on	a	monthly	or	yearly	
basis.	The	following	formula,	in	which	separations	means	departures	from	the	orga-
nization,	is	widely	used:

churn
Hiring new workers while 
laying off others

meaSure

Turnover	rates	vary	widely	among	industries	and	organizations,	ranging	from	almost	
0%	to	more	than	100%	a	year.	As	a	part	of	HR	management	information,	turnover	
data	can	be	gathered	and	analyzed	in	many	ways,	including	the	following	categories:

•	 Job	and	job	level
•	 Department,	unit,	and	location
•	 Reason	for	leaving
•	 Length	of	service
•	 Demographic	characteristics
•	 Education	and	training
•	 Knowledge,	skills,	and	abilities
•	 Performance	ratings/levels

Two	examples	illustrate	why	detailed	analyses	of	turnover	are	important.	
A manufacturing	organization	had	a	companywide	turnover	rate	that	was	not	severe,	
but	80%	of	the	turnover	occurred	within	one	department.	Specific	actions	such	as	
training	supervisors	and	revising	pay	levels	were	needed	to	resolve	problems	in	that	
unit.	In	a	different	organization,	a	global	shipping/delivery	firm	identified	reasons	
for	turnover	of	sales	and	service	employees	and	was	able	to	focus	on	those	reasons	
and	reduce	turnover	in	that	group.	The	actions	taken	reduced	turnover	significantly,	
which	contributed	to	an	annual	savings	of	several	million	dollars	in	direct	and	indi-
rect	costs.	In	both	of	these	examples,	the	targeted	turnover	rates	declined	as	a	result	
of	employer	actions	taken	in	response	to	turnover	analyses.

number of employee separations during the year
total number of employees at midyear

	3	100
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5-5 HR Metrics: Determining Turnover Costs
A	major	step	in	reducing	the	expense	of	turnover	is	to	decide	how	the	organization	
will	calculate	and	record	employee	departures,	as	well	as	how	to	benchmark	the	
turnover	rates.	Determining	turnover	costs	can	be	relatively	simple	or	very	complex,	
depending	on	the	nature	of	the	efforts	made	and	the	data	used.

Figure	5-8	shows	a	model	for	calculating	the	cost	of	productivity	lost	to	turnover.	
Of	course,	this	is	only	one	cost	associated	with	turnover.	But	it	is	one	that	is	more	
difficult	to	conceptualize.	If	a	job	pays	$20,000	(A)	and	benefits	cost	40%	(B),	then	
the	total	annual	cost	for	one	employee	is	$28,000	(C).	Assuming	that	20	employees	
have	quit	in	the	previous	year	(D)	and	that	it	takes	three	months	for	one	employee	
to	become	fully	productive	(E),	the	calculation	results	in	a	per-person	turnover	cost	
of	$3,500	(F).	Overall,	the	annual	lost	productivity	would	be	$70,000	for	the	20	
individuals	who	have	left	(G).	In	spite	of	the	conservative	and	simple	nature	of	this	
model,	it	easily	makes	the	point	that	productivity	lost	to	turnover	is	costly.

5-5a Detailing Turnover Cost
In	addition	to	lost	productivity,	other	factors	to	be	included	in	calculating	detailed	
turnover	costs	include	the	following:

•	 Separation costs:	HR	staff	and	supervisory	time,	pay	rates	to	prevent	
separations,	exit	interview	time,	unemployment	expenses,	legal	fees	for	
challenged	separations,	accrued	vacation	expenditures,	continued	health	
benefits,	and	others

•	 Vacancy costs:	Temporary	help,	contract	and	consulting	firm	usage,	existing	
employee	overtime,	and	other	costs	until	the	person	is	replaced

•	 Replacement costs:	Recruiting	and	advertising	expenses,	search	fees,	HR	
	interviewer	and	staff	time	and	salaries,	employee	referral	fees,	relocation	and	
moving	costs,	supervisor	and	managerial	time	and	salaries,	employment	testing	
costs,	reference	checking	fees,	pre-employment	medical	expenses,	relocation	
costs,	and	others

meaSure

Figure 5-8 Model for Costing Lost Productivity

Job Title: ______________________

A.
B.
C.
D.

E.
F.
G.

*Assumes 50% productivity throughout the learning period (E).

__________
__________
__________

__________
__________
__________
__________

Typical annual pay for this job
Percentage of pay for bene�ts multiplied by annual pay
Total employee annual cost (A � B)
Number of employees who voluntarily quit the job in the past
12 months
Number of months it takes for one employee to become fully productive
Per person turnover cost ([E � 12] � C � 50%)*
Annual turnover cost for this job (F � D)
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•	 Training costs for the new person:	Paid	orientation	time,	training	staff	time	
and	pay,	costs	of	training	materials,	supervisor	and	manager	time	and	salaries,	
coworker	“coaching”	time	and	pay,	and	others

•	 Hidden/indirect costs:	Costs	that	are	less	obvious,	such	as	reduced	productivity	
(calculated	above),	decreased	customer	service,	lower	quality,	additional	
unexpected	employee	turnover,	missed	project	deadlines,	and	others

Turnover	metrics	illustrate	that	turnover	is	an	expensive	HR	and	managerial	
issue	that	must	be	constantly	evaluated	and	addressed.	Figure	5-9	summarizes	the	
costs	of	turnover.

As	noted,	not	all	turnover	is	negative.	Losing	low	performers	should	be	con-
sidered	positive.	There	may	be	an	“optimal”	amount	of	useful	turnover	necessary	
to replace	low	performers	and	add	part-time	or	contract	workers	with	special	capa-
bilities	to	improve	workforce	performance.

5-5b Optimal Turnover
Even	though	turnover	is	a	key	concern	for	companies,	some	managers	don’t	know	
how	much	turnover	is	optimal	for	their	particular	workgroups.	A	survey	showed	that	
nearly	one-third	of	managers	didn’t	have	an	idea	about	optimal	turnover.	Almost	
half	believed	that	optimal	turnover	should	be	10%	or	less.44	This	means	that	HR		
departments	should	partner	with	managers	to	help	them	determine	what	their	optimal	
turnover	rates	really	are.

Turnover	costs	and	benefits	can	be	calculated	separately	for	various	organizational	
segments.	HR	departments	frequently	strive	to	minimize	all	types	of	turnover,	but	in some	
cases,	more	turnover	activity	can	be	better.	For	example,	reducing	turnover	makes	sense	
when	it	is	very	expensive,	when	those	leaving	are	more	valuable	than	their	replacements,	
or	when	there	may	not	be	suitable	replacements.	However,	more	turnover	activity	in	
certain	segments	of	the	organization	may	make	sense	if	it	costs	very	little,	those	leaving	
are	less	valuable	than	their	replacements,	or	there	is	certainty	that	good	replacements	
are	available.45	Another	solution	is	to	calculate	the	financial	impact	of	different	types	of	
turnover	and	attach	a	dollar	cost	to	it	to	determine	the	optimum	level.46

5-6 Retaining Talent
In	one	sense,	retention	is	the	opposite	of	turnover.	However,	the	reasons	key	people	
choose	to	stay	with	an	employer	may	not	be	the	opposite	of	those	that	compel	oth-
ers	to	quit.	Retaining	top	talent	is	a	concern	for	many	employers,	and	understand-
ing	retention	is	the	key	to	keeping	more	of	those	top	performers.

Figure 5-9 Components of Turnover Cost

Replacement
Costs

Training
Costs

Hidden and
Indirect Costs
(including lost
productivity)

+ + + ++Separation
Costs +++++ Vacancy

Costs

Total
Turnover

Cost

meaSure
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5-6a Myths and Realities about Retention
Keeping	good	employees	is	a	challenge	for	all	organizations	and	becomes	even	more	
difficult	as	labor	markets	change.	Unfortunately,	some	myths	have	arisen	about	
what	it	takes	to	retain	employees.	Some	of	the	most	prevalent	myths	and	realities	
that	exist	are	as	follows:

1.	 Money is the main reason people leave.	Money	is	certainly	a	powerful	recruit-
ing	tool,	and	if	people	feel	they	are	being	paid	inadequately,	they	may	be	more	
likely	to	leave.	But	if	they	are	paid	close	to	the	competitive	level	they	expect,	
other	aspects	of	the	job	become	more	important	than	the	pay	they	receive.

2.	 Hiring has little to do with retention.	This	is	not	true.	Recruiting	and	selecting	
the	people	who	fit	the	jobs	and	who	are	less	likely	to	leave	in	the	first	place,	and	
then	orienting	them	to	the	company,	can	greatly	increase	retention.	It	is	impor-
tant	to	select	for	retention.	Do	not	hire	people	with	a	history	of	high	turnover.

3.	 If you train people, you are only training them for another employer.	Developing	
skills	in	employees	may	indeed	make	them	more	marketable,	but it	also	tends	
to	improve	retention.	When	an	employer	provides	employees	with	training	and	
development	assistance,	job	satisfaction	may	increase,	and	employees	may	be	
more	likely	to	stay,	particularly	if	they	see	more	future	opportunities	internally.

4.	 Do not be concerned about retention during organizational change.	The	time	
when	organizational	change	takes	place	is	exactly	when	employees	worry	
about	their	future.	Although	some	people’s	jobs	may	have	to	be	cut	because	of	
organizational	factors,	the	remaining	employees	that	the	company	would like 
to keep	may	have	the	most	opportunity	and	reason	to	leave	voluntarily.	For	
example,	during	a	merger	or	acquisition,	most	workers	are	concerned	about	
job	security	and	their	employer’s	future.	If	they	are	not	made	to	feel	a	part	of	
the	new	organization	early	on,	many	may	leave	or	evaluate	other	alternatives.

5.	 If high performers want to leave, the company cannot hold them.	Employees	
are	“free	agents,”	who	can	indeed	leave	when	they	choose.	The	key	to	keeping	
high-performing	employees	is	to	create	an	environment	in	which	they	want	to	
stay,	grow,	and	contribute.

5-6b Drivers of Retention
Employee	retention	can	be	affected	by	a	variety	of	job-related	and	personal	factors.	For	
instance,	if	employees	choose	to	leave	an	organization	for	family	reasons	(e.g.,	because	a	
spouse	is	transferring	or	to	raise	children),	there	may	be	a	limited	number	of	actions	the	
employer	can	take	to	keep	them	on	the	job.	However,	there	are	significant	actions	that	
an	employer	can	take	to	retain	employees	in	many	other	circumstances.	If	employees	
want	work–life	balance	in	their	careers	or	opportunities	for	training	and	development	
(i.e.,	personal	growth),	there	are	steps	companies	can	take	to	address	these	preferences.

The	actual	reasons	that	people	stay	or	leave	may	also	vary	by	job,	industry	and		
organizational	issues,	geography,	and	other	factors.	Yet,	many	of	these	factors	are	within	
the	employer’s	control.	Figure	5-10	illustrates	some	of	the	drivers	of	retention,	or	areas	
in	which	employers	can	take	action	to	increase	the	probability	of	keeping	employees.

Organizational and Management Factors Many	organizational	and	man-
agement	factors	influence	individuals’	job	satisfaction	and	their	decisions	to	stay	
with	or	leave	their	employers.	Organizations	that	have	clearly	established	goals	and	
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hold	managers	and	employees	accountable	for	accomplishing	results	are	viewed	as	
better	places	to	work,	especially	by	individuals	wishing	to	progress	both	financially	
and	professionally.	Further,	effective	management	provides	the	resources	necessary	
for	employees	to	perform	their	jobs	well.

Other	organizational	attributes	that	affect	employee	retention	are	related	to	the	
management	of	the	organization.	In	some	organizations,	external	events	are	seen	as	
threatening,	whereas	in	others,	they	are	seen	as	challenges	requiring	responses.	The	
latter	approach	can	be	a	source	of	competitive	advantage,	especially	if	an	organiza-
tion	is	in	a	growing,	dynamic	industry.	Another	organizational	factor	that	can	affect	
employee	job	performance	and	potential	turnover	intentions	is	“organizational	poli-
tics.”	This	can	include	managerial	favoritism,	having	to	be	involved	in	undesirable	
activities,	taking	credit	for	what	others	do,	and	other	actions	that	occur	in	many	
departments	and	organizational	settings.

A	final	factor	affecting	how	employees	view	their	organizations	is	the	quality	
of	organizational	leadership.	Evidence	suggests	that	the	degree	to	which	supervi-
sors	treat	employees	fairly	can	have	a	significant	impact	on	retention.47	A	study	
of	first-time	mothers	found	that	breaches	of	family-based	psychological	contracts	
increased	women’s	intentions	to	quit,	but	that	supervisors’	management	of	fairness	
could	weaken	this	desire.48

employee–Supervisor relationships Work	relationships	that	affect	em-
ployee	retention	include	supervisory/management support	and	coworker relations.	
A	supervisor	or	manager	builds	positive	relationships	and	aids	retention	by	being	
fair	and	nondiscriminatory,	allowing	work	flexibility	and	work–family	balancing,	
giving	feedback	that	recognizes	employee	efforts	and	performance,	and	support-
ing	career	planning	and	development.	One	study	found	that	servant	leadership	as	
well	as	a	climate	that	allows	workers	to	share	concerns	about	family	could	be	used	
to	improve	identification	with	a	company	and	the	degree	to	which	work	enhances	
family	roles,49	factors	that	could	also	encourage	retention.

Additionally,	many	individuals	build	close	relationships	with	coworkers.	Such	
work-related	friendships	do	not	appear	on	employee	records,	but	these	relationships	
can	be	an	important	signal	that	a	workplace	is	positive.	Various	survey	results	show	

Figure 5-10 Drivers of Retention
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that	the	development	of	friendships	may	be	an	important	consideration	when	man-
aging	worker	retention,	particularly	among	Millennials.50	Overall,	what	this	means	
is	that	it	is	not	just	where	people	work	but	also	with	whom	they	work	that	affects	
employee	retention.

Job Security and Work–Life Balance Many	individuals	have	experienced	a	
decline	in	job	security	during	the	past	decades.	All	the	downsizings,	layoffs,	mergers	
and	acquisitions,	and	organizational	restructurings	have	affected	employee	com-
mitment,	loyalty,	and	retention.	As	coworkers	encounter	and	cope	with	layoffs	and	
job	reductions,	the	anxiety	levels	of	the	remaining	employees	rise.	Consequently,	
employees	start	thinking	about	leaving	before	they	also	get	laid	off.	Companies	
that	focus	on	job	continuity	and	security	tend	to	have	higher	retention	rates.

Some	jobs	are	considered	“good”	and	others	are	thought	to	be	“bad,”	but	not	
all	people	agree	on	which	jobs	are	which.	As	mentioned	previously,	the	design	of	
jobs	and	peoples’	preferences	can	vary	significantly.	Job	design	factors	that	can	
impact	retention	include	the	following:

•	 A	knowledge,	skills,	and	abilities	mismatch,	either	through	overqualification	or	
underqualification,	can	lead	to	turnover.

•	 Job	accomplishments	and	workload	demands	that	are	dissatisfying	or	exces-
sively	stressful	may	impact	performance	and	lead	to	turnover.

•	 Both	timing	of	work	schedules	and	geographic	locations	may	contribute	to	
burnout	in	some	individuals	but	not	others.

•	 The	ability	of	employees	to	balance	work	and	life	requirements	affects	their	
job	performance	and	retention.

rewards The	tangible	rewards	that	people	receive	for	working	come	in	the	form	
of	pay,	incentives,	and	benefits.	Employees	often	cite	better	pay	or	benefits	as	the	
reason	for	leaving	one	employer	for	another.	Employers	do	best	with	retention	if	
they	offer	competitive pay and benefits,	which	means	they	must	be	close	to	what	
other	employers	are	providing	and	what	individuals	believe	to	be	consistent	with	
their	capabilities,	experience,	and	performance.	If	compensation	levels	are	not	close	
to	market,	often	defined	as	10%	to	15%	of	the	market	rate,	turnover	is	often	higher.	
Some	companies	also	use	retention	bonuses	to	encourage	employees	to	stay;	flat	
dollar	amounts	that	are	given	in	lump-sum	payments	are	the	most	common	forms.51

Another	reward	is	employee recognition,	which	can	be	both	tangible	and	intan-
gible.	Tangible	recognition	comes	in	many	forms,	such	as	“employee	of	the	month”	
plaques	and	certificates	for	perfect	attendance.	Intangible	and	psychological	recog-
nition	includes	feedback	from	managers	and	supervisors	acknowledging	extra	effort	
and	performance	even	if	monetary	rewards	are	not	given.	Other	kinds	of	rewards	
include	perks	of	different	types—usually	used	to	retain	employees	with	skill	sets	
in	short	supply.	For	examples,	see	the	following	“HR	Perspective:	Aspenware	Uses	
Perks	to	Help	Retention”	feature.

Career Training and Development Many	employees	in	all	types	of	jobs	
consistently	indicate	that	organizational	efforts	to	aid	their	career	training	and		
development	can	significantly	affect	employee	retention.	Opportunities for personal 
growth	lead	the	list	of	reasons	individuals	took	their	current	jobs	and	why	they	
stay there.	Personal	growth	might	include	personal	rebooting	as	well	for	software	devel-
opers.	A	software	firm	developed	a	“paid,	paid	vacation.”	Employees	get	$7,500	extra	
pay	to	take	their	paid	vacations.	The	only	catch	is	that	they	must	unplug	and	actually	
go	on	vacation.	The	company	received	2,500	applications	for	eight	positions	since	the	
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“paid,	paid	vacation”	idea	went	viral.	The	CEO	says	the	perk	was	driven	by	competitive	
demand	for	software	developers,	but	he	had	no	idea	the	reaction	would	be	so	strong.

Training	and	development	efforts	can	be	designed	to	demonstrate	an	employer’s	
commitment	to	keeping	employees’	knowledge,	skills,	and	abilities	current.	Also,	
training	and	development	can	help	underused	employees	attain	new	capabilities.	
Such	programs	have	been	used	successfully	in	many	different	organizations	such	as	
Southwest	Airlines,	Hyatt	Hotels	and	Resorts,	and	the	U.S.	armed	forces.

Organizations	address	training	and	development	in	many	ways.	Tuition	aid	
programs,	typically	offered	as	a	benefit	by	many	employers,	allow	employees	to	
pursue	additional	educational	and	training	opportunities.	These	programs	may	con-
tribute	to	higher	employee	retention	rates	because	the	employees’	new	knowledge	
and	capabilities	can	aid	the	employer.	Also,	through	formal	career	planning	efforts,	
employees	and	their	managers	discuss	career	opportunities	in	the	organization	and	
career	development	activities	that	will	help	them	grow.

Career	development	and	planning	efforts	can	 include	 formal	mentoring		
programs.	The	efforts	should	also	focus	on	providing	professionals	with	the	right		
opportunities	that	help	advance	their	careers,	opportunities	like	working	in	other	
areas	of	the	firm	or	getting	promoted.53	For	instance,	IT	organizations	are	using	
career	development	programs	so	that	technology-savvy	employees	can	expand	
their	skills	outside	of	technical	areas.	Programs	in	some	firms	focus	on	developing	
the	competencies	that	employees	need	in	managerial	jobs.

Aspenware Uses Perks to Help Retention

Aspenware, a software developer in Denver, 
goes beyond free lunches and days off for ski-
ing. It offers employees free time to pursue 
projects that have potential as a startup, sub-
sidiary, or new line of business. Janet McIllece 
recently spent 10 to 20 hours per week for six 
months trying to find ways to explain complex 
data on the health of a stream to nontechnical 
audiences. Aspenware freed her to work on the 
project with her brother, a biologist with the 
U.S. Fish and Wildlife Service. They also paid 
for a three-day visit to Spokane for the project. 
Financing would have been available had the 
project turned into a business, with ownership 
stakes for McIllece. But that did not occur.

The market for software developers is very 
tight, forcing employers to devise ways to re-
tain them. Some notable perks include pet-
sitting services, in-house chefs, and a lifetime 
supply of Pabst Blue Ribbon beer. But the in-
house incubation program at Aspenware goes 
beyond that, allowing employees to discover 

their entrepreneurial and creative nature. The 
company carves out time and provides financ-
ing for ideas that may lead to a new line of busi-
ness or a spin-off start-up.

Aspenware’s founder stated, “Any of 
our people can get a job anywhere given their 
talent. . . . There are lots of things we have to 
try to make sure this is an environment people 
want to be in.”52

These words highlight how companies 
must provide the kinds of perks people want to 
improve employee retention. Based on these 
ideas, consider the following questions: 

1. How would you evaluate Aspenware’s use 
of perks to help improve retention? Is there 
anything you would do differently?

2. What other perks could be used to drive 
employee satisfaction and retention? Could 
these perks be offered in companies that 
are different from Aspenware? 
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employer Policies and Practices Other	factors	found	to	affect	retention	are	
employer	policies.	For	instance,	the	reasonableness	of	HR	policies,	the	fairness	of	
disciplinary	actions,	and	the	means	used	to	allocate	work	assignments	and	opportu-
nities	all	affect	employee	retention.	If	individuals	feel	that	policies	are	unreasonably	
restrictive,	are	unethical,	or	are	applied	inconsistently,	they	may	be	more	likely	to	
look	at	jobs	offered	by	other	employers.

The	 increasing	 demographic	 diversity	 of	 U.S.	 workplaces	 makes	 the	
	nondiscriminatory treatment	of	employees	important,	regardless	of	gender,	age,	
and	other	characteristics.	The	organizational	commitment	and	job		satisfaction	of	
ethnically	diverse	individuals	are	affected	by	perceived	discriminatory		treatment.	
Many	firms	have	recognized	that	proactive	management	of	diversity	issues		affects	
individuals	of	all	backgrounds.	Companies	should	also	consider	the	unique	needs	
of		diverse	employees.	For	instance,	employers	can		better	retain		Millennials	by	
	providing	a	more	flexible	workplace,	as	well	as	focusing	on		opportunities	that	allow	
the	company	to	give	back	to	various	stakeholders.54	The	cultural	diversity	found	
in	global	workplaces	also	requires	special	consideration	when	developing	retention	
policies.	A	study	found	that	expatriates’	retention	was	affected	by	adjustment	to	the	
new	work	environment	and	by	being	embedded	in	the	workplace,	which	were	in	
turn	influenced	by	different	demands	and	tactics.	The	implications	of	these	findings	
is	that	HR	professionals	should	provide	language,	cultural,	and	relationship	training	
so	that	expatriate	retention	is	improved.55

5-6c Retention of Top Performers
Organizations	that	cannot	consistently	retain	their	top	performers	have	a	less	quali-
fied	workforce,	and	perhaps	are	understaffed	as	well.	Consequently,	HR	professionals	
must	develop	creative	ways	to	retain	high-performing	employees.	Just	as	Figure	5-11	
indicates,	HR	professionals	can	focus	on	providing	work	opportunities	that	position	
high-performers	to	move	up	in	the	company.	These	opportunities	can	include	mentor-
ing	with	executives,	challenging	job	assignments,	development	opportunities	that	build	
managerial	competencies,	and	regular	performance	feedback.	Organizations	should	
also	consider	using	rerecruiting	to	enhance	retention.	Rerecruiting	is	a	strategic	HR	
approach	that	involves	getting	outstanding	employees	to	further	connect	with	employ-
ers	by	focusing	on	the	opportunities	that	initially	attracted	them	to	the	organization.56	
Such	discussions	can	encourage	high	performers	to	commit	to	the	organization	in	a	
long-term	capacity.

Figure 5-11 Retaining Top Performers
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5-7 Managing Retention
The	foregoing	sections	have	summarized	the	results	of	many	studies	and	popular	HR	
practices	to	identify	factors	that	can	affect	retention.	Retention	is	important	because	
turnover	can	cause	poor	performance	in	otherwise	productive	units.	The	focus	now	
turns	toward	the	keys	to	managing	retention	as	part	of	effective	HR	management.

5-7a Retention Assessment and Metrics
Calculating	both	turnover	and	retention	statistics	provides	a	better	picture	of	the	
movements	of	employees.	The	turnover	formula	was	discussed	previously.	Retention	
rates	can	be	calculated	as	the	percentage	of	workers	who	remain	in	the	firm	from	
one	point	in	time	to	another	point	in	time.57

To	ensure	that	appropriate	actions	are	taken	to	enhance	retention,	management	
decisions	require	data	and	analyses	rather	than	subjective	impressions,	anecdotes	of	
selected	individual	situations,	or	panic	reactions	to	the	loss	of	key	people.	Examples	
of	a	process	for	managing	retention	are	highlighted	in	Figure	5-12.

Analysis	of	turnover	data	is	an	attempt	to	get	at	the	cause	of	retention	problems.	
Managers	should	recognize	that	turnover	is	only	a	symptom	of	other	factors	that	may	
be	causing	problems.	When	the	causes	are	treated,	the	symptoms	may	be	eliminated.	
Some	of	the	first	areas	to	consider	when	analyzing	data	about	retention	include	the	
work,	pay	and	benefits,	supervision,	occupations,	departments,	and	demographics	of	

LO6 Summarize 
various ways to 
manage retention.

meaSure

I. Measurement and Assessment

◆  Absence/turnover measurement

◆  Employee surveys

◆  Exit interviews

◆  Data analysis

II. Management Interventions

◆  Recruiting and selection

◆  Orientation and training

◆  Compensation and bene�ts

◆  Career development and planning

◆  Employee relations

III. Evaluation and Follow-Up

◆  Regular review of turnover data

◆  Tracking of intervention results

◆  Adjustment of intervention efforts

Figure 5-12 Process for Managing Retention
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exit interview
An interview in which 
individuals who are 
leaving an organization 
are asked to explain 
their reasons

those	leaving	and	those	who	stay.	Common	methods	of	obtaining	useful	perspectives	
are	employee	surveys,	exit	interviews,	and	first-year	turnover	evaluations.

employee Surveys As	previously	mentioned	in	this	chapter,	employee	surveys	can	
be	used	to	diagnose	specific	problem	areas,	identify	employee	needs	or	preferences,	
and	reveal	areas	in	which	HR	activities	are	well	received	or	viewed	negatively.	Consid-
ering	that	morale	does	not	necessarily	equate	to	positive	employee	retention,	compa-
nies	can	use	surveys	to	evaluate	the	attitudes	of	employees	so	that	the	proper	steps	can	
be	taken	to	keep	workers	satisfied.58	Whether	the	surveys	cover	general	employee	at-
titudes,	job	satisfaction,	or	specific	issues,	the	survey	results	must	be	examined	as	part	
of	retention	measurement	efforts.	For	example,	a	growing	number	of	“mini-surveys”	
on	specific	topics	are	being	sent	via	email	questionnaires,	blogs,	and	other	means.

Regardless	of	the	topics	in	a	survey,	employee	input	provides	data	on	the	
“	retention	climate”	in	an	organization.	By	obtaining	data	on	how	employees	view	
their	jobs,	their	coworkers,	their	supervisors,	and	organizational	policies	and	prac-
tices,	these	surveys	can	be	starting	points	for	reducing	turnover	and	increasing	the	
length	of	time	that	employees	are	retained.	Some	employers	conduct	attitude	surveys	
annually,	while	others	do	so	intermittently.

By	asking	employees	to	respond	candidly	to	an	attitude	survey,	management	
builds	employees’	expectations	that	actions	will	be	taken	on	the	concerns	identified.	
Therefore,	a	crucial	part	of	conducting	an	attitude	survey	is	providing	feedback	to	
those	who	participated	in	it.	It	is	especially	important	that	even	negative	survey	
results	be	communicated	to	avoid	fostering	the	appearance	of	hiding	the	results	or	
placing	blame.	Also,	leaders	should	develop	actions	plans	for	how	results	can	be	
used	in	a	strategic	manner	to	positively	change	how	organizations	function.59

exit interviews One	widely	used	means	for	assisting	retention	assessment	ef-
forts	is	the	exit interview,	in	which	individuals	who	are	leaving	the	organization	are	
asked	to	explain	their	reasons.	Exit	interviews	can	also	be	used	to	identify	the	types	
of	“shocks”	(or	serious	events)	that	may	have	encouraged	employees	to	quit	an		
organization.60	HR	must	regularly	summarize	and	analyze	the	data	by	category	
(e.g.,	reasons	for	leaving,	department,	length	of	service)	to	provide	managers	and	
supervisors	with	information	for	improving	company	efforts.61	As	described	in	the	
following	“HR	Competencies	&	Applications:	Conducting	Exit	Interviews”	feature,	
the	exit	interview	process	should	include	certain	elements.	Some	HR	departments	
contact	former	employees	who	were	valuable	contributors,	as	they	may	be	willing	
to	provide	more	information	on	email	questionnaires	or	in	telephone	conversations	
conducted	some	time	after	they	have	left	the	organization.

First-Year Turnover evaluations A	special	type	of	retention	assessment	focuses	
on	first-year	employees.	It	is	not	unusual	for	turnover	to	be	high	among	employees	
during	their	first	year.	Sometimes,	the	cause	of	departure	is	voluntary;	for	example,	
individuals	may	identify	a	mismatch	between	what	they	expected	in	their	jobs	and	
managers	and	what	actually	occurs,	or	between	their	perceptions	of	the	new	job	and	
its	reality.	Other	times,	individuals	are	involuntarily	removed	for	poor	performance	
in	the	first	year.	Some	causes	can	be	excessive	absenteeism	and	mismatches	with	job	
requirements,	or	conflicts	with	other	employees	and	managers.	If	these	situations	
occur	too	often,	HR	may	need	to	reevaluate	recruiting	and	selection	processes,	as	
well	as	its	job	previews	to	make	sure	they	are	realistic.

Overall,	focus	on	first-year	retention	and	turnover	is	useful	because	individuals	
who	stay	for	a	year	are	more	likely	to	extend	their	employment	and	have	greater	
retention	beyond	the	first	year.	Also,	effective	first-year	efforts	may	lead	to	future	
career	development,	higher	performance,	and	other	positive	retention	factors.
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5-7b Retention Evaluation and Follow-Up
Management	can	take	numerous	actions	to	deal	with	retention	issues.	The	choice	of	
a	particular	action	depends	on	the	analysis	of	the	turnover	and	retention	problems	
in	a	particular	organization	and	should	be	custom-tailored	for	that	organization.

Tracking of intervention results	and	adjustment of intervention efforts	should	
be	part	of	retention	evaluation	and	follow-up.	Some	firms	use	pilot	programs	to	see	
how	changes	affect	retention	before	extending	them	to	the	entire	organization.	For	
instance,	to	test	the	effect	of	flextime	scheduling	on	employee	turnover,	a	firm	might	
try	flexible	scheduling	in	one	department.	If	the	turnover	rate	in	that	department	
drops	in	comparison	to	the	turnover	rates	in	other	departments	still	working	with	set	
schedules,	the	firm	might	extend	the	use	of	flexible	scheduling	to	other	departments.

Conducting Exit Interviews

Departing employees may be reluctant to  divulge 
their real reasons for leaving. A skilled HR interviewer 
may be able to gain useful information that depart-
ing employees do not wish to share with managers 
and supervisors. The following suggestions may be 
useful when conducting exit interviews:

•	 Decide who will conduct the exit interview 
and when the discussion will occur. These 
interviews can occur on the last day or so 
of a departing individual’s employment, but 
it might be better to conduct them a few 
days before because an employee will be 
less distracted by the upcoming change.

•	 Emphasize that the information provided by 
the departing employee will be treated con-
fidentially and used to make improvements.

•	 Utilize a checklist or a set of standard 
questions so that the information can be 
summarized. Typical areas covered include 
reasons for leaving, supervision, pay, train-
ing, liked and disliked aspects of the job, 
and details on the organization to which 
the employee is moving.

When doing the actual exit interview, numer-
ous questions can be asked. Those typically asked 
include the following:

[Q]: Why are you leaving?
[Q]:  What have you liked and disliked about 

your job and managers?
[Q]:  What company actions have made 

you and other employees more or less 
positive?

[Q]:  What would or would not lead you to 
recommend this employer to future 
possible hires?

[Q]:  Did you receive adequate training and 
support? Please explain.

[Q]:  Did the job match your expectations 
when you were hired? If not, what failed 
to meet your expectations?

[Q]:  What was frustrating about working here?
[Q]:  What suggestions do you have to  

improve working conditions?
[Q]:  Do you believe that any decisions or  

actions regarding your employment were 
discriminatory or unfair? Please explain.

Based on these suggestions, consider the 
 following questions:

1. How would you conduct useful exit 
interviews?

2. What of kinds of questions would you ask? 
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KEY COMPETENCIES: Communication (Behavioral Competency) and Organization (Technical 
Competency)
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SUMMARy  
•	 Individual	performance	is	captured	by	the	

formula:	
performance	5	ability	3	effort	3	support.

•	 Motivation	is	explained	by	many	theories—
some	of	the	most	commonly	used	are	needs	
theory,	two-factor	theory,	equity	theory,	and	
expectancy	theory.

•	 Psychological	contracts	are	unwritten	
expectations	that	employees	and	employers	
have	about	the	nature	of	their	work	
relationships.

•	 The	interaction	between	individuals	and	
their	jobs	affects	both	job	satisfaction	and	
organizational	commitment.	The	extent	to	which	
employees	feel	linked	to	organizational	success	
can	affect	employee	engagement	and	loyalty.

•	 Employee	engagement	is	the	extent	to	which	an	
employee’s	thoughts	and	behaviors	are	focused	
on	the	employer’s	success.

•	 Loyalty	to	an	employer	depends	on	the	
employee’s	perception	that	the	employer	
is loyal in	return.

•	 Absenteeism	and	tardiness	are	related,	and	both	
require	analysis	and	management.

•	 Absenteeism	has	both	direct	and	indirect	costs	
that	add	up	to	an	expensive	problem.

•	 Getting	accurate	measures	on	absenteeism	
is the beginning	of	solving	the	problem.

•	 Turnover	occurs	when	employees	leave	an	
organization	and	must	be	replaced.	It	can	
be	classified	in	many	ways,	but	it	should	be	
measured	and	its	costs	determined.

•	 There	is	an	optimum	level	of	turnover	that	
is likely	not	zero.

•	 Drivers	of	retention	include	organizational,	
managerial,	and	job	factors	that	may	affect	
employees’	work–life	balance,	compensation	
and	other	rewards,	career	training	and	
development,	and	employer	policies	and	
practices.

•	 Retention	of	employees	is	a	major	focus	of	
HR management	efforts	in	organizations.

•	 Retention	is	assisted	by	the	use	of	retention	
measures,	including	employee	surveys	and	
exit interviews.

•	 Managing	retention	should	include	evaluation	
and	tracking	of	both	retention	actions	and	
turnover	follow-up.

CRITICAL THInkIng CHALLEngES  
1.	 Describe	your	expectations	for	a	job.	How	well	

does	your	employer	meet	the	expectations	you	
hold	about	the	psychological	contract?

2.	 If	you	became	the	new	manager	at	a	restaurant	
with	high	employee	turnover,	what	actions	would	
you	take	to	increase	retention	of	employees?

3.	 As	the	HR	Manager,	you	must	provide	the	
senior	management	team	with	turnover	costs	
for	the	following	high-turnover	position.	Use	
websites	such	as	www.talentkeepers.com	and	
www.keepemployees.com,	to	calculate	turnover	
and	analyze	the	variables	involved.	Also	identify	
any	other	data	that	might	be	relevant	and	then	
discuss	how	you	would	reduce	the	turnover.

	 Position:	Machine	operator

	 	Number	of	employees:	250

	 	Number	of	turnovers:	85

	 	Average	wage:	$11.50/hour

	 	Cost	of	benefits:	35%	of	payroll

4.	 Your	company	has	reaped	the	benefits	of	having	
long-term,	tenured	employees,	but	many	of	them	
are	now	approaching	retirement.	It	is	anticipated	
that	approximately	20%	of	the	company’s	
workforce	will	retire	in	the	next	three	to	five	years.	
In	reviewing	the	remaining	workforce	through	HR	
planning	efforts,	you	have	become	aware	of	work–
life	balance	issues	that	need	to	be	reviewed	and	
addressed.	The	company	president	has	requested	
that	you	prepare	a	retention	plan	outlining	these	
issues	as	well	as	ways	to	address	them.	Resources	
to	help	you	address	the	issues	in	the	retention	plan	
can	be	found	at	www.workfamily.com.

A.	 What	steps	will	you	take	to	identify	key	
priorities	in	the	work–life	balance	issues?

B.	 How	will	you	present	a	business	case	to	
gain	management	support	for	addressing	
those	issues	to	help	retain	existing	workers	
and	to	fill	the	positions	vacated	by	retiring	
employees?
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CASE Carolina Biological Uses Survey 
to Assess Worker Engagement

Carolina	Biological	Supply,	a	Burlington,	North	
Carolina	provider	of	science	and	math	educational	
products,	uses	a	survey	platform	called	Net	Pro-
moter	System	to	track	customers’	impressions	of	the	
service	provided	by	the	company.	However,	the	sys-
tem	has	also	enabled	Carolina	Biological	Supply	to	
assess	the	degree	to	which	employees	are	engaged	
with	workplace	processes	and	activities.	Accord-
ing	to	Katina	Richmond,	PHR,	the	 information	
provided	by	the	survey	enables	company	leaders	to	
identify	key	challenges	associated	with	certain	po-
sitions	and	work	areas,	which	helps	them	develop	
useful	solutions	to	problems.	The	 instrument	 is	
anonymous	and	does	not	use	the	typical	items	and	
rating	scales	that	are	found	on	many	other	surveys.	
Even	more	importantly,	 it	 takes	only	about	five	
minutes	to	answer	the	survey,	which	has	driven	the	
response	rate	up	to	around	80%.

The	Net	Promoter	System	is	anchored	by	the	
question,	“How	likely	would	you	be	 to	recom-
mend	this	company	to	a	friend	or	family	member?”	
Customer	responses	are	provided	on	a	10-point	
scale,	and	individuals	are	placed	into	one	of	three	
groups:	Promoters	score	a	9	to	10,	Passives	score	
a	7	to	8,	and	Detractors	score	a	0	to	6.	The	overall	
classifications	enable	companies	to	develop	what	
are	called	Net	Promoter	Scores.	HR	profession-
als	can	use	a	variation	of	this	question	to	evalu-
ate	employee	engagement.	The	question	is,	“How	
likely	would	you	be	to	recommend	working	at	this	

company	to	a	friend	or	family	member?”	There	are	
other	questions	that	can	be	used	to	measure	both	
customer	and	employee	satisfaction	with	a	particu-
lar	company.	Survey	participants	can	also	provide	
written	comments	that	provide	richer	data	that	can	
be	analyzed.

Katina	Richmond	supervises	the	survey	pol-
icy	at	Carolina	Biological,	including	coordinating	
some	of	the	administration,	developing	time	lines,	
designing	the	survey,	and	communicating	the	pur-
pose	and	expectations.	This	shows	that	it	is	typical	
for	HR	professionals	to	be	highly	engaged	in	the	
survey	process,	despite	the	involvement	of	a	third-
party	provider.	HR	is	also	involved	in	developing	
plans	that	address	any	challenges	highlighted	in	the	
survey	data.	A	program	called	Carolina	Cash	was	
developed	to	reward	employees	for	providing	excel-
lent	ideas	that	benefit	the	organization.62

QueStionS

1.	 Since	surveys	can	be	important	tools	for	obtain-
ing	employee	feedback,	how	can	HR	profession-
als	use	them	more	effectively?	What	else	could	
Carolina	Biological	do	to	get	useful	feedback	
from	its	employees?

2.	 What	is	your	opinion	of	the	Net	Promoter	Sys-
tem?	What	do	you	think	are	the	advantages	as-
sociated	with	this	survey	system?	What	are	the	
potential	disadvantages?

SUPPLEMEnTAL CASES  

the clothing Store

This	case	describes	one	firm’s	approach	to	improv-
ing	employee	retention.	(For	the	case,	go	to	http://
www.cengage.com/management/mathis.)

accenture: retaining for itself

This	case	describes	what	a	large	consulting	company	
does	to	help	retain	a	virtual	workforce.	(For	the	case,	
go	to	http://www.cengage.com/management/mathis.)

alegent health

This	case	discusses	how	Alegent,	a	large	nonprofit	
health	care	system,	improved	employee	retention	and	
reduced	turnover.	(For	the	case,	go	to	http://www	
.cengage.com/management/mathis.)
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Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Explain strategic 
recruiting decisions 
regarding employment 
branding, outsourcing, 
and other related 
issues.

LO2 Identify distinct 
labor markets and 
describe their unique 
characteristics.

LO3 Explain how 
technology and social 
networking affect 
recruiting processes 
for employers and 
candidates.

LO4 Identify three internal 
recruiting sources and 
issues associated with 
their use.

LO5 Highlight five external 
recruiting sources.

LO6 Define recruiting 
measurement and 
metrics and illustrate 
how analytics can be 
used to improve talent 
acquisition.

Recruiting  
High-Quality Talent6

c h a p t e r

What’S trending in
recruiting

Employment recruiting is undergoing major renovations and updates. 
The traditional posting of “want ads” in the newspaper and submitting 
 paper  resumes has given way to a nimble, technology-enhanced process 
that makes information more accessible and available more quickly for 
 candidates and companies. Here’s what’s trending regarding technology 
and economic factors that impact how organizations source talent.1

1. The mass retirement of Baby Boomers and the smaller generation that 
follows puts candidates in the driver’s seat.  Organizations will need to 
“woo” prospective employees and manage the candidate experience 
to attract those with valued skills and  experience.

2. Just-in-time staffing will become more common, with organizations  
using freelancers, temporary workers, and contractors with far greater 
frequency than in the past.

3. Business intelligence systems and Big Data will allow companies to 
track the success of recruiting from various sources to find the best 
and most cost-effective ways of identifying qualified workers. Use 
of data and assessment science will lead to more automated  
pre-screening.

4. “Social” sourcing and corporate talent networks help companies  
connect with potential employees in real time through viral 
communities. Promoting an employment brand will be more  
important in these online networks.
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When the feature film The Last Starfighter was 

released in 1984, the thought of using a video 

game to identify the next pilot for interstellar 

combat seemed like futuristic science fiction. Fast forward a few 

decades, and you’ll see that “gamification” is taking over the 

world of employment recruiting.

App development company Quixey uses the Quixey Chal-

lenge, a series of timed online puzzles, to identify engineers to 

hire. The company has created an entire game using crowdsourc-

ing to generate questions. Users are invited to submit sample 

questions, which may be used in the game. An online leader-

board displays the names of winners and runners-up.

College students competed in Auberge Resorts’ challenge 

to boost energy efficiency at its Esperanza Resort in Los Cabos. 

Proposals were submitted from across the United States, and 

the winning suggestion is under consideration for adoption by 

the hotel chain. PricewaterhouseCoopers created the xTREME 

Games to teach students about tax policy issues. Over 4,000 

students from 84 colleges joined in the online competition and 

connected with PwC professionals to learn about employment 

opportunities. The companies can review game results to see 

students in action and filter out the best candidates. These online 

competitions are especially beneficial 

to students at lesser-known universities 

that companies might not visit.

The U.S. Army has taken what it 

learned in soldier training and uses 

games and simulations to make the 

 recruiting experience engaging and 

useful to evaluate potential recruits 

and build brand awareness for the 

U.S.  military. America’s Army is a 

free downloadable game that places 

recruits in a very realistic multiplayer 

tactical shooting game. Players can 
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The next two chapters explain the process of talent acquisition, the process of find-
ing and hiring high-quality talent needed to meet the organization’s workforce 
needs. There are two primary stages of acquiring talent—recruiting and selection. 
In this chapter, we discuss recruiting, the process of generating a pool of qualified 
candidates. In Chapter 7, we discuss selection, the process of choosing among can-
didates. Think of talent acquisition in terms of managing a supply chain of capable 
and motivated workers rather than as individual tasks or processes. The recruiting 
process connects companies to sources of potential employees, while selection in-
volves picking the best “supplier” of talent. Consider how the talent supply chain 
must be managed to ensure an adequate supply of qualified employees. Planning 
ahead, building relationships with suppliers, ensuring quality, and creating efficiency 
are supply chain processes that can improve the quantity and quality of talent.3

Talent acquisition depends on workforce planning (Chapter 2) and general 
 economic and labor market conditions. On the one hand, in a “buyers’ market” 
companies have more freedom and bargaining power when hiring employees. On 
the other hand, when labor markets are tight (called a “sellers’ market”), talent ac-
quisition can be challenging. Hiring authorities report that many applicants lack ba-
sic skills, which makes it difficult to find qualified people to fill jobs.4 Consider how 
organizations try to improve the supply of talent by targeting their recruiting efforts.

6-1 Recruiting
Recruiting becomes more important and complex as labor markets evolve. Al-
though recruiting can be expensive, think about the cost of unfilled jobs. For ex-
ample, consider a retail company where there are three vacant checker positions. 
Assume these three vacancies cost the company $300 for each business day the jobs 
remain vacant. If the jobs are not filled for four months, the cost of this failure to 
recruit in a timely fashion will be about $26,000. That is a lot of business lost due 
to inadequate staffing.

Although cost is certainly an issue—averaging $3,500 per hire—the quality of 
recruits is equally important.5 For example, if an organizational strategy focuses 
on service quality as a competitive advantage, a company might hire only from 
the top 15% of candidates for critical customer-facing jobs and from the top 30% 
of candidates for all other positions. While this approach may raise the cost per 
hire, it will improve workforce quality and allow the organization to maintain its 
competitive edge.

talent acquisition
Process of finding and 
hiring high-quality talent 
needed to meet the 
organization’s workforce 
needs

recruiting
Process of generating 
a pool of qualified 
applicants for 
organizational jobs

put themselves in the boots of a soldier and determine whether they are suited for 

combat. The $7 million investment has become the U.S. Army’s top recruitment tool, 

attracting millions of potential new recruits.

So, games aren’t just for fun anymore. They could very well be the new best way 

to recruit employees and companies are beginning to take notice.2
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These examples illustrate how recruiting can be an important part of an orga-
nization’s overall strategy and not simply an expense to be minimized. To be effec-
tive, recruiters need to understand competitors’ business strategies and practices, 
labor market dynamics, the importance of both quality and quantity of talent, and 
time and money limits. Figure 6-1 highlights these components of effective strategic 
recruiting.

6-1a Strategic Recruiting and Human  
Resources Planning

Since talent is a key to ensure the production of the organization’s goods and 
 services, strategic planning for the business should include planning for workforce 
needs and recruiting. Strategic recruiting involves:

•	 Understanding how the business strategies impact how and where to 
 successfully recruit qualified employees

•	 Identifying keys to success in the labor market, including competitors’ 
 recruiting efforts

•	 Determining the appropriate balance between quality and quantity of workers 
needed

•	 Recognizing the resource limits of time and money related to fulfilling 
 recruiting activities

•	 Measuring the effectiveness of recruiting efforts

LO1 Explain strategic 
recruiting decisions 
regarding employment 
branding, outsourcing, 
and other related 
issues.

Financial
limits

Time
limits

Labor
market

dynamics

Business
Strategies

Quantity of
talent

Quality of
talent

Strategic
Recruiting

Figure 6-1 Strategic Components of Effective Recruiting
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Recruitment planning can pinpoint not only the kinds and numbers of applicants 
but also how difficult recruiting efforts may be depending on the type of jobs 
 being filled. In addition, effective recruiting focuses on discovering talent before it 
is needed.

6-2 Strategic Recruiting Decisions
Top executives and line managers share responsibility with human resources to 
manage the talent pipeline. Thinking strategically about how to acquire and op-
timize talent can result in a competitive advantage for the company.6 Adopting a 
systemic mindset when managing talent involves several issues related to recruiting. 
Strategic decisions about recruiting consider factors such as assigning responsibility 
for carrying out recruiting, establishing the employment brand, determining the op-
timal mix of core and flexible workers, and considering diversity.

6-2a Assigning Responsibility for Recruiting
A basic decision is whether recruiting will be done by the employer or outsourced to 
a third party. This decision need not be entirely an either/or situation. In most organi-
zations, HR staff members handle much of the recruiting. Since they  understand the 
organization’s culture, values, and strategies, inside recruiters may be better able to 
match candidates for the best job fit. However, recruiting can be time- consuming, 
and HR staff and managers have many other responsibilities.  Outsourcing is a way 
to decrease the burden on internal recruiters. There are a number of ways in which 
recruiting can be outsourced.

Outsourcing the recruiting Function Recruitment process outsourcing 
(RPO) is a rapidly growing option that streamlines recruiting and reduces recruiting 
costs. RPO firms can offer a menu of recruiting services from placing advertisements 

Quantitative
Measures

Number of new hires

Time to �ll

Cost to �ll

Recruiting source

Qualitative
Measures

Interview‐to‐offer ratio

Hiring manager
satisfaction

Applicant satisfaction

Source of high
performers

Business Impact
Measures

New-hire retention rate
at six months

New‐hire performance
at one year

New-hire training
success

Source of key
employees

Figure 6-2 Ways to Evaluate RPO Firm Performance
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to initial screening of applicants. RPO firms may serve a broad range of industries 
or specialize in particular sectors such as health care or financial services.7 As with 
all outsourcing activities, companies should carefully research RPOs and ensure 
high-quality performance. Figure 6-2 shows various performance criteria that orga-
nization leaders can use to assess an RPO vendor.8

While RPOs can save the company time and money, care must be taken to pre-
serve goodwill with applicants. Applicants may react negatively to outsourced re-
cruiting and feel that it reduces their personal contact with the hiring organization. 
They may also have concerns about the privacy of information they provide during 
the screening process. These negative reactions can be minimized if the RPO oper-
ates in a professional manner and if the employer has a positive image.9

Professional employer Organizations and employee Leasing Another 
type of outsourcing is professional employer organizations (PEOs) and employee 
leasing. The employee leasing process is simple: An employer signs an agreement 
with the PEO, after which the employer’s staff is hired by the leasing firm and leased 
back to the company for a fee. In turn, the leasing firm writes paychecks, pays taxes, 
prepares and implements HR policies, keeps all the required HR records for the 
 employer, and bears legal liability.

One advantage of leasing employees is that they may receive better benefits 
than they otherwise would get in many small businesses. But all this service comes 
at a cost to employers. Leasing companies often charge employers between 4% and 
6% of employees’ monthly salaries. Thus, while leasing may save employers money 
on benefits and HR administration, it also may increase total payroll costs.

Whether recruiting is carried out by internal recruiting staff or outsourced to a 
third-party vendor, a primary consideration is presenting an attractive employment 
opportunity to a prospective employee. Developing a positive employment brand is 
critical for enticing high-quality talent to consider employment with the company.

6-2b Employment Branding and Employer of Choice
The employment brand is the distinct image of the organization that captures the 
essence of the company to engage employees and outsiders. The brand is a set of 
qualities that promises a unique employment experience. Organizations strive to 
develop reputations as employers of choice. Those seen as desirable places to work 
are better able to attract qualified applicants compared to those that have poor 
reputations.

There are many “best employer survey” lists that rank organizations in terms of 
employee engagement, job satisfaction, pay, benefits, flexible schedules, corporate 
social responsibility, and other employee-friendly characteristics. Companies identi-
fied as the best places to work receive significantly more applicants than those that 
don’t make the grade. Achieving that coveted status requires a focused effort and 
investment, much like developing a brand for the company’s products.10 Manag-
ing the employment brand is best achieved through a partnership between HR and 
marketing staffs. The following “HR Competencies & Applications: Manage Your 
 Employment Brand” feature explains important elements of the employment brand.

Companies often spend considerable effort and money establishing brand  images 
for their products. The same attention must be spent on developing an  employment 
brand based on the benefits and opportunities offered to employees. The brand 
can create positive perceptions if the company also highlights the  employee value 

employment brand
Distinct image of 
the organization that 
captures the essence of 
the company to engage 
employees and outsiders
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proposition, which is developed by focusing on the company’s commitment to em-
ployee excellence and development. Keep in mind that the employment brand must 
reflect the genuine work environment and not simply be a marketing creation that 
doesn’t match the true experience of life inside the organization.

6-2c Core versus Flexible Staffing
Another strategic decision involves how much recruiting will be done to fill staffing 
needs with core and flexible workers. Core workers are those employees that are 
foundational to the business; they typically work year-round, and the organization 
invests in their development. Flexible workers are hired as needed. Thinking of the 
supply chain, they are just-in-time workers who are employed for specific projects 
or periods of time.

Decisions as to who should be recruited hinge on whether to seek core employ-
ees or to use more flexible approaches, which might include temporary workers or 
independent contractors. Figure 6-3 shows how a company’s workforce might be 
divided among different types of workers. Many employers have determined that 
keeping a large core workforce is too costly and limits flexibility. The large num-
ber of employment regulations also constrains the employment relationship, mak-
ing many employers reluctant to hire new full-time core employees. Using flexible 

core workers
Employees that are foun-
dational to the business

Flexible workers
Employees that are hired 
on an “as-needed” basis

Manage Your Employment Brand

Successfully managing an employment brand 
doesn’t happen by accident. To create and ad-
vertise the compelling story behind your com-
pany, take time to identify your employment 
brand and determine what makes your com-
pany unique. The following tips may help you 
get the most out of your branding efforts.11

•	 Leverage your corporate brand. Your 
company may already be well known for 
its products and services. Use that name 
recognition to connect with prospective 
employees.

•	 Use the 80/20 rule. When advertising 
jobs, be sure to spend most of the time 
talking about the job (80%) and less time 
promoting your brand (20%).

•	 Engage visitors. Use videos of employees 
rather than text to deliver the brand 
message.

•	 Encourage current employees to spread  
the word. Get employees to talk to others 
in their personal and professional  
networks.

•	 “Mobilize” your message. Create an 
 easy-to-use mobile career site that allows 
users to connect on the go.

Recruiting and employer branding should be 
seen as part of an organizational marketing 
effort that is linked to the overall image and 
reputation of the organization and its industry. 
If you were responsible for enhancing your 
organization’s employment brand:

1. How would you convince senior leaders 
that the investment would be worthwhile?

2. Who would you partner with inside and 
outside your organization to develop and 
convey your brand message?
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workers means that labor costs go from being a fixed expense to one that is vari-
able, based on product demand and other economic conditions.

Flexible staffing involves workers who are not traditional employees. Alterna-
tive employment is becoming much more common in the United States as well as 
around the world. Over one-fifth of U.S. workers are considered part of the flex-
ible workforce.12 Using flexible staffing arrangements allows an employer to avoid 
some of the costs of full-time benefits such as vacation pay, health care, and pension 
plans. Flexible staffing may lead to recruiting in different markets, since it includes 
using temporary workers and independent contractors. Despite the many benefits, 
there are also many challenges associated with using flexible staffing, including low 
motivation, low performance, and increased costs.

Temporary Workers Over 3 million workers per day are employed as tempo-
rary workers.13 Employers can hire their own temporary staff members or contract 
with agencies that supply temporary workers on an hourly, daily, or weekly basis. 
Originally developed to provide clerical and office workers to employers, temporary 
workers in professional, technical, and even managerial jobs are becoming more 
common. This reality is driven by the many benefits that these workers provide 
organizations.

Some employers hire temporary workers as a way to screen individuals to move 
into full-time, regular employment. Better-performing workers may move to reg-
ular positions when these positions become available. This “try before you buy” 
approach is potentially beneficial to both employers and employees. In addition, 
companies hire temporary workers because matching the firm’s needs with the right 
workers can be easier, the costs associated with benefits can be avoided, and staffing 
flexibility is often greatly enhanced. However, if individuals come through tempo-
rary service firms, those firms typically bill client companies a placement charge if 

Figure 6-3 Combination of Core and Flexible Workers

Temporary
workers

Core workers Independent
contractors

PEO/leased
workers
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a temporary worker is hired for a full-time position. Also, employing temporary 
workers as opposed to full-time workers can have implications regarding federal 
laws such as the Family Medical Leave Act and the Fair Labor Standards Act.14

independent Contractors Some firms employ independent contractors as 
workers who perform specific services on a contract basis. These workers must be 
truly independent as determined by regulations used by the U.S. Internal Revenue 
Service and the U.S. Department of Labor. This information is discussed further in 
Chapter 11.

Independent freelancers are used in many areas, including software program-
ming, system design, personal services, and others. Online digital marketplaces like 
Elance, Lyft, and TaskRabbit operate as matchmaking services to connect freelanc-
ers with potential clients. Employers can see candidate profiles and reviews from 
previous clients before deciding to contract with the freelancer. Freelancers can 
better manage their assignments, choose their own work hours, and enjoy career 
independence.15

One major reason employers use independent contractors is to obtain signifi-
cant savings because benefits are not provided to these individuals. Many freelanc-
ers “moonlight,” supplementing their income from a traditional job with contract 
work, or they have multiple sources of income, including contract assignments. The 
freelance workforce is large and growing, and organizations like the Freelancers 
Insurance Company sell insurance and retirement plans to this employee group.16

Companies can mix and match the core workforce with temporary and con-
tract workers as their business needs change. There may be conflicts between these 
various workforce segments, and managers should tune in and work hard to in-
tegrate the efforts from all workers to produce goods and services for customers. 
For example, core workers may view temporary workers as competitors and may 
treat them poorly to discourage them from performing above standards. Tempo-
rary workers have fewer ties to the company and may be less engaged which can 
upset the full-time workers. Figure 6-4 shows the advantages and disadvantages 
of using flexible staffing alternatives.

◆    Organizations can hire workers without
     incurring high costs.

◆   Reduces time spent on recruiting efforts
    such as screening and initial training of
    workers.

◆    Gives the organization staf�ng  �exibility.

◆   Reduces the organization’s legal
    compliance requirements.

◆   Organization saves money by not
     providing employee bene�ts.

◆   Flexible workers may perform less
    effectively than core workers.

◆   Flexible workers may lack motivation
    because there are few opportunities for
    long-term employment and job
    advancement.

◆   Time limits on temporary work contracts
     prevent signi�cant enhancements in
     individual skills and knowledge.

◆   Flexible workers in high demand �elds
    may command premium wages.

Advantages Disadvantages

Figure 6-4 Advantages and Disadvantages of Using Flexible Staffing Alternatives
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6-2d Recruiting and EEO: Diversity Considerations
Recruiting strategies take into account a number of equal employment opportunity 
(EEO) and diversity considerations. Figure 6-5 shows the major issues companies 
face when proactively addressing a diverse applicant pool.

eeO and recruiting efforts Recruiting activities are subject to various equal 
employment laws and regulations. As part of legal compliance in the recruiting pro-
cess, organizations may work to reduce disparate impact, or underrepresentation of 
protected-class members compared to the labor markets utilized by the employer. 
If disparate impact exists the employer may need to make special efforts to attract 
protected-class individuals. For employers with affirmative action programs (AAPs), 
special ways to reduce disparate impact can be identified as goals listed in those 
plans. Also, many employers who emphasize internal recruiting should take steps 
to attract minority applicants externally if disparate impact exists in the current 
workforce.

Equal Employment Opportunity Commission (EEOC) guidelines state that no 
direct or indirect statements of protected characteristics are permitted in recruiting 
materials or advertisements. These guidelines affect interviews, advertisements, and 
other recruiting activities. Some examples of impermissible terminology are young 
and enthusiastic, Christian values, and journeyman lineman. Also, advertisements 
should contain wording about being an equal opportunity employer, or even more 
specific designations such as EEO/M-F/AA/ADA. Employers demonstrate inclusive 
recruiting by having diverse individuals represented in company materials, in adver-
tisements, and as recruiters.

Applicants pay attention to the diversity message in recruiting materials. When 
workforce diversity is showcased in recruiting ads, applicants of all races are more 
likely to pursue employment with the organization. Further, people who value di-
versity will be attracted by HR policies that support their own personal beliefs. 

Figure 6-5 Recruiting and Diversity Considerations

Diversity-Speci�c
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Organizations can increase the number of applicants by including diversity as a key 
element of the employment brand.17

recruiting Diversity A broad range of factors can be considered when re-
cruiting for diversity. Many employers have expanded efforts to recruit workers 
from nontraditional labor pools. These recruits for certain jobs may include the 
following:

•	 Persons with different racial/ethnic backgrounds
•	 Workers over 40 years of age, particularly retirees
•	 Single parents
•	 Workers with disabilities
•	 Welfare-to-work workers
•	 Long-term unemployed

The growth in racial/ethnic workforce diversity means that a wider range of 
 potential employment sources should be utilized. Changes in diversity also need 
to be monitored and evaluated to ensure that the workplace, through properly 
managed recruiting strategies, is representative of these population demographics. 
For example, the growth in Hispanics in the United States means that specialized 
 recruiting programs might be needed to identify and attract qualified individuals 
from this group for employment. Other potential employees may include older 
workers and retirees who are interested in seeking new employment opportunities. 
Single parents may be attracted to a family-friendly employer that offers flexibility, 
including part-time work, because balancing job and family life is often difficult. 
Some firms also recruit stay-at-home parents by using flexibility and work-at-home 
technology. Finally, individuals with disabilities are often overlooked despite their 
education and skill qualifications.

gender-Neutral recruiting Studies have shown that women are less likely 
to apply when job ads contain masculine sounding words such as determined, 
assertive, or aggressive. Women are more likely to apply when words like dedi
cated, responsible, or conscientious are used in advertisements. Men don’t 
seem to be influenced one way or the other. So, there is little downside to using 
 gender-balanced adjectives in recruiting ads. IT companies are also stepping up 
efforts to recruit qualified female candidates due to the overall shortage of tech-
nology workers. The Girl Scouts and other organizations have been working to 
introduce young women to science, technology, engineering, and math (STEM) 
fields of study from an early age, to encourage them to consider careers in these 
 in-demand areas.18

generational Differences in recruiting The work values and preferences 
found among different generations can impact every aspect of the employment ex-
perience. In terms of recruiting, distinct approaches may be needed to connect with 
members of different generations. Baby Boomers (born between 1946 and 1964) 
may be more comfortable with traditional job posting methods and less inclined to 
use mobile technology to find a job. Generation X (born between 1965 and 1980) 
workers may value flexible work arrangements, child care, and other work-life 
balance programs. People in Generation Y (born between 1980 and 2000) utilize 
mobile technology extensively and value meaningful work and an opportunity to 
actively contribute to work policies and arrangements.

00709_ch6_ptg01_198-237.indd   208 21/10/15   11:26 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a p t e r  6   Recruiting High-Quality Talent 209

When crafting recruiting messages and choosing the best media for recruiting, 
one consideration should be finding ways to connect with members of all genera-
tions. While members of a generation may share many similarities, it’s also impor-
tant to avoid letting stereotypes rule decisions about who to hire or how to reach 
them.19 The preceding “HR Competencies & Applications: Getting Helicopter Par-
ents into the Hangar” feature presents an emerging trend in the workplace.

6-3 Understanding Labor Markets
Learning some basics about labor markets aids in understanding recruiting. Labor 
markets are the supply pool from which employers attract employees. As with any 
supply chain, there are a variety of markets from which a buyer can obtain needed 
resources. Figure 6-6 depicts how the sourcing process is like the funnel in which 
the broad scope of labor markets narrows progressively to the point of selecting the 
best applicants. Of course, if the selected applicants reject the offers, then HR staff 
members must reach back into the supply chain, or applicant pool, for other candi-
dates, and in extreme cases, may need to reopen the recruiting process.

LO2 Identify distinct 
labor markets and 
describe their unique 
characteristics.

lab or markets
The supply pool from 
which employers attract 
employees

Getting Helicopter Parents into the Hangar

A growing issue in today’s workplace is the ap-
pearance of helicopter parents. Helicopter par-
ents are overinvolved, overcontrolling mothers 
and fathers who don’t let their children live inde-
pendently. They tend to navigate their children’s 
lives and participate in everything from choos-
ing college courses to joining their sons and 
daughters at job interviews.

Text  messag ing  and other  mob i le 
technologies foster a world where parents and 
their adult children can stay in constant contact, 
sharing all the ups and downs of daily life. 
Adult children may appreciate the support and 
cheerleading offered by mom or dad, especially 
when the day hasn’t gone well. Likewise, 
parents can continuously guide their children 
and assist them as they make decisions about 
many aspects of life.

Some o rgan i za t ions  we lcome the 
involvement of parents and actively encourage 
their participation in job search and employment 

decisions. Northwest Mutual embraces parents 
and invites them to be part of the interviewing 
process. Managers send notes home to 
mom when an employee hits or exceeds 
sales targets. Other organizations frown upon 
parents’ involvement in the workplace and 
have withdrawn job offers when parents call 
to negotiate starting pay or other terms of 
employment for their children.20

The emergence of helicopter parents is 
something that can’t be ignored. How would 
you handle this in the workplace?

1. How might an organization establish 
boundaries for parental involvement in 
their children’s work life that is respectful 
of all parties involved? How would an HR 
 department be involved in this process?

2. How might hosting a Take Your Parents to 
Work Day benefit the organization’s talent 
management program?
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CompetenCies: Global and Cultural Effectiveness; HR Expertise: Workplace/Diversity & Inclusion; 
People/Employee Engagement
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6-3a Elements of the Labor Market
Several methods can be used to identify labor markets. One useful approach is to 
take a broad view of labor markets and then narrow them down to specific recruit-
ing sources. The broadest labor market component and measure is the labor force 
population, which is made up of all individuals who are available for selection if 
all possible recruitment strategies are used. For firms with operations in multiple 
countries, the labor force population can be much larger than that of a business 
operating in only one country. For example, some U.S.-based airlines have customer 
service centers located in the Philippines, India, and other countries as well as the 
United States. The labor force population for such businesses is much broader than 
that of a business operating in only one of these countries.

The applicant population is a subset of the labor force population that is avail-
able for selection if a particular recruiting approach is used. This population can be 
broad or narrow depending on the jobs needing to be filled and the approaches used 
by the employer. For example, if a firm is recruiting highly specialized engineers for 
multiple geographic locations, the recruiting methods may involve a broad range 
of approaches and sources, such as contacting professional associations, attending 
conventions, utilizing general and specialized websites, using recruiting consulting 
firms, and offering recruitment incentives to existing employees.

However, a smaller firm in a limited geographic location might limit its recruit-
ing for management trainees to MBA graduates from major universities in the area. 
This recruiting method would result in a different group of applicants from those 
who might apply if the employer were to advertise the openings for management 
trainees on a local radio station, post a listing on Internet job boards, or encourage 
current employee referrals and applications.

labor  force population
All individuals who are 
available for selection if 
all possible recruitment 
strategies are used

applicant population
A subset of the labor 
force population that is 
available for selection us-
ing a particular recruiting 
approach

Figure 6-6 Elements of the Labor Market
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The applicant pool consists of all persons who are actually evaluated for selec-
tion. Many factors can affect the size of the applicant pool, including the reputation 
of the organization and industry, a company’s screening efforts, the job specifica-
tions, and the information available.

6-3b Recordkeeping of Applications
It is important to carefully define exactly who is an applicant and who is not be-
cause many employers are required to track and report applicant information to 
comply with equal employment and affirmative action plans. It is also important 
because employers may need this documentation if an applicant files a lawsuit. Any 
minimally qualified person who is interested in a position should be considered an 
applicant even if no formal posting of the job opening in question has been made or 
the person has not filed any sort of formal application. Figure 6-7 provides the defi-
nition of Internet applicant established by the EEOC and Office of Federal Contract 
Compliance Programs (OFCCP).21

Documenting Applicant Flow It is useful to develop an applicant tracking 
system when considering the applicant pool. Using such a system can make the re-
cruiting process more effective. For example, when the size of the applicant pool 
increases, recruiters can identify the most effective future employees for several jobs, 
not just fill current jobs.22

Employers must collect data on applicant race, sex, and other demographics 
to fulfill EEO reporting requirements. Many employers ask applicants to provide 
EEOC reporting data on a separate form that may be attached to the application 
form. To avoid claims of impropriety, it is important that employers review and store 
this information separately and not use it in any selection decision. Since completing 
the form is voluntary, employers can demonstrate that they tried to obtain the data.

unemployment rates and Labor Markets The labor market follows the laws 
of economic supply and demand, and the unemployment rate varies with the busi-
ness cycle. When the unemployment rate is high, many people are looking for jobs. 
When the unemployment rate is low, there are fewer applicants. As the economy 

applicant pool
All persons who are 
actually evaluated for 
selection

The individual submitted an expression of interest in employment
through the Internet or related electronic data technologies;
The contractor considered the individual for employment in a particular
position;
The individual's expression of interest indicated that the individual
possesses the basic quali�cations for the position; and
The individual, at no point in the contractor’s selection process prior to
receiving an offer of employment from the contractor, removed himself
or herself from further consideration or otherwise indicated that he/she
was no longer interested in the position.

An “Internet Applicant” is an individual who
satis
es all four of the following criteria:

Figure 6-7 EEOC and OFCCP Definition of Internet Applicant
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recovers from the recent recession, firms are beginning to hire more employees. But 
they are being cautious out of concern that the improved economy will not last.23

Unemployment rates also vary depending on particular skill needs. Recruiting for 
jobs that require few specialized skills is quite different than recruiting for highly skilled 
workers. The federal government is struggling to attract younger  technology-savvy 
workers because many people have a negative impression of working for bureau-
cratic agencies.24 Trucking companies like U.S. Xpress, residential housing construc-
tion firms such as Van Dyk Construction, and libraries are all  experiencing difficulty 
 finding qualified workers to fill vacancies.25 Talent shortages in high-technology 
jobs are so severe that companies like Google and Apple have begun courting kids 
in  junior high school to develop apps for their smart phones.26 Companies adopt 
creative solutions to help develop the skilled workers needed to fill jobs.

6-3c Different Labor Markets and Recruiting
The supply of workers in various labor markets differs substantially and affects 
staffing. To provide information that is useful for recruiting, labor markets can be 
viewed in several ways. These labor markets can include both internal and external 
sources. Organizations recruit in many labor markets, including:

•	 Industry-specific and occupational
•	 Educational and technical
•	 Geographic

industry and Occupational Labor Markets Labor markets can be classified 
by industry and occupation. For example, the biggest increases in U.S. jobs until the 
year 2022 will be in the fields of healthcare, healthcare support, construction, and 
personal care fields.27 These jobs represent the health care, retail, and education in-
dustries. A shortage of qualified applicants will make filling these jobs more difficult 
during the next few years.

Recruiting for smaller firms can also be challenging. For instance, a small land-
scaping company had to turn away business because the owner was unable to find 
individuals who had both managerial and landscaping experience. Despite offering 
a salary of $75,000 and retirement benefits, he couldn’t fill the job. His experience 
is not unique, as over 40% of small firms are hampered in their efforts to grow and 
expand because they cannot find enough skilled workers.28

educational and Technical Labor Markets Another way to look at labor 
markets is by considering the educational and technical qualifications that define 
the people being recruited. Employers may need individuals with specific licenses, 
certifications, or educational backgrounds. For instance, recruiting physician lead-
ers for a medical organization led to the establishment of a special search committee 
to set goals for the organization. Then, as part of recruitment and selection, the top 
candidates were asked to develop departmental vision statements and three-year 
goals. That information made the recruitment and selection process more effec-
tive.29 By networking extensively with executives, alumni, and recruiters, business 
schools are also taking active steps to ensure that MBA students are getting the 
kinds of experiences that make them attractive to organizations.30

Another special labor market is suppliers and contractors for U.S. military 
forces. Firms such as Cintas Corporation, with more than 34,000 employees, and 
Raytheon, with 77,000 employees, serve as federal government defense contractors. 
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The need to recruit for specialty jobs in engineering and technology by such firms 
illustrates why considering different types of technical labor markets is necessary. 
The following “HR Perspective: Decoding Military Resumes” feature highlights the 
challenges of recruiting former members of the military.

A prominent labor market that is expected to be in high demand over the next 
decade is bilingual and multilingual employees, particularly those individuals who 
can speak Spanish or Chinese.32 With some research showing a lack of motivation 
among workers to learn these languages, this educational/technical area should be 
in high demand with good work opportunities. Similarly, third-culture children, or 
individuals who have spent considerable time in geographic/cultural regions differ-
ent from those of their parents, will also be in demand because of their flexibility 
and knowledge of diverse cultural environments.

Decoding Military Resumes

Members of the armed forces face particular 
challenges when they try to reenter civilian life 
and careers. In general, they are hardworking, 
resilient, and adaptable team players. Despite 
the fact that many were quickly forced into lead-
ership and decision-making roles during their 
active duty years, stereotypes can work against 
them outside of the military. Many employers 
have inaccurate beliefs that service members 
are rigid, bureaucratic, and out of touch with the 
needs of business.

Translating the military experience into 
terms that nonmilitary hiring authorities can 
understand is critical to help former service 
members find employment after their service 
obligations are fulfilled. While veterans must 
learn how to convey their skills and experience 
in terms that employers can understand, com-
panies can also take the initiative to learn more 
about military career demands.

HR professionals can take proactive steps 
to increase hiring of veterans, including:

•	 Ask for help from current employees who 
served in the military. They can explain 
terminology used and certifications or 
knowledge designations. Since they know 
your organization’s structure and culture, 

they can help hiring managers see how the 
military experience would best fit within 
the company.

•	 Do a little legwork and research by review-
ing military websites. This helps individuals 
understand the military’s core values and 
how they might reflect the organization’s 
value system.

•	 Be aware that many automated resume 
screening programs screen out veterans 
because they don’t use management-speak 
on their resumes.

Consider adding keywords like veteran 
or military to widen the search criteria. Hiring 
veterans can be a win-win situation, as the or-
ganization might access a highly qualified and 
dedicated worker while doing a great public 
service. You can find more information at http://
content.gijobs.com/hotjobs.31

Questions to consider:

1. What might hiring managers do to create 
a welcoming environment for military 
veterans?

2. What attributes of military veterans would 
lead to success in business?
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Key CompetenCies: Relationship Management, Global/Cultural Effectiveness; HR Expertise: 
 People/Talent Acquisition
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geographic Labor Markets One common way to classify labor markets is 
based on geographic location. Markets can be local, area or regional, national, or 
international. Local and area labor markets vary significantly in terms of work-
force availability and quality, and changes in a geographic labor market may force 
changes in recruiting efforts. For instance, if a new major employer locates in a re-
gion, existing area employers may see a decline in their numbers of applicants.

Geographic markets require different recruiting considerations. For example, 
attempting to recruit locally for a job market that is a national competitive market 
will likely result in disappointing applicant rates. A catalog retailer that tries to re-
cruit a senior merchandising manager from the small town where the firm is located 
may encounter difficulties, although it may not need to recruit nationally for work-
ers to fill administrative support jobs. Varying geographic labor markets must be 
evaluated as part of recruiting. It is often a function of how much the jobs pay in 
addition to the quantity of available talent.

global Labor Markets Employers in the United States are tapping global labor 
markets when necessary and offshoring when doing so is advantageous. Firms in 
different industries are expanding in India, China, Indonesia, Romania, Poland, and 
other countries. This expansion has caused an increase in the number of host coun-
try nationals hired to fill positions in foreign operations.

The migration of U.S. work overseas has been controversial. While many decry 
the loss of American jobs, some employers respond that they cannot be competi-
tive in a global market if they fail to take advantage of labor savings. For example, 
at some operations in India and China, U.S. employers pay less than half of what 
they would pay for comparable jobs to be performed in U.S. facilities. However, 
advancements in American worker productivity have made it possible to have fewer 
U.S. employees to produce certain items, resulting in cost savings, even at higher 
wage rates. Hence, those jobs are not being exported to other countries.

The use of the Internet has resulted in recruiting in more varied geographic 
regions. But recruiting employees for global assignments may present problems 
that require different approaches from those used in the home country. Companies 
should be clear about foreign travel requirements when recruiting employees be-
cause applicants take this into consideration when deciding to pursue employment 
opportunities. Applicants may self-select out of the hiring process if they are not 
willing to travel globally for the job.33 Recruiting processes must also account for 
variations in culture, laws, and language, as well as the individual preferences of 
potential workers. Dealing with foreign labor markets can be challenging because 
recruiting may be regulated and require government approval. Hiring foreign em-
ployees in the United States is subject to certain legal requirements, including visa 
requirements, and organizations must be concerned about hiring illegal immigrants.

6-3d Recruiting Source Choices: Internal  
versus External

Most employers use both internal and external recruiting sources. Both promot-
ing from within the organization (internal recruitment) and hiring from outside the 
 organization (external recruitment) come with advantages and disadvantages.

Organizations that face rapidly changing competitive environments and condi-
tions may need to place a heavier emphasis on external sources. A possible strategy 

global
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might be to promote from within if a qualified applicant exists and to go to external 
sources if not. However, for organizations operating in environments that change 
slowly, emphasis on promotion from within may be more suitable. An organiza-
tion’s goals for time to hire and the number of qualified applicants factor into the 
decision of whether to focus on internal or external recruiting.

Organizations differ in terms of the sequencing of recruiting internally or exter-
nally. Some exhaust internal sources before searching outside of the company. Others 
recruit in both labor markets at the same time to fill jobs faster. Recent evidence sug-
gests that internal recruiting might produce the best results overall because existing 
employees who are given new work opportunities tend to perform considerably bet-
ter than external hires, at least in the first three years of employment in a new job.34 
Once the various recruiting policy decisions have been addressed, the actual recruit-
ing methods can be identified and used for both internal and external recruiting.

6-4 Technology for Recruiting
Technological advances have led to dramatic changes in the way people find jobs. 
Mobile technology is becoming the hottest trend in employment recruiting, allowing 
many jobseekers to use their smartphones to find job opportunities.35 The growth in 
the Internet has led both employers and employees to use Internet recruiting tools. 
Internet links, Web 2.0 sites, blogs, tweets, and other types of Internet/web-based 
applications have become vital elements of every company’s recruiting strategy.

6-4a Social Media and Networking
Virtual online communities are a goldmine of networking opportunities for com-
panies looking to identify talent, particularly passive job candidates, qualified indi-
viduals who aren’t actively looking for work but might be interested if the right job 
comes along. Figure 6-8 shows the number of users on popular social networking 
sites. With millions of users, companies ignore social networks at their own peril.

LO3 Explain how 
technology and social 
networking affect 
recruiting processes 
for employers and 
candidates.

passive job candidates
Qualified individuals who 
aren’t actively looking 
for work but might be 
interested if the right job 
comes along

Figure 6-8 Number of Users on Popular Social Networking Websites as of January 2014

Website

Facebook

Google+

LinkedIn

Twitter

Instagram

Pinterest

Users

1.15 billion

359 million

313 million

215 million

150 million

20 million

Source: Adapted from Pew Research
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An important new skill for recruiters is building and accessing connections via 
social media. Sought-after recruiters will be those with high Klout scores, an algo-
rithmic measure of the breadth of their online network.36 Recruiters should develop 
their own networks, but they must also find ways to engage current employees and 
“share” their networks. Hard Rock Café did just that when it used Facebook to hire 
120 people for a new restaurant in Florence, Italy—in 30 days!37

Employers have a wide variety of options for using social networking to build 
their employment brand and find employees. For example, matchmaking website 
eHarmony plans to launch a job-search website using experience gained through years 
of matching individuals to their “ideal companion.” Rather than using third-party 
websites, online retailer Zappos is establishing its own social network called Zappos 
Insiders to speed up hiring and develop a pool of candidates in the pipeline. Creat-
ing an exciting online image on Pinterest and Instagram is helping companies like 
Sodexo, Aon, and Pizza Hut attract followers who then become job candidates. And 
job candidates can use these websites to showcase their personalities and creativity.38

Linkedin A well-known professional social networking website is LinkedIn. Indi-
viduals create a professional profile and can link to other users as well as to com-
panies they might like to work for. LinkedIn’s focus is professional networking, and 
therefore it can be a powerful way to expand candidates’ job-search options. Like-
wise, companies can create employer branding content and invite users to “link in” 
with them. This identifies potential employees and helps spread the word on job 
vacancies.39

Twitter Social, legal, and employment-related messages can be transmitted 
 using Twitter. -a fast-growing social networking site that has added 240 million us-
ers since 2010. Although messages are limited to 140 characters, tweeting has rap-
idly become a social network recruiting method. Recruiters tweet messages to both 
active and passive job candidates and then follow up with longer emails to facilitate 
recruiting. For example, Twitter has been used by bank recruiters for college recruit-
ing and to hire bank tellers.40

Technology-enabled social networking continues to evolve. Job seekers and em-
ployers will continue to find new ways to connect, share information, and match 
the best applicants to jobs.

6-4b Web-Based Recruiting Options
Whether an organization is recruiting internally or externally, web-based recruiting 
is a primary way to advertise job vacancies. Of the many recruiting sites available to 
companies, the most common are Internet job boards, professional/career websites, 
and employer websites. While social networking sites and other technologies are 
gaining in popularity, these web-based methods are still heavily used.

internet Job Boards Many Internet job boards, such as Indeed, Monster, Glass-
Door, and CareerBuilder, provide places for employers to post jobs or search for 
candidates. These broad-based job boards offer access to numerous candidates 
across a wide range of professions and jobs. Niche websites like JobsinTrucks, 
HealthCareJobsite, and eFinancialCareers target specific occupations and make it 
more efficient for job seekers and employers to find each other.41 Applicants can 
use these websites to establish a profile and upload their resume, which is made 
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available to all employers that use the website. Combining an easy-to-use applicant 
experience and search capabilities for employers makes these websites a robust and 
productive choice for recruiters and job seekers.

Professional/Career Websites Many professional associations have employ-
ment links on their websites. As an illustration, for HR jobs, see the Society for 
Human Resource Management site (www.shrm.org) or the Association for Talent 
Development site (http://jobs.astd.org). Many professional associations provide 
job links to their members as a benefit of membership. Many private corporations 
maintain specialized career or industry websites that focus on IT, telecommunica-
tions, engineering, medicine, and other areas. Use of these targeted websites may 
reduce recruiters’ search time and efforts. Also, posting jobs on such websites is 
likely to target applicants specifically interested in the job field and may reduce the 
number of less-qualified applicants.

employer Websites Despite the popularity of job boards and association job 
sites, many employers have learned that their own company websites can be very 
useful when recruiting candidates and reinforcing the employer brand. Employers 
include employment and career information on their websites under headings such 
as Employment or Careers. This is the place where recruiting (both internal and 
external) is often conducted. On many of these sites, job seekers are encouraged to 
email résumés or complete online applications.

Since a website can be an effective tool for marketing the company, the format-
ting of the employment section of an organization’s website must be creative and 
attractive enough to effectively market jobs and careers. A company website should 
present a favorable image of the employer by outlining information on the orga-
nization, including its products and services, organizational and industry growth 
potential, and organizational operations. Including positive employee testimonials 
on recruiting websites may make the employer more desirable and credible to job 
candidates; thus, HR departments and other hiring managers should consider incor-
porating such statements into the online recruiting process.

6-4c E-Video and Recruiting
With video capabilities of all types available, employers are using videos in several 
ways. Some firms use videos to describe their company characteristics, job opportu-
nities, and recruiting means. Suppliers such as Monster and CareerTV have worked 
with employer clients to produce online recruitment videos. As the saying goes, “A 
picture is worth a thousand words.” That is one reason videos can so effectively en-
gage candidates and provide a realistic image of the company. Video interviews can 
save time and money for candidates who are not near the hiring location. Recent 
research shows that over one-third of organizations are using some type of video for 
talent acquisition.42

6-4d Gamification
As described in this chapter’s HR Headline feature, organizations are using scav-
enger hunts, trivia contests, games, puzzles, and other interactive competitions to 
interject excitement into the hiring process. Gamification uses game thinking and 
software to engage people in solving problems. It leverages our natural desire to 

gamification
Using game thinking and 
software to engage peo-
ple in solving problems
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compete and achieve, and many people entering the workforce have grown up with 
video games and are very comfortable with these programs.

Companies might use industry-related quizzes, company knowledge trivia con-
tests, or information “hunts” to get potential candidates to investigate the company 
and uncover job opportunities. Games may be hosted online or might be incorpo-
rated into on-campus visits or job fair booth activities.43 Candidates are beginning 
to expect a level of interaction and participation during the recruitment process. To 
attract the best candidates, recruiters should work to differentiate their organiza-
tions through gamification.

6-4e Legal Issues in Internet Recruiting
With the expansion of Internet recruiting, new and different concerns have arisen. 
Several of these issues have ethical and moral as well as legal implications. The fol-
lowing examples illustrate some of these concerns:

•	 When companies use screening software to avoid looking at the thousands of 
résumés they receive, are rejections really based on the qualifications needed 
for the job?

•	 How can data about an individual’s protected characteristics be collected and 
analyzed for reports?

•	 Are too many individuals being excluded from the later phases of the Internet 
recruiting process based on unlawful information?

•	 Which applicants really want jobs? If someone has accessed a job board and 
sent an email asking an employer about a job opening, does the person actually 
want to be an applicant?

•	 What are the implications of Internet recruiting in terms of confidentiality and 
privacy?

Loss of privacy is a potential disadvantage with Internet recruiting. Sharing in-
formation gleaned from people who apply to job boards or even company web-
sites has become common. As a company receives résumés from applicants, it is 
required to track those applicants and file its EEO report. But the personal informa-
tion that can be seen by employers on websites such as Facebook, LinkedIn, and 
others may be inappropriate, and when employers access it, they may be violating 
legal provisions.

Employment lawyers are issuing warnings to employers about considering 
photos or comments posted on LinkedIn, Facebook, and Twitter in the hiring pro-
cess. Information posted on social media may not be accurate or representative of 
the candidate and may not relate to job requirements or demands.44 Some of the 
concerns raised have included postings of confidential details about an employee’s 
termination, racial/ethnic background or gender, and the making of discriminatory 
comments.

A number of states have enacted social media privacy laws that restrict em-
ployers from inappropriately using online networks to screen applicants. Hir-
ing managers and HR staff should proceed cautiously when they are considering 
checking candidates’ social media profiles. It’s important to find a balance between 
invading candidates’ privacy and trying to reduce the risk of making a bad hire.45 
Since Internet usage has legal implications for recruiting, HR employment-related 
policies, training, and enforcement should be based on legal advice. In addition 
to various legal challenges, there are many ethical concerns related to hiring and 
social media.

ethicS
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6-4f Advantages of Using Technology in Recruiting
Employers have found many advantages to using technology to support recruit-
ing. Compared to traditional recruiting methods such as newspaper advertising, em-
ployment agencies, and search firms, technology-enhanced recruiting can save the 
company money. Web-based job postings and social media are less expensive than 
newspapers or job fairs. In addition, web postings can be updated frequently and 
can be accessed by candidates at any hour of the day or night.

Another major advantage is that by reaching out to so many people who poten-
tially represent diverse backgrounds and regions, a very large pool of applicants can 
be generated. The ability to find passive jobseekers is enhanced with web postings 
and social media. Technology-enhanced recruiting can also save time. Applicants 
can respond quickly to job postings by sending electronic responses, instead of us-
ing snail mail. Recruiters can respond more rapidly to qualified candidates to obtain 
additional information, request additional details, and establish times for further 
communication, including interviews.

The use of technology can enhance the employment brand through consistent 
messaging that reinforces the company’s product brand. Videos, employee testimo-
nials, and interactive games and contests all create an experience that is impossible 
to duplicate in a newspaper ad.

6-4g Disadvantages of Using Technology in Recruiting
The advantages of Internet recruiting should be balanced against disadvantages, 
some of which have already been suggested. Since more people will see job postings, 
technology-enhanced recruiting often creates additional work for HR staff members 
and others internally. More online job postings must be sent, many more résumés 
must be reviewed, and more emails, blogs, and tweets need to be dealt with. Expen-
sive specialized software may also be needed to track the high volume of applicants 
resulting from the recruiting efforts.

In addition, many online applicants might not be qualified for open jobs, and some 
companies are shying away from web-based job boards in favor of social networking 
websites that provide better leads. Further, while some social networking websites such 
as LinkedIn and Twitter can be viable sources of leads, some applicants still prefer to 
use traditional search methods. And employers may find that applicants become wary 
of online hiring practices if the trend of accessing social medial persists.46

Another issue with Internet recruiting is that some applicants may have limited 
Internet access, especially individuals from lower socioeconomic groups and from 
certain racial/ethnic groups, raising issues of fairness in hiring. In addition, it is easy 
to access Internet recruiting sources, but not all who do so are actively looking for 
new jobs. However, these applicants require much employer time to process.

Technology-enhanced recruiting is here to stay, but it should be used in combi-
nation with traditional methods to ensure that qualified applicants from all walks 
of life are aware of job vacancies and are able to respond effectively.

6-5 Internal Recruiting Methods
Filling openings internally may motivate employees to stay and grow in the organiza-
tion rather than pursuing career opportunities elsewhere. The most common inter-
nal recruiting methods include organizational databases, job postings, career plans, 

LO4 Identify  
three internal recruiting 
sources and issues 
associated with  
their use.
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current employee referrals, and rerecruiting of former employees and applicants. Some 
of the common pros and cons of internal recruiting are highlighted in Figure 6-9.

6-5a Organizational Databases
HR information systems (HRIS) allow HR staff to maintain background and 
knowledge, skills, and abilities (KSA) information on existing employees. As open-
ings arise, HR can access databases by doing a keyword search and receiving a 
listing of current employees meeting the requirements. Software can sort employee 
data by occupational fields, areas of career interests, previous work histories, and 
other variables. For instance, if a firm has an opening for someone with an engineer-
ing degree and fluency in Mandarin Chinese, the key words engineering and Man
darin can be entered in a search field, and the program displays a list of all current 
employees with these two qualifications. Online and electronic talent profiles can 
also be developed to identify good talent.

The advantage of such talent databases is that they can be linked to other HR 
activities. Opportunities for career development and advancement are major rea-
sons individuals stay with or leave their employers. With talent databases, internal 
opportunities for individuals can be identified. Employee profiles are continually 
updated to include items such as additional training and education completed, spe-
cial projects handled, and career plans and desires noted during performance ap-
praisals and career-mentoring discussions.

6-5b Job Posting
A primary way to recruit current employees for other jobs within the organization 
is job posting, a system in which the employer provides notices of job openings, 
and employees respond by applying for specific openings. Without some sort of job 
posting system, it is difficult for many employees to find out what jobs are open 
elsewhere in the organization. In many unionized organizations, job posting and 
bidding can be quite formal because the procedures are often spelled out in labor 

Job posting
System in which the 
employer provides 
 notices of job openings, 
and employees respond 
by applying for specific 
openings

Figure 6-9 Pros and Cons of Internal Recruiting

Pros

Improves morale of promotee

Lowers recruiting costs

Provides more accurate performance
history

Offers hope and motivation to 
employees

Facilitates succession planning,
future promotions, and career
development

Improves organization �t because
current employees understand the
company’s culture, hierarchy, and
policies/practices

Cons

“Inbreeding” may lead to less diverse
workforce

May lower morale for individuals not
promoted

Tunnel vision thinking may lead to a
lack of new ideas

Employees may engage in “political”
in�ghting for promotions

Employees promoted may need to be
trained or developed

Some managers may block the internal
movement of good performers
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agreements. Seniority lists may be used by organizations that make promotion deci-
sions based strictly on seniority.

Job postings have moved from flyers on the bulletin board to real-time job list-
ings on the company’s intranet. The purpose of the job posting system is to pro-
vide employees with more opportunities to move within the organization. Jobs are 
generally posted internally before any external recruiting is done. The organization 
should allow a reasonable period of time for current employees to check notices of 
available jobs before it considers external applicants.

Employees whose bids are turned down should discuss with their supervisors or 
HR department representatives what knowledge, skills, and abilities are needed to 
improve their opportunities in the future. In the end, only one individual can receive 
the promotion or transfer. To maintain harmony and motivation in the organiza-
tion, it’s important to explain to each unsuccessful bidder where his or her qualifica-
tions fell short. This is an ideal opportunity to reinforce the company’s commitment 
to offer training and development to assist these employees.

When establishing and managing a job posting system, it is useful to consider 
how the organization might deal with the following issues:

•	 What happens if no qualified candidates respond to postings?
•	 Must employees inform their supervisors that they are applying for  

another job?
•	 Are there restrictions on how long an employee must stay in a job before 

 applying for another internal one?
•	 What types of or levels of jobs will not be posted?

Career Plans Many organizations try to fill vacancies through promotions or 
transfers from within whenever possible. Software provider SAP actively promotes 
internal positions to the existing workforce through monthly email notifications 
listing “hot” jobs. This has resulted in a low attrition rate of 6% to 8%, well below 
the 10% industry average. Integrating employee career plans with internal job op-
portunities can reduce employee turnover, enhance individuals’ skills and talent, and 
improve productivity.47

Although often successful, internal transfer and promotion of current employ-
ees may have some drawbacks. For instance, a person’s performance on one job 
may not be a good predictor of performance on another because different skills may 
be required on the new job. Consider that the best candidate for Sales Manager 
may not be the top salesperson because the manager’s job requires a very different 
skill set. Also, as employees transfer or are promoted to other jobs, individuals must 
be recruited to fill the vacated jobs. Planning on how to fill those openings should 
 occur before the job transfers or promotions, not after.

6-5c Employee-Focused Recruiting
One commonly used source of potential recruits is suggestions from current or for-
mer employees. Since current and former employees are familiar with the employer, 
most of them will not refer individuals who are likely to be unqualified or who will 
make them look bad. Also, follow-up with former employees is likely to be done 
only with individuals who were good performers. Companies are also staying in 
touch with former employees through online networking websites so that they may 
be encouraged to work for the organization again.
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referrals from Current employee A reliable source of people to fill vacancies 
is colleagues, friends, and family members of current employees. Current employees 
can acquaint potential applicants with the advantages of a job with the company, 
furnish emails and other means of introduction, and encourage candidates to apply. 
Compared to other methods, employee referrals often lead to higher-quality hires 
made in less time. Software programs can automate the process for even greater ef-
ficiency.48 However, relying too heavily on them as an exclusive recruiting method 
may cause problems regarding equal employment regulations if diverse applicants 
are underrepresented in the organization’s current workforce. Therefore, some ex-
ternal recruiting might be necessary to avoid legal problems in this area.

Employers in many geographic areas and occupational fields have established 
employee referral incentive programs. Midsized and larger employers are more likely 
to use employee referral bonuses. Referral programs typically provide a bonus to 
the referring employee. Health care software firm Aquilent pays a $2,000  referral 
bonus after the referred candidate meets his or her six-month anniversary. In addi-
tion, the referring employee receives a $100 restaurant gift card and is entered into 
a grand prize drawing.49 The “HR Perspective: Employee Referrals Go ‘Social’” 

Employee Referrals Go “Social”

Many managers dream of taking a good idea 
and making it better through the use of tech-
nology. Chicago-based data security firm Trust-
wave has put its employee referral program on 
steroids by making it easy for employees to re-
fer connections from their social networks. The 
HR department’s weekly broadcast to its 1,100 
employees highlights four featured job vacan-
cies. Employees are encouraged to pass along 
these job leads to qualified network connec-
tions on LinkedIn, Facebook, Twitter, and other 
social medial platforms.

Employees who refer an individual who is 
eventually hired score a referral bonus of $5,000. 
Employees who refer the most new hires are 
recognized within the company and earn other 
awards. At one point, this partnership between 
employees and the company helped Trustwave 
fill 25% of its 399 new hires through employee 
referrals. Their results are consistent with industry 
averages of approximately 30% hires by referral.

Social networks are especially valuable 
because employees often remain in contact with 
former coworkers, professional associates, and 

classmates from college or trade school. New-
generation referral software allows employees 
to share their networks with the company. 
Then, when job vacancies match someone in 
the employee’s network, the software notifies 
the employee and suggests that the employee 
get in touch with that connection. Because it 
is voluntary, only those employees who wish 
to share their networks are included in the 
automated process.

Employee referrals can save time and 
money, and they can result in better hires for 
the organization. Leveraging employees’ social 
networks can speed up the process and help 
companies find hidden talent.50

Given these practices, consider the 
following questions: 

1. What incentive might you offer to 
 employees to entice them to share their 
social network contact lists with referral 
software programs?

2. How would you determine the appropriate 
financial bonus for employee referrals?
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Key CompetenCies: Ethical Practice; HR Expertise: Organization/Technology & Data
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feature explains how companies are using employees’ connections to expand their 
recruitment efforts.

rerecruiting of Former employees and Applicants Former employees and 
applicants are another source for recruitment. Both groups offer a time-saving ad-
vantage because something is already known about them. Seeking them out as can-
didates is known as rerecruiting because they were recruited previously.

Boomerangs Commonly known as boomerangs, individuals who have left an or-
ganization for other jobs are sometimes willing to return because the other positions 
and employers turned out to be less attractive than initially thought. Some organiza-
tions welcome them back, while others turn a cold shoulder. Annese & Associates, 
a New York–based communications provider, strongly encourages boomerangs to 
come back. Alternatively, Bloomberg shuns anyone who leaves the company and 
views them as traitors who are not treated warmly if they try to return.51

Exit interviews can be a key recruiting tactic to let good performers know 
that they would be welcomed back in the future. The key to getting boomerangs 
to return is connections with their former managers. Organizations with a favor-
able view toward boomerangs should encourage managers to maintain contact with 
good performers who leave the organization.52

Alumni Networks To enhance such efforts, some firms have established alumni 
networks to keep in contact with individuals who have left and also to allow the 
companies to rerecruit individuals as appropriate openings arise. The idea of these 
networks began in the consulting industry but has spread to financial services, tech-
nology, manufacturing, and other industries. Some of the alumni networks are es-
tablished by the company, while others are created by the alumni themselves. In 
either case, they can be a valuable source of candidates who are familiar with the 
organization and might be great rehires.53

Another potential source consists of former applicants. Although they are not 
entirely an internal source, information about them can be found in the organiza-
tion’s files or an applicant database. Recontacting those who have previously ap-
plied for jobs and had good qualifications can be a quick and inexpensive way to 
fill unexpected openings. For instance, one firm that needed two cost accountants 
immediately contacted qualified previous applicants and was able to hire two indi-
viduals who were disenchanted with their current jobs at other companies.

6-6 External Recruiting Sources
External recruiting is part of effective talent acquisition. Regardless of the meth-
ods used, external recruiting involves some common advantages and disadvantages, 
which are highlighted in Figure 6-10. Some prominent traditional and evolving re-
cruiting methods are highlighted next.

6-6a Media Sources
Media sources such as newspapers, magazines, television, radio, and billboards have 
been used widely in external recruiting. Some firms have sent direct mail using pur-
chased lists of individuals in certain fields or industries. Internet usage has led to 
media sources being available online, including postings, ads, videos, webinars, and 

rerecruiting
Seeking out former 
 employees and recruiting 
them again to work for an 
organization

LO5 Highlight five 
external recruiting 
sources.
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many other expanding media services. In some cities and towns, newspaper ads are 
still very prominent, though they may trigger job searchers to go to an Internet 
source for more details.

Recruiting patterns differ depending on company and location; for instance, 
different types of recruiting might be used to fill jobs at community banks in rural 
areas than those used to fill jobs in larger urban banks. Whatever medium is used, it 
should be tied to the relevant labor market, the job, and the company, and it should 
provide sufficient, easy-to-understand information.

effectiveness of evaluating Media Ads HR recruiters should measure the 
responses that different ads generate to evaluate the effectiveness of various sources. 
The easiest way to track responses to ads is to use different contact names, email ad-
dresses, or phone number codes in each ad so that the employer can identify which 
advertisement has prompted each applicant response that is received.

Although the total number of responses to each ad should be tracked, judging 
the success of an ad only by this number is a mistake. For example, it is better to 
have 10 responses with two qualified applicants than 30 responses with only one 
qualified applicant. Therefore, after individuals are hired, follow-up should be done 
to see which sources produced longer-lasting and better-performing employees.

Another consideration is the cost of using each type of media. If an Internet posting 
that cost $500 leads to one hirable candidate, the cost per hire is quite high compared 
to a television advertisement that cost $5,000 and resulted in 20 hirable candidates.

6-6b Competitive Recruiting Sources
Other sources for recruiting include professional and trade associations, trade pub-
lications, and competitors. Many professional societies and trade associations have 
websites or publications that provide job ads to their members. Such sources may be 
useful for recruiting specialized professionals.

Some employers have extended recruiting to customers. Some retailers such as 
Walmart and Best Buy have aggressive programs to recruit customers to become 
employees in stores. While in the store, customers can pick up applications, apply 

Figure 6-10 Advantages and Disadvantages of External Recruiting

Advantages Disadvantages

New employees bring new perspectives
that can be applied to business
opportunities and challenges. 
Training new hires may be cheaper
and faster because of prior external
experience.
New hires are likely to have fewer
internal political issues/challenges in
the �rm.
New hires may bring new industry
insights and expertise.
Potentially larger applicant pool
generated by search efforts.

The �rm may not select someone
who will �t well with the job and
the organization.
The process may cause morale
problems for internal candidates
not selected.
New employees may require
longer adjustment periods and
orientation efforts.
The recruiting process may take
more time and resources.
Recruiters often must evaluate
more applications.
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online using kiosks, and even schedule interviews with managers or HR staff mem-
bers. Other firms have included employment announcements when sending out cus-
tomer bills or newsletters.

6-6c Employment Agencies
Employment agencies, both public and private, are a recruiting source. Every U.S. 
state has its own state-sponsored employment agency. These agencies operate 
branch offices in cities throughout the state and do not charge fees to applicants or 
employers. They also have websites that potential applicants can use without having 
to go to the offices.

Private employment agencies operate in most cities. For a fee collected from ei-
ther the employee or the employer, these agencies do some preliminary screening and 
put employers in touch with applicants. Private employment agencies differ consider-
ably in the levels of service, costs, policies, and types of applicants they provide.

Headhunters The size of the fees and the aggressiveness with which some employ-
ment agencies pursue candidates for executive and other openings have led to such 
firms being called headhunters. These employment agencies focus their efforts on 
executive, managerial, and professional positions. Executive search firms are split 
into two groups: (1) contingency firms that charge a fee only after a candidate has 
been hired by a client company and (2) retainer firms that charge the client a set fee 
whether or not the contracted search is successful. Most larger firms work on a re-
tainer basis. However, search firms are generally ethically bound not to approach em-
ployees of client companies in their search for job candidates for another employer.

6-6d Labor Unions
Labor unions may be a useful source of certain types of workers. For example, in the 
electrical and construction industries, unions traditionally have supplied workers to 
employers. A labor pool is generally available through a union, and workers can be dis-
patched from the hiring hall to particular jobs in order to meet the needs of employers.

In some instances, labor unions can control or influence recruiting and staff-
ing activity. An organization with a strong union may have less flexibility than a 
nonunion company in deciding who will be hired and where those people will be 
placed. Unions can benefit employers through apprenticeship and cooperative staff-
ing programs, as they do in the building and printing industries.

6-6e Job Fairs and Creative Recruiting
Employers that need to fill a large number of jobs quickly may participate in job 
fairs and special recruiting events. Job fairs have been held by economic develop-
ment entities, employer and HR associations, and other community groups to help 
bring employers and potential job candidates together. For instance, the SHRM 
chapter in a Midwestern metropolitan area annually sponsors a job fair at which 75 
to 100 employers can meet applicants. Publicity in the city draws several hundred 
potential recruits for different types of jobs.

Job fairs can give participating companies access to a very large pool of ap-
plicants. However, many of those applicants may be unqualified or unsuitable 
for hiring. In addition, well-known employers are likely to have a lot of traffic at 
their booths, while smaller and/or unfamiliar firms may struggle to get noticed. 

headhunters
Employment agencies 
that focus their efforts 
on executive, manage-
rial, and professional 
positions
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Industry- or skill-specific events usually have more qualified candidates. Such job 
fairs can also attract employed candidates who are casually looking around but 
may not put their résumés on the Internet.

Job fair coordinators work hard to make the experience fun and interactive by 
adding amenities such as food, music, live art shows, and contests to combat the 
stigma of “boring” employment events.54 Virtual job fairs are becoming more com-
mon to recruit college students. Collegefeed is a third party that sets up virtual job fairs 
at schools such as Stanford and Carnegie Mellon. The university placement staff does 
not have to deal with administrative details or worry about hosting the virtual job fair 
on its own website. Although employers and students do not meet face-to-face, the 
convenience of virtual job fairs helps busy candidates learn about job opportunities.55

6-6f Educational Institutions and Recruiting
College and university students are a significant source of entry-level professional 
and technical employees. Most universities maintain career placement offices where 
employers and applicants can meet. Many considerations affect an employer’s choice 
of colleges and universities at which to conduct interviews, as Figure 6-11 indicates.

Since college/university recruiting can be expensive and require significant time 
and effort, employers need to determine whether current and future jobs require in-
dividuals with college degrees in specific fields. They should also carefully select the 
colleges where they are likely to find the greatest hiring success.

Numerous factors determine success in college recruiting. Some employers ac-
tively build continuing relationships with individual faculty members and career 
staff at designated colleges and universities. Maintaining a presence on campus by 
providing guest speakers for classes and student groups increases an employer’s 
contacts. Employers with a continuing presence and support on a campus are more 
likely to see positive college recruiting results. Students are more likely to pursue 
employment with companies that have a reputation for providing benefits and pro-
grams that address work-family balance, diversity, and competitive compensation. 

College Recruiting:
Employer

Considerations

College graduate
programs and faculty

links

Experiences with
prior college graduates

and interns

Organizational budget
and college graduate

pay levels

Current/anticipated
job openings

Reputation of �rm
at college and with
previous graduates

College placement
of�ce reputation,

assistance, programs

Figure 6-11 College Recruiting: Considerations for Employers
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These firms are seen as prestigious and supportive, and students believe that their 
future success is important to the company.56

Desirable Attributes of College recruits For many employers, grade point 
average (GPA) is a key criterion for evaluating job candidates during on-campus 
interviews. Some employers are beginning to put less emphasis on the name of the 
university and more focus on the student’s experience as it relates to the job re-
quirements. Hiring managers are asking students to show off projects they worked 
on, explain how they have developed skills, and highlight their interpersonal skills. 
Real-world experience can outweigh attending an elite university.57

internships Since employers are more likely to hire college candidates with re-
lated employment experience, internships can critically enhance résumés. Internship 
experience is very important to employers, candidates, and college/university ef-
forts. Internships give college students the opportunity to work for different compa-
nies and gain important career exposure. The relationship between an intern and his 
or her supervisor has a major impact on the quality of the experience, so companies 
should assign supportive managers who are able to offer a positive experience.58 
These work arrangements often lead to full-time employment after graduation, ben-
efiting both the intern and the hiring organization. Recent changes in compensation 
regulations have severely restricted unpaid internships. The Department of Labor 
provides guidelines for determining private-sector unpaid internship criteria. All six 
of the criteria in Figure 6-12 must be met before an intern can work without com-
pensation. Nonprofit and government employers are not subject to these guidelines.

School recruiting High schools and vocational/technical schools may be valu-
able sources of new employees for some organizations. Many schools have a central-
ized guidance or placement office. Participating in career days and giving company 
tours to school groups are ways to maintain good contact with school sources. Co-
operative programs, in which students work part-time while attending school, may 
also generate qualified future applicants for full-time positions.

Employers recognize that they may need to begin attracting capable students while 
they are in high school. For example, GE, IBM, and other corporations fund programs 

The
internship
is similar

to training
that would
be given

in an
educational

setting

The
internship
experience
is for the
primary
bene�t
of the
intern

The
intern

does not
displace
regular

employees

The
employer
derives no
immediate
advantage
from the
intern’s
work

activities

The
intern is

not
necessarily

entitled
to a job

at the end
of the

internship

The
employer
and intern
understand

that the
intern will

not be
paid

Figure 6-12 Criteria for Allowable Unpaid Internships
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to encourage students with science and math skills to participate in summer engi-
neering internships. Some employers specifically target talented members of minor-
ity racial/ethnic groups in high schools and provide them with career encouragement, 
summer internships, and mentoring programs as part of workforce diversity efforts.

6-7 Recruiting Evaluation and Metrics
To determine the effectiveness of various recruiting sources and methods, it is im-
portant to evaluate recruiting efforts. The primary way to discover whether recruit-
ing efforts are financially effective is to conduct formal analyses as part of recruiting 
evaluation. The emergence of Big Data and analytics is making this process easier 
than it was in the past.59 Various other factors can be measured when evaluating 
recruiting. Figure 6-13 indicates many key recruiting measurement areas in which 
employers frequently conduct evaluations.

6-7a Evaluating Recruiting Quantity and Quality
Organizations evaluate recruiting effectiveness to see how their recruiting efforts 
compare with their goals and budget, past patterns, and the recruiting performance 
of other organizations. Measures of recruiting effectiveness can be used to see 
whether sufficient numbers of targeted population groups are being attracted and to 
determine the best sources of applicants.

Information about job performance, absenteeism, cost of training, and turnover 
by recruiting source helps adjust future recruiting efforts. For example, some com-
panies find that recruiting at certain colleges or universities furnishes stable high 
performers, whereas recruiting at other schools provides employees who are more 
prone to leave the organization. General metrics for evaluating recruiting include 
quantity and quality of applicants.

Quantity of Applicants Since the goal of a good recruiting program is to gener-
ate a large pool of applicants from which to choose, quantity is a natural place to 
begin evaluation. The basic measure here considers whether the quantity of recruits 
is sufficient to fill job vacancies. A related question is: Does recruiting at this source 
provide enough qualified applicants with an appropriate mix of diverse individuals?

LO6 Define 
recruiting 
measurement and 
metrics and illustrate 
how analytics can be 
used to improve talent 
acquisition

meaSure

Recruiting Measurement
Metric Areas

◆   Quantity/Quality
◆   Recruitment satisfaction analyses
◆   Time to ll openings
◆   Cost per recruiting method
◆   Process metrics
◆   Yield ratios
◆   Selection rates
◆   Acceptance rates
◆   Success base rates

Recruits: 

Figure 6-13 Recruiting Measurement Areas
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Quality of Applicants In addition to quantity, a key issue is whether the appli-
cants’ qualifications are sufficient to enable the organization to fill the job openings. 
Do the applicants meet job specifications, and do they perform the jobs well after 
hire? What is each recruiter’s failure rate for new hires? Measures that can be used 
include performance appraisal scores, months until promotion, production quantity, 
and sales volume for each hire.

6-7b Evaluating Recruiting Satisfaction
The satisfaction of two groups is useful in evaluating recruiting. Certainly the views 
of managers with openings to fill are important because they are HR “customers” 
in a very real sense. But the applicants (those hired and those not hired) are also an 
important part of the process and can provide useful input.

Managers can respond to questions about the quality of the applicant pool, the 
recruiter’s service, the timeliness of the process, and any problems that they experi-
enced. Applicants might provide input on how they were treated, their  perceptions 
of the company, the length of the recruiting process, and other aspects. Organi-
zational characteristics, job attributes, and recruiter behavior all impact appli-
cants’ perceptions throughout the recruiting experience. Applicants with positive 
 impressions of the organization tend to persist in the pursuit of employment with 
the firm, while those who develop a negative perception of the company drop out of 
the process. Positive impressions can also lead to a better corporate reputation and 
more referrals, which helps the recruiting process. 60

6-7c Evaluating the Time Required to Fill Openings
Looking at the length of time it takes to fill openings is a common means of evaluat-
ing recruiting efforts. If openings are not filled quickly with qualified candidates, the 
organization’s work and productivity are likely to suffer. If it takes 45 days to fill 
vacant positions, managers who need those employees will be unhappy, and unfilled 
positions cost money. Further, it may tarnish customer relationships if the company 
cannot deliver as promised.

Generally, it is useful to calculate the average amount of time it takes from con-
tact to hire for each source of applicants because some sources may produce recruits 
faster than others. For example, one firm calculated the following averages for non-
exempt, warehouse, and manufacturing jobs:

Source Average Time from Contact to Hire (days)

Internet applicants 32
Employment agencies 25
Walk-in candidates 17
Employee referrals 12

These data reveal that when this firm used the Internet and employment agen-
cies, it took significantly longer to fill the openings than when it relied on walk-
in candidates and employee referrals. Matching sources used to the time available 
showed that employee referrals resulted in the fastest recruiting results for this par-
ticular group of jobs. However, different results might occur when filling  executive 
jobs or highly skilled network technician jobs. Overall, analyses need to be made 
across the organization, by geographic region, and by different types of jobs.
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6-7d Evaluating the Cost of Recruiting
Different formulas can be used to evaluate recruiting costs. The calculation most 
often used to measure such costs divides total recruiting expenses for the year by the 
number of hires for the year:

total recruiting expenses
number of recruits hired

The problem with this approach is accurately identifying items that should be 
included in recruiting expenses. Should expenses for testing, background checks, 
relocations, or signing bonuses be included, or are they more properly excluded?

Once such questions are answered, the costs can be allocated to various sources 
to determine how much each hire from each source costs. It is logical for employers 
to evaluate the cost of recruiting as a primary metric. Recruiting costs might include 
employment agencies, advertising, internal sources, and external means. The costs 
can also be sorted by type of job—costs for hiring managers, administrative assis-
tants, bookkeepers, and sales personnel will all be different.

Certainly cost is an issue and some employers are quite concerned about cost 
per hire, but quality might be the trade-off. If an organization rushes the hiring 
process, it is possible that less-qualified candidates will be hired. Then time will be 
spent in dealing with mismatched or underperforming employees. And the organiza-
tion will incur more costs as it works to hire a replacement.

6-7e General Recruiting Process Metrics
Because recruiting activities are important, the costs and benefits associated with 
them should be analyzed. A cost–benefit analysis of recruiting efforts may include 
both direct costs (advertising, recruiters’ salaries, travel, agency fees, etc.) and indi-
rect costs (involvement of operating managers, public relations, image, etc.). Cost–
benefit information on each recruiting source can be calculated. Comparing the 
length of time that applicants hired from each source stay in the organization with 
the cost of hiring from that source also offers a useful perspective.

Yield ratios One means for evaluating recruiting efforts is yield ratios, which 
compare the number of applicants at one stage of the recruiting process with the 
number at the next stage. The result is a tool for approximating the required size of 
the initial applicant pool. It is useful to visualize yield ratios as a pyramid in which 
the employer starts with a broad base of applicants that progressively narrows. As 
Figure 6-14 depicts, to end up with five hires for the job in question, the example 
company must begin with 100 applicants in the pool, as long as yield ratios remain 
as shown.

A different approach to using yield ratios suggests that over a specific length 
of time, organizations can develop ranges for crucial ratios. When a given indicator 
ratio falls outside that range, it may indicate problems in the recruiting process. As 
an example, in recruiting at colleges, the following ratios might be useful:

Yield ratio
Comparison of the 
 number of applicants 
at one stage of the 
 recruiting process with 
the number at the next 
stage

college seniors given second interviews

total number of seniors interviewed
 = range of 30% to 50%
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number who accept offer

number invited to the company to visit
 = range of 50% to 70%

number hired

number offered a job
 = range of 70% to 80%

number finally hired

total number interviewed on campus
 = range of 10% to 20%

Selection rate Another useful calculation is the selection rate, which is the per-
centage hired from a given group of candidates. It equals the number hired divided 
by the number of applicants; for example, a rate of 30% indicates that three out of 
10 applicants were hired. The selection rate is also affected by the validity of the 
selection process. A relatively unsophisticated selection program might pick eight 
out of 10 applicants for the job. Four of those might turn out to be good employees. 
A more valid selection process might pick five out of 10 applicants, but four of five 
perform well. Selection rate measures not just recruiting but selection issues as well. 
So do acceptance rate and success base rate.

Selection rate
Percentage hired from a 
given group of candidates

Hires/Offer recipients
(Yield ratio 5 50%)

5/10

Offer recipients/Final
interviewees

(Yield ratio 5 66%)
10/15

Final interviewees/Initial
contacts

(Yield ratio 5 15%)
15/100

Hires 5 5

Offer Recipients 5 10

Final Interviewees 5 15

Formal Applicants 5 30

Total Initial Contacts 5 100

Hires/Total
initial contacts

(Selection
rate 5 5%)

5/100

Figure 6-14 Sample Recruiting Evaluation Pyramid
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Acceptance rate Calculating the acceptance rate helps identify how successful 
the organization is at hiring candidates. The acceptance rate is the percentage of 
applicants hired divided by the total number of applicants offered jobs. After the 
company goes through all the effort to screen, interview, and make job offers, most 
of those offered jobs will hopefully accept them. If they do not, HR can investigate 
why managers and HR staff cannot “close the deal.” It is common for HR staff to 
track the reasons candidates turn down job offers. That analysis helps explain the 
rejection rate by learning how competitive the employer is compared with other em-
ployers and highlighting what factors are causing candidates to choose employment 
elsewhere.

Success Base rate A longer-term measure of recruiting effectiveness is the ap-
plicants’ success base rate. The success base rate can be determined by comparing 
the number of past applicants who have become successful employees against the 
number of applicants they competed against for their jobs, using historical data 
within the organization. Also, benchmarking data can be used to compare the suc-
cess base rate with the success rates of other employers in the geographic area or 
industry. This rate indicates whether the quality of the employees hired results in 
employees who perform well and have low turnover. For example, assume that if 
10 people were hired at random, four of them would perform satisfactorily. Thus, a 
successful recruiting program should aim to attract the four in 10 who are capable 
of doing well at the particular job.

Realistically, no recruiting program will attract only people who will succeed in 
a particular job. However, efforts to make the recruiting program attract the largest 
proportion possible of those in the base rate group can make recruiting efforts more 
productive in both the short and long term.

6-7f Increasing Recruiting Effectiveness
To make recruiting more effective, consider the following recruiting activities:

•	 Mining résumés—A software approach to getting the best-fitting résumés from 
a big database

•	 Tracking applicants: An approach that takes an applicant all the way from a 
job listing to performance appraisal results

•	 Using an employer career website: A convenient recruiting place on an 
 employer’s website where applicants can see what jobs are available and apply

•	 Providing an internal mobility system: A system that tracks prospects in the 
company and matches them with jobs as they become available

•	 Providing realistic job previews: A process that individuals can use to get 
 details on the employer and the jobs

•	 Responsive recruiting: An approach whereby applicants receive timely 
responses

Recruiting effectiveness can be increased by using evaluation data to target differ-
ent applicant pools, tap broader labor markets, change recruiting methods, improve 
internal handling and interviewing of applicants, and train recruiters and managers.

Another key way to increase recruiting effectiveness rests with the recruiters 
themselves. Those involved in the recruiting process can either turn off recruits 
or create excitement. For instance, recruiters who emphasize positive aspects of 

acceptance rate
Percentage of applicants 
hired divided by total 
number of applicants  
offered jobs
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the jobs and their employers can enhance recruiting effectiveness. Thus, it is im-
portant that recruiters communicate well with applicants and treat them fairly 
and professionally. Effective recruiting is crucial for every company, as it leads to 
the opportunity to select individuals for employment who will enhance organiza-
tional success.

CRITICAL THINkING CHALLENGES
1. What labor markets should be considered when 

recruiting to fill an opening for a housekeeping 
staff at a local hospital? What labor markets 
should be considered for staffing the chief 
surgeon for the local hospital?

2. Discuss ways a regional bank could effectively 
use the Internet to recruit bank tellers.

3. Describe how a local firm might be able to 
utilize college/university interns to generate 

future applicants for anticipated job openings 
within the next one to two years.

4. Assume you are going to look for a current job 
of interest to you. Utilize general job websites 
such as Monster, Taleo, Job, Yahoo!, and  
Indeed to learn about job possibilities for 
yourself.

5. Your small home health care service company 
of about 50 workers has traditionally 

SUMMARY  
•	 Talent acquisition is the process of finding and 

hiring the high-quality talent needed to meet the 
organization’s workforce needs.

•	 Talent acquisition involves recruitment and 
selection—much like managing the supply chain.

•	 Recruiting is the process of generating a pool of 
qualified applicants for an organization’s jobs 
through a series of activities.

•	 Recruiting must be viewed strategically and tied 
to HR planning.

•	 Recruiting is a shared responsibility between 
HR and line managers, and each group 
contributes specific expertise to the process.

•	 Developing and managing the employment 
brand is an important aspect of attracting  
the most appropriate individuals to the 
organization.

•	 Organizations utilize both core and flexible 
workers to produce goods and services.

•	 The decision to use internal or external 
recruiting sources should take into account the 
advantages and disadvantages of each source. 
Efforts should be made to recruit a diverse 
workforce, including older workers, individuals 
with disabilities, women, and members of 
various racial/ethnic groups.

•	 Elements of the labor market are labor force 
population, applicant population, and applicant 
pool.

•	 Labor markets can be categorized by geographic 
area, industry, occupation, qualifications, and 
other characteristics.

•	 Technology has had a major impact on 
recruiting, and social media and other Internet 
platforms are important sources of applicants.

•	 While Internet recruiting may save money and 
time, it may also generate more unqualified 
applicants and may not reach certain groups of 
potential applicants.

•	 The most common methods of internal 
recruiting include organizational databases, 
job postings, career plans, employee-focused 
recruiting, and rerecruiting of former 
employees and applicants.

•	 The most common external recruiting 
sources are media, competitors, labor 
unions, employment agencies, job fairs 
and other special events, and educational 
institutions.

•	 Recruiting efforts should be evaluated to 
assess the effectiveness of the methods and 
approaches.
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recruited employees using newspaper print 
advertisements. Applications have been 
decreasing from these ads, so you are looking 
for alternative ways to generate more applicant 
flow. The company president has requested 
that you, as HR manager, prepare an overview 
of how educational/academic and Internet 
recruiting efforts might improve the recruiting 
traffic. Present pros and cons of these new 
methods and compare them to newspaper 
recruiting.

A. What will your company need to do 
differently to actively use educational/
academic and Internet recruiting as you 
compete with other employers for qualified 
applicants?

B. As you recruit home health care 
professionals, identify the niche websites 
that you recommend be used for your 
Internet postings and the reasons for 
your recommendations. Identify possible 
educational/academic sources in your region.

CASE Finding Employees in the Customer 
Database

The winter holiday hiring season poses special chal-
lenges for many retailers. Knowing that jobs are 
likely to be short-term, temporary spots, serious job 
seekers typically don’t respond to advertisements 
or job postings. However, retailers usually need 
to ramp up hiring in a major way during the last 
quarter of the year. Employment needs extend well 
beyond retail clerk positions, with companies look-
ing to hire in package delivery, cybersecurity, and 
party planning. Trying to fill over 800,000 jobs in 
the United States in the short time before the holi-
day season demands creativity and stamina from re-
cruiting experts.

Using contacts developed from customer loy-
alty programs and online shopping databases, 
retailers are reaching out directly to individuals 
who know and (hopefully!) like their companies. 
Advertising through social media can expand the 
candidate pool by attracting passive applicants or 
people who might not have considered seasonal 
work opportunities. But retailers are using social 
media in new ways, not simply for traditional job 
postings.

Crate & Barrel tweeted about job open houses 
for seasonal workers on the same feed that showed 
customers new product offerings. The Container 
Store, famous for its loyal customer base, sent 
nearly 2 million emails to customers who live 
within 20 miles of any of its stores. Knowing that 
customers are huge fans of its products, The Con-
tainer Store hopes that even if the customer is not 

looking for a new or additional job, perhaps he or 
she will pass along the email solicitation to friends. 
Children’s clothing chain Carter’s blasted emails 
to its customers inviting them to become “holiday 
helpers.” Beverages and More (BevMo) capital-
ized on visits to its website as customers looked for 
cocktail recipes. The company posted job advertise-
ments on the same page as the recipes and increased 
applications by 66%. One of BevMo’s recruiters 
says that customers tend to be passionate about the 
company’s products, and the hope is that employees 
will demonstrate that same level of dedication and 
passion for their work.

Staffing up for the holiday season is typically 
limited to a few months out of the year; thus, it is 
highly competitive as many retailers compete for 
the same talent. Tapping into databases of custom-
ers who already know the products can be an effec-
tive way to target people more likely to apply and 
become successful employees. And a common ad-
vantage for employees is an employee discount that 
makes it even easier and cheaper to continue shop-
ping at their favorite store!61

QueStionS

1. What are the advantages and disadvantages of 
using customer databases to recruit employees?

2. What unique benefits might a company consider 
providing to seasonal workers that would make 
the jobs more attractive?
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SUPPLEMENTAL CASES  

is Fedex recruiting employees or 
 independent contractors?

This case shows that to be able to define workers as 
independent contractors, an organization must meet 
several legal requirements that distinguish indepen-
dent contractors from employees. (For the case, go 
to www.cengage.com/management/mathis.)

recruiting at Kia

This case highlights how the car manufacturer Kia 
utilized an extensive recruiting process to hire good 

employees at a facility in Georgia. (For the case, go 
to www.cengage.com/management/mathis.)

northwest State college

This case shows how recruiting policies can work 
against successful recruiting in a tight labor market. (For 
the case, go to www.cengage.com/management/mathis.)

enterprise recruiting

This case highlights how a large car rental firm suc-
cessfully uses a range of recruiting approaches. (For the 
case, go to www.cengage.com/management/mathis.)
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What’S trending in 
employee Selection

The process of selecting employees continues to evolve as economic, legal, 
technical, global, and demographic conditions change. As companies and 
applicants become more informed and sophisticated, their expectations 
and demands in the employment market change. Here’s what’s trending in 
employee selection:

1. Stepped up legal oversight of the selection process means that 
employers must be even more cautious about how they carry out 
hiring activities. Federal agencies have become more aggressive 
about enforcing nondiscrimination laws and are expanding protection 
for applicants and employees.

2. Readily accessible, “free-range” data on applicants that is posted on 
social media websites creates a digital fingerprint that follows people 
throughout their careers and lives. Companies may be tempted to use 
such information in hiring without truly understanding how it predicts job 
performance and any other associated selection decisions.

3. Automated pre-screening to quickly and efficiently narrow the 
applicant pool may lead to some qualified applicants being overlooked 
because of rigid formulas in the assessment software. Companies 
may revert to manual screening if too many good applicants slip 
through the cracks.

4. Higher-quality data on the performance of employees allows 
companies to better validate their selection process by connecting 
hiring decisions to outcomes.

Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Understand selection 
and placement and 
the levels of person/
environment fit.

LO2 Explain two important 
qualities of selection 
predictors—reliability 
and validity.

LO3 Discuss the steps of 
a typical selection 
process.

LO4 Identify three types 
of selection tests and 
legal concerns about 
their uses.

LO5 Contrast several types 
of selection interviews 
and some key consid-
erations in conducting 
these interviews.

LO6 Specify how legal con-
cerns affect background 
investigations of appli-
cants and use of medical 
examinations in the 
selection process.

LO7 Describe the major 
issues to be consid-
ered when selecting 
candidates for global 
assignments.
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The job market is a competitive place, and those looking for 

a job may be tempted to consider some unusual gimmicks 

to get the attention of hiring managers. But does it pay to 

be different when applying for a job?

Some organizations receive over 350 applications for every job 

opening, and the use of automated applicant screening software 

can eliminate individuals from consideration in a nanosecond. 

This has resulted in some applicants adopting novel ways to get 

their résumé noticed. Some of these ploys succeed at getting 

the recruiter’s attention and may show that the applicant has 

researched the company and is trying to fit in with the employer 

brand or company culture. In most cases, these tactics serve only 

to amuse hiring authorities or at worst, can irritate those making 

selection decisions.

Crafty or artistic companies tend to attract more creative 

applicants because it seems consistent with the company’s 

business. Recruiters at Etsy have received everything from 

embroidered cover letters to résumés on potholders. Applicants 

may incorrectly assume that the only skill needed is creativity, while 

the company needs people with business and technology skills.

Applicants have used stunts like walking around with a 

sandwich board listing their credentials, renting a billboard on 

which they advertise their desire to find a job, or baking cookies 

or cupcakes and delivering them in person to the company. 

While these attention-grabbing 

incidents might get people 

to look, they rarely result in an 

interview or job offer.

What many applicants fail 

to realize is that companies 

establish selection protocols for 

a reason. Requiring all applicants 

to follow these protocols helps 

the company maintain legal 

hiring practices and ensures 

that candidates don’t simply 
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use charm to advance in the process. Applicants who try to end run around these 

procedures may look desperate, unusual, or even clueless. They may also be viewed 

as lacking social awareness of business norms or even unable to follow directions.

Rather than trying to impress with a dash of novelty, more successful candidates 

follow the standard recipe. Make sure your résumé doesn’t have any mistakes or 

typos. Use a compelling, personalized cover letter to explain why you are interested 

in the particular company. Point out how your knowledge and skills would benefit 

the employer. And by all means, capitalize on any personal connections you have at 

the company. Being authentic, excited, passionate, and a good match for the job will 

trump being eccentric any day.1

These trends and many additional topics will be addressed in this chapter. The selec-
tion of high-quality employees depends on effective recruiting to generate applicants 
from which you can choose. And the success of each new employee also depends on 
the ability of first-line managers to ensure appropriate training and performance.

7-1 Selection and Placement
Selection is the second phase of the talent acquisition process. It involves choos-
ing individuals with the correct qualifications to fill jobs in an organization. When 
looking at selection as part of the supply chain, think about recruiting as putting out 
the “request for proposals” and selection as narrowing down to the best “supplier” 
of talent. Without qualified employees, an organization is far less likely to succeed.

7-1a Placement
The ultimate purpose of selection is placement, or fitting a person to the right job. 
Placement of people can be seen primarily as a matching process. How well an 
employee is matched to a job can affect the amount and quality of the employee’s 
work, as well as the training and operating costs required to prepare the individual 
to perform. Further, employee morale is often enhanced because good fit encourages 
individuals to be positive about their jobs and what they accomplish.2

Selection and placement activities typically focus on applicants’ knowledge, 
skills, and abilities (KSAs), but they should also include the candidate’s motivation 
and needs. Psychologists label this person/environment fit (P/E fit). P/E fit is vitally 
important to create a good match for both the employee and the organization. For 
maximum job performance and satisfaction, employees should be a good fit at all 
levels of the organization, as shown in Figure 7-1.

Employers are concerned about the congruence between people and companies, 
or the person/organization fit. Person/organization fit is important from a values and 
culture perspective, with many organizations trying to positively link a person’s prin-
ciples to the values of the company. Organizations tend to favor job applicants who 
effectively blend into how business is conducted.

LO1 Understand 
selection and 
placement and the 
levels of person/
environment fit.

Selection
The process of choosing 
individuals with the 
correct qualifications 
needed to fill jobs in 
an organization

placement
Fitting a person to the 
right job

person/organization fit
The congruence 
between individuals and 
organizational factors
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In addition to being a good match for the organization, it is also important that 
each individual works well with others in the work unit or department. Thus, person/
group fit is the congruence between individuals and group or work unit dynamics. 
A qualified employee who does not communicate well, share information, or  otherwise 
act as an effective team member can drag down the group’s performance. Companies 
are structured into teams or groups that operate as a coordinated unit; therefore,  
getting the right people on the team is especially important.3

Selection decisions often begin with establishing person/job fit, that is, matching 
the knowledge, skills, abilities, and motivations of individuals with the requirements of 
the job. Fit is related not only to work satisfaction but also to company commitment 
and intentions to quit work.

Job analysis (Chapter 4) is conducted to help identify the most important KSAs 
for success on the job. Lack of fit between a person’s KSAs and job requirements can 
be classified as a mismatch. A mismatch results from poor pairing of a person’s needs, 
interests, abilities, personality, and expectations with characteristics of the job, avail-
able rewards, coworker relationships, and the organization. If an individual is poorly 
suited for a job, it is difficult to achieve acceptable performance.4 Placement decisions 
are complex because of the many ways in which people must be a good fit for the 
work environment. As a result, the attraction-selection-attrition (ASA) theory is often 
used to better understand the concept of fit in companies. The ASA theory proposes 
that job candidates are attracted to and selected by firms where similar types of 
individuals are employed, and individuals who are very different quit their jobs to 
work elsewhere. Based on these ideas, it is easy to see why person/environment fit 
is important for long-term selection and placement strategies. If positive fit is estab-
lished, organizations should have a more motivated and committed workforce that 
is more likely to stay and perform.5

7-1b Selection Responsibilities
Selection is a key responsibility for all managers in a company. Organizations vary 
in how they allocate selection responsibilities between HR specialists and operating 
managers. Meeting Equal Employment Opportunity Commission (EEOC) require-
ments and the strategic implications of staffing have encouraged many companies to 
place greater emphasis on hiring procedures and techniques and to centralize selec-
tion within the HR department. In other companies, each department (or its man-
agement team) screens and hires its own staff. Managers, especially those working 
in smaller firms, often select their own employees because these individuals directly 
impact their work, and there is often no HR staff to help make these decisions. But 
the validity and effectiveness of this approach may be questionable because manag-
ers may lack training in selection procedures and regulations.

Figure 7-1 Person/Environment Fit (P/E Fit)

Fit ElementsOrganization Level

Organization (macro)

Group/work unit (meso)

Job (micro)

Person/organization �t

Person/group �t

Person/job �t

Values, culture

Interpersonal, team skills

Knowledge, skills,
abilities, and motivation

Fit Category

person/group fit
The congruence between 
individuals and group 
or work unit dynamics

person/job fit
Matching the knowledge, 
skills, abilities, and 
motivations of individuals 
with the requirements 
of the job

attraction-selection-
attrition (aSa) theory
Job candidates are 
attracted to and selected 
by firms where similar 
types of individuals are 
employed, and individuals 
who are very different 
quit their jobs to work 
elsewhere
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Another approach is to have HR professionals initially screen job candidates, 
and then managers or supervisors make the final selection decisions from the quali-
fied applicant pool. Generally, the higher the position being filled, the greater the 
likelihood that the ultimate hiring decisions will be made by operating managers 
rather than HR professionals. The talent acquisition function in any organization 
may involve some or all of the activities shown in Figure 7-2.

Selection responsibilities are influenced by the existence of a central employment 
office, which is usually housed the Human Resources function. In smaller organiza-
tions, there is not enough staffing activity to justify a full-time employment specialist. 
But for larger firms, centralizing activities in an employment office might be appro-
priate. Centralized HR can improve legal compliance and ensure consistency in selec-
tion procedures. Further, HR staff is more likely to be aware of best practices and 
current trends that can be adopted by the company.

7-1c Selection, Criteria, Predictors,  
and Job Performance

Selection decisions are all about predicting which applicants will be the most success-
ful on the job. Since no two individuals are exactly the same, the selection process 
is used to determine how those differences might affect job performance. There is a 
great deal of science and a little bit of art to these decisions.

Humans tend to be creatures of habit; therefore, the best predictor of future  
behavior is past behavior. Of course, past behavior is not an absolute predictor, but it 
tends to be a good indicator of how an individual will respond in the future. Selection 
methods and measures attempt to capture past behavior to help predict the future.6

Regardless of whether an employer uses job-specific KSAs or a more general 
skill set approach, effective selection of employees involves using selection criteria 
to predict future employee behavior. The heart of an effective selection system is 
an understanding of what constitutes good job performance. Knowing what good 
performance looks like in a particular job helps identify the qualities an employee 
must have to achieve successful performance. These are called selection criteria.

A selection criterion is a characteristic that a person must possess to success-
fully perform job duties. Figure 7-3 shows that ability, motivation, intelligence, 

Pre-Hire

Receive applications

Administer pre-employment tests

Interview applicants

Conduct background screening

Schedule physical examination

Post-Hire

Place and assign new hires

Conduct follow-up evaluations on
new employees

Orient and onboard new hires

Conduct exit interviews with
departing employees

Maintain appropriate records and
reports

Figure 7-2 Talent Acquisition Functions

Selection criterion
Characteristic that a 
person must possess 
to successfully perform 
job duties
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conscientiousness, appropriate risk, emotional control, communication skills, and 
permanence might be the selection criteria for many jobs. Selection criteria that 
might be more specific to managerial jobs include leading and deciding, supporting 
and cooperating, organizing and executing, and enterprising and performing.

To determine whether candidates possess certain selection criteria (such as ability 
and motivation), employers use predictors of selection criteria, which are measur-
able or visible indicators of those characteristics (or criteria). Figure 7-3 shows how 
job performance, selection criteria, and predictors are interrelated. Candidates who 
possess higher levels of these predictors would be expected to be better performers. 
Choosing appropriate predictors is not an easy task, but if done well, the organiza-
tion can make better hiring decisions and improve overall performance. Prediction 
decisions aren’t perfect, so we try to reduce the number of errors by using high-
quality predictors. See the following “HR Competencies & Applications: Under-
standing Errors in Selection Decision Making” feature for an explanation of errors 
in decision making.

7-1d Reliability and Validity
There are several indicators that are used to determine how free of errors decisions 
will be if we use specific predictors. Reliability and validity are two very important 
qualities of predictors, which are discussed in the following sections. See Appendix D 
for a more detailed explanation of these concepts.

LO2 Explain two 
important qualities of 
selection predictors—
reliability and validity.

predictors of selection 
criteria
Measurable or visible 
indicators of selection 
criteria

Figure 7-3 Job Performance, Selection Criteria, and Predictors
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Understanding Errors in Selection Decision Making

When using any kind of test, both test admin-
istrators and test takers want to in believe the 
results and rely on them when making deci-
sions. Think about a medical test, for example. 
If a patient has taken a screening test for diabe-
tes, a result that is accurate will help the patient 
and physician determine what to do. If the test 
results are negative, the patient would believe 
that he does not have diabetes and would go on 
living life as before. Alternatively, if the results 
are positive, the patient would consult with his 
physician to plan out a course of treatment. The 
decision made by the patient clearly depends 
on the results of the test—which he trusts are 
accurate. The same thing occurs when we use 
tests to help us make hiring decisions.

Errors in testing can and do occur. Two 
different types of errors in particular can 
happen—false positive and false negative. 
In the preceding example, how would things 
change for our patient if the test results 
were inaccurate? If the results of the test 
are negative but in fact the patient does have 
diabetes, then his health will suffer because 
of lack of treatment. This is a false negative, 
when the test results incorrectly indicate that 
the individual does not have some condition. 
Conversely, if the results of the test are positive 
but the patient does not really have diabetes, 
he will treat a condition that he does not have 
and perhaps become ill. This is a false positive, 
when the test results incorrectly indicate that 
the individual does have some condition.

Think about this in terms of employment 
testing. If a company administers a test that 
results in inaccurate assessment of applicants, 
then some unqualified people might be hired, and 

some qualified people might not be hired. In either 
case, the company would not be making the best 
hiring decisions, and employee performance 
would probably be lower than if the test were 
more accurate. Look at the graph below. There are 
four quadrants titled A, B, C, and D.
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In quadrant A, the results of the selection 
test indicate that the applicant will not perform 
well on the job. However, if the person were 
hired anyway, he would turn out to be a high 
performer. That’s the false negative. In quadrant 
B, the results of the selection test indicate 
that the applicant will be a high performer. 
The person is hired and he is, in fact, a high 
performer. That’s a correct decision, a true 
positive. Now it’s your turn, so answer the 
following questions:

1. Can you explain the results in quadrants 
C and D?

2. What are the implications to those making 
selection decisions? How can we reduce 
the number of false positive and false 
negative results?

co
m

pe
te

n
ci

eS
 &

 a
pp

li
ca

ti
o

n
S 

hr

Key competencies: Critical Evaluation, HR Expertise: People/Talent Acquisition & Retention; 
 Organization/Technology & Data
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reliability The extent to which it repeatedly or consistently produces the same re-
sults over time reflects a predictor’s reliability. For example, if a person took a test in 
December and scored 75 and then took the same test again in March and scored 76, 
the exam is probably reliable. Reliability can be increased by using the same testing 
procedure and conditions every time a test is administered. When using  a 10-minute 
keyboarding test, it is important to use the same stopwatch, keyboard, and sample text 
for all candidates. It is also important to provide the same testing conditions for all 
applicants. Avoid putting one candidate in a noisy open office for the test and testing 
another candidate in a quiet isolated office. It would be  unfair to compare results of 
tests given this way because the reliability would be low. A predictor that is not reliable 
is of no value in selection. Further, a test that has low reliability is unlikely to be valid.

The second quality of predictors that we evaluate is validity, or accuracy. Validity 
refers to how well a test measures what it claims to measure. That sounds like circular 
logic, doesn’t it? Think of a rain gauge. A rain gauge may be an accurate tool to mea-
sure the amount of rain that falls but not to measure air temperature. This emphasizes 
the idea that a test’s validity is not assessed in the abstract. Rather, when a test is 
validated, it is assessed for accuracy in a specific context. Several types of validity are 
used in selection.7

Criterion-related validity is one method for establishing the validity associated with 
a predictor. Criterion-related validity involves obtaining scores on a selection predictor 
like a driving test and then later measuring the job performance of each employee. 
Then statistical analysis is used to identify a relationship between the two scores.

A criterion-related validity study can be conducted in two different ways—using 
current employees or using applicants. Concurrent validity uses current employees to 
validate a predictor or “test.” As shown in Figure 7-4, concurrent validity is measured 
when an employer tests current employees and correlates the scores with their perfor-
mance ratings on appraisals.

Concurrent validity may be easier to assess because employees are readily avail-
able and can take the predictor test immediately. This shortens the time needed to 
complete the validation study. A disadvantage of the concurrent validity approach is 
that employees who have not performed satisfactorily at work are probably no lon-
ger with the firm and therefore cannot be tested. Also, extremely good employees 
may have been promoted or may have left the company for better work situations. 
Any learning on the job might also confound test scores.

Another method for establishing criterion-related validity is predictive validity. 
To calculate predictive validity, applicants’ test results are compared with their sub-
sequent job performance (see Figure 7-4). Conducting the predictive validity study 
involves administering a predictor test to applicants but not using the results to 
make hiring decisions. That allows a company to hire people with a wide range 
of scores on the predictor and assess whether their subsequent job performance 
differs. Job success is then measured by assessing factors such as absenteeism, ac-
cidents, errors, and performance appraisal ratings. For example, if the employees 
who scored high on the driving test end up being better performers than those who 
scored poorly on the test, then the driving test can be considered a valid predictor 
of job performance. The driving test could then be used for future hiring decisions 
with some level of confidence that better employees would be selected.

7-1e Combining Predictors
If an employer chooses to use only one predictor, such as a pencil-and-paper test, 
to select individuals, the decision becomes straightforward. If the test is valid, 

reliability
The extent to which a test 
or measure repeatedly 
produces the same results 
over time

validity
The extent to which a 
test measures what it 
claims to measure

concurrent validity
Measured when an 
employer tests current 
employees and correlates 
the scores with their 
performance ratings

predictive validity
Measured when 
applicants’ test 
results are compared 
with subsequent job 
performance
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encompasses a major dimension of a job, and an applicant does well on the test, then 
that person could be given a job offer. When an employer uses predictors such as 
three years of experience, a college degree, and acceptable aptitude test score, job ap-
plicants are evaluated on all of these requirements and the multiple predictors must 
be combined in some way.8 Two approaches for combining predictors are as follows:

•	 Multiple hurdles: A minimum cutoff is set on each predictor, and each 
 minimum level must be “passed.” For example, to be hired, a candidate for 
a sales representative job must achieve a minimum education level, a certain 
score on a sales aptitude test, and a minimum score on a structured interview.

•	 Compensatory approach: Scores from individual predictors are added 
and combined into an overall score, thereby allowing a higher score on 
one  predictor to offset, or compensate for, a lower score on another. The 
 combined index takes into consideration performance on all predictors. For 

Figure 7-4 Concurrent and Predictive Validity
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Used as a Predictor of

Job Success with Future
Applicants
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example, when making decisions about admitting students into graduate busi-
ness programs, a higher overall score on an admissions test might offset  
a lower undergraduate grade point average.

A key concept in selection is obtaining a comprehensive profile of each applicant. 
It is like putting together a puzzle, as shown in Figure 7-5. Companies use various 
methods to collect information about applicants that help them select the best person 
for the job. In the interest of time and cost efficiency, it is best to use several methods 
that each add to the overall candidate record without duplicating too much informa-
tion. Each step in the selection process should provide unique information to fill in 
the blanks. It is generally not advisable to rely on only one or two methods (such as 
applications and interviews) in making hiring decisions.

7-2 The Selection Process
Most organizations follow a series of consistent steps to process and select job  
applicants. Company size, job characteristics, the number of people needed, the use of 
electronic technology, and other factors lead to variations in the basic process. Selec-
tion can take place in a day or over a much longer period of time, and certain phases 
of the process may be omitted or the order changed, depending on the employer and 
the job being filled. There is not “one best way” that works for all situations. Each 
company establishes a process that offers it the best results in terms of quality and 
quantity of applicants. Figure 7-6 shows steps in a typical selection process.

7-2a Legal Considerations in Selection
A number of federal regulations and guidelines influence the selection process. In 
particular, the Uniform Guidelines on Employee Selection Procedures define impor-
tant concepts and practices that companies must follow.

Job-relatedness means that a selection qualification or requirement is significantly 
related to successful performance of job duties. A thorough job analysis is conducted 

LO3 Discuss the 
steps of a typical 
selection process.

Job-relatedness
A qualification or 
requirement in selection 
is significantly related to 
successful performance 
of job duties

Skill test 

Background
screen 

Interview 

Work sample 

Figure 7-5 Comprehensive Selection Process
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to establish that every qualification, such as high school education or nursing certifi-
cation, is important for jobholders to perform assigned tasks. For example, requiring 
taxi drivers to hold a valid driver’s license is a job-related qualification.

Business necessity relates to a practice that is necessary for safe and efficient op-
erations, such as restricting employees from wearing garments that might get caught 
in machinery even though the attire may be required by the employee’s religion. To 

Business necessity
A practice that is 
necessary for safe and 
efficient operations

Figure 7-6 Selection Process Flowchart
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protect the safety of employees, customers, clients, and/or patients, employers may 
institute particular selection criteria as a business necessity.

What is a test? Under federal guidelines, any method of collecting information 
about job applicants that is used to make hiring decisions is considered a test. This 
definition is very broad, covering everything from looking at applicants’ Facebook 
profiles to informal conversations during dinner. The standards of reliability and 
validity apply to all such tests, and hiring authorities should carefully consider all 
sources of information used in making selection decisions.

These concepts are incorporated into the selection process to keep the company 
in compliance with legal requirements and to aid in high-quality hiring practices.

7-2b Applicant Job Interest
Individuals seeking employment can indicate interest in many ways. Historically, 
individuals have submitted résumés by mail or fax, or they have applied in person at 
an employer’s location. But with the growth in Internet recruiting, most individuals 
now complete applications online or submit résumés electronically.

Regardless of how individuals express interest in employment, the selection process 
has an important public relations dimension. Discriminatory hiring  practices, impolite 
interviewers, unnecessarily long waits, unreturned telephone inquiries,  inappropriate 
testing procedures, and lack of follow-up responses can produce  unfavorable impres-
sions of an employer. Job applicants’ perceptions of the  organization will be influ-
enced by how they are treated.

realistic Job Previews Many individuals know little about companies before 
applying for employment. Consequently, when deciding whether to accept a job  
offer, they seek out information during the selection process, including compensation 
data, work characteristics, job location, and promotion opportunities. Unfortunately, 
some employers make jobs appear better than they really are. Realistic job previews 
provide potential employees with an accurate introduction to a job so that they can 
better evaluate the employment situation. Indeed, a realistic job preview can directly 
identify necessary training and clarify a job role.

Companies can use videos, employee testimonials, and job shadowing to provide 
a realistic snapshot of the work environment for applicants. A real benefit of realistic 
job previews is that applicants may withdraw from consideration if they don’t think 
the job will be a good fit. This saves the company time invested in wooing a candidate 
who will end up turning down the job offer.9

7-2c Pre-Employment Screening
Many employers conduct pre-employment screening to determine if individuals meet the 
minimum qualifications for open jobs before they are allowed to fill out an application.

electronic Assessment Screening The use of electronic pre-employment 
screening or assessment has grown. Computer software is often used to review résumés 
and application forms received during the recruiting and application process. Large 
companies often use software to receive, evaluate, and track the applications of many 
potential employees in order to save time during the screening process.

When a job posting generates 1,000 or more applications (which is not unusual 
for large companies or in difficult economic times), responding to each would be a 

realistic job previews
Process through which a 
job applicant receives an 
accurate picture of a job
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full-time job. Electronic screening can speed up the process by using disqualification 
questions; screening questions to get at KSAs and experience; administering valid as-
sessment tests; and performing background, drug, and financial screening. Some of 
the assessments might include auditions for the job that are conducted on the basis of 
simulations of specific job-related tasks. A good strategy is to use simple electronic as-
sessment early to reduce the number of applicants before requiring applications or in-
terviews, which leaves a much more qualified pool of remaining applicants with which 
to work. However, the trade-off to increased efficiency is often the elimination of in-
dividuals who might be qualified who do not make it through the screening process.10

A controversial trend is screening candidates based on information obtained 
from their social networking profiles. Doing so can have negative consequences 
for applicants and companies. The legality and appropriateness of such screening 
is highly questionable because most managers simply access available information 
without consistency or regard to job demands. The information found on Facebook 
or other online platforms can lead to discrimination against applicants due to their 
religion or sexual orientation.11 Although it may be tempting to just click on an ap-
plicant’s profile, top candidates may develop a negative opinion of the organization 
or, even worse, take legal action if they are not hired because of the information 
found on social networking sites.12 Companies must walk a fine line and realize 
that random, haphazard screening in this manner is likely to attract attention from 
lawmakers who will no doubt restrict the practice if it becomes too prevalent.13

7-2d Applications and Résumés
Some employers do not use pre-employment screening prior to having applicants fill 
out an application form. Instead, they have every interested individual complete an 
application first. These completed application forms then become the basis for pre-
screening information. Properly prepared, the application form serves five purposes:

1. It is a record of the applicant’s desire to obtain a position.
2. It provides the interviewer with an applicant profile that can be addressed  

during the interview.
3. It is a basic employee record for applicants who are hired.
4. It can be used for research on the effectiveness of the selection process.
5. It is a formal document on which the applicant attests to the truthfulness of all 

information provided.

Many employers use only one application form for all jobs, but others use 
several forms depending on the position. For example, a hotel might use one form 
for management and supervisory staff and another for line employees. High-tech 
and other technology-based companies also staff many different kinds of admin-
istrative, managerial, and technical jobs, which can result in the use of multiple 
application forms.

Application Disclaimers Application forms typically include disclaimers and 
notices so that appropriate legal protections are clearly stated. Recommended dis-
closures include the following:

•	 At-will employment: Indicates the right of the employer or the employee  
to terminate employment at any time with or without notice or cause (where  
applicable by state law)

•	 Reference contacts: Requests permission to contact previous employers listed 
by the applicant on the application form or résumé
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•	 Employment testing: Notifies applicants of required drug tests, pencil-and- 
paper tests, physical exams, or electronic or other tests that will be used in the 
employment decision

•	 Application time limit: Indicates how long application forms are active (typically 
six months) and that individuals must reapply or reactivate their applications 
after that period

•	 Information falsification: Conveys to an applicant that falsification of application 
information can be grounds for serious reprimand or termination

eeOC Considerations and Application Forms An organization should 
retain all applications and hiring-related documents and records for three years. 
Guidelines from the EEOC and court decisions require that the data requested on 
application forms must be job-related. Though frequently found on application 
forms, questions that ask for the following information are illegal:

•	 Marital status
•	 Height and weight
•	 Number and ages of dependents
•	 Information on spouse
•	 Date of high school graduation
•	 Emergency contact information
•	 Social Security number

Most of the litigation surrounding application forms has involved questions  
regarding the gender and age of a potential employee, so special attention should be 
given to removing any items that relate to these personal characteristics. Concerns 
about inappropriate questions stem from their potential to elicit information that 
should not be used in hiring decisions. Figure 7-7 shows a sample application form 
containing questions that generally are legal.

résumés as Applications Applicants commonly provide background informa-
tion through résumés. When the situation arises, EEOC standards require that an 
employer treat a résumé as an application form. If an applicant voluntarily furnishes 
some information on a résumé that cannot be legally obtained, the employer should 
not use that information during the selection process. Some employers require those 
who submit résumés to complete an application form as well so that there is con-
sistent information on every applicant and appropriate comparisons can be made.

Regardless of how the background information is collected, there are several  
issues that should be considered when screening applications. Applications are better 
than résumés because all candidates must furnish the same information. Résumés are a 
marketing tool in which applicants present information they want employers to know 
but may omit negative information. Candidates need to consider that the typical résumé 
review takes less than five minutes; therefore, an easy to read, well-organized résumé 
can promote pre-screening success.14

To avoid problems with negligent hiring, companies should dutifully check 
the truthfulness of the information presented on résumés and application forms. 
Research from CareerBuilder suggests that over half of all applicants knowingly 
embellish their past work experiences.15 An emerging trend to combat this prob-
lem is the pre-verified résumé. Job seekers submit their résumés to a third party 
that conducts a background screening and certifies the individual’s credentials. The 
following “HR Perspective: The Good Housekeeping Seal of Approval?” feature 
explains this process.
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Application for Employment
An Equal Opportunity Employer*

PERSONAL INFORMATION Please Print or Type

Today’s Date

Name (Last) (First) (Full middle name)

Current address City State Zip code

What position are you applying for? Date available for employment?

Are you willing to relocate? Are you willing to travel if required?

Phone number
(    )
E-mail address

Have you ever been employed by this
Company or any of its subsidiaries before?

Indicate location and dates

Can you, after employment, submit veri�cation
of your legal right to work in the United States?

Have you ever been
convicted of a felony?

Convictions will not automatically disqualify

job candidates. The seriousness of the crime 

and the date of conviction will be considered.

PERFORMANCE OF JOB FUNCTIONS

Are you able to perform all the functions of the job for which you are applying, with or without accommodation?

Yes, without accommodation Yes, with accommodation No

If you indicated you can perform all the functions with an accommodation, please explain how you would perform
the tasks and with what accommodation.

EDUCATION

School level

High school

Vo-tech, business,
or trade school

College

Graduate school

School name and address
No. of years

attended
Did you

graduate? Course of study

PERSONAL DRIVING RECORD

This section is to be completed ONLY if the operation of a motor vehicle will be required in the course of the
applicant’s employment.

How long have you been a licensed driver? Driver’s license number Expiration date Issuing State

List any other state(s) in which you have had a driver’s license(s) in the past:

Within the past �ve years,
have you had a vehicle accident?

Been convicted of reckless operation?
If yes, give dates: or drunken driving?

Been cited for moving violations?
If yes, give dates:

Has your driver’s license ever been
revoked or suspended?

If yes, explain: Is your driver’s license restricted? If yes, explain:

Yes No

*We are an Equal Opportunity Employer. We do not discriminate on the basis of race, religion, color, gender, age, national origin, or disability.

Yes No Yes No

Yes No

Yes No

Yes No

Yes No

Yes No Yes No

Yes No

Figure 7-7 Sample Application Form
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The Good Housekeeping Seal of Approval?

With over half of all job candidates exaggerat-
ing information on their résumés, honest can-
didates are trying to find a way to stand out 
and let employers know that their résumés are 
truthful. Much like the Good Housekeeping Seal 
of Approval, which promises customers that 
they will receive a product as advertised, the 
pre-verified résumé assures employers that a 
job candidate’s credentials check out.

Job seekers can purchase verification ser-
vices from a number of third-party vendors. 
Background screening companies such as Em-
ployment Screening Resources and TalentWise 
offer a menu of options to users. Users can pay 
a small fee to have details about their education, 
work history, professional licenses, or criminal 
history verified by these agencies. Then when 
they submit their résumé to the employer, it 
has already been screened and verified.

These screening services are well re-
garded within the professional community. Em-
ployment Screening Resources is accredited by 
the National Association of Professional Back-
ground Screeners and TalentWise was named 
as a top provider by HRO Today.

Employer reactions are mixed because the 
quality of the screener must be established, and 
some companies have their own standards and 

processes to verify candidates. There is also a 
potential disparate impact issue if pre-verified 
résumés are given preference and those with-
out them are members of a protected group.

Job candidates might want to conduct the 
screen to get peace of mind of knowing that a 
background screen run by an employer won’t 
turn up anything unexpected. However, it is 
not likely that offering a pre-verified résumé will 
improve an applicant’s chances of advancing 
through the hiring process. Companies still need 
to hire individuals with all the necessary knowl-
edge, skills, and abilities. The pre-verified résumé 
may demonstrate that you are honest and truth-
ful, but don’t expect employers to show you any 
preference because of the “seal of approval.”16

Consider the following questions about the 
pre-verification of resumes:

1. Would you consider using a service to  
pre-verify your résumé before you begin 
a job search? Why or why not?

2. If you were the HR manager for a 
small company with a limited budget, 
what would you consider to be the pros and 
cons of considering pre-verified résumés? 
Would you change the selection process for 
candidates who provide them?
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7-2e Security Concerns and Immigration 
Verification

Businesses need to be proactive about verifying the identities and credentials of job 
applicants. Part of these efforts rest on careful examination of the accuracy of the 
details included on résumés and applications. Because it is illegal to knowingly hire 
employees who are not in the country legally, businesses are required to review and 
record identity documents, such as Social Security cards, passports, and visas, and 
to determine if they appear genuine. If HR personnel knowingly accept fraudulent 
documents, it may create legal liability. Company assets may be seized, and top 
managers may be prosecuted. U.S. Immigration and Customs Enforcement (ICE) 
can also audit the records of a business to ensure that it is compliant with employ-
ment eligibility laws and rules.
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Employers must use the revised form I-9 for each employee hired and must 
determine within 72 hours whether an applicant is a U.S. citizen, registered alien, 
or illegal alien. A government program called E-Verify, run by the Department of 
Homeland Security, helps with this process. The use of E-Verify is mandatory for 
government contractors and subcontractors, and several states now require all pub-
lic and private employers to use this service.17 E-verify has improved the security of 
its website and now offers a service called Self Lock to allow users to protect their 
personal information.18

An employer should have policies in place to ensure compliance with immigra-
tion requirements and to avoid knowingly hiring or retaining illegal workers. I-9s 
should be completed, updated, audited, and stored. Some companies use paperless 
I-9 systems to better manage employment eligibility verification because electronic 
processing reduces errors, incompleteness, and illegibility; it also improves overall 
documentation management.

7-3 Selection Testing
Many kinds of tests can be used to help select qualified employees. Literacy tests, 
skill-based tests, personality tests, physical ability tests, and honesty tests can be used 
to assess various individual factors that are important to determine P/E fit. Valid em-
ployment tests help companies predict before hiring which applicants will likely be 
the most successful. For example, stockbrokers who failed a basic exam required to 
sell securities at least one time have worse disciplinary records than those that pass 
the exam on the first try.19 While federal guidelines define all data collection meth-
ods as tests, this section specifically addresses traditional employment tests.

Selection tests must be evaluated extensively before being utilized for hiring de-
cisions. The development of test items should be linked to a thorough job analysis, 
which is covered in Chapter 4. Also, initial review of the items should include an 
evaluation by knowledge experts, and statistical and validity assessments of the items 
should be conducted. Furthermore, applicant reactions to testing can impact future 
performance, so companies should consider how job seekers will feel about testing re-
quirements.20 In most instances, tests are not used as an “up or down” decision; rather, 
they provide valuable information about particular aspects of  candidate suitability.

7-3a Ability Tests
Tests that assess an individual’s ability to perform in a specific manner are grouped 
as ability tests. These are sometimes further categorized into aptitude tests and 
achievement tests. Aptitude tests attempt to measure potential, while achievement 
tests attempt to measure demonstrated skill or competence. For example, an indi-
vidual may have a high level of math aptitude but until he studies algebra, he will 
not have mathematical achievement.

Cognitive ability tests measure an individual’s thinking, memory, reasoning, 
verbal, and mathematical abilities. Valid tests such as the Wonderlic Personnel Test 
and the General Aptitude Test Battery (GATB) can be used to determine applicants’ 
basic knowledge of terminology and concepts, word fluency, spatial orientation, 
comprehension and retention span, general and mental ability, and conceptual rea-
soning. Some companies are considering using the Graduate Management Admission 
Test (GMAT) to assess candidates’ cognitive ability.21

LO4 Identify three 
types of selection tests 
and legal concerns 
about their uses.

cognitive ability tests
Tests that measure an 
individual’s thinking, 
memory, reasoning, 
verbal, and mathematical 
abilities
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General mental ability testing is well established as a valid predictor for many 
jobs, but since some minority groups tend to score lower on such exams, there is 
considerable controversy over whether such tests ought to be used. When these tests 
are used, the case for business necessity must be made, and the instrument used 
should be validated for the organization using it. If a company can find a better way 
of assessing candidates than using a cognitive ability test, it may avoid problems of 
disparate impact.22

Physical ability tests measure an individual’s physical abilities such as strength, 
endurance, and muscular movement. At an electric utility, line workers must regu-
larly lift and carry equipment, climb ladders, and perform other physical tasks; there-
fore, testing applicants’ mobility, strength, and other physical attributes is job-related. 
Physical ability tests that assess muscular strength and endurance are likely to result in 
disparate impact against female applicants. But business necessity makes it acceptable 
to use such tests when they reflect essential job duties and requirements.23

Various skill-based tests can be used, including psychomotor tests, which measure 
a person’s dexterity, hand–eye coordination, arm–hand steadiness, and other factors. 
Tests such as the MacQuarie Test for Mechanical Ability can measure manual dexter-
ity for assembly line workers and others who regularly use psychomotor skills.

Many organizations use situational tests, or work sample tests, which require 
an applicant to perform a simulated task that is a specified part of the target job. 
Requiring an applicant for an administrative assistant’s job to type a business letter 
as quickly as possible would be one such test. Examples of work samples include an 
audition for someone seeking a role in a drama group’s play or a tryout for a sports 
team. Work samples are among the most valid and appropriate tests because they 
are highly relevant and job-related.24

Situational judgment tests are designed to measure a person’s judgment in work 
settings.25 The candidate is given a scenario and a list of possible solutions to the 
problem and is required to make judgments about how to deal with the situation. 
For example, medical students who performed well on a video-based situational 
judgment test of interpersonal skills performed better during their internship experi-
ence and as physicians.26 Situational judgment tests are a form of job simulation.

Assessment Centers An assessment center is not a place but a selection process 
composed of a series of evaluative tests during which candidates are assessed by 
multiple raters. In one assessment center, candidates go through a comprehensive 
interview, a pencil-and-paper test, individual and group simulations, and work exer-
cises. Individual performance is then evaluated by a panel of trained raters.

The tests and exercises in an assessment center must reflect the content of the 
job for which individuals are being screened and the types of problems faced on 
that job. For example, a technology communications organization used a series of 
assessment centers to hire employees who would interact with clients. The com-
pany found that these centers improved the selection process and also provided new  
employees with a good road map for individual development. Consequently, while 
assessment centers are often expensive to develop and conduct they often reduce the 
potential for disparate impact and result in better staffing decisions.27

7-3b Personality Tests
Personality is a unique blend of individual characteristics that can affect how people 
interact with their work environment. Although many personality characteristics 

physical ability tests
Tests that measure an 
individual’s physical 
abilities such as strength, 
endurance, and muscular 
movement

psychomotor tests
Tests that measure 
dexterity, hand–eye 
coordination, arm–hand 
steadiness, and other 
factors

Work sample tests
Tests that require  
an applicant to perform 
a simulated task that is 
a specified part of the 
target job

Situational 
judgment tests
Tests that measure a 
person’s judgment in 
work settings
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exist, some experts believe that there are a relatively small number of underlying 
major traits. The most widely accepted approach to studying personality traits is 
the “Big Five” personality framework.28 The Big Five traits are generally considered 
to be useful predictors of various types of job performance in different occupa-
tions. The factors are shown in Figure 7-8. In particular, conscientiousness is a good  
predictor of successful job performance.29 However, there is not one general “ideal” 
personality profile. Different jobs such as sale representative and financial auditor 
often require different personality types.

Organizations use various personality tests that assess the degree to which 
candidates’ attributes match specific job criteria. In a world where eHarmony, 
Match.com, and others claim to assess individuals on a number of personality 
traits, it is critical that hiring authorities use only reliable, valid, job-related per-
sonality assessments. The first step in using such a test is to determine the desired 
personality profile on a job-specific basis through job analysis and evaluation of 
successful jobholders.30

Potential issues with Personality Tests Faking is a major concern for  
employers using personality tests. Many test publishers admit that test profiles can 
be falsified, and they try to reduce faking by including questions that can be used 
to compute a social desirability or “lie” score. Researchers also favor the use of 
“corrections” based on components of the test to account for faking—a preference 
that also constitutes a strong argument for professional scoring of personality tests. 

Openness to
experience

5

Neuroticism4

Conscientiousness3

Agreeableness2

Loner
Quiet
Passive
Reserved

Low Scorers High Scorers

Extroversion

Suspicious
Critical
Ruthless
Irritable

Negligent
Lazy
Disorganized
Late

Calm
Even-tempered
Comfortable
Unemotional

Down-to-earth
Uncreative
Conventional
Uncurious

Joiner
Talkative
Active
Affectionate

Trusting
Lenient
Soft-hearted
Good-natured

Conscientious
Hard-working
Well-organized
Punctual

Worried
Temperamental
Self-conscious
Emotional

Imaginative
Creative
Original
Curious

1

Big Five

Figure 7-8 Big Five Personality Characteristics

Source: http://blog.lib.umn.edu/paldr001/myblog/2011/11/ocean-or-canoe-the-model-of-personality.html
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Another possibility is use of a fake warning, which instructs applicants that faking 
can be detected and can result in a negative hiring impression.31

An additional issue is the possibility that personality tests might inadvertently 
measure disabilities or mental health concerns such as depression or bipolar disor-
der. Automated personality tests may screen out applicants who have the skills but 
may not meet a particular personality profile. Kroger and CVS have both begun to 
look more carefully at how personality tests are affecting hiring decisions. To ensure 
fair evaluation of all applicants, the companies are modifying the questions on their 
tests to eliminate inquiries that might expose mental health issues.32

7-3c Emotional Intelligence Tests
Emotional intelligence reflects the soft skills that are critical for establishing good 
working relationships within the work unit and organization. Emotional  intelligence 
is the ability to recognize our own feelings and the feelings of others and to effec-
tively manage our own and others’ emotions.33 Figure 7-9 details the four dimen-
sions of emotional intelligence.

As organizations use more teams and collaborative methods to accomplish 
tasks, selecting individuals who are aware of emotions in the workplace becomes 
more important. In particular, leaders who have a high level of emotional intel-
ligence perform better and achieve superior outcomes than leaders with less of this 
competence. The concept of emotional intelligence is relatively common across 
countries, which means that as company operations span the globe, similar qualities 
lead to better results.34

emotional intelligence
The ability to recognize 
and manage our own 
feelings and the feelings 
of others

Emotional self-awareness
Accurate self-assessment 
Self-confidence 

Self-Awareness

Empathy
Organizational awareness
Service orientation

Social
Awareness

Inspirational leadership
Influence
Conflict management
Teamwork/collaboration

Relationship
Management

Emotional self-control
Optimism
Adaptability
Achievement orientation 

Self-
Management

Figure 7-9 Dimensions of Emotional Intelligence

Source: Adapted from http://coachingleaders.emotional-climate.com/emotional-intelligence/.
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Leaders and employees who have a high level of emotional intelligence tend to 
be more creative and perform better on the job. They also may be more effective 
in team settings and handle stress better than employees lower in emotional intelli-
gence.35 As with all tests, a thorough job analysis can help establish the appropriate 
level of emotional intelligence needed for success on a particular job.

The use of behavioral assessments is an emerging trend in the selection practices 
of many organizations. These assessments focus on determining candidates’ suitabil-
ity for jobs based on a range of attributes. The following “HR Perspective: Behavioral 
Assessments” feature explains how several companies are benefiting from their use.

Behavioral Assessments

Companies attempt to assess job candidates 
on a wide range of attributes to improve P/E fit. 
Testing knowledge or hard skills can often be 
done in a relatively straightforward and easy way 
by asking candidates questions about the job 
content area or having them perform a sample 
of the job duties. Such ability tests help ensure 
that those hired will be capable of successfully 
performing the tasks involved in the job.

But there is much more to P/E fit than a 
good match between the applicant and the job 
requirements. Employers also need to deter-
mine whether applicants will work well with 
their designated teams or work units and if they 
will be a good long-term fit for the organization 
as a whole. Assessing the applicant’s fit with 
the organization’s culture, their work style, and 
their potential are much more difficult.

That’s where behavioral assessments 
come into play. A company usually works with 
experts in Industrial/Organization Psychology to 
identify the competencies that have proven to 
lead to successful job performance. This often 
involves studying top performers to see what 
differentiates them from average or poor per-
formers. Those qualities are then built into an 
assessment tool, which is often administered 
online early in the screening process. Each 
company can customize its assessment to 
measure employee performance elements that 
are most critical to success. Two companies in 
the same industry may value different aspects 
of employee performance.

AMC Theaters found that using a behav-
ioral assessment to determine applicants’ 
friendliness, service orientation, and depend-
ability reduced turnover to well below industry 
averages and improved employee engagement 
by 40%. This led to increased customer sat-
isfaction scores, which in turn resulted in 
higher revenue at its theaters. Seaport Hotel &  
World Trade Center, Inc. in Boston instituted a 
20-minute behavioral assessment in its online 
screening process and reduced turnover to 
single-digit levels. The assessment focused on 
determining each job candidate’s cultural fit for 
a particular job in the hotel.

These powerful results have led to an uptick 
in the use of behavioral assessments. While skill 
and knowledge tests are used by over half of U.S. 
companies, over a third are now using behav-
ioral assessments to refine their selection pro-
cess and generate better organization results.38 
Considering the popularity of behavioral assess-
ments, discuss the following questions:

1. What ethical and legal concerns does 
the use of behavioral assessments raise? 
Do you believe that these assessments 
might be more subject to bias than skill 
and knowledge tests might be?

2. How do you think applicants might react 
to being asked to complete a behavioral 
assessment? Would you personally 
hesitate to participate in this type of 
screening for a job?
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7-3d Honesty and Integrity Tests
Companies use different tests to assess the honesty and integrity of applicants and 
employees to prevent hiring dishonest employees, to reduce the frequency of  lying 
and theft on the job, to communicate to applicants and employees alike that dishon-
esty will not be tolerated, and to reduce accidents. If used properly,  honesty and in-
tegrity tests can be valid as broad screening devices for  organizations.  Research also 
indicates that even though honesty tests can be expensive to  administer, they may 
reduce workers’ compensation claims and save the company money.36

However, these instruments have limitations. For instance, socially desirable 
 responses are a key concern, and some questions can be considered overly inva-
sive, insulting, and not job-related. Sometimes false positives are generated (or an 
honest person is scored as dishonest). Test scores might be affected by individual 
demographic factors such as gender and race. Research is inconclusive regarding the 
 usefulness of integrity tests. Further, applicants may react negatively to taking such 
a test. Selecting an appropriate test, training HR staff and mangers, and incorpo-
rating results into a broader selection process can mitigate some of the issues with 
integrity tests.37

Polygraphs The polygraph, more generally and incorrectly referred to as a lie de-
tector, is a mechanical device that measures a person’s galvanic skin response, heart 
rate, and breathing rate. The idea behind the polygraph is that if a person answers 
a question deliberately incorrectly, the body’s physiological responses will “reveal” 
the falsification through the recording mechanisms of the polygraph. As a result of 
concerns about polygraph validity, Congress passed the Employee Polygraph Pro-
tection Act, which prohibits most private-sector employers from  using polygraphs 
for pre-employment screening purposes. Federal, state, and  local government agen-
cies are exempt from the act, as are certain private-sector employers such as security 
companies and pharmaceutical companies. The act permits  employers to use poly-
graphs as part of internal investigations of theft or loss. But in those situations, the 
polygraph test should be taken voluntarily, and the employee should be allowed to 
end the test at any time.

7-4 Selection Interviews
Interviews are one of the most common methods used for selection. Interviews are 
conducted both to obtain information about candidates and to provide information 
and reinforce the employer brand. They are an important part of “selling” the job 
opportunity to qualified applicants and of applicants “selling” themselves as the 
best choice.39

Interviews are often conducted at two levels: first, as an initial screening 
 interview to determine if the person has met minimum qualifications, and then 
later, as an in-depth interview with HR staff members and/or operating managers 
to determine if the person will fit the designated job. Advance preparation is criti-
cal to get the most out of a pre-screening interview.40 Before the in-depth interview, 
 information from all available sources is pooled so that the interviewers can recon-
cile conflicting information that may have emerged from tests, application forms, 
and references.

ethicS

LO5 Contrast several 
types of selection 
interviews and some 
key considerations 
in conducting these 
interviews.
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7-4a Interview Quality
Selection interviews must meet the same standards for reliability and validity as all  
selection methods. In general, interviews are really quite poor predictors because 
many interviewers are not skilled at the process and rely too much on gut instinct. 
Establishing both high intra-rater reliability (within the same interviewer) and inter-
rater reliability (across different interviewers) is difficult but can be achieved through 
the use of structured interviews. Inter-rater reliability becomes important because sev-
eral interviewers are often involved in selecting employees from a pool of applicants.

Interviews must also be valid to enable useful selection. To be valid, interviews 
must accurately assess specific candidate qualities such as leadership ability, com-
munication skills, or collaboration. Validity can vary depending on the degree of 
structure that is utilized in an interview format. Basically, an unstructured interview 
does not usually provide much actual validity, leading to growth in the popularity 
of structured interviews. The differences between structured and unstructured inter-
views are shown in Figure 7-10.

7-4b Structured Interviews
A structured interview involves a set of prepared job-related questions that are 
asked of all applicants so that comparisons can be made more easily, resulting in 
better selection decisions. The structured interview is useful in the initial screen-
ing process because many applicants can be effectively evaluated and compared. 
However, the structured interview does not have to be rigid. The pre-determined 
questions should be asked in a logical manner but should not be read word for 
word. Applicants should be allowed adequate opportunity to explain their answers, 
and interviewers should probe with additional questions until they fully understand 
the responses. A standardized scoring key helps improve inter-rater reliability, as all 
interviewers score answers based on the same criteria. This process can make the 
structured interview more reliable and valid than other interview approaches.41

Structured interview
Interview that uses a set 
of prepared job-related 
questions that are asked 
of all applicants

Structured

Pre-planned job-speci�c
questions

Consistent questions
for all candidates

Established scoring
key

Trained interviewers

Acceptable reliability
and validity

Unstructured

Ad lib generic
questions

Different questions
for each candidate

No established scoring
key

Untrained interviewers

Low reliability
and validity

Figure 7-10 Comparison of Structured and Unstructured Selection Interviews
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Structured interviews, including biographical, behavioral, and situational types, 
are useful when making selection decisions. The structured format ensures that a 
given interviewer has similar information on each candidate. It also ensures greater 
consistency in the subsequent evaluation of those candidates when several inter-
viewers ask the same questions of applicants. Companies should train all interview-
ers so that they can conduct effective interviews using a structured interview format. 
Interview questions and possible responses are based on job analysis and checked 
by job experts to ensure content validity. The interviewer typically codes the suit-
ability of the answer, assigns point values, and adds up the total number of points 
each interviewee has received.

Biographical interview A biographical interview focuses on a chronological as-
sessment of the candidate’s past experiences. This type of interview is widely used 
and is often combined with other interview techniques. Overall, the process pro-
vides a sketch of past experiences.

Behavioral interview In the behavioral interview format, applicants are asked 
to describe how they have behaved or performed a certain task or handled a prob-
lem in the past, which may predict future actions and show how well applicants 
are suited for current jobs. An example of a behavioral interview line of question-
ing might be: “Tell me about a time when you initiated a project. What was the 
situation? What did you do? What were the results?” Questions such as these can 
be useful because candidates must describe what they have done to complete job 
requirements.

Situational interview The situational interview invovles questions about how 
applicants might handle specific job situations. A variation is termed the case study 
interview, which requires a job candidate to diagnose and correct organizational 
challenges during the interview. Situational interviews assess what the interviewee 
would consider to be the best option, not necessarily what he or she did in a similar 
situation.42 A useful technique for prompting high-quality responses is the STAR 
method, which is described in the following “HR Competencies & Applications: 
Catching STAR Employees” feature.

7-4c Less-Structured Interviews
Some interviews are unplanned and are not structured at all. Such interviewing 
techniques may be appropriate for fact finding or for counseling interviews but are 
not good for selection interviewing. These interviews may be conducted by operat-
ing managers or supervisors who have had little interview training. An unstructured 
interview occurs when the interviewer improvises by asking questions that are not 
pre-determined. A semistructured interview is a guided conversation in which broad 
questions are asked and new questions arise as a result of the discussion, for example, 
“What would you do differently if you could start over again?”

Some interviewers ask unusual questions such as “If you were a cartoon char-
acter, who would you be and why?” While such questions seem entertaining, unless 
creativity is an essential part of the job being filled, answers may be meaningless, and 
candidates may become confused or turned off. The use of offbeat questions is ap-
propriate only if a job-related attribute is being assessed and responses are evaluated 
according to a scoring rubric. When posing any interview question, always ask your-
self, “What am I trying to learn about a candidate’s ability to do the job?”

Behavioral interview
Interview in which 
applicants give specific 
examples of how they 
have performed a certain 
task or handled a problem 
in the past

Situational interview
Structured interview 
that contains questions 
about how applicants 
might handle specific 
job situations
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group interview A group interview occurs when several job candidates are in-
terviewed together by a hiring authority. They may be especially useful when hir-
ing for entry-level jobs when skill requirements are low and job fit involves factors 
such as scheduled work hours, availability of transportation to the work site, and 
other practical details. They can also be beneficial to assess interpersonal skills and 
teamwork. When a company must hire a high volume of low-skilled workers, it may 
not need or have time for individual interviews. However, recognize that candidates 
know they are competing for a limited number of jobs, and group interviews can 
therefore become disagreeable.44

group interview
Several job candidates 
are interviewed together 
by a hiring authority

Catching STAR Employees

Nobody wants to hire an underperformer or em-
ployee who will create problems within the work 
group. Most hiring managers hope to “catch a 
star employee” who will perform well and con-
tribute to the success of the organization. Hir-
ing stars makes the manager’s job simpler and 
more rewarding. So, what’s a manager to do?

Adopt ing the STAR method dur ing 
employment interviews helps separate out 
the great applicants from the rest of the pack. 
Managers who are trained in this interviewing 
method can better determine the quality of 
each applicant’s experience as it relates to the 
job. STAR is an acronym that stands for:

•	 situation
•	 task
•	 Action
•	 Result

The situation or task is the challenge that 
applicants faced or needed to accomplish. 
Applicants will explain the context in a succinct, 
informative way. For example, if you ask 
applicants to talk about how they handled a 
crisis in the past, they would provide specific 
details about the particular crisis and what was 
needed to overcome it.

The action is the essence of this interviewing 
method. Applicants should explain in detail what 
steps they took and the skills and resources 
used to accomplish the task. Applicants should 

demonstrate how they leveraged their skills to 
achieve particular results. They may also explain 
why they took certain actions and did not do other 
things. This analytical approach demonstrates 
that the candidate is able to critically assess 
actions and link them to outcomes.

The result is, of course, the final outcome. 
How did things turn out? Applicants who can 
reflect on what went well and what they might 
do differently if facing a similar situation show 
maturity and self-awareness, qualities that 
organizations value.

Star applicants will provide responses 
in this format to show how their knowledge 
and skills can benefit the organization. Hiring 
managers can prompt applicants to follow this 
approach by simply asking each applicant to 
explain the situation/task, action, and result.43

The STAR method is a formal process for 
evaluating job interview responses. Respond 
to the following questions that explore this 
approach:

1. Compare the pros and cons of using a 
technique like the STAR method to conduct 
employment interviews.

2. Would you anticipate that managers might 
resist using a formal method such as the 
STAR system? Might they perceive that 
it would limit their discretion in the hiring 
process?
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Key competencies: Communication, Ethical Practice; HR Expertise: People/Talent Acquisition &  
Retention
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A nondirective interview uses questions that are developed from the answers to 
previous questions. The interviewer asks general questions designed to prompt ap-
plicants to describe themselves. The interviewer then uses applicants’ responses to 
shape the next question. With a nondirective interview, as with any less-structured 
interview, difficulties related to selection decisions include keeping the conversation  
job-related and obtaining comparable data on various applicants. Many nondirec-
tive interviews are only partly organized; as a result, a combination of general and 
specific questions is asked in no set order, and different questions are asked of dif-
ferent applicants for the same job. Comparing and ranking candidates is thus more 
open to subjective judgments and legal challenges, so this type of interview is best 
used for selection sparingly, if at all.

7-4d Who Conducts Interviews?
Job interviews can be conducted by an individual, by several individuals sequen-
tially, or by panels or teams. For some jobs, such as entry-level positions requir-
ing few skills, applicants might be interviewed solely by an HR professional. For 
other jobs, employers screen applicants via multiple interviews, beginning with an 
HR professional and followed by the appropriate supervisors and managers. Then a 
selection decision is made collectively. Managers need to ensure that multiple inter-
views are not redundant.

Other interview formats are also utilized. In a panel interview, several interview-
ers meet with the candidate at the same time so that the responses are heard by all. 
Panel interviews may be combined with individual interviews. In a team  interview, 
applicants are interviewed by the team members with whom they will work. How-
ever, without proper planning, an unstructured interview can occur during these 
group sessions, and applicants are sometimes uncomfortable with the format.

7-4e Effective Interviewing
Many people think that the ability to interview is an innate talent, but this is 
simply not the case. Just being personable and liking to talk is no guarantee that 
someone will be an effective interviewer. In fact, there are many factors related 
to interviewers that can influence how well interviewees perform, including the 
ability to prompt good social interaction, personality, and the design and struc-
ture of the interview itself. Even the questions that are asked of individuals can 
arguably affect the quality of interview sessions. Figure 7-11 provides a variety 
of questions commonly used in selection interviews and what they are attempting 
to predict.

Interviewing skills are developed through training and practice.45 Suggestions 
for making interviewing more effective are as follows:

•	 Plan the interview. Interviewers should review all information before the 
interview and then identify specific areas for questioning.

•	 Control the interview. This includes knowing in advance what information 
must be collected, systematically collecting it during the interview, and 
stopping when that information has been collected. An interviewer should not 
monopolize the conversation.

•	 Use effective questioning techniques. Use questions that will produce full and 
complete answers that can be evaluated on the basis of job-relatedness.

•	 Get a balanced view. To enable informed hiring decisions, interviews should 
consider both the positive and negative attributes of job candidates.

nondirective interview
Interview that uses ques-
tions developed from 
the answers to previous 
questions

panel interview
Interview in which 
several interviewers 
meet with the candidate 
at the same time

team interview
Interview in which 
applicants are 
interviewed by the 
team members with 
whom they will work
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Questions to Avoid The following types of questions should be avoided in selection 
interviews:

•	 Yes/no questions: Unless verifying specific information, the interviewer should 
avoid questions that can be answered “yes” or “no.” For example, “Did you have 
good attendance on your last job?” will probably be answered simply “yes.”

General Questions

What are your strengths and weaknesses?
Why did you leave your last job?
Why should we hire you?
What is most important to you in a job?
What questions do you have for me?

Problem-Solving Questions

What is the most creative work-related idea
you have had?
Describe a dif�cult problem you faced and solved.
What approach to problem solving works best
for you?
Describe a sale you did not make, and explain why.

Questions about Motivation

What have you done that shows initiative?
What career objectives have you met?
How do you measure success?
What rewards mean most to you?
What projects make you excited?

Questions about Working with Others

What kind of people do you like to work with?
Tell me about a con�ict with a fellow worker.
How was it resolved?
Describe your management style.
When is teamwork more appropriate than working
on a task alone?

Integrity-Indicator Questions

Tell me about a time when you were not honest.
How would you react if you were asked to do
something unethical?
If you saw a coworker doing something dishonest,
what would you do?
When did you last break a rule?
When I call your previous employer, what comments
will I get?

Selection
Interview

Figure 7-11 Questions Commonly Asked in Selection Interviews
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•	 Obvious questions: An obvious question is one for which the interviewer 
already has the answer and the applicant knows it.

•	 Questions that rarely produce a true answer: Avoid questions that prompt 
a less-than-honest response, for example, “How did you get along with your 
coworkers?” The likely answer is “Just fine.”

•	 Leading questions: A leading question is one to which the answer is obvious 
from the way the question is asked. For example, “How do you like working 
with other people?” suggests the answer “I like it.”

•	 Illegal/inappropriate questions: Questions that involve information such as 
race, age, gender, national origin, marital status, number of children, and other 
family-related issues are illegal. They are just as inappropriate in the interview 
as on the application form.

•	 Questions that are not job-related: All questions should be directly related 
to the job.

Listening responses to Avoid Effective interviewers avoid listening responses 
such as nodding, pausing, making casual remarks, echoing, and mirroring. The  
applicant might try to please the interviewers by observing the feedback provided. 
However, giving no response to an applicant’s answers may imply boredom or  
inattention. Therefore, interviewers should use friendly but neutral comments and 
gestures during the interview.

7-4f Problems in the Interview
Operating managers and supervisors are more likely than HR personnel to use poor 
interviewing techniques because they lack training or do not interview often. Several 
problems include the following:

•	 Snap judgments. Some interviewers decide whether an applicant is suitable 
within the first two to four minutes of the interview and spend the rest of the 
time looking for evidence to support their judgment.

•	 Negative emphasis. When evaluating suitability, unfavorable information about 
an applicant is often emphasized more than favorable information.

•	 Halo effect. The halo effect occurs when an interviewer allows a positive 
characteristic, such as agreeableness, to overshadow other evidence. The phrase 
devil’s horns describes the reverse of the halo effect; this occurs when a negative 
characteristic, such as inappropriate dress, overshadows other traits.

•	 Biases and stereotyping. “Similarity” bias occurs when interviewers favor or 
select people whom they believe to be like themselves on the basis of a variety 
of personal factors. Interviewers should also avoid any personal tendencies to 
stereotype individuals because of demographic characteristics and differences.

•	 Cultural noise. Interviewers must learn to recognize and handle cultural noise, 
which results from social mores and cultural values and leads to responses that 
applicants believe are socially acceptable rather than factual.

Managers and others involved in the selection process frequently fall victim to 
their own unconscious biases. Without realizing it, many interviewers discount can-
didates whose religions or cultures differ from their own. To combat the problem 
of hidden biases, BAE Systems offers training to its employees. Since it trained its 
managers, the company has increased the number of women and minorities targeted 
for advancement. Helping people recognize and manage their biases is important 
for fair assessment of all candidates.46
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7-5 Background Investigations
Background checking is critical for a wide range of positions, including schoolteachers, 
janitors, bank tellers, and many others. Background information can be obtained from a 
variety of sources, including past job records, credit history, testing records, educational 
and certification records, drug tests, criminal history, sex offender lists, motor vehicle 
records, and military records. Advancements in technology and access to information 
online have made it simpler for employers of all sizes to conduct background checks.

Failure to check the backgrounds of people who are hired can lead to embar-
rassment and legal liability.47 Hiring workers who commit violent acts on the job 
is one example. For jobs in certain industries, such as those that provide services to 
children, services to vulnerable adults, security, in-home services, and financial ser-
vices, background checks are mandated in some states. Federal regulations mandate 
background checks for people with commercial drivers’ licenses who drive tractor-
trailer rigs and buses interstate.

7-5a Negligent Hiring and Retention
An employer’s liability hinges on how well it investigates an applicant’s background. 
Consequently, information provided on the application form should be investigated, 
verified, and documented.

Negligent hiring occurs when an employer fails to check an employee’s back-
ground and the employee later injures or harms someone while performing job du-
ties. There is a potential negligent hiring problem when an employer hires an unfit 
employee, a background check is insufficient, or an employer does not research po-
tential risk factors that would prevent a positive hire decision. Similarly, negligent 
 retention occurs when an employer becomes aware that an employee may be unfit 
for employment but continues to employ the person, and the person injures someone.

To reduce the probability of negligent hiring, companies verify applicant infor-
mation and conduct background screening. Many organizations use outside vendors 
that specialize in conducting background checks because these firms can provide such 
services much more efficiently and effectively. Before contracting with a background 
screening company, it is advisable to verify the agency’s reputation and licensure.48

Some employers use social media websites and the Internet to conduct back-
ground checks on employees. Many believe that websites provide extra insight into a 
job candidate’s individual characteristics regardless of the information that has been 
provided to the company through the application form or résumé. Employers also 
use online network sites such as Facebook to obtain a variety of personal informa-
tion about applicants. Anyone on the Internet can post damaging information about 
individuals, further complicating the process of performing fair and legitimate back-
ground checks if this information is utilized in job selection.

7-5b Legal Constraints on Background Investigations
Various federal and state laws protect the rights of individuals whose backgrounds 
may be investigated during pre-employment screening. One important step when 
conducting a background investigation is to obtain a signed release from the ap-
plicant authorizing the employer to conduct the investigation. Another requirement 
is making sure that background investigations are relevant to the jobs being per-
formed and a business necessity.49

LO6 Specify 
how legal concerns 
affect background 
investigations of 
applicants and use of 
medical examinations in 
the selection process.

negligent hiring
Occurs when an employer 
fails to check an 
employee’s background 
and the employee injures 
someone on the job

negligent retention
Occurs when an employer 
becomes aware that an 
employee may be unfit 
for work but continues 
to employ the person, 
and the person injures 
someone

ethicS
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Credit History and Criminal Background Checks Many employers check 
applicants’ credit histories. The logic is that poor credit histories may signal, either 
correctly or incorrectly, a certain level of responsibility. Firms that check applicants’ 
credit records must comply with the federal Fair Credit Reporting Act, which requires:

•	 Disclosing that a credit check is being conducted
•	 Obtaining written consent from the person being checked
•	 Furnishing the applicant with a copy of the report

Some state laws also prohibit employers from obtaining certain credit informa-
tion. Credit history should be checked on applicants for jobs in which use of, access 
to, or management of money is an essential job function. For example, financial 
 institutions have a vested interest in checking the credit histories of employees who 
handle money, and retailers might conduct credit checks on cashiers and managerial 
staff who also deal directly with money. Credit scores may be acceptable predic-
tors of job performance but are not valid for assessing the potential for workplace 
deviance. Mismanaged credit checks might violate the Fair Credit Reporting Act 
and prompt complaints to the EEOC. Companies should use these assessments only 
when needed, such as hiring for a job that involves financial responsibility.50

Employers conduct criminal background checks to prevent negligent hiring  
lawsuits. However, they must make sure that these checks are performed consistently 
and fairly across different employees applying for similar types of positions. Law-
makers have taken an interest in the examination of an applicant’s criminal history 
because it often results in disparate impact. The following “HR Competencies &  
Applications: Ban-the-Box Legislation Proposed” feature explains legislative restric-
tions on employers’ ability to use applicants’ criminal history in selection decisions.

7-5c Medical Examinations and Inquiries
Medical information about applicants may be used to determine their physical and 
mental abilities to perform jobs. Physical standards for jobs should be realistic,  
justifiable, and linked to essential job requirements.

ADA and Medical inquiries The Americans with Disabilities Act (ADA) pro-
hibits the use of pre-employment medical exams, except for drug tests, until a job 
has been conditionally offered. Also, the ADA prohibits a company from rejecting 
an individual because of a disability and from asking job applicants any question 
related to current or past medical history until a conditional job offer has been 
made. Even though workers with disabilities can competently perform many jobs, 
they may sometimes be rejected because of their physical or mental limitations.52 
Once a conditional offer of employment has been made, some organizations ask the 
applicant to complete a pre-employment health checklist, or the employer pays for 
a physical examination of the applicant. It should be made clear that the applicant 
who has been offered the job is not really hired until the physical inquiry is success-
fully completed.

Drug Testing Drug testing, a widely-used selection tool, may be conducted as part 
of a medical exam, or it may be done separately. If drug tests are used, employ-
ers should remember that the accuracy of tests varies according to the type of test 
used, the drug tested, and the quality of the laboratory where the test samples are 
sent. Because of the potential impact of prescription drugs on test results, appli-
cants should complete a detailed questionnaire on this matter before the testing. 
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Safety-sensitive jobs may require a more stringent screening process than jobs with 
limited safety concerns.53

If an individual tests positive for drug use, an independent medical laboratory 
should administer a second—more detailed—analysis. Whether urine, blood, saliva, 
or hair samples are used, the process of obtaining, labeling, and transferring the 
samples to the testing lab should be outlined clearly, and definite policies and proce-
dures should be established and followed.

Ban-the-Box Legislation Proposed

Checking one small box on an employment 
application might mean an applicant is elimi-
nated from consideration regardless of skills or 
qualifications. That small box is the question on 
most applications that asks about criminal con-
victions. Most HR professionals indicate that a 
nonviolent felony conviction would be heavily 
weighted in a decision regarding an applicant, 
and a violent felony would be even more diffi-
cult to overcome in the hiring process.

Individuals with a criminal past face high 
hurdles to find gainful employment after 
serving their time in prison. However, being 
employed is one of the things that can help 
prevent former convicts from returning to a 
life of crime. Companies find themselves in 
a no-win situation trying to navigate between 
two conflicting obligations—(1) to provide a 
safe work environment and (2) to provide equal 
opportunity for all qualified applicants. Dollar 
General and BMW are two employers who 
found themselves at odds with the EEOC over 
their blanket disqualification policies.

Since a higher percentage of black and 
Hispanic men and women are imprisoned 
sometime during their lives than are white 
individuals, the EEOC took action to improve 
chances for former convicts. The agency issued 
guidelines that essentially prohibit companies 
from a blanket policy of disqualifying candidates 
with a criminal history, that is, they “banned 
the box.” Instead, any screening policy must 

link the specific criminal conduct with the 
risks associated with a specific position in 
the company. Employers need to consider:

•	 Nature or gravity of the offense
•	 Time elapsed since the conviction and/or 

release from prison
•	 Nature of the job being sought

Ban-the-box laws have now been enacted 
in 11 states and many cities around the country. 
State and federal laws frequently conflict on this 
issue, and the EEOC has not helped employers 
reconcile differences between the two. In 
many cases, federal regulations are more strict 
than any imposed by states. HR professionals 
should consult with their legal counsel to 
ensure that any consideration of criminal 
background meets all requirements across 
states and federal jurisdictions.51 Changing the 
use of criminal background checks presents 
some challenges to an organization’s practices. 
Discuss these questions that relate to such 
screening:

1. What are the potential consequences 
(both positive and negative) of limiting the 
impact of criminal history on employment 
decisions?

2. For what types of jobs would you 
recommend companies utilize criminal 
background checks? For what types of 
jobs would they be unnecessary?
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Key competencies: Ethical Practice; HR Expertise: Workplace/Employment Law Regulations
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7-5d Previous Employment Checks and Personal 
References

Work-related references from previous employers and supervisors can provide a valu-
able snapshot of a candidate’s background and characteristics. Previous employment 
checks protect the company from negligent hiring claims, provide an overview of job 
candidates’ past performance and honesty, and verify work credentials. Figure 7-12 
outlines some of the important reasons for contacting applicant references.54

Personal references provided by job candidates are often of limited predictive 
value because individuals knowingly pick references who will speak highly of them. 
Previous supervisors and employers can often provide more useful information that 
can be utilized to more effectively evaluate job candidates. Good questions to ask 
previous supervisors or employers include the following:

•	 What were the dates of employment?
•	 What was the position held?
•	 What were the job duties?
•	 What strengths and weaknesses did you observe?
•	 Why did the individual leave employment?
•	 Would you rehire?

There are many ways to conduct employment checks, and one of the most com-
mon methods involves obtaining information via telephone. Managers should con-
sider using an approach that attempts to verify the factual information given by the 
applicant. Some organizations send pre-printed reference forms to individuals who 
are giving references for applicants. These forms often include a release statement 
signed by the applicant so that those providing references can see they have been 
released from liability on the information they furnish.

7-5e Additional Selection Criteria
In the quest to find the best person for the job, hiring authorities sometimes consider 
additional indicators such as previous job tenure, time gaps between jobs, and edu-
cational credentials. Using this information should follow the basic guidelines of job-
relatedness, business necessity, and P/E fit.

Previous job tenure is a measure of how long the applicant has stayed on jobs 
held in the past. For jobs requiring very little training, short tenure may not be as big 
a concern as for jobs that require substantial training. Employers that must invest a 

previous job tenure
A measure of how long 
the applicant has stayed 
on jobs held in the past

Figure 7-12 Why Conduct Previous Employment Checks

Assess applicant
character

Enhance
workplace safety

Comply with
federal and state

regulations

Prevent
negligent hiring

Evaluate past
work performance

Verify applicant
credentials
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great deal of time training new hires to master job duties may be legitimately inter-
ested in assessing applicants’ service tenure.

Criticism of job hoppers has decreased in recent years, and many hiring managers 
now expect that workers will leave the organization in a few years. In fact, a survey 
of HR managers showed that to be considered a job hopper, an applicant would have 
to change jobs six times in a 10-year period. Recent studies have shown that the aver-
age worker stays on the job for about five years.55 So, it’s helpful to be realistic about 
what to expect from newly hired employees.

Long-Term unemployed Some hiring managers view long gaps between jobs 
as a red flag on an applicant’s profile. Time gaps between jobs may be caused by a 
number of factors, many of which are not related to the applicant’s suitability for 
employment. Individuals who have been laid off in economic downturns may face 
bias or discrimination, which makes it more difficult to find a new job. Since skills 
may erode during periods of unemployment, some companies hesitate to give these 
individuals an opportunity.

To combat this problem, the federal government enlisted support from over 300 
business leaders, who pledged to adopt the following best practices when assessing 
long-term unemployed applicants:

1. Ensure that job advertisements do not discourage or discriminate against 
unemployed people.

2. Review screening procedures to ensure that unemployment status is not given 
inappropriate weight in hiring decisions.

3. Proactively reach out to agencies and other groups that work with long-term 
unemployed candidates.

4. Share best practices within the employer community.56

educational Credentials Hiring managers frequently use attainment of a college  
degree to assess applicant commitment and intelligence. However, there is some 
question as to the validity of this credential, as a recent study has shown that merely 
possessing a college degree does not predict subsequent job performance. In any 
case, a college degree may indicate that an applicant has mastered specific subject 
matter that is critical to job duties.57

Some companies, like Boston Consulting Group, have recently begun to require 
applicants to report their scores on the SAT college entrance exam as a selection 
criterion. The SAT score is easy for hiring managers to understand as an indicator 
of cognitive ability. Because this request is becoming more common, some college 
students and recent graduates are including their score on their résumé. However, 
some hiring managers dismiss the SAT as a useful predictor and might actually be 
annoyed when candidates voluntarily provide it.58

Hiring managers are also less impressed with the prestige or pedigree of an ap-
plicant’s college alma mater than they are with knowledge and skills related to the 
job field. Industry experience and expertise outweigh the name of the college on a 
candidate’s degree.59

7-5f Making the Job Offer
The final step of the selection process involves extending an offer. Offers are made 
to job candidates whose skill and attribute profiles demonstrate that they will be a 
good fit for the job. A threshold selection approach that evaluates job candidates 
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across different tests and evaluative procedures on the basis of clear benchmarks 
can be an effective tool for identifying top individuals for job offers.60

Job offers are often given over the telephone. Many companies then formal-
ize the offer in a letter that is sent to the applicant. Some believe that the offer 
document should be reviewed by the employer’s legal counsel and that the terms 
and conditions of employment should be clearly identified. Care should be taken 
to avoid vague, general statements and promises about bonuses, work schedules, 
or other matters that might change later. These documents should also allow the 
selected candidate to sign an acceptance of the offer and return it to the employer, 
where it becomes part of the candidate’s personnel file. Figure 7-13 details informa-
tion that should be included in an employment offer letter.

7-6 Global Staffing
Staffing global assignments involves making selection decisions that impact (or take 
place in) other countries. Cost is a major consideration when staffing global assign-
ments, because establishing a business professional in another country can run as 
high as $1 million for a three-year job assignment. Further, if a business professional 
quits an international assignment prematurely or wants to transfer home, associated 
costs can be even greater. Failure rates for global assignments can run as high as 
50% of those sent overseas.

7-6a Types of Global Employees
Global organizations can be staffed in many ways, including with expatriates, host-
country nationals, and third-country nationals. Each staffing option presents some 
unique HR management challenges. Tax laws, employment regulations, and local 
customs all impact hiring in the international market. HR professionals need to be 
knowledgeable about the laws and customs of each country represented in their 
workforce. Experienced expatriates can provide a pool of talent that can be used as 
the firm expands operations into other countries.

7-6b Selection Process for Global Assignments
The fit between the individual and job characteristics is particularly important 
when dealing with overseas assignments because employees must have the proper 

LO7 Describe the 
major issues to be 
considered when 
selecting candidates 
for global assignments.

gloBal

Job Details

Title 

Overview of  job duties 

Key responsibilities 

Reporting relationships 

Full- or part-time status 

Pay grade or level 

FLSA-exempt status 

Incentive pay details 

Pay period and pay dates

Pay-Related Items Employee Benefits

Health insurance 

Retirement or pension
plan

Paid time off

Eligibility dates for all
plans

Employee costs

Start date

Days and hours of work

Work location

Employment-at-will
statement 

Working Conditions

Figure 7-13 Elements of an Employment Offer Letter
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personalities, skills, and interpersonal abilities to be effective in the international en-
vironment.61 The selection process for an international assignment should provide a 
realistic picture of the life, work, and culture to which the employee may be sent. In 
addition, assessing the candidates’ ability to adjust to a new culture, environment, 
and job assignment are important to achieve good P/E fit for expatriate assign-
ments.62 HR managers start by preparing a comprehensive description of the job to 
be done such as typical responsibilities and work duties. Figure 7-14 shows many 
key competencies for successful global employees, which include the following:

•	 Cultural adjustment: Individuals who accept foreign job assignments need to 
be able to successfully adjust to cultural differences.

•	 Organizational requirements: Many global employers find that knowledge of 
the organization and how it operates is important.

•	 Personal characteristics: The experiences of many global firms demonstrate 
that the best employees in the home country may not be the best employ-
ees in a global assignment, primarily because of individuals’ personal 
characteristics.

•	 Communication skills: Expatriate employees should be able to communicate in 
the host-country language, both verbally and in writing.

•	 Personal and family concerns: The preferences and attitudes of spouses and 
other family members can influence the success of expatriate assignments.

There are many issues that organizations face when making global selection 
decisions. A growing issue for U.S. firms that hire individuals to fill jobs in other 
countries is adequate background checks.63 Global companies want to ensure that 
their employees have acceptable work histories and personal characteristics. To sat-
isfy this demand, many firms have begun to specialize in pre-employment screening 
of global employees. Some countries have government-controlled employment pro-
cesses that require foreign employers to obtain government approval before hiring 

Cultural
Adjustment

Cultural
awareness

Cultural
adaptability

Diversity
acceptance

Global
experiences

Personal
Characteristics

Emotional
stability

Ambiguity
tolerance

Flexibility

Risk-taking

Communication
Skills 

Language
capabilities 

Nonverbal
awareness

Coaching and
listening skills

Conflict
resolution

abilities

Personal/Family
Concerns

Personal life
demands

Family
considerations 

Financial/
economic
concerns

Career
development

Organizational
Requirements

Organizational
knowledge

Technical
abilities

Job-related
skills

Figure 7-14 Selection Factors for Global Employees
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local employees. Many countries, such as the United States and Australia, require 
foreign workers to obtain work permits or visas.

For U.S.-based firms, the assignment of women and members of racial/ethnic 
minorities to international posts involves complying with U.S. EEOC regulations 
and laws. Also, most U.S. EEOC regulations and laws apply to foreign-owned firms 
operating in the United States.

SUMMARy  
•	 Selection is the process that matches individuals 

and their qualifications to jobs in an organization.
•	 Placement of people should consider person/

job fit, person/group fit, and person/
organization fit.

•	 Mismatches in fit can occur because of skills, 
geography, poor interpersonal skills, earning 
expectations, and work-family issues.

•	 Predictors linked to criteria are used to identify 
applicants who are most likely to perform jobs 
successfully.

•	 To comply with various legal requirements, 
selection decisions must be based on job-related 
criteria.

•	 To produce fair, legal selection decisions, 
predictors must be reliable and valid.

•	 The selection process—from applicant interest 
through pre-employment screening, application, 
testing, interviewing, and investigating 
backgrounds—must be handled by trained, 
knowledgeable individuals.

•	 Federal guidelines define the term test very 
broadly to include all forms of collecting 
information on job applicants.

•	 Application forms must meet EEO guidelines 
and ask only for job-related information.

•	 Selection tests include ability tests, assessment 
centers, personality tests, emotional intelligence 
tests, and honesty/integrity tests. Some are 
controversial.

•	 Structured interviews, including behavioral 
and situational types, are more effective and 
face fewer EEO compliance concerns than do 
unstructured and nondirective interviews.

•	 Interviews can be conducted individually, 
by multiple individuals, or using technology. 
Regardless of the method, effective job-related 
questioning techniques should be used.

•	 A candidate’s background can be investigated in 
a variety of areas. Employers must take care to 
avoid potential legal concerns such as negligent 
hiring and negligent retention both when 
requesting and giving reference information.

•	 Checking credit history should be done only for 
jobs that involve handling money or finances.

•	 Global organizations can be staffed by 
individuals who are expatriates, host-country 
nationals, or third-country nationals.

•	 Selection factors for global employees include 
cultural adjustment, personal characteristics, 
communication skills, personal and family 
concerns, and organizational requirements.

CRITICAL THINkING CHALLENGES  
1. You are the HR manager for a commercial 

airline. You have been assigned to develop a 
realistic job preview for flight attendants. Your 
objective is to give a balanced picture of the job 
so that applicants will better understand what 
they will be asked to do. Job duties, schedules, 
and other facets of the job should all be well 
understood early in the recruiting process to 
avoid poor P/E fit later on.

A. How would you gather information about 
the job context and environment? Explain 
what sources you would use and why.

B. How could you use technology to show the 
positive and negative aspects of the job?

2. Develop a work sample test to screen applicants 
for a college professor’s job.

3. Develop a slate of six to eight behavioral 
interview questions to use for hiring a server 
for a restaurant. Review the job description on 
http://www.onetonline.org/ to identify essential 
job functions and qualifications.

4. You are preparing to train managers to 
recognize and overcome their inherent biases. 
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To prepare for this session, take the online 
Implicit Association Test to determine if you 
have any unconscious biases. You can find the 
test at: https://implicit.harvard.edu/implicit/.

5. How would you conduct a complete 
background investigation on applicants for 
the job of school bus driver to minimize 
concerns about negligent hiring?

CASE It’s All in the Family

What company wouldn’t want a “leg up” in obtain-
ing contracts for lucrative new business? Seeking to 
gain an advantage in the competitive world of invest-
ment banking led J.P. Morgan Chase & Company  
officials to seek out and hire the children of prominent 
Chinese officials. The individuals hired may have had 
the knowledge or skills needed to fulfill the jobs for 
which they were hired. But their most valuable quali-
fication was something in their genes—being related 
to an influential member of the political or business 
elite in China. Having a connection to someone with 
decision-making authority to grant business oppor-
tunities to J.P. Morgan might have been the distinct 
factor that resulted in them getting the job.

The purposeful targeting of well-connected sons 
and daughters with the express purpose of driv-
ing business contracts might be considered bribery  
under federal law. The U.S. Justice Department has 
launched an investigation to determine if these hir-
ing decisions violate the Foreign Corrupt Practices 
Act. In fact, the chief executive of J.P. Morgan’s 
China operations voluntarily resigned. J.P. Morgan 
isn’t alone in using such a practice. Citigroup, Gold-
man Sachs, Morgan Stanley, UBS, and others are 
also said to have done so.

Company executives at J.P. Morgan were aware 
of the program as well as broad anticorruption mea-
sures several years before the Securities and Exchange 
Commission began its investigation. Claiming that 
this preferential hiring is “the norm of business” in 
China, J.P. Morgan’s top leaders believe they acted 
according to accepted standards. J.P. Morgan’s busi-
ness acquisition in China did indeed improve after it 
launched the selective hiring program.

The bank developed a spreadsheet detailing  
potential recruits along with their “valued” 

connections or business-enhancing prospects. They 
also created a special internship to accommodate 
some applicants who were screened less stringently 
than other job applicants. So, the candidates were 
given particular attention and a smooth path to 
employment. Government officials aren’t stating 
that the employees are not qualified. They are more 
interested in the reason each was selected from the 
applicant pool. A finding that any of the banks in-
volved intentionally hired the sons and daughters 
to win business might result in bribery charges.

The banks are scrutinizing their hiring practices 
as they respond to the government investigators’ 
inquiries. This practice highlights differences in cul-
tures, norms, and laws among nations. What might 
be considered an expected and completely accept-
able practice in China might be deemed illegal—or 
at the very least, unethical—in the United States.64

QueStionS

1. Explain why it is or is not a good practice to 
consider the connections a job applicant might 
have that could enhance an employer’s business 
portfolio.

2. Discuss whether targeting the children of well-
connected political or business leaders is ethical.

3. Imagine that you are the Chief HR Officer for 
a company considering doing business in China. 
You have been informed that many of your com-
petitors have implemented programs to hire the 
sons and daughters of influential Chinese lead-
ers. What advice do you give to your executive 
leadership team? Whose interests would be most 
important in your policy decision?
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SUPPLEMENTAL CASES  

using data to enhance hiring decisions

This case demonstrates the power of using data and 
statistical analysis to recruit high-quality workers 
who will perform well and stay with the company 
for a long time. (For the case, go to www.cengage 
.com/management/mathis.)

Full disclosure on Sex offenders?

This case investigates how Megan’s Law, which 
specifies that all states must register all convicted 
sex offenders so that residents are aware of their 
presence in a neighborhood, generates implications 
about the use of criminal registries in hiring and 
employee management. (For the case, go to www 
.cengage.com/management/mathis.)

Strategic Selection: a review of  
two companies

This case shows how Hallmark and United Health 
Group use selection as part of their strategic approach to 
HR. (For the case, go to www.cengage.com/management/
mathis.)

Selecting a programmer

This case demonstrates how using a test after a pool 
of candidates has already been interviewed can pres-
ent some difficulties. (For the case, go to www.cengage 
.com/management/mathis.)
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WHAt’S tRending in 
tRAining

Ensuring that workers are capable of fulfilling job responsibilities and con-
tributing to the organization’s success is a major focus of training initiatives. 
The ever-changing business environment creates some exciting challenges 
regarding how companies maintain and upgrade workers’ knowledge and 
skills. Current aspects of the business environment impact training in the 
following ways.

1. The explosion in technology has led to dramatic changes in how companies 
deliver training. The process of learning “on the go” in brief, accessible 
modules is starting to replace more traditional methods.

2. Viewing training as an investment rather than a cost changes what 
leaders and executives expect from training programs. The introduction 
of data analytics offers trainers the opportunity to prove the value of 
training with solid data and metrics.

3. Ongoing skill gaps are being identified between what is needed to perform 
today’s jobs and the lack of qualified people to fill them. Nearly half of the 
executives of U.S. firms cite skill gaps as a major source of concern for 
their organization.

4. Tracking and recognizing employees’ learning achievements highlights 
the importance of skill and knowledge acquisition to both employers and 
employees. Companies are finding ways to reward employees with virtual 
badges and other forms of recognition for completing training programs.1

Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Define training 
and discuss why a 
strategic approach is 
important.

LO2 Explain the major 
categories of 
training and describe 
instructional systems 
design.

LO3 Identify three types 
of analyses used to 
determine training 
needs.

LO4 Specify how to design 
a training program for 
adult learners.

LO5 Explain different 
means of internal 
and external training 
delivery.

LO6 Provide an example 
for each of the four 
levels of training 
evaluation.

Training Human 
Resources8
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HR comPetencieS & APPlicAtionSWakeMed health system in North Carolina is a shining 

example of how training can deliver mission-critical 

skills and positively impact the bottom line. The 

organization’s four education departments provide over 160,000 

hours of training annually, which represents an investment 

of over $2 million. This commitment starts with the board 

of directors, who specify learning needs during the annual 

strategic planning process.

A critical business issue facing many health care providers 

has been the transition from paper to electronic patient records. 

At WakeMed, this involves over 230,000 patients in the emergency 

department, 7,700 babies delivered, and over 327,000 patients 

treated by specialty care physicians. This obviously creates an 

immense volume of records. To successfully transfer all the records 

required training for both clinical and nonclinical staff. The solution 

was to utilize multiple methods—including online modules, 

instructor-led classes, self-paced learning, and computer-based 

training—that were delivered 24/7 to accommodate workers’ 

schedules. The system will go live in the near future, but WakeMed 

is confident that up-front training will ease the transition.

In further pursuit of continuous improvement, WakeMed 

tackled a key patient care need—transporting critically ill heart 

 patients from rural areas to city-based emergency  

centers. The training team created a simulation-

based learning program that uses a patient simu-

lator named Sam. Sam weighs 160 pounds and 

costs $75,000. He is capable of breathing, blink-

ing, and dying, and he can be given a wide variety 

of treatments. During the simulation, the care 

team assesses Sam’s condition based on over 

1,000 data points. They order helicopter transport 

since it reduces the two-hour ambulance trip to a 

half hour. En route to the hospital, the simulator 
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provides scenarios to which the care team must respond in order to stabilize and  

save Sam. During a post-simulation debrief, the care team identifies areas where 

 additional education and training were needed to keep Sam alive.

WakeMed’s training initiatives have helped the health care system decrease 

 patient mortality rates, prevent delays in care, and improve efficiency. They also 

 address a business goal of increasing the number of cardiac patients who come to 

WakeMed for treatment. Now that’s the way to show that training pays off.2

Businesses rely on capable, energized workers to survive because the environment in 
which they must compete changes. Talent development efforts are critical activities 
focused on building employee competence and commitment. If employees stagnate, 
their skills become obsolete, and companies can lose their competitive edge. Taking 
both a short- and long-term approach, talent development programs help employees 
succeed in their present jobs and prepare for growth opportunities in the future. In 
this chapter, we focus on training, the short-term focus. In Chapter 9, we take the 
long-term view and address development programs. Chapter 10 discusses the  critical 
role of performance management. These three elements of talent  development work 
together to provide the competencies needed for individual and organization success.

Training is the process whereby people acquire capabilities to perform jobs. 
Training provides employees with specific, identifiable knowledge and skills for 
use in their present jobs. Organizational training may include “hard” skills, such as 
teaching sales representatives how to use intranet resources, showing a branch man-
ager how to review an income statement, or helping a machinist apprentice learn 
how to set up a drill press. “Soft” skills are critical in many instances and can be 
taught as well. These skills include communicating, mentoring, managing a meeting, 
and working as part of a team.

Companies use a wide range of delivery methods to build workers’ skills. As 
with many human resource programs, there is rarely one best way to deliver train-
ing. Hands-on approaches along with technology-based solutions can work effec-
tively based on the content to be learned, the learner’s current skill level, budget 
considerations, and many other factors. Each organization tries to obtain the great-
est value for its training investment. This has led to many innovations and changes 
in the training arena. Training and development is a specialty field within the human 
resource discipline. There is a specific professional association, the Association for 
Talent Development, devoted to the practice of developing employees. The organiza-
tion recently changed its name from the American Society for Training and Develop-
ment to reflect the broader scope of activities within the field of talent development.3

8-1 Organizational Strategy and Training
Training represents a significant expenditure for most employers. However, it has 
historically been viewed tactically rather than strategically, which means that train-
ing is seen as a short-term activity rather than one that has longer-term effects on 

training
Process whereby people 
acquire capabilities to 
perform jobs

LO1 Define training 
and discuss why a 
strategic approach is 
important.
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organizational success. There was some shift in the perceptions of training’s value 
during the last recession. For example, some companies continued to provide train-
ing that was necessary for long-term strategic goals rather than simply eliminating 
all training commitments.

8-1a Strategic Training
Training can indeed help an organization accomplish its goals. For example, if in-
creasing sales revenue is a critical part of the company’s strategy, appropriate train-
ing would identify what is causing lower sales and recommend a solution. For 
maximum impact, HR and training professionals should get involved with the busi-
ness and partner with operating managers to help solve their problems. Addressing 
strategic issues and helping the company develop business-critical skills, competen-
cies, and processes will add value in a way that simply training to “run the business 
as usual” cannot.4 Additionally, treating training strategically can help reduce the 
tendency of managers to think that training alone can solve most employee or orga-
nizational problems. With a strategic focus, the organization is more likely to assess 
whether training can actually address these issues and what else might be done. 
Training alone cannot fix all organizational problems.

A strategic decision by Walt Disney Company exemplifies how to use train-
ing strategically. Recognizing that animation artists were exceptionally difficult to 
find, Disney managers created the Character Animation Program World. Aspiring 
animators could study under the guidance of retired animation experts. Thus, the 
program created the sustainability Disney needed to continue producing the anima-
tion feature films that made it famous.5 Only a long-term outlook on training leads 
managers to such solutions.

However, not all training is effective. Only one-quarter of respondents to a 
McKinsey survey said their training programs measurably improved business per-
formance, and most companies don’t measure training effectiveness. Most simply 
ask whether participants liked the training or not.6 To be a strategic investment, 
training must align with company goals and contribute to the achievement of key 
performance indicators. In other words, it must produce positive results.

8-1b Investing in Training
Investment in employee training is significant. Recent research shows that work-
ers receive an average of 31.5 hours per year in training, an investment valued at 
$1,208 per employee. Training costs typically make up about 2% of the cost of 
payroll. Figure 8-1 shows that companies are investing more now than in years past. 
Surprisingly, companies with fewer than 500 employees invest more per employee 
than larger companies do. This is likely because the significant fixed costs of devel-
oping training programs are spread across fewer employees.7

Training investments vary by industry, as well as by company size. Highly regu-
lated industries like finance, insurance, banking, real estate, and health care all tend 
to invest more in training than manufacturing companies. This is also reflected in 
the content areas for training investments. Mandatory and compliance training is 
the number one content domain companies provide.8

Companies invest in training with the expectation that results will  improve. 
Training focused on individual performance and capability should lead to 
 enhanced skills, greater ability to adapt and innovate, better self-management, 
and performance improvement. Organization-wide improvements should be 
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seen in lower employee turnover, improvements in effectiveness and productivity, 
more  profitability and  reduced costs, improved quality and customer service, and 
 increased human capital.9

8-1c Organizational Competitiveness and Training
AT&T, General Mills, Accenture, McDonald’s, IBM, and Procter & Gamble all 
 emphasize the importance of training employees and managers. These companies 
and others recognize that training efforts can be integral to business success because 
it is similar to the continuous improvement process utilized in some manufacturing 
firms. The assumption is that training allows an organization to improve over time 
by increasing employees’ knowledge and skills.

The nature of technological innovation and change is such that if employees are 
not continually trained, they may fall behind, and the company could become less 
competitive. Without ongoing training, organizations may not have staff members 
with the knowledge, skills, and abilities (KSAs) needed to compete effectively.10

Training can also affect organizational competitiveness by boosting retention of 
employees. One reason many individuals choose to stay with or leave organizations 
is the availability of career training and development opportunities. Employers who 
invest in training and developing their employees may enhance employee retention.11 
Figure 8-2 shows how training may help accomplish certain organizational strategies.

Knowledge Management For much of history, competitive advantage among 
organizations was measured in terms of physical capital. However, as the informa-
tion age has evolved, knowledge and information have become the raw material that 
many organizations make and sell through their workers. Knowledge  management 
is the way an organization identifies and leverages knowledge to be competitive.12 It 
is the art of creating value by using intellectual capital, which is what the organiza-
tion (or, more exactly, the people in the organization) knows. Knowledge manage-
ment is a conscious effort to capture the explicit and tacit knowledge of the workers 
in the organization so that it can be shared and enhanced. Gathering, storing, and 

Knowledge 
management
The way an organization 
identifies and  leverages 
knowledge to be 
competitive

Figure 8-1 Annual Training Expenditure per Employee, 2006–2013
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Source: Adapted from Association for Talent Development (ASTD), 2014 State of the Industry Report.
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using the collective knowledge of employees is especially important in global com-
panies. Sharing the nuances of intercultural business practices can save money and 
improve customer relationships.13

integration of Performance with Training Job performance, training, and 
employee learning must be integrated to be effective. Organizations find that train-
ing experiences that use real business problems to advance employee learning are 
better than approaches that do not. Rather than separating the training experience 
from the context of actual job performance, trainers can incorporate everyday busi-
ness issues as learning examples, thus increasing the realism of training exercises 
and scenarios. For example, as part of management training at General Electric, 
managers are given actual business problems to solve, and they must present their 
solutions to business leaders. Using real situations for practice is yet another way of 
merging the lines between training, learning, and job performance.

Sales Training Organizational competitiveness in many industries hinges on the 
success of the sales function. Innovative products or services do not magically find 
customers—they require well-trained professional salespeople to inform the appro-
priate audience. A key element in sales force success is often the training opportuni-
ties available. While over $5 billion is spent each year on sales training, the average 
learner retains only 20% of the content one month after training.14

Organizations frequently conduct their primary sales training efforts as large 
annual or biannual events. This is an expensive method of training because of travel 
costs, instruction costs, and reduced sales hours during training. Salespeople are of-
ten social beings, and an event that provides for sharing experiences with peers is 
usually well received. However, a mix of other approaches can cut costs and can 
also be effective. Mobile technologies, simulations, podcasts, e-learning, self-paced 
learning, and virtual coaching can all be used to leverage sales training. Using such 

Figure 8-2 Linking Strategies and Training

Training Activities

Performance consulting,
design training

Intercultural competence,
language training

New product training,
production practice, sales
simulations

Onboarding, corporate
culture training

Necessary Outcomes
to Implement Strategies

Identify key sales elements
and train sales force

Assign key people and
provide necessary
global training

Train production and
sales on new products

Assimilate employees
from new company, and
provide orientation and
training

Organizational Strategies

Increase sales

Expand into overseas
market

Develop new
product line

Acquire competitor
company
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technologies presents some challenges to trainers who must develop them but offers 
flexibility and opportunity if done well.15 Salespeople need a mix of product train-
ing and interpersonal sales training to be successful.

8-1d Global Competitiveness and Training
For a global firm, the most brilliant strategies will not improve competitiveness un-
less the company has well-trained employees throughout the world to carry them 
out. A global look at training is important as firms establish and expand operations 
worldwide. For U.S. employers, the challenge has increased because of the decline in 
specialized skilled and technical workers. Considering the number of global employ-
ees with international assignments, training is part of global competitive success.16

global Assignment Training The orientation and training that expatriates and 
their families receive before departure significantly affect the success of an overseas 
assignment. When these programs are offered, most expatriates participate in them, 
which usually positively affects cross-cultural adjustment. Also, training helps ex-
patriates and their families adjust to and deal with their counterparts in the host 
country. A recent survey showed that when companies provide generous expatriate 
training, those who participate adjust more easily and perform better when placed 
on assignment in the workplace.17

A related issue is the promotion and transfer of foreign citizens to positions in the 
United States. For example, many Japanese firms operating in the United States con-
duct training programs to prepare Japanese employees and their families for the food, 
customs, labor and HR practices, and other facets of working and living in the United 
States. Companies around the globe are recognizing the importance of preparing 
workers for overseas assignments and are offering training to smooth the transition.

intercultural Competence Training Global employers are providing intercul-
tural competence training for employees sent abroad and those who manage work-
ers in multiple countries. Intercultural competence incorporates a wide range of 
human social skills and personality characteristics. As noted in Figure 8-3, three 

globAl

Figure 8-3 Intercultural Competence Training

Possible TrainingComponent

Culture-speci�c training (traditions, history, cultural customs, etc.)
Language course

Cognitive

Uneasiness: Social skills training focusing on new, unclear, and
intercultural situations
Prejudices: Coaching may be clarifying
Sensitivity: Communication skills course (active listening,
verbal/nonverbal cues, empathy)

Emotional

Culture Assimilator method
International projects
Social skills training focusing on intercultural situations

Behavioral

Source: Developed by Andrea Graf, PhD, and Robert L. Mathis, PhD, SPHR.
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components of intercultural competence require attention when training expatriates 
for global assignments:

•	 Cognitive: What does the person know about other cultures?
•	 Emotional: How does the person view other cultures, and how sensitive is the 

person to cultural customs and issues?
•	 Behavioral: How does the person act in intercultural situations?

Of particular importance is providing training to managers who oversee work-
ers in several countries. Training includes educating managers to recognize how the 
various laws, customs, and practices in each nation impact manager– employee rela-
tionships. There are a number of assessments that help managers obtain a personal 
profile of their approach to other cultures. The following “HR  Competencies &  
Applications: Assessing Cultural Competence” feature explains several ways 
that companies measure the level of skills managers have when managing across 
cultures.

The complexities of multinational operations mean that companies large 
and small are likely to be dealing with workers, customers, and suppliers from 
d ifferent cultures. Building the capacity for all employees to work smoothly with 
diverse  individuals is frequently done through diversity training, which is discussed 
in Chapter 3.

8-2 Training and Human Resources
There are several driving forces behind training initiatives. For instance, some train-
ing is done to comply with legal mandates. Other training is not required by law but 
is necessary for efficient operation of an organization. A particular type of training, 
orientation and onboarding, is becoming more critical to get new employees inte-
grated into the organization and working productively as quickly as possible.

8-2a Legal Issues and Training
Some legal issues must be considered when designing and delivering training. One 
concern centers on the criteria and practices used to select individuals for inclusion 
in training programs. Since training can be an opportunity to advance in the organi-
zation, considering only job-related factors that do not result in disparate impact is 
important. Also, failure to accommodate individuals with disabilities in training can 
expose organizations to equal employment opportunity (EEO) lawsuits. Using psy-
chological assessments to identify soft skills like emotional intelligence falls under 
the Uniform Guidelines and must be validated.18

Another legal issue involves requiring employees to sign training contracts to 
protect the costs and time invested in specialized employee training. For instance, an 
employee of Wells Fargo recently filed suit when the company tried to recoup more 
than $50,000 in training costs after she resigned. She had not completed the five-
year program when she left. To encourage retention, it is common practice for large 
brokerage firms to include “clawback” provisions in their adviser training programs. 
In this case, the employee was earning less than the demanded amount, which she 
claims is a violation of wage laws. The case is being watched for its  impact on train-
ing contracts.19

LO2 Explain the 
major categories of 
training and describe 
instructional systems 
design.
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Assessing Cultural Competence

To help managers understand their present lev-
els of cultural competence, many organizations 
use assessment questionnaires. After a man-
ager completes the questionnaire, feedback is 
provided along with helpful resources and tips 
for improving areas that are weak. There are a 
 variety of instruments, each with its own frame-
work for elements of cultural competence. HR 
and training professionals can select the instru-
ment that most appropriately measures what 
is important to the organization. Here are brief 
descriptions of four instruments.

One useful tool is the Multicultural Personal-
ity Questionnaire, which measures individuals on 
intercultural sensitivity, intercultural communica-
tion, intercultural relationship building, conflict 
management, leadership, and tolerance of ambi-
guity. Employees can complete the survey and 
learn how well-suited they are for international 
assignments. They can then create an action plan 
to strengthen areas of weakness so that they are 
better able to handle work in a global setting.20

There are alternative assessments that 
measure cultural awareness and adjustment. 
The Internat ional  Prof i ler  measures 10 
competencies, including openness, flexibility, 
perceptiveness, and cultural knowledge. 
The Profiler is specifically designed as a 
development tool. With 10 competencies, it 
can become overwhelming to understand. 
Therefore, good coaching and interpretation are 
important for maximum benefit.

The Cultural Intelligence Scale looks at 
four factors: drive, knowledge, strategy, and 
action that relate to an individual’s ability to 
manage within diverse cultures. The questions 
measure “cultural intelligence,” or what the 
developers consider an individual’s ability to 

function effectively in various cultural situations. 
The Scale helps employees understand how 
well they would adjust to new situations and 
function in unfamiliar settings.

Last, the Cross-Cultural Kaleidoscope is an 
awareness-building tool that helps employees 
evaluate the internal and external factors that 
form their cultural understanding. The instrument 
measures the individual’s thoughts, feelings, 
and emotions related to cultural identity. This 
is followed with an assessment of the legal, 
political, economic, geographic, climate, and 
history factors related to the country where one 
lives. Reconciling one’s personal sense of culture 
and seeing how it is influenced by outside forces 
can help employees put culture into perspective.

Clear ly,  there are many techniques 
organizations can use to identify the cultural 
profile of managers and other employees. The 
costs of assigning an individual who is not 
culturally ready to deal with diverse employee 
groups are significant. Training and coaching 
are important add-ons after an employee has 
completed an assessment. Assessments 
are a starting point, not the end of cultural 
awareness.21 Consider the following questions 
about assessing cultural competence:

1. How would you recommend that 
 organization leaders select from among 
the various assessment choices? What 
criteria would you use to evaluate each 
instrument?

2. What steps would you take to get 
the maximum benefit from cultural 
assessments? Do you believe that there is 
more to it than administering the instrument 
and providing results to each respondent?
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Finally, the Department of Labor has ruled that nonexempt employees who 
are training outside normal working hours (e.g., at home by completing web-based 
classes) must be compensated for their time. This is particularly challenging if em-
ployees access online training courses during off-duty hours.

A number of industries mandate extensive and ongoing training for employ-
ees. For example, the health care industry must train employees in confidentiality 
practices in addition to changes brought about by the Affordable Care Act.22 The 
insurance and financial services industries also require employers to provide train-
ing specific to industry regulations.

Several federal laws either explicitly or implicitly require companies to train 
their employees. The Occupational Safety and Health Administration (OSHA) has 
extensive mandates for employee safety training. EEO laws strongly urge employers 
to provide training regarding harassment prevention, diversity, and inclusion. Super-
visory staff should receive training to ensure that their decisions and actions com-
ply with the complex array of employment laws. Accurate recordkeeping  related 
to required training is important to demonstrate that the company is meeting its 
obligations.

8-2b Training Categories
Training can be designed to meet many objectives and can be classified in vari-
ous ways. As Figure 8-4 shows, some common groupings of training include the 
following:

•	 Legally required training: Complies with various mandated legal requirements 
(e.g., OSHA and EEO) and is given to all employees upon hire along with 
 periodic refreshers

Legally Required

   Safety compliance
   Driving skills
   Nondiscrimination
   Harassment
   prevention
   Industry-speci�c
   requirements

Basic and Remedial
Skills

   English language
   Literacy
   Core mathematics

Job and Technical
Training

   Customer service
   Equipment
   operations
   Quality procedures
   IT and technical
   Product details

Soft Skills

   Interpersonal
   communication
   Ethics
   Team relationships
   Con�ict
   management
   Problem solving
   Coaching and
    feedback
   Diversity and
   inclusion

Figure 8-4 Types of Training

00709_ch8_ptg01_279-319.indd   289 12/10/15   3:09 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  3   Talent Development290

•	 Basic and remedial skills training: Provides foundation skills that new 
 employees may lack (e.g., literacy, English language proficiency)

•	 Job and technical training: Enables employees to perform their jobs  better 
(e.g., product knowledge, technical processes and procedures, customer 
relations)

•	 Soft skills training: Improves organizational working relationships (e.g., 
 interpersonal communication, conflict resolution) and the organization’s 
 culture (e.g., ethics)

Companies typically provide training in each of these categories. Training 
 dollars are allocated based on what each organization determines are its greatest 
needs. For companies with many low-skill, low-wage jobs, fluency in English and 
basic literacy may be primary needs.23 Basic job skills frequently are a high priority 
to ensure that employees are competent in critical thinking, listening, financial lit-
eracy, time management, and decision-making skills.24 Finally, the future workplace 
will demand greater proficiency with soft skills such as adaptability, innovation, 
creativity, and emotional intelligence. Companies seeking to remain competitive are 
now providing training in these vital skills.25

8-2c New Employee Orientation/Onboarding
Orienting new employees is essential to prepare them to perform on the job as 
quickly as possible. Also called onboarding, orientation is the most important and 
widely conducted type of regular training provided for new employees.

Orientation, which is the planned introduction of new employees to their jobs, 
coworkers, and the organization, is offered by most employers. It requires coop-
eration between the HR unit and operating managers and supervisors.26 In a small 
 organization without an HR department, the new employee’s supervisor or manager 
usually assumes most of the responsibility for orientation.27 In large organizations, 
managers and supervisors, as well as the HR department, often work as a team to 
orient new employees. Unfortunately, without good planning, new employee orien-
tation sessions can come across as boring, irrelevant, and a waste of time to both 
new employees and their department supervisors and managers. But well-designed 
and delivered orientation can be very effective.

Among the decisions to be made when planning for new employee orientation 
are what to present and when to present it. Too much information on the first day 
leads to perceptions of ineffective onboarding. Several shorter sessions over a longer 
period of time, bringing in information as it is needed, are more effective. Effective 
orientation achieves several key purposes:

•	 Establishes a favorable employee impression of the organization and the job
•	 Provides organization and job information
•	 Enhances interpersonal acceptance by coworkers and builds the new 

 employee’s network of resources
•	 Accelerates socialization and integration of the new employee into the organization
•	 Ensures that employee performance and productivity begin more quickly

Since employers and employees both benefit from a successful onboarding pro-
cess, it’s important to get it right. Figure 8-5 shows key principles related to creating 
an effective onboarding process.

orientation
Planned introduction of 
new employees to their 
jobs, coworkers, and the 
organization
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electronic Orientation resources One way to improve the efficiency of ori-
entation is to use electronic resources. Most employers have implemented some 
kind of electronic onboarding activities to improve their employee orientation 
 efforts.28  Employers can place general employee orientation information on com-
pany  intranets or corporate websites. New employees log on and review much of 
the general material on organizational history, structure, products and services, mis-
sion, and other background information, instead of sitting in a classroom where 
the information is delivered in person or by video. Questions and concerns can be 
addressed by HR staff and others after employees have reviewed the web-based 
information.

Other organizations may use electronic resources a bit differently. At one 
company, when candidates accept an offer, they get an email with a link to a 
password-protected website that welcomes them. From home, they fill out their 
I-9, W-2, and other forms on that website. Before reporting to work, they get daily 
emails explaining where to park, where to get uniforms, and where to drop off 
their dry cleaning. Assigning a desk, getting a computer and security clearance, 
and many other orientation tasks are all done before the first day on the job by 
electronic onboarding. Using the interactive features of digital onboarding can 
make the process more engaging and informative. It can also create excitement for 
new employees.

Figure 8-5 Elements of Effective Onboarding

Establish clear
goals

Know what
new hires want

Start before
”day one” on

the job

Provide
multiple

short sessions

Create
connections
and networks

Make it
enjoyable

Source: Adapted from Dan Steer, “Onboard with It All,” T+D, November 2013, pp. 26–29; Carmen Nobel, “First 
Minutes Are Critical in New-Employee Orientation,” HBS Working Knowledge, April 1, 2013, http://hbswk.hbs.edu/
item/7193.html.
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8-2d Orientation: Evaluation and Metrics
To determine the effectiveness of an orientation training program, evaluation using 
specific metrics is appropriate. Measurement should address the success of both the 
orientation program and the new hires themselves. Suggested metrics include the 
following:29

•	 Tenure turnover rate: What percentage of new hires left the organization in  
six months or less?

•	 New hires failure factor: What percentage of the total annual turnover was 
new hires?

•	 Employee upgrade rate: What percentage of new employees received a high 
performance rating?

•	 Development program participation rate: What percentage of new employees 
have moved on to training for or promotion to higher jobs?

Successfully integrating new hires is important, and measuring the degree of 
success allows the orientation program to be managed well. The way in which a 
firm plans, organizes, and structures its training affects the way employees experi-
ence the training, which in turn influences the effectiveness of the training. After 
good planning, effective training requires the use of a systematic training process. 
Using such a process reduces the likelihood that unplanned, uncoordinated, and 
haphazard training efforts will occur without wasting valuable resources.

8-3 Instructional Systems Design
The overall goal of training efforts is to change and/or improve employee behavior. 
Employees may participate in training because of a knowledge or skill gap, changes 
in company processes, or performance problems. In all cases, the hope is that  after 
completing the training, employees will perform their jobs better than they did 
 before the training. To ensure that training delivers the hoped-for behavior changes, 
it is critical to systematically create and deliver training.30

Effective training does not begin the minute trainees walk into the training cen-
ter and take their seats. Good training includes focused activities before, during, 
and after the actual training session. The better the upfront planning is, the better 
the actual training is likely to be. This planning helps the organization identify what 
is needed for employee performance before training begins so that there is better 
alignment between training and strategic needs. Then the follow-up after training 
brings the process full circle to determine how performance has been impacted.31

An orderly approach to training follows a purposeful process called instruc-
tional systems design. Instructional systems design (ISD) is a step-by-step process to 
ensure that the right learning materials are provided to the right people at the right 
time.32 A popular model called the ADDIE framework (see Figure 8-6) is often used 
to explain this process. The ADDIE model includes five key phases:33

•	 Assessment: The performance problem or issue is clarified, resource budgets 
are determined, and the learning environment and learner’s existing knowledge 
and skills are identified.

•	 Design: Macro-level phase where learning objectives and media selection are 
determined.

meASuRe

instructional systems 
design (iSd)
A step-by-step process 
to ensure that the right 
learning materials are 
provided to the right 
people at the right time
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•	 Development: Micro-level phase where content is solidified, instructional ma-
terials are created, and pilot tested.

•	 Implementation/Delivery: Training is delivered to target audience.
•	 Evaluation: Assessments and measures are taken to determine the effectiveness 

of the training.

Each of the important phases of the model is presented in the following sections. 
While there are five distinct phases to the ISD process, in most cases, the phases 
overlap. Although the process appears to be linear, it is actually iterative. It is com-
mon to recycle back to an earlier phase when information is uncovered at later 
stages. For example, during the implementation phase, a trainer may discover that 
the needs assessment did not properly identify the specific content learners need to 
know. Then a brief reassessment might occur to get the training back on track.34

8-4 Training Needs Assessment
Assessing organizational training needs is the diagnostic phase of a training plan. 
This assessment includes issues related to employee and organizational performance 
to determine if training can help. Needs assessment measures the competencies of 
a company, a group, or an individual as they relate to what is required. It is neces-
sary to find out what is happening and what should be happening before deciding 
if training will help, and if so, what kind of training is needed. Identifying gaps in 
performance is key to the assessment process. For instance, suppose the frequency 

LO3 Identify three 
types of analyses used 
to determine training 
needs.

Figure 8-6 ADDIE Model of Systematic Instructional Design Process

Assessment

ADDIE
Model

Evaluation

Implementation Development

Design
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of accidents in a manufacturing plant has increased from previous levels. Managers 
might review a wide range of possible causes such as changes in procedures, equip-
ment malfunctions, increased production requirements, and worker capabilities. 
A thorough needs assessment will help managers zero in on the specific reasons for 
the increase in accidents. Training may be identified as one of the possible solutions 
to the problem. Since the organization has historical records of accident frequency, 
it will be fairly straightforward to determine the impact of the training.

Effective training planning efforts consider the following questions:

•	 Is there really a need for the training?
•	 Who needs to be trained?
•	 Who will do the training?
•	 What form will the training take?
•	 How will knowledge be transferred to the job?
•	 How will the training be evaluated?

8-4a Analysis of Training Needs
The first step in assessing training needs is analyzing what training might be neces-
sary. Figure 8-7 shows the three sources used to analyze training needs.

Organizational Analysis Training needs can be diagnosed by analyzing orga-
nizational outcomes and looking at future organizational needs. A part of planning 
for training is identifying the KSAs that will be needed now and in the future as 
both jobs and the organization change. Both internal and external forces will influ-
ence training and must be considered when doing organizational analysis. For in-
stance, the problems posed by the technical obsolescence of current employees and 
an insufficiently educated labor pool from which to draw new workers should be 
confronted and incorporated into the training design.

Organizational analysis comes from various measures of organizational per-
formance. Departments or areas with high turnover, customer complaints, high 
grievance rates, high absenteeism, low performance, and other deficiencies can be 
pinpointed. Following the identification of problems, objectives can be developed if 
training is a solution. During organizational analysis, managerial focus groups can 
be conducted to evaluate changes and performance that might require training.

Job/Task Analysis A second level of analyzing training needs involves reviewing 
the jobs and tasks performed. Comparing worker skills in a job category to the skills 

Figure 8-7 Sources of Information for Needs Assessment

Individual Analysis

Performance 
appraisals
Tests
Records
Assessment
centers

Questionnaires
Surveys
Job knowledge 
tools

Job/Task Analysis

Employee
KSAs

Job 
speci�cations

Benchmarks
Effectiveness

Ef�ciency data
Employees
surveys

Organization Analysis

Grievances
Accidents
Waste/scrap
Training 
observations

Observations
Customer
complaints
Exit interviews
Equipment use
Attitude surveys
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needed for successful job performance can identify gaps that can be filled by train-
ing. For example, at a manufacturing firm, analysis identified the tasks performed by 
engineers who served as technical instructors for other employees. By listing the tasks 
required of a technical instructor, HR established a program to teach specific instruc-
tional skills, and the engineers were able to become more successful instructors.

Another way to pinpoint training gaps in the job or task being done is to survey 
employees and have them anonymously evaluate the current skill levels of them-
selves and their peers. This not only identifies job needs but also heightens employ-
ees’ awareness of their own learning needs. A training needs survey can take the 
form of questionnaires or interviews with supervisors and employees individually 
or in groups. Web-based surveys, requests, and other inputs from managers and 
 employees can be used to identify training needs for jobs.

A good example of needs assessment for a particular job occurred in the con-
struction industry where there was a rash of accidents among Spanish-speaking 
construction workers. Construction companies recognized the need for training in 
English as a second language for many people. Restaurants, hospitals, and hotels 
have faced the same issue for a variety of jobs that employ diverse individuals.

individual Analysis The third means of diagnosing training needs focuses on 
 individuals and how they perform their jobs. The most common approach for 
making individual analysis involves using performance appraisal data. In some 
 instances, a good HR information system can be used to identify individuals who 
require training in specific areas to be eligible for promotion. To assess training 
needs through the performance appraisal process, a supervisor first determines an 
employee’s performance strengths and inadequacies in a formal review. Then the 
supervisor can design training to help the employee overcome the weaknesses and 
enhance the strengths. Tests can be a good means of individual-level analysis. For 
example, a police officer might take a qualification test with his or her service pistol 
every six months to indicate his or her current skill level. If an officer cannot qualify, 
training would certainly be necessary.

Another way of assessing individual training needs is to use both managerial 
and nonmanagerial (or peer) input about the kind of training that is needed. Indi-
viduals can also identify their own training needs.35 Obtaining this kind of input 
can be useful in building support for the training from those who will be trained, 
particularly because they are well positioned to help identify training needs.

8-4b Establishing Training Objectives and Priorities
Once training requirements have been identified using needs analyses, training 
 objectives and priorities can be established by a “gap analysis,” which indicates the 
distance between where an organization is with its employee capabilities and where 
it needs to be. To close the gap, training objectives and priorities are then deter-
mined.36 Three possible focuses for training objectives can be

•	 Knowledge: Imparting cognitive information and details to trainees  
(e.g., understanding how a new product works)

•	 Skill: Developing behavioral changes in how jobs and various task 
 requirements are performed (e.g., improving speed on an installation)

•	 Attitude: Creating interest in and awareness of the importance of something 
(e.g., sexual harassment training)
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The success of training should be measured in terms of the objectives that were 
set before it took place. When creating learning objectives, it is helpful to start at the 
end by specifying what a learner should be able to do after completing the training. 
This type of thinking guides the design and development of the training. Another 
key consideration is that useful objectives are measurable. For example, an objective 
for a new sales clerk might be to demonstrate the ability to explain the function of 
each product in the department within two weeks. This objective is specific and can 
be evaluated by the trainer or the employee’s supervisor.

Most organizations do not have an unlimited amount of valuable resources such 
as time and money. Training competes with other HR and non-HR programs to secure 
financial and time support from the organization’s leaders.37 Since training is seldom 
an unlimited budget item and because organizations have multiple training needs, 
prioritization is necessary. Ideally, management looks at training needs in relation to 
strategic plans and as part of the organizational change process. Then training needs 
can be prioritized on the basis of objectives. Conducting the training most needed to 
improve organizational performance will produce visible results more quickly.

8-5 Training Design
Once training objectives have been established, the design of training can begin. 
Whether job-specific or broader in nature, training must be established to address the 
specific objectives. Effective training design considers the learners and instructional 
strategies, as well as how to maximize the transfer of training from class to the job site.

Working in organizations should be a continual learning process. Different 
 approaches are possible because learning is a complex psychological process. For 
the training design to be effective and produce learning, each of the elements shown 
in Figure 8-8 must be considered.

LO4 Specify how 
to design a training 
program for adult 
learners.

Learner Characteristics

Ability to learn
Motivation to learn
Self-ef�cacy
Perceived utility/value
Learning styles

Training Transfer

Overview of training
content
Strategic link
Supervisor support
Opportunity
Accountability

Instructional Strategies

Practice/feedback
Overlearning
Behavioral modeling
Error-based examples
Reinforcement/
immediate
con�rmation

Figure 8-8 Training Design Elements

00709_ch8_ptg01_279-319.indd   296 12/10/15   3:10 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c H A P t e R  8   Training Human Resources 297

8-5a Learner Characteristics
For training to be successful, learners must be ready and able to learn. Learner 
readiness means that individuals have the ability to learn. However, individuals also 
must have the motivation to learn, have high confidence, see value in learning, and 
have a learning style that fits the training.

Ability to Learn Learners must possess basic skills, such as fundamental reading 
or math proficiency, and sufficient cognitive abilities. Companies may discover that 
some workers lack the cognitive ability to comprehend their training. Some have 
found that a significant number of job applicants and current employees lack the 
reading, writing, and math skills needed to learn the jobs. Employers might deal 
with the lack of basic employee skills in several ways:

•	 Offer remedial training to existing employees who need it.
•	 Test and hire workers who already have the necessary skills.
•	 Work with local schools to help better educate potential hires for jobs.

When designing training, it is important to identify the foundation skills needed 
for learners to grasp the material. Learners who lack the basic skills will be frus-
trated during training and are likely to retain little, if any, of the content. Therefore, 
it is critical to specify the entry level KSAs for success in the training program.

Motivation A person’s desire to learn training content, referred to as motivation 
to learn, is influenced by multiple factors. For example, differences in gender and 
ethnicity, and the resulting experiences, may affect the motivation of adult learn-
ers. Some learners approach learning from an achievement perspective. Their pri-
mary goal is to “pass the test” or earn a certificate of completion. Their outlook is 
short term and is focused on completing the training and moving on. Other learners 
adopt a learning perspective. Their primary objective is to master the training con-
tent. They may not earn the highest grade in a course, but they are likely to retain 
more of the content. They will practice, seek feedback, and take other steps to truly 
learn the material.38 Regardless of their motivations, without some drive to learn, 
those in a training program will not put forth the effort to succeed in training.

Some companies offer incentives to workers who complete training. Hudson 
Trail Outfitters, an outdoor gear retailer, discovered that employees are more moti-
vated to complete training when they receive gear or clothing instead of monetary 
rewards. Dunkin’ Donuts awards its employees points that can be traded in for 
merchandise. JetBlue and Deloitte use digital “badges” similar to Girl Scout and Boy 
Scout badges to designate employees who have mastered specific training content. 
The success of these programs is due to their alignment with each organization’s 
culture and philosophy. Finding rewards or incentives that fit an organization’s way 
of doing business is the secret to motivating employees to learn.39

Self-efficacy Learners must possess self-efficacy, which refers to people’s belief 
that they can successfully learn the training program content. For learners to be 
ready for and receptive to the training content, they must believe that it is possible 
for them to learn the material. As an example, many college students have varying 
levels of self-efficacy depending on the domain being studied. Self-efficacy is a per-
ception that may have nothing to do with one’s actual ability to learn; rather, it re-
flects the way we see ourselves and our abilities.40 Since people who believe strongly 
that they can learn perform better and are more satisfied with the training they 

Self-efficacy
People’s belief that they 
can successfully learn the 
training program content
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receive, instructors and trainers must find appropriate ways to boost the confidence 
of trainees who are unsure of their learning abilities.

Perceived utility/Value Training that is viewed as useful is more likely to 
be used on the job. Perceived utility or value of training is  affected by a need to 
 improve, the likelihood that training will lead to improvement, and the practical-
ity of the training for use on the job. For training to be used on the job, learners 
must perceive a close relationship between the training and things they want in their 
work performance.

Learning Styles People learn in different ways. For example, auditory learners 
learn best by listening to someone else tell them about the training content. Visual 
learners think in pictures and figures, and they need to see the purpose and process 
of the training. Tactile learners must get their hands on the training resources and 
use them. Trainers who address all these styles by using multiple training methods 
can present more effective training.

In addition, training design must sometimes address special issues presented 
by adult learning, which involves the ways in which adults learn differently than 
do younger people. Certainly, the training design considers that all the trainees are 
adults, but adults come with widely varying learning styles, experiences, and per-
sonal goals. For example, training older adults in technology may require greater 
attention to explaining the need for changes and enhancing the older trainees’ 
confidence and abilities when learning new technologies. In contrast, younger 
adults are more likely to be familiar with new technology because of their earlier 
exposure to computers and technology, but they may be less able to work alone to 
learn skills.

Malcolm Knowles’s classic work on adult learning suggests five principles for 
designing training for adults.41 According to that work and subsequent work by 
others, adults

•	 need to know why they are learning something;
•	 need to be self-directed;
•	 bring more work-related experiences into the learning process;
•	 enter into a learning experience with a problem-centered approach  

to learning; and
•	 are motivated to learn by both extrinsic and intrinsic factors.

The multigenerational workforce poses particular challenges in the design and 
delivery of training. While it is not advisable to simply lump everyone born within 
a generation into a box and assume that they will all respond in the same way, 
some understanding of the different generations is helpful when working to cre-
ate useful training. The following “HR Competencies & Applications: Training a 
 Multi-generational Workforce” feature identifies strategies that can help all learners 
get the most from training.

8-5b Instructional Strategies
An important part of designing training is to select the right mix of teaching strat-
egies to fit learner needs and styles. Practice/feedback, overlearning, behavioral 
modeling, error-based examples, and reinforcement/immediate confirmation are 
strategies that are frequently used when designing a training experience.

Adult learning
(also known as 
 andragogy) Ways in 
which adults learn 
 differently than do 
younger people

00709_ch8_ptg01_279-319.indd   298 12/10/15   3:10 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c H A P t e R  8   Training Human Resources 299

Training a Multi-generational Workforce

There is more generational diversity in today’s 
workplace than at any time in the past. Making 
sure that all employees are capable and ready 
to handle ever-changing tasks means that train-
ing is often an ongoing part of life in companies. 
Recognizing and embracing the differences 
brought by workers from each generation can 
lead to more engaging and effective training.

Each generation spans approximately a 
20-year time period. Frequently, individuals in 
each generational cohort have similar values 
and behaviors based on shared experiences 
during their lifetime. While two people in the 
same generation are not carbon copies of each 
other, they often approach work in a similar way. 
Knowing a little about how each generation’s 
workers view training helps trainers do a better 
job of connecting with each learner.

Baby Boomers (1946–1964) see the 
trainer as a knowledgeable partner in the 
learning process. They value qualifications and 
reputation, and they will seek to validate the 
trainer’s credibility. Experience-based learning 
is highly effective for this group, and using 
audio methods tends to improve retention. 
Continual feedback can annoy them, but 
asking for their opinions during training keeps 
them engaged.

Generation X (1965–1980) learners view 
the trainer as a subject matter expert who can 
demonstrate proficiency on the spot. They value 
frequent feedback to help them gauge their 
performance level. Using multimedia delivery 
methods and letting them get their “hands 
dirty” by doing rather than watching enhances 
their learning retention and engagement.

Millennials (1981–2000) look for trainers 
who are knowledgeable mentors with deep 

real-world experience to share. They value 
practical training that can be used immediately. 
Many are visual learners who prefer image-
dense material to solidify the learning moment. 
Teamwork and diversity in the training 
environment are crucial elements for optimal 
learning.

These differences are complemented by 
some similarities. Workers from all generations 
need to see how the training is relevant to their 
jobs. To gain trust and acceptance, trainers need 
to highlight what is in it for the learners. All 
learners appreciate knowing what is expected 
of them during the training and what they 
can expect to get from the training. Address 
differences in communication and work styles 
at the beginning of a training session to help 
everyone understand and appreciate how they 
are alike and different. Use a variety of learning 
methods to present content and provide a 
hands-on experience to satisfy diverse learning 
styles and preferences. Fostering a setting 
in which all participants learn from and teach 
each other creates a rich learning environment 
for everyone.42 Consider how the mix of 
employees from different generations impacts 
the workplace and answer the following 
questions:

1. What are the rewards and challenges 
of managing a workforce composed of 
workers from different generations?

2. How can HR professionals assist line 
managers in dealing with workers  
from different generations? What HR 
programs should be customized to  
meet the diverse needs of workers  
from each generation?
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Practice/Feedback For some training, it is important that learners practice what 
they have learned and get feedback on how they have done so that they can im-
prove. Active practice occurs when trainees perform job-related tasks and duties 
during training. This is more effective than simply reading or passively listening. For 
instance, assume a person is being trained as a customer service representative. After 
being given some basic selling instructions and product details, the trainee calls a 
customer and uses the skills mastered during training.

Feedback is crucial to help learners establish their competence level and adjust 
their effort. There are numerous sources of performance feedback during training. 
Trainers, fellow trainees, gauges on equipment or tools (like a speedometer), and 
the trainees themselves are all possible ways to provide information to the trainee. 
Feedback after training is also necessary to reinforce the training content. On the 
job, the trainee’s supervisor or coworkers can observe the trainee and provide feed-
back to help the trainee improve performance.43

Overlearning Repeated practice even after a learner has mastered the training 
content is referred to as overlearning. It may be best used to instill “muscle mem-
ory” for a physical activity to reduce the amount of thinking necessary and make 
responses automatic. Consider how most adults who drive perform many functions 
without consciously thinking about them as a result of constant repetition and prac-
tice. Overlearning produces improvement in learner retention. Even with overlearn-
ing, refreshers are still sometimes necessary to maintain proficiency.

Behavioral Modeling The most elementary way in which people learn and one 
of the best is through behavioral modeling, which involves copying someone else’s 
behavior. The use of behavioral modeling is particularly appropriate for skill train-
ing in which the trainees must use both knowledge and practice. It can aid in the 
transfer of skills and the use of those skills by those who are trained. For example, 
a new supervisor can receive training and mentoring on how to handle disciplinary 
discussions with employees by observing as the HR director or department manager 
deals with such problems. Behavioral modeling is particularly effective for train-
ing supervisors and managers in interpersonal skills.44 Fortunately or unfortunately, 
many supervisors and managers model behaviors they see their bosses exhibit. For 
that reason, supervisor training should include good role models to show learners 
how to properly handle interpersonal interactions with employees.

error-Based examples The error-based examples method involves sharing 
with learners what can go wrong when they do not use the training properly. A 
good  example is discussing with pilots what can happen when they are not aware 
of a harmful situation that occurs while in flight. Training that includes relevant 
 error-based examples improves air crew situational awareness. Error-based exam-
ples have been incorporated in medical, military, firefighting, police, and aviation 
training and have wide potential uses in other situations. The after-action review 
process is a powerful method of identifying decisions and actions taken during 
an event and evaluating their effectiveness. This type of training uses real cases to 
 emphasize the importance of appropriate decision making.45

reinforcement and immediate Confirmation The concept of  reinforcement 
is based on the law of effect, which states that people tend to repeat responses that 
give them a positive reward and to avoid actions associated with negative conse-
quences. Using classic operant conditioning such as positive reinforcement for 

Active practice
Trainees perform job-
related tasks and  duties 
during training

behavioral modeling
Copying someone else’s 
behavior

Reinforcement
Based on the idea that 
people tend to repeat 
responses that give them 
some type of positive 
 reward and to avoid 
actions associated with 
negative consequences
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correct learned responses and negative consequences for incorrect responses can 
change learner behavior. Closely related is an instructional strategy called  immediate 
confirmation, which is based on the idea that people learn best if they receive rein-
forcement and feedback as soon as possible after exhibiting a response. Immediate 
confirmation corrects errors that, if made and not corrected throughout the train-
ing, might establish an undesirable pattern that would need to be unlearned. It also 
aids with the transfer of training to the job.

8-5c Training Transfer
The best training in the world is of little use if trainees are not able to utilize the new 
knowledge and skills on the job. Training should be designed for maximum transfer 
from the classroom to the job. Transfer occurs when trainees actually use knowl-
edge and information they learned in training once they are back on the job. The 
amount of training that effectively gets transferred to the job is estimated to be rela-
tively low, especially given all the time and money spent on training.46  Figure 8-9 
shows important considerations before, during, and after training that lead to suc-
cessful transfer of training.

Effective transfer of training meets two conditions. First, the trainees can take 
the material learned in training and apply it to the job context in which they work. 
Second, employees maintain their use of the learned material over time. Transfer 
of training is influenced by many things done before, during, and after training.47 
 Offering trainees an overview of the training content and how it links to the strategy 
of the organization seems to help with both short-term and longer-term training 
transfer. Another helpful approach is to ensure that the training mirrors the job 
context as much as possible. For example, training managers to be better selection 
interviewers could include role-playing with “applicants” who respond in the same 
way that real applicants would.

immediate 
confirmation
Based on the idea that 
people learn best if they 
receive reinforcement 
and feedback as soon as 
possible after training

Figure 8-9 Transfer of Training Factors
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Source: Adapted from Muhammad Bhatti, Sharrifah Ali, Mohd Isa, and Mohamed Battour, “Training Transfer and 
Transfer Motivation: The Influence of Individual, Environmental, Situational, Training Design and Affective Reaction 
Factors,” Performance Improvement Quarterly 27, no. 1 (2014), 51–82.
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One of the most consistent factors in training transfer is the support new train-
ees receive from their supervisors and peers to use their new skills when they return 
to the job.48 Supervisor support of the training, feedback from the supervisor, and 
supervisor involvement in training are powerful influences in transfer. Opportunity 
to use the training is also important. Transfer is obviously limited when someone 
is trained on something but then does not have the opportunity to use it. Learners 
need the opportunity to use new skills on the job if they are to retain those skills. 
Transfer of training is higher when, implementing a just-in-time philosophy, the 
trainee uses the new skills immediately after training.49

Finally, accountability helps transfer training from class to job. Accountability 
is the extent to which someone expects the learner to use the new skills on the job 
and holds them responsible for doing so.50 It may require supervisory praise for 
 doing the task correctly and sanctions for not showing proper trained behavior, but 
making people accountable for their own trained behavior is effective.

8-6 Training Delivery
Once training has been designed, the actual delivery of training can begin. Regard-
less of the type of training, many approaches and methods can be used to deliver 
it. The growth of training technology continues to expand the available choices, as 
shown in Figure 8-10.

Figure 8-10 Training Delivery Options

Internal to the Organization
Traditional classes
On-the-job training
Self-guided training at company portal
Mentoring/coaching
Job shadowing
Developing teachers internally
Cross training
Training projects
Group-based classroom

External to the Organization
Third-party delivered training
Web conferences
Training at outside location
Podcasts
Educational leave
Blended training
Teleconferencing
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Whatever the approach used, a variety of factors must be balanced when select-
ing training delivery methods. Some common variables considered are:

•	 Nature of training
•	 Subject matter
•	 Number of trainees
•	 Individual versus team
•	 Self-paced versus guided
•	 Training resources/costs
•	 E-learning versus traditional learning
•	 Geographic locations involved
•	 Time allotted
•	 Completion timeline

To illustrate, a large firm with many new hires may be able to use the Internet, 
videos, and specific HR staff members to conduct employee orientation, while a 
small firm with few new hires may have an HR staff member meet individually with 
the new hires for several hours. A medium-sized company with three  locations in the 
same geographic area may bring supervisors together for a two-day training work-
shop once a quarter. However, a large global firm may use web-based courses to 
reach supervisors throughout the world, with content available in several  languages. 
Frequently, training is conducted internally to the organization, but some types of 
training use external resources.

Training occurs on both a planned (formal) and unplanned (informal) basis. 
Formal training is a deliberate planned process of learning activities. Informal train-
ing takes place when learning may not even be the primary focus, but it occurs any-
way. Informal learning may be the result of self-initiated effort or serendipity, but it 
often occurs “in the moment” as needed.51

8-6a Internal Training
Internal training generally addresses topics specific to the organization and its jobs. 
Such training is popular because it saves the cost of sending employees away or 
paying outside instructors. Skills-based technical training is frequently conducted 
within organizations, and training materials are often created internally. Because 
of rapid changes in technology, building and updating technical skills may become 
crucial internal training needs. Basic training that focuses on technical skills is also 
being mandated by federal regulations in areas where the Occupational Safety and 
Health Administration (OSHA), the Environmental Protection Agency (EPA), and 
other agencies have jurisdiction. Three specific types of internal delivery options 
will be discussed here: informal training, on-the-job training, and cross-training.

informal Training One source of instruction is informal training, which occurs 
through interactions and feedback among employees. Much of what employees 
know about their jobs they learn informally from asking questions and getting 
 advice from other employees and their supervisors, rather than from formal training 
programs.

Informal learning often occurs spontaneously when an employee identifies 
a need for knowledge or skills and seeks out training on the spot from an inter-
nal “guru.” It may involve group problem solving, job shadowing, coaching, or 
 mentoring; or it may evolve from employees seeking out other people who have the 

LO5 Explain different 
means of internal 
and external training 
delivery.

informal training
Training that occurs 
through interactions 
and feedback among 
employees
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necessary knowledge. Although “informal training” may seem to be a misnomer, 
a great deal of learning occurs informally in work organizations, and some of it 
 happens by design. Some organizations create learning communities, expert panels, 
social networks, and other ways for employees to connect on an as-needed basis 
with expert resources.52

On-the-Job Training The most common type of training at all levels in an 
 organization is on-the-job training (OJT) because it is flexible and relevant to what 
employees do. Well-planned and well-executed OJT can be very effective. OJT, 
which is based on a guided form of training known as job instruction training (JIT), 
is most effective if a logical progression of steps is used, as shown in Figure 8-11. In 
contrast with informal training, which often occurs spontaneously, OJT should be 
planned. The trainer must be able to both teach and show the employees what to do.

However, effective OJT is not easy to achieve. Those doing the training may 
have no experience in training, no time to do it, or no desire to participate in it. 
Under such conditions, learners are essentially on their own, and training likely will 
not be successful. Another problem is that OJT can disrupt regular work. Unfor-
tunately, OJT can sometimes amount to no training at all, especially if the trainers 
simply allow the trainees to learn the job on their own. Bad habits or incorrect 
information from the supervisor or manager can also be transferred to the trainees.

Cross-Training When people are trained to do more than one job—theirs and 
someone else’s—cross-training is occurring. Cross-training offers the company more 
flexibility in assigning workers to tasks and can ensure uninterrupted production. 
Even though cross-training is attractive to the employer, it is not always appreciated 
by employees, who may feel that once they are cross-trained, they are required to 
do more work for the same pay. To counteract such responses and to make it more 
 appealing to employees, learning “bonuses” can be awarded for successfully com-
pleting cross-training. Further, organizations can highlight how cross-training can 
help employees prepare for a future job transfer or promotion. Cross-training can 
also provide employees with a greater variety of tasks to perform on the job, keep-
ing them more interested and engaged.

Unions typically are not in favor of cross-training because it threatens job juris-
diction and broadens jobs. Cross-training may require scheduling work differently 

on-the-job training
The most common 
 training because it is 
flexible and relevant

cross-training
Training people to do 
more than one job

Figure 8-11 Steps for On-the-Job Training
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during training, and temporary decreases in productivity may result as people learn. 
Overall, an effective cross-training program can overcome the concerns mentioned 
and has the potential to be good for both employer and employee.

8-6b External Training
External training, or training that takes place outside the organization, is used 
 extensively by organizations of all sizes. Organizations use external training if they 
lack the capability to train workers internally or when many people need to be 
trained quickly. External training may be the best option in smaller firms because of 
limitations in the size of training staffs and in the number of employees who need 
various types of specialized training. Whatever the size of the organization, external 
training provides these advantages:

•	 It may be less expensive for an employer to have an outside trainer conduct 
training in areas where internal training resources are limited.

•	 The organization may have insufficient time to develop internal training 
materials.

•	 The staff may not have the necessary level of expertise for the subject matter in 
which training is needed.

•	 Employees can learn from participants from other companies.

Outsourcing of Training Many employers of all sizes outsource training to 
 external training firms, consultants, and other entities. Perhaps one-third of training 
expenditures go to outside training sources. The reasons more outside training is 
not used may be related to cost concerns and a greater desire to link training to the 
specific organization’s strategies.

When a company buys equipment or software, the purchase often includes 
training for its employees. Several computer software vendors offer technical cer-
tifications on their software. For example, being a Microsoft Certified Product 
Specialist gives employees credentials that show their level of technical expertise. 
Employees can include these certifications on their résumés, which may help if they 
decide to change jobs. These certifications also benefit employers, who can use them 
as job specifications for hiring and promotion.

Many suppliers host users’ conferences, at which employees from different 
firms receive detailed training on using products, services, and features that are new 
to the employees. Some vendors conduct the training inside an organization as well 
if sufficient numbers of employees need training.

government-Supported Job Training Funds for job training are often pro-
vided by federal, state, and local governments. The Trade Adjustment Assistance 
Community College and Career Training (TAACCCT) competitive grant pro-
gram is a joint effort by the U.S. Departments of Labor and Education to target 
adult education. Educational institutions partner with employers to expand and 
improve their ability to deliver education and career training programs that will 
help job seekers get the skills they need for in-demand jobs. This federal pro-
gram seeks to close the skills gap and enhance opportunities for workers and 
companies.53

At state and local levels, employers who add to their workforces can take 
 advantage of programs that provide funding assistance to offset training costs. 
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As an example, many states offer workforce training assistance for employers. 
Skilled Trades Training Fund (Michigan) and NCWorks Incumbent Worker Train-
ing Grant (North Carolina) are two such training support efforts. Receiving these 
training grants is often linked to employers creating or retaining jobs.

educational Assistance Programs Some employers pay for additional educa-
tion for their employees. Typically, the employee pays for a course that is part of 
attainment of a college degree and is reimbursed upon successful completion of the 
course. The funds paid by the employer are considered nontaxable income for the 
employee up to amounts set by federal laws.

One concern about traditional forms of employee educational programs is that 
they may pose risks for the employer. Upon completion of the degree, the employee 
may choose to take the new skills and go elsewhere. To improve retention, employ-
ers must plan to help the employee use the new skills immediately following gradu-
ation. This concern has led to a common feature in these programs, the clawback 
provision. Companies frequently require that employees remain with the company 
for some period of time after receiving tuition assistance.

Policies regarding educational assistance should match the organization’s objec-
tives and employee relations philosophy. Some organizations select preferred col-
leges or universities where employees are encouraged to study, and some restrict 
courses to those that are relevant to the job or business. In any case, good follow-up 
and evaluation are important to verify that the program is building talent for the 
company.54

8-6c Combination Training Approaches
Whether training is delivered internally or externally, appropriate training must be 
chosen. The following section identifies two common training approaches that often 
integrate internal and external means. Both types of combination training programs 
rely on a partnership between a school and a company.

Cooperative/Apprentice Training Cooperative training approaches mix class-
room training and on-the-job experiences. This training can take several forms. One 
form, generally referred to as school-to-work transition, helps individuals move into 
jobs while still in school or upon completion of formal schooling. Such efforts may 
be arranged with high schools, community colleges, or universities.

Another form of cooperative training used by employers, trade unions, and 
government agencies is apprentice training. An apprenticeship program provides an 
employee with on-the-job experience under the guidance of a skilled and certified 
worker. Certain requirements for training, equipment, duration, and proficiency lev-
els may be monitored by a unit of the U.S. Department of Labor. Apprenticeships 
usually last two to five years, depending on the occupation. During this time, the 
apprentice usually receives lower wages than do certified individuals. The following 
“HR Perspective: Building Talent” feature describes several apprenticeship initia-
tives that are helping manufacturing firms fill critical skill needs.

Internships usually combine job training with classroom instruction from high 
schools, technical schools, colleges, and universities.55 Internships benefit both em-
ployers and interns. Interns get real-world exposure, a line on their résumés, and a 
chance to closely examine a possible employer. Employers get a cost-effective source 
of labor and a chance to see the intern work before making a final hiring decision. 
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Recent court rulings and guidelines from the Department of Labor indicate that in 
most cases, interns must be paid. Companies must exercise extreme caution when 
utilizing unpaid interns.56

8-7 Technology in Training Delivery
The availability of tablet computers, mobile devices, virtual reality gear, and other 
technologies offers a tantalizing opportunity for trainers. However, hoping to connect 
with trainees through high-tech methods, companies sometimes don’t plan properly to 

Building Talent

Vocational training programs have been a main-
stay in Germany for decades. German youths 
enjoy the lowest unemployment rate in the 
world thanks to training programs that closely 
fit employers’ skill needs. Many of these work-
ers are hired for jobs in high-tech manufacturing. 
Conversely, in the United States, many parents 
and educators hold a low opinion of jobs in 
manufacturing and push young people into tradi-
tional college degree programs. This has made it 
difficult for manufacturers to find needed talent.

With a little financial help from Uncle Sam, 
apprenticeship programs are beginning to take 
root in American workplaces. President Obama 
pledged over $100 million for apprenticeship 
training. Although most of the companies that 
are signing on are German transplant opera-
tions, U.S. firms like Timken, ArcelorMittal, and 
Swagelok are starting programs. The changing 
nature of jobs in manufacturing is forcing these 
companies to “build” their own workforces.

The increased use of robotics and other 
technologies in these firms means that routine 
manual labor is often performed by machines. 
But jobs that are still done by people are much 
more technical than in the past. Through col-
laboration with vocational high schools and 
community colleges, these companies are help-
ing to design courses specific to their indus-
try needs. Some labor unions—such as those 

involved with construction trades like electri-
cal or plumbing work—also provide vocational 
training related to their specific craft.

Apprenticeships are “real” jobs, and stu-
dents spend time in the classroom learning the-
ory and underlying foundational content. Then on 
the job site, they are guided by highly qualified 
experienced workers. An apprenticeship typically 
takes three years. High school students who en-
ter apprenticeship programs can earn well above 
average pay and begin careers immediately after 
graduation. In addition to manufacturing, appren-
ticeships are becoming more popular in fields 
such as health care, child care, supply chain man-
agement, and information technology.

Rather than waiting for talent to come to 
them, Timken, ArcelorMittal, and Swagelock 
are building their own talent. This long-term 
perspective on talent development can provide 
these employers with a dedicated and capable 
workforce for today and into the future.57 After 
reading this explanation of apprenticeship pro-
grams, answer the following questions:

1. Why do you think many U.S. companies 
are reluctant to implement apprenticeship 
programs? What arguments would you 
make to overcome their hesitance?

2. What types of jobs would be most appro-
priate for apprenticeship programs?
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effectively deliver training. Using the proper technology for the proper content is key 
to making technology-based training pay off. Good training design and understand-
ing learner preferences are important steps in capitalizing on technology in training.58

8-7a E-Learning: Online Training
E-learning is the use of web-based technology to conduct training online.  
E-learning is popular with employers because it offers cost savings and access to 
more  employees. Training conducted with some kind of learning technology is likely 
to continue to  increase. Almost 30% of learning hours today are totally technol-
ogy based,  according to an Association for Talent Development (ATD) report, and 
e-learning is preferred by workers under the age of 30.59

Online training should be designed to overcome common problems such as low 
usage rates and high attrition. In general, if learners believe that the training will be 
useful and easy to use, they are more likely to enroll and complete online courses.60 
Online training is particularly useful in a model called the flipped classroom. Before 
meeting for a face-to-face session, all trainees complete an online learning module. 
The classroom session is then devoted to hands-on activities, questions and answers 
about content, and project work. Companies as diverse as nuclear power plant opera-
tors and hair styling salons are using flipped classrooms to better utilize instructor 
and trainee time. The trainer’s role shifts from teacher to facilitator, and trainees are 
accountable to the trainer and fellow learners for a productive training session.61

MOOCs Massive open enrollment online courses (MOOCs) are the latest ver-
sion of online learning platforms. Some prestigious universities offer courses free 
of charge as MOOCs. Completion of the course does not earn the student a degree, 
but individuals seeking specific content may find them sufficient. Other universities 
have developed full MOOC degree programs. For example, AT&T partnered with 
Georgia Tech University to offer an online master’s program in computer science. 
Over 200 AT&T employees have enrolled. The tuition is substantially lower than if 
the employees attended classes on the campus. Further, employees from across the 
country can participate in this program.

MOOCs are an evolving training solution and are likely to morph in the com-
ing years. Websites like Khan Academy and TED Talks provide free, on-the-spot lec-
tures and demonstrations on a wide range of topics. Trainers are looking for ways 
to validate MOOC training programs to determine if participants have mastered 
important content. Some companies welcome MOOC study, while others dismiss 
its value. As with all emerging technologies, careful assessment based on learning 
objectives is key to making MOOCs succeed.62

Distance Training/Learning Many college and university classes use some form 
of Internet-based course support. Hundreds of college professors use various pack-
ages to make their lecture content available to students. These packages enable 
virtual chat and electronic file exchange among course participants and enhance 
instructor–student contact.

Similarly, many large employers similarly use interactive two-way television to 
present classes. The medium allows an instructor in one place to see and respond 
to a “class” in any number of other locations. With a fully configured system, em-
ployees can take courses from anywhere in the world. Webinars are becoming a 
popular type of web-based training.

e-learning
Use of web-based 
technology to conduct 
training online

moocs
Massive open enrollment 
online courses
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8-7b Simulations and Games
Training that incorporates simulations and games can engage learners while pre-
senting a realistic portrayal of work-related tasks or challenges. Simulations and 
games are not the same, although the distinction gets fuzzy at times. Simulations 
seek to reproduce parts of the real world so that they can be experienced and ma-
nipulated, and learning can occur. Games are exercises that entertain and engage. 
They may or may not resemble the real world of work but can sometimes be used to 
illustrate points in training.

From highly complicated systems that replicate difficult landing scenarios for 
pilots to programs that help medical trainees learn to sew sutures, simulations allow 
for safe training when the risks associated with failure are high. For example, health 
care aides were given mobile tablets that allowed them to practice a simulated in-
teraction with a patient. Health-related questions and a graphic of the human body 
helped the workers pinpoint and address patient issues. The simulation trained them 
to thoroughly investigate and record all issues presented by a patient.63

Certain industries are on the cutting edge of simulation for training, for exam-
ple, aviation, military, and transportation. Flight simulators allow a fledgling pilot 
to practice without crashing an expensive plane. Military simulations allow use of 
large weapons systems without killing anyone. A 3-D virtual marine port emulates 
a real container terminal environment and helps operators safely train for the com-
plex activities involved in moving cargo containers. These and other simulators re-
duce risk to trainees and others who might be injured or killed if training were to 
take place in the real world rather than virtually.64

The future for workplace games is bright, with Gartner predicting that over 
70% of companies will have at least one gamified application in the near future.65 
Games are used to motivate and engage learners, and they often use achievement 
badges, levels that must be cleared, and other rewards. At Evault, new hire onboard-
ing is a “game.” New employees are sent on five “missions” that have learning ob-
jectives related to mastering some company-relevant content. The game is tablet 
based, and employees complete it at their own pace. New hires are now better in-
formed and networked than in the past, thanks to the onboarding game.66

8-7c Mobile Learning
Incorporating mobile devices such as smartphones, tablets, or netbooks into 
 training holds seemingly endless potential. However, m-learning, the use of  mobile 
technology to conduct training, requires a sound strategy. Three key strategic 
 decisions are:

1. Target market: Who are the learners you hope to reach with m-learning? 
 Determine the learners’ goals, work environment (e.g., remote, lots of travel), 
and technology competence level.

2. Learning content: What material or information do learners need to have on 
mobile devices? Are videos or are audio lessons better? What metrics will you 
use to measure mobile learning success?

3. System architecture: What operating system will be used? Will employees be 
permitted to use their own devices? Consider security issues related to access.67

Employees can use mobile devices to access instruction manuals for hardware 
and software. For instance, repair personnel can retrieve product manuals and 

Simulations
Reproduce parts of the 
real world so that they 
can be experienced and 
manipulated, and  
learning can occur

games
Exercises that entertain 
and engage

m-learning
Use of mobile technology 
to conduct training
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instructional videos when they are out in the field and need help completing a repair 
job. In classroom training, attendees can use text messaging and other mobile apps 
to complete short quizzes or surveys, pose questions to the instructor or other train-
ees, and take notes.68

Learning content should be designed specifically for m-learning applications. 
Short text messages, videos, and reminders are best for mobile phones. Tablets pro-
vide for a more immersive and richer user experience. Brief amounts of information 
that can be easily digested are most appropriate for mobile device users who are 
typically learning on the go. The learning content can be built by users who can 
snap photos of what they are doing or working on and share them in a learning 
platform. M-learning can be an interactive, learner-based process when it is well 
designed.69

Blended Learning Generally, technology that was once center stage is becoming 
embedded in the learning and training processes. As learning and work merge ever 
closer in the future, technology is likely to integrate seamlessly into the work envi-
ronment of more employees.

However, e-learning does not work well as the sole method of training, accord-
ing to employers. One solution is blended learning, which is a learning approach 
that combines short, fast-paced, interactive computer-based lessons and teleconfer-
encing with traditional classroom instruction and simulation. A blended learning 
approach can use e-learning for building knowledge of certain basics and tradi-
tional instructor-facilitated in-person training sessions for deeper understanding 
and practice. Blended learning seeks to capitalize on using the most appropriate 
delivery mode for specific content.

Blended learning provides greater flexibility with multiple training methods 
and can deliver superior training outcomes. For example, DHL Express combined 
an intensive 1.5-day customer service training with stand-alone, interactive online 
training modules. The training was translated into 42 languages, and participant 
feedback scores were positive, averaging 5.8 out of 6.0.70

8-7d Pros and Cons of Technology-Supported 
E-Learning

There are both advantages and disadvantages that must be considered when uti-
lizing technology to provide training experiences. The rapid growth of technology 
can result in adoption before an organization has planned for appropriate training 
 design and delivery. Technology-supported training seems like a quick and easy way 
to keep employees’ skills current. Some employers think that they can “set it and 
forget it.” However, that is not the case, and many dollars can be wasted through 
inappropriate use of technology for training.

In addition to being concerned about employee access to technology and the 
desire to use it, some employers worry that trainees will complete courses quickly 
but will neither retain nor use much of what they have learned to help them carry 
out their work. Taking existing training materials, putting them on the Internet or 
mobile devices, and cutting the training budget does not usually deliver the desired 
results.71 Figure 8-12 presents the most commonly cited pros and cons of using 
technology to support workforce learning.

blended learning
Learning approach 
that combines short, 
fast-paced, interactive 
computer-based lessons 
and teleconferencing 
with traditional 
classroom instruction  
and simulation
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8-8 Training Evaluation
Training evaluation compares post-training results to the pre-training objectives of 
managers, trainers, and trainees. Too often, training is conducted with little thought 
toward measuring outcomes and then evaluating it to determine if it was effective. 
Since training is both time consuming and costly, it should be evaluated.72

8-8a Levels of Evaluation
It is best to consider—before it begins—how training is to be evaluated. Donald 
L. Kirkpatrick identified four levels at which training can be evaluated.73 They are 
 reaction, learning, behaviors, and results.

reaction Organizations evaluate trainees’ reaction levels by conducting interviews 
with or administering questionnaires to the trainees. Assume that 30 managers attend 
a two-day workshop on effective interviewing skills. A reaction-level measure could be 
gathered by having the managers complete a survey asking them to rate the value of 
the training, the style of the instructors, and their perceived usefulness of the training.

Learning Evaluating learning can be conducted by measuring how well trainees 
have learned facts, ideas, concepts, theories, and attitudes. Tests on the training 
material are commonly used for evaluating learning, and they can be given both 
before and after training to provide scores that can be compared. If test scores indi-
cate learning problems, then instructors get feedback and courses can be redesigned 
so that the content can be delivered more effectively. Of course, learning enough 
to pass a test does not guarantee that trainees will remember the training content 
months later or that it will change job behaviors.

LO6 Provide an 
example for each 
of the four levels of 
training evaluation.

Pros Cons

Self-paced—trainees can proceed at
their own speed
Interactive—taps multiple trainee
senses
Automated scoring of exercises and
assessments
Quick, appropriate feedback to
learners
Incorporates built-in guidance and
help for trainees to use when needed
Updating content is relatively easy
Allows for training “on the go” and
“just-in-time”
Learners can contribute content to
learning platform

May cause trainee anxiety
Trainees must have easy, reliable
access to technology
Relies on user self-direction and
motivation to complete training
Is not appropriate for some training
content (leadership, cultural
change, etc.)
Signi�cant up-front investment of
both time and money
Signi�cant support from top
management necessary for
success
Security and access concerns

Figure 8-12 Pros and Cons of Technology-Supported Training
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Behaviors Evaluating training at the behavioral level means measuring the  effect 
of training on job performance through observing workers on the job. For instance, 
the managers who participated in an interviewing workshop might be observed 
conducting actual interviews of applicants for jobs in their departments. If the 
 managers asked questions as they were trained to and used appropriate follow-
up questions, then behavioral indicators of the effectiveness of the interviewing 
 training exist.

results Employers evaluate results by measuring the effect of training on the 
achievement of organizational objectives. Since results such as productivity, turn-
over, quality, time, sales, and costs are relatively concrete, this type of evaluation 
can be done by comparing records before and after training. For the managers who 
attended interviewing training, evaluators could gather records of the number of 
individuals hired compared with the number of employment offers made before and 
after the training.

The difficulty with measuring results is pinpointing whether changes were ac-
tually the result of training or of other major factors. For example, the managers 
who completed the interviewing training program can be measured on employee 
turnover before and after the training, but turnover also depends on the current eco-
nomic situation, the demand for workers, and many other variables. Parsing out the 
role that training played in improving results can be a challenge.

8-8b Training Evaluation Metrics
Training is expensive, and it is an HR function that requires measuring and moni-
toring. Cost–benefit analysis and return-on-investment (ROI) analysis are com-
monly used to measure training results, as are various benchmarking approaches.

Cost–Benefit Analysis Training results can be examined through cost–benefit 
analysis, which compares costs and benefits associated with training. There are four 
stages in calculating training costs and benefits:

1. Determine training costs. Consider direct costs such as design, trainer fees, 
 materials, facilities, and other administrative activities and indirect costs such 
as trainee time away from work.

2. Identify potential savings results. Consider employee retention, better  
customer service, fewer work errors, quicker equipment changeovers, and 
other productivity factors.

3. Compute potential savings. Gather data on the performance results and assign 
dollar costs to each of them.

4. Conduct costs and savings benefits comparisons. Evaluate the costs per 
 participant, the savings per participant, and how the costs and benefits relate 
to business performance numbers.

Figure 8-13 shows some typical costs and benefits that may result from training. 
Even though some benefits (such as attitude changes) are hard to quantify, compar-
ing costs and benefits associated with training remains a way to determine whether 
training is cost effective. All training should be evaluated regardless of delivery 
method. For example, one firm evaluated a traditional safety training program and 
found that the program did not lead to fewer accidents. Therefore, the safety train-
ing was redesigned, and better safety practices resulted.

meASuRe

cost–benefit analysis
Comparison of costs and 
benefits associated with 
training
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return-on-investment Analysis and Benchmarking Training is often 
 expected to produce a return on investment (ROI). Too often, though, a particular 
training regimen is justified because someone liked it rather than on the basis of 
resource accountability.74 ROI simply divides the return produced because of the 
training by the cost (or investment) of the training.

In addition to evaluating training internally, some organizations use benchmark 
measures to compare it with training done in other organizations. To do bench-
marking, HR professionals gather data on training in their organization and com-
pare them with data on training at other organizations in the same industry and in 
companies of a similar size. Comparison data are available through the Association 
for Talent Development and its Benchmarking Service. This service has training-
related data from more than 1,000 participating employers who complete detailed 
questionnaires annually. Training can also be benchmarked against data from the 
American Productivity & Quality Center and the Saratoga Institute.

8-8c Training Evaluation Designs
With or without benchmarking data, internal evaluations of training programs can 
be designed in many ways. The rigor of the three designs discussed next increases 
with each level.

Post-Measure The most obvious way to evaluate training effectiveness is to de-
termine whether the employees can perform according to standard after attending 
the training. Assume that a customer service manager has 20 representatives who 
need to improve their data-entry speed. After a one-day training session, they take 

Figure 8-13 Possible Costs and Benefits Related to Training

Typical Costs
Trainer’s salary and time
Trainees’ salaries and time
Materials for training
Expenses for trainer and trainees
Cost of facilities and equipment
Lost productivity (opportunity cost)

Typical Bene�ts
Increase in production
Reduction in errors and accidents
Reduction in turnover
Less supervision necessary
Ability to use new capabilities
Attitude changes

Cost–Bene�t Analysis
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a test to measure this speed. If the representatives can all type the required speed 
after training, was the training beneficial? It is difficult to say—perhaps most of 
them could have done as well before training. Tests after training do not always 
clearly indicate whether a performance is a result of the training or could have been 
achieved without the training. Post-measure results reflect the level of trainee com-
petence at only one point in time—right after the training is finished.

Pre-/Post-Measure By designing the evaluation just discussed differently, the is-
sue of pre-test skill levels can be considered. If the data-entry speed is measured 
before and after training, the results will indicate whether the training made any 
difference. However, a question would remain: Was any increase in speed a response 
to the training, or did these employees simply work faster because they knew they 
were being tested? People often perform better when they know their efforts are 
 being evaluated.

Pre-/Post-Measure with a Control group Another evaluation design can ad-
dress the preceding problem. In addition to testing the 20 representatives who will 
be trained, the manager can test another group of representatives who will not be 
trained, to see if they do as well as those who are to be trained. This second group 
is called a control group. If the trained representatives work significantly faster after 
training than those who were not trained, the manager can be reasonably sure that 
the training was effective.

Organizations invest billions of dollars and countless hours in training employ-
ees. These investments should support the goals of the organization and result in 
benefits to both the employees and the company. Thoughtful design, delivery, and 
evaluation of training offer the greatest probability of achieving success.

SuMMARy  
•	 Training is a process that provides people with 

the capabilities they need to do their jobs.
•	 A strategic approach to training links 

organizational strategies and HR planning to 
various training efforts.

•	 Training affects factors such as organizational 
competitiveness, knowledge management, 
revenue, and performance.

•	 Global strategies must consider training as a key 
component, including intercultural competence 
training to prepare employees to respond more 
appropriately to situations encountered during 
global assignments.

•	 Four types of training are regular, basic/
remedial skills, job/technical, and soft skills.

•	 The instructional systems design process 
consists of five phases: assessment, design, 
development, implementation, and evaluation.

•	 Training needs can be assessed using 

organizational, job/task, and individual 
analyses, and then training objectives can be set 
to help the organization meet those needs.

•	 Training design must consider learner readiness, 
learning styles, and learning transfer.

•	 Training can be delivered internally, through 
external means, or via a combination of both.

•	 Use of technology in training is increasing, and 
organizations should assess the pros and cons 
before adopting new technologies.

•	 Various organizations are taking advantage 
of training that uses technology such as web-
based multimedia, mobile devices, MOOCs, 
simulation, and games.

•	 Training can be evaluated at four levels: 
reaction, learning, behavior, and results.

•	 Training evaluation metrics may include 
cost–benefit analysis, ROI analysis, and 
benchmarking.
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CRITICAL THINkING CHALLENGES
1. Identify training needs for a group of entry-level 

workers in a fast food restaurant.

2. Why is evaluating training an important part of 
strategic training?

3. Develop an orientation checklist on the basis 
of one first-day session and a second session of 
four hours 30 days later.

4. Create a briefing for division managers showing 
the advantages and disadvantages of using 
MOOCs. Use websites, including www.td.org, 
www.coursera.org, and www.mooc-list.com.

5. Because of the rapid growth of your technology 
company, the executive team has asked HR 
to develop an internal training program. The 
purpose of the program is to help employees 
recently promoted to supervisory positions 

develop the leadership skill sets they  
need to be successful as supervisors.  
This will be the first formal training program 
for your small company. As part of the  
process, you want to consider the learning 
styles of the new supervisors. To help you 
develop a successful, results-oriented program,  
review various training websites, including 
www.agelesslearner.com.

A. What training techniques should be 
implemented to meet the needs of the varied 
learning styles and maximize the learning 
potential of the participants.

B. Identify the content topics that you will 
recommend be included in the program to 
ensure the development of successful leaders.

CASE Saving Lives through Effective 
Training

Imagine employees in your company saving over 60 
lives in one year. That’s one result of training efforts 
at G4S, an integrated security solutions provider. 
With 46,000 employees operating in over 110 field 
locations across the country, delivering training 
with that kind of impact is a challenge.

Most of the security personnel at G4S don’t 
have access to computers or are limited because 
of client firewalls. So, online training is not always 
practical. About 60% of the company’s training is 
delivered via live instructor-led classroom sessions. 
In addition to providing training content, this deliv-
ery method reinforces the company’s culture and al-
lows employees to network and connect with their 
peers. In particular, all new managers participate 
in three week-long training events that teach them 
about company best practices, business operations, 
standards and practices, customer service, sales and 
marketing, and employee relations. The manage-
ment training connects new managers to headquar-
ters, shows them the “G4S Way,” and gives them 
exposure to top leaders in the organization.

To supplement the classroom training, G4S es-
tablished strategic partnerships with outside organi-
zations such as the American Heart Association to 
deliver CPR and AED training. A partnership with 
the American Council on Education allows employ-
ees to earn college and continuing education credits. 
These collaborative programs extend the company’s 
resources and help G4S’s learning and development 
team focus on core training that is specific to the 
business. They also demonstrate the company’s com-
mitment to employee development and growth.

In addition to classroom and partner-delivered 
training, G4S created an intranet and social net-
working portal for employees. Corporate mate-
rials, policies and procedures, training manuals 
and workbooks, performance support tools, and 
 industry news are all available to keep employ-
ees informed and up to date with practices in the 
 industry and company. Employees can access the 
 intranet from anywhere with an Internet connec-
tion. An especially innovative aspect of the site is 
that employees can create a personal profile that 
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lists their skills, interests, accomplishments, and 
contact information. This makes it easy and conve-
nient for anyone in the company to quickly identify 
individuals with specific skills or “know-how” who 
can be tapped for assistance on an as-needed basis.

Employee turnover at G4S is much lower 
than the industry average of 100%. More than 
10,000 mangers have been trained since the pro-
gram started. The training has helped the company 
 reduce turnover by 8%, and complaints about 
 supervisors have dropped by 10%. Implement-
ing the distance learning intranet portal saved the 
company nearly $2 million in travel-related costs. 
So, saving both lives and dollars was made pos-
sible by a well-designed and well-delivered training 
strategy at G4S.75

QueStionS

1. How might the learning and development team 
determine which training content to create and 
deliver internally? How would you recommend 
evaluating potential external providers? What 
criteria would you use to decide which third-
party providers to partner with?

2. What might motivate employees to share their 
skills and knowledge on a personal profile on 
the company’s social networking intranet portal? 
What kind of incentives might you provide to 
encourage employees to share this information?

3. What measures in addition to turnover and 
 employee complaints could be used to evaluate 
the effectiveness of G4S’s training initiatives?

SuPPLEMENTAL CASES  

using Performance Support to improve  
learning

This case illustrates the process of performance sup-
port that employees use to improve their job per-
formance. (For the case, go to www.cengage.com/
management/mathis.)

training crucial for Hotels

This case illustrates the increased role training is 
playing in large U.S. hotel chains. (For the case, go 
to www.cengage.com/management/mathis.)

new Payroll clerk

This case shows the frustration that often accom-
panies the first day at work and why orientation is 
important in reducing turnover. (For the case, go to 
www.cengage.com/management/mathis.)

onboarding in the twenty-First century

This case outlines orientation efforts of Sun 
 Microsystems, El Paso Corporation, and Zimmer-
man Advertising. (For this case, go to www.cengage 
.com/management/mathis.)
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What’S trending in
talent ManageMent

Talent management practices have existed for a long time in organizations. 
However, the strategic impact of having the right talent is more apparent to 
organizations today as the economy becomes more global and high-quality 
employees become scarcer. The current trends in talent management 
include:

1. Integrated talent management is the new buzzword. Rather than 
 considering each aspect of creating a talent pipeline as a separate 
 process, companies are beginning to integrate all processes to  
ensure bench strength for the future.

2. Global leadership development is an important business activity. The 
globalization of business means that employees at all levels must be 
 up-skilled to work effectively with colleagues around the world.

3. Succession planning is critical for organizational success. The need 
for developing leaders to step into roles made vacant by an ever-faster 
exodus of retiring workers highlights the need to proactively plan for an 
orderly transition.

4. Organizations are beginning to target and focus their investments in 
talent. They use data analytics to determine which workers and jobs 
require greater investment and will provide a greater payoff.

Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Identify the 
importance of talent 
management and 
discuss two reasons it 
may be difficult.

LO2 Explain the 
importance of 
succession planning 
and the steps involved 
in the process.

LO3 Differentiate  
between organization-
centered and 
individual-centered 
career planning.

LO4 List options for 
development needs 
analyses.

LO5 Discuss three 
career issues that 
organizations and 
employees must 
address.

LO6 Identify several 
management 
development 
methods.

Talent, Careers, and 
Development9

c h a p t e r

Employee 
Relations 527

The Environment 
of Human Resource 
Management 1

Jobs and 
Labor 121

Talent 
Development 279

Compensation  
399
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Driven to Develop 
Employees

F leet management company ARI supports vehicle fleets  

 for more than 3,200 companies globally, managing  

 over 1 million vehicles. The company’s goal of promoting 

personal and professional employee growth led to the founding 

of ARI University. Creating a learning culture supports its most 

important competitive advantage—its people.

After assessing the learning needs of employees, the 

 development team created three “schools” within ARI Univer-

sity. The Professional Development school builds core business 

skills like team building, software competence, and commu-

nication. The Fleet Management Expertise school focuses on 

keeping technicians’ skills up to date with hands-on mechanical 

training. The Leadership Excellence school prepares employees 

for future roles in leadership and includes mentoring from execu-

tives, multiday offsite courses, and group projects addressing 

current business problems.

ARI’s approach is to serve employees at every career stage, 

from entry level to leader-in-waiting. The company’s executive 

team is closely involved in identifying high-potential employees 

and ensuring that they receive the training needed to advance  

in their careers. Courses at ARI University are limited to  

20 participants to encourage a high level of interaction. Some 

courses are offered online, while others are classroom based. 

In-house subject matter experts 

create content for the courses to 

keep costs down and to provide 

internal development opportu-

nities. These in-house experts 

serve as adjunct teachers who 

lead courses in collaboration with 

a learning team professional.

In addition to tapping into the 

company’s wealth of knowledge 

to create courses, expert mentors 

are teamed up with new hires. 
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These mentoring pairs encourage peer-to-peer learning and get new hires up to speed 

rapidly. Each department head nominates a “learning champion” who is an ambassador 

for ARI University and other learning opportunities. ARI University uses employee-

driven social media platforms like discussion forums and blogs to spread best practices 

throughout the organization. Employees post their profiles to identify themselves as 

subject matter experts who can be consulted by others within the company. ARI also 

offers a library of new and used books for employees to read at their convenience.

The ARI University Honor Society recognizes employees who complete 175 train-

ing hours in a two-year period. The company also offers 100% tuition reimbursement, 

and employees are eligible the moment they are hired. Employee engagement scores 

and internal promotion rates are tracked. Both measures have increased by more than 

50% in the past three years. The learning culture at ARI is driven by the founder’s be-

lief that successful businesses must “train, employ, and reward” the best people.1

Talent management is quickly becoming a major concern to executives, boards of 
directors, investors, and employees. Organization sustainability rests on the skills and 
knowledge of workers. Instituting effective practices to ensure that workers are capa-
ble of fulfilling job requirements is a key strategic move for organizations. This is why 
leaders and HR professionals focus so much on developing the talent of employees.

Workforce planning is based on having the right talent in place as needed by the 
organization and its managers. Workforce planning works with talent management, 
which focuses on having the right individuals ready for jobs when needed. A signifi-
cant part of talent management involves developing a pipeline of talented people. 
Additionally, talent management focuses on key positions and job families that will 
be required, skills that will be needed, and competency models, talent pools, and as-
sessments of employees.

This chapter focuses on talent management as a strategy to enhance company per-
formance. Much of this approach involves having a plan that effectively deals with 
employees’ careers and provides for their developmental needs. In addition, talent 
management includes programs that cultivate important capabilities and competencies.

9-1 Talent Management as Strategy
Successful talent management is strategic because employee development should 
be linked to the organization’s objectives. Organizations must respond quickly to 
changes in environmental demands, and having the right talent helps them respond 
appropriately. Strategic talent management is the process of identifying the most 
important jobs in a company that provide a long-term advantage and then devel-
oping employees so that they can effectively work in these jobs.2 Both talent and 
strategy are among the most important drivers of success in many organizations, 

LO1 Identify the 
importance of talent 
management and 
discuss two reasons it 
may be difficult.

Strategic talent 
management
The process of identify-
ing the most important 
jobs in a company that 
provide a long-term com-
petitive advantage and 
then creating appropriate 
HR policies to develop 
employees so that they 
can effectively work in 
these jobs
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which means that both issues are of primary concern to executive leaders. This 
suggests that companies should consider talent management when developing 
their business strategies.

Integrated talent management (ITM) is a holistic approach to leveraging and 
building human capital. Connecting multiple processes such as  performance man-
agement, training and development, succession planning, and career management 
helps organizations to maximize HR practices.3 Companies that adopt an integrated 
talent management perspective create processes that reinforce and support each 
other, and they utilize analytics and metrics to determine the value of these practices 
on organization outcomes. This evolving perspective highlights the importance of 
talent for an organization’s success and sustainability.4 Using ITM scorecards helps 
companies align talent management practices with critical business outcomes. By 
measuring the impact of these human capital processes on performance indicators 
such as revenue, operating costs, customer satisfaction, product/service quality, and 
employee turnover, the organization’s leaders can determine how to invest organi-
zational  resources for maximum success. The major components in the employment 
life cycle (i.e.,  training/development, performance and succession management, etc.) 
should be  integrated as one unit.5

One way to think of talent management is as a process that goes beyond simply 
recruitment and selection, and uses talent to meet the needs of the organization. 
Along the way, all the elements of talent management are encountered: training, 
succession planning, career planning, development, and performance management. 
Figure 9-1 shows the process. Training and performance management are covered 
in other chapters, while succession planning, career planning, and development are 
covered in this chapter.

Talent management practices related to growing talent within the organiza-
tion are an investment in human capital rather than a short-term cost. Competitive 
 advantage for the firm comes from deploying workers with high levels of com-
petency and capability. Companies can maximize the value of talent management 
initiatives by following a supply chain approach that incorporates (1) developing 
current  employees and hiring outside talent, (2) creating talent pools and broad 
competencies in employees, (3) using short-term talent forecasts that are likely 
more reliable than longer-term forecasts, and (4) establishing a balance between 
employees’ and companies’ ownership of career development.6 Verizon embraces 
such an approach by requiring each employee to create an individual development 

integrated talent  
management (itM)
A holistic approach to 
leveraging and building 
human capital.

Figure 9-1 Integrated Talent Management
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plan upon being hired. Through onboarding and subsequent assignments and feed-
back, the employee hones in on development activities to enhance the achievement 
of the individual plan.7

9-2 Talent Management in Perspective
The idea that human capital can be a source of competitive advantage for organiza-
tions is gaining ground, but many firms are not designed or managed to optimize 
talent performance.8 The nature of the business and the environment in which it oper-
ates to some extent define appropriate strategies for talent management. The follow-
ing “HR Competencies & Applications: Managing Talent for Success” feature details 
six key steps that companies can take to optimize investments in human capital.

Talent management can be challenging because of the nature of talent itself. 
Using a supply chain philosophy, one can think of a “deep bench” of talent as 
 inventory. But unlike boxes full of empty bottles, talent does not necessarily  remain 
available until needed—people may leave the company. The shelf life of promising 
managers and specialists is short if they do not have opportunities to grow with 
their current employer. Good inventory management therefore requires paying 
 attention to employees’ needs and goals.

Opportunities to learn and grow are attractive to job candidates as well as cur-
rent employees. This highlights the importance of a successful talent management 
program. Attracting and retaining talent is only part of the equation—companies 
must also keep people engaged by looking for individual characteristics that lead 
to job success, providing good development opportunities for high-performing 
 employees, and having a management team that builds confidence in the company’s 
future prospects.9

9-2a Talent Management Information Systems
Talent management seems to lend itself to the use of various software-based systems 
that purport to integrate all the pieces of talent management into one manageable 
whole. For example, one company used a talent management system to

•	 document new employee orientation and training;
•	 automate registration of participants for training and development activities;
•	 track classroom training and certifications completed by all store employees;
•	 report on completions of training certifications for employees; and
•	 compile and report the training and development history of individuals for use 

with career planning and development.

However, research shows that while many companies recognize the value of us-
ing talent management technology, many still use a manual rather than automated 
approach.11 The drive to automate talent management comes in part from the desire 
to pull together HR, finance, and operations data to get insights on talent that are 
otherwise difficult to obtain. Using a manual process makes it nearly impossible 
to accumulate all the information necessary to effectively manage the talent pool. 
Regardless of the current state of the art, there is great potential for automated tal-
ent management systems to aid decision making in the future, but these systems are 
certainly not the entire solution to talent management challenges.
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Managing Talent for Success

Organization leaders can follow many paths to 
achieve the objectives established during the 
strategic planning process. Some leadership 
teams focus on products and services, while 
others may emphasize financial management 
techniques. Progressive organizations are begin-
ning to see that human capital practices focused 
on talent management can go a long way toward 
delivering success toward goals. The following 
six pathways can be adopted in whole or in part 
to achieve success through managing talent:

1. Embrace a decision science perspective. 
Data about employees—including their 
knowledge, skills, and abilities (KSAs); 
interests; performance histories; and the 
like—can inform decisions about human 
capital practices that work or don’t work. 
The evidence-based approach to managing 
people leverages what an organization 
knows about how to capitalize on this 
valued resource.

2. Encourage informal learning. Recognize 
the myriad ways in which employees 
obtain required knowledge and skills. 
Don’t expect all training to occur in formal 
settings. Rather, establish networking and 
collaborative tools that foster peer-to-peer 
learning.

3. Revolutionize stale processes. Assess the 
effectiveness of current processes such 
as performance management. If they are 
not keeping pace with what employees 
need, don’t apply band-aids. Instead, start 
from scratch to create systems that will be 
useful for managers and employees.

4. Relinquish some control. Allow employees 
autonomy and flexibility to determine work 

schedules and procedures. Hold employees 
accountable for results but don’t dictate 
methods. Engagement increases when 
employees are offered the chance to make 
important decisions affecting their work 
environment.

5. Align strategy, structure, and talent. 
Determine which roles and individuals are 
critical to the organization’s success. Invest 
more in those key components and address 
gaps in the rest of the workforce to bring 
them along.

6. Establish a meaningful, enduring culture. 
Identify and clearly articulate the organiza-
tion’s values and culture, and line up talent 
that supports these attributes. Hire, train, 
develop, and promote employees who em-
brace the culture and will perpetuate the 
organization’s values.

Tackling all six of these paths can over-
whelm leaders and employees. It’s better to 
choose the particular pathways that can deliver 
the greatest impact in the quickest time frame. 
Taking a careful, measured approach should lead 
to more effective talent management without 
draining all of the organization’s resources.10 
Consider how managing talent can address an 
organization’s long-term objectives and answer 
the following questions:

1. What evidence would you use to convince 
top leaders that investing in talent can reap 
great rewards for the organization?

2. How would you prioritize among the 
six strategies offered in the text above? 
Which would you implement first, second, 
and so on?
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Key competencies: Leadership & Navigation, Critical Evaluation, Consultation, Business 
 Acumen; HR Expertise: Organization/Technology & Data, Organization/Workforce Management
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9-2b Scope of Talent Management
As talent management has evolved, a variety of approaches and tools have also 
developed. The following sections describe the approaches that define talent 
management.

Target Jobs and individuals The first issue is to identify the types of jobs that 
will be the focus of talent management efforts. In some organizations, talent man-
agement focuses on the CEO and other executive jobs, rather than more broadly. 
Other organizations target senior managers, mid-level managers, and other key em-
ployees. However, those groups represent only about one-third of the total work-
force, which raises the question of whether talent management  efforts would be 
more useful if they were more widely implemented within the workforce.

Some individual employees are considered critical to the organization’s success. 
These critical employees do not necessarily occupy executive-level roles, but their 
KSAs and performance make them essential to the operation. For example, an IT 
employee who is responsible for maintaining the company’s servers and other hard-
ware may be mission-critical even though the job is not in the top echelon of the 
structure. Critical employees are frequently not told by their employers of their im-
portance to the firm. Managers shy away from telling them out of fear that it might 
give them too much leverage and create expectations that cannot be met. However, 
not telling these employees how important they are puts the organization at risk for 
losing them to competitors.12

Competency Models What does a person who is ready to be promoted look 
like? What competencies should the person have? Competency models show KSAs 
for various jobs. An employer must ask, “What talent do we need to achieve this?” 
The answer can be found in a competency model. Competency models help identify 
talent and gaps. As explained in Chapter 1, the Society for Human Resource Man-
agement (SHRM) has developed a comprehensive competency model for the HR 
profession that identifies nine major categories.

Some companies maintain libraries of competency models. These libraries cre-
ate a clear path for talent planning. Competency models might be created for ex-
ecutives, managers, supervisors, salespeople, technical professionals, and other key 
positions. One example of a competency is problem solving, which involves address-
ing complex organizational problems and developing solutions. Another example is 
multitasking, which involves effectively coordinating various work processes at the 
same time to get more work done. It is common for organizations to identify a small 
number of core competencies that apply to all job categories, along with job-specific 
competencies. Embedding the same competency framework during employee selec-
tion and subsequent performance management is the most powerful way to assess 
and develop talent.13

Managing Development risks When developing talent, the employer always 
runs a risk that an employee who has been developed will choose to leave with the 
valuable skills gained. A way to reduce this risk is to have promising  employees 
volunteer for development on their own time. Executive MBA programs that can 
be attended on evenings or weekends, extra projects outside a person’s current 
 assignment, volunteer projects with nonprofit organizations, and other paths can 
be used. The employer might contribute through tuition reimbursement or some 
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 selected time away from the job, but the risk is at least partly shared by the  employee 
because he or she has invested time in the process.

The risk of losing employees in whom the company has invested should be 
weighed against the loss of talent if the company neglects development. The abil-
ity of employees to freely move in the labor market makes it important for firms to 
remain attractive to employees. Career growth opportunities are highly valued and 
can increase employee commitment and reduce turnover intentions.14 Therefore, 
 decisions about investing in talent should assess multiple risks.

“Make or Buy” Talent? Employers face a make-or-buy choice: develop (“make”) 
competitive human resources or hire (“buy”) individuals who are already developed 
from somewhere else. In fact, some business acquisitions are made with the express 
purpose of acquiring rare talent. For example, PayPal bought StackMob to obtain 
engineering talent that would facilitate its entry into the mobile pay field.15

There are advantages and disadvantages to each approach.16 If business condi-
tions are relatively stable and predictable, an organization may do well to develop 
its own leaders through a make strategy. Doing so provides for continuity within the 
leadership ranks and creates leaders who are well versed in the specific drivers of the 
organization’s success. However, developing leaders internally takes time and may 
result in tunnel vision from an overemphasis on organization-based intelligence.

A buy strategy shortens the development cycle and produces leaders quickly by 
hiring from the outside. In rapidly changing organizations or those that are growing 
quickly, this may be the better course of action. Buying talent can also provide the 
organization with fresh ideas and new approaches to business. However, buying tal-
ent can be costly, and there is greater risk when hiring externally. In addition, if an 
organization’s culture is strong, an outside leader may have difficulty being  effective. 
Like any financial decision, the make-or-buy decision can be quantified and 
 calculated when assumptions are made about time, costs, availability, quality, and 
risk. Evidence suggests that certain situational characteristics should dictate whether 
to hire internal or external candidates. For instance, a recent study showed that 
when a company’s culture is critical to its success, an internal candidate is better. 
Conversely, when the organization needs a new direction or particular skill set, hir-
ing from outside is recommended. Consider that Microsoft tapped longtime insider 
Satya Nadella to serve as just its third CEO since the company’s founding. On the 
other hand, Yahoo! drafted Marissa Mayer, a well-regarded technology expert from 
Google.17 Every organization faces unique challenges, and whether to make or buy 
talent depends on many factors.

global Development Multinational organizations focus on developing em-
ployees who can manage people and operations in diverse environments. Compe-
tencies needed for global leadership are more complex than those focused on only 
one country. In addition to core leadership skills such as future orientation, empa-
thy and concern for others, ethics and integrity, and team development, the global 
leader must also be able to work across cultures and contexts. Managers operating 
in a global setting need to manage paradoxes, appreciate the unique attributes of 
each context, and communicate effectively across time and geography.18

Global leadership programs seem to fall short of addressing a number of criti-
cal competencies. While the programs typically include managing change, critical 
thinking, and problem solving, they rarely include technology and competencies re-
lated to creativity and innovation. Comfort with and competence in using social 

Make-or-buy
Develop competitive 
human resources or 
hire individuals who are 
already developed from 
somewhere else

global
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networking technology is crucial in the global enterprise, since most work is done 
by virtual teams. However, many workers have not been formally trained in how to 
properly operate in this manner; learning by trial and error is costly and inefficient. 
Consulting company I4cp recommends incorporating the following elements into a 
global development plan:

1. Make global cultural fluency an organization-wide priority.
2. Tap into the best minds inside and outside of the organization to share 

 knowledge and stories.
3. Offer a diverse slate of hard and soft skills development.
4. Leverage strategic workforce planning to determine skills gaps and to identify 

candidates for succession plans from the global workforce.19

Leadership development programs for diversified multinational enterprises 
should include participants from both developed and emerging economies. Man-
agers from developed countries can learn firsthand about distinct cultural attri-
butes from representatives working in less-developed countries. Likewise, those 
from emerging economies can interact with participants from developed nations 
and learn about the organization’s sophisticated practices. Such cross-fertilization 
increases knowledge sharing and speeds up the development of all participants.20

9-2c High-Potential Individuals
Some organizations focus talent management efforts primarily on “high-potential” 
individuals, often referred to as HiPos, which are individuals who show high prom-
ise for advancement in the organization. Attracting, retaining, and developing HiPos 
have become the main emphases for some talent management efforts. Targeting pri-
marily HiPos may lead to many other employees seeing their career opportunities as 
being limited. The following “HR Ethics: HiPo or Non-HiPo?” feature poses some 
ethical challenges related to the identification and notification of employees with 
respect to organization high-potential development programs.

Determining potential is not a simple process. Figure 9-2 offers six attributes that 
constitute potential for growth and development. Clearly defining how the  organization 

hipos
Individuals who show 
high promise for 
advancement in the 
organization

Figure 9-2 HiPo Potential Assessment

Strong motivation to excel in pursuit of challenging goals

Humility to put group needs before personal needs

Insatiable curiosity to explore new ideas 

Keen insight into connections that most people overlook

Strong engagement with work tasks and people

Determination to overcome obstacles

Source: Adapted from Claudio Fernandez-Araoz, “21st Century Talent Spotting,” Harvard Business Review 92, no. 6 
(June 2014), 46–56.
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HiPo or Non-HiPo?

Identifying employees as having high potential 
and creating development programs tailored to 
their needs is not without controversy. Issues 
regarding the process used to identify HiPo em-
ployees, along with the process used to notify 
employees about their status, can pose ethical 
dilemmas for an organization.

The assessment of potential is part science 
and part art. Using methods such as manager 
nomination or evaluation is highly subjective. 
It is likely to result in some biased decisions 
about which employees will be enrolled into 
HiPo programs. In addition, relying on past per-
formance evaluation ratings can lead to unfair 
choices as well. Unless the performance as-
sessment process is valid and well grounded, 
too much personal discretion can influence rat-
ings and render them ineffective for accurately 
measuring employee potential. To combat some 
problems with assessing potential, organiza-
tions are wise to adopt objective assessments 
administered by qualified professionals.

There is no clear best practice regarding 
notification and public identification of HiPo em-
ployees. In an era in which transparency is a key 
watchword, only a small percentage of execu-
tives describe their companies as open about 
how employees are selected for admission to 
HiPo and leadership programs. This secrecy 
seems to be driven by two factors—lack of 
management courage and concerns about man-
aging HiPo employee expectations. Some exec-
utives worry about the fallout from broadcasting 
the criteria for selection around the organiza-
tion. Further, they are concerned that once an 
employee is told that he or she is a HiPo, expec-
tations for promotion or special treatment will 
exceed what the organization can fulfill.

Managing expectations of both HiPo and 
non-HiPo employees can best be accomplished 
by explaining and disseminating the selection 
standards. If employees understand how the 
decisions about entry into HiPo programs are 
made, they can better reconcile their own sta-
tus. Mystery surrounding the process leads 
employees to question the fairness of deci-
sions and suspect that the organization chooses 
these individuals arbitrarily.

Disclosing the names of those in HiPo pro-
grams can cut both ways. However, it is naïve to 
believe that employees will not figure out who 
is in the program and who isn’t. Special training 
and networking opportunities, job assignments, 
and other obvious development practices will 
be offered to HiPo employees. It doesn’t take 
others long to determine which list they are on. 
However, publicly acknowledging and identify-
ing HiPos may lead to work-group dysfunction, 
envy, and other negative employee conduct.26

Establishing valid selection criteria, assess-
ing potential using appropriate tools, and man-
aging employee expectations all contribute to 
a HiPo program that effectively navigates the 
ethical issues inherent in these development 
opportunities. After reading the section on HiPo 
programs, consider the following questions:

1. How would you suggest communicating 
the names of those selected for HiPo 
programs? Should it be widely known in 
the organization, or should the list be kept 
“under wraps?”

2. How can managers deal with expectations 
HiPos might have regarding their career 
trajectory? What can be done to keep those 
expectations in check?
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assesses potential helps demystify the selection process for HiPo programs. Identifying 
top performers may not be as difficult as trying to keep them satisfied and engaged. 
Assuming that all HiPos crave challenge and opportunity can lead to inferior results. A 
critical element is to discuss the future with these key players and discover their career 
aspirations. Offering high-profile assignments and face time with senior leaders are 
important aspects of HiPo development. Many prominent companies such as General 
Electric, Unilever North America, and IBM have established programs that effectively 
identify and cultivate talent in HiPos by linking corporate strategy to the development 
of leaders and providing learning opportunities that grow the business and the indi-
vidual.21 However, organizations should also be careful not to overwhelm these “stars” 
with intensive workloads that push them beyond reasonable limits.22

An important consideration of developing HiPos is recognizing that these pro-
grams typically involve about 10% of the organization’s workforce. The organiza-
tion still needs the full engagement and commitment of the remaining 90% of the 
workers. Investing in HiPos, while not undercutting universal growth  opportunities 
for all, requires careful planning and execution.23 For example, Fluor Corporation 
expects all employees to create and work on a career development plan, and all 
supervisors are held accountable for supporting employee growth. Promotions to 
higher levels in management are based in part on success at developing one’s team.24

The public identification of HiPos is a delicate matter that rests on the level of 
trust employees have in the organization’s commitment to overall worker growth 
and learning. Employees not identified as HiPos still seek advancement opportuni-
ties and assignments that will enhance their knowledge and skills. An organization 
is shortsighted if all development is focused on HiPos. Providing development ini-
tiatives to non-HiPos can foster engagement and job satisfaction in this vital core 
segment of the workforce.25

9-3 Succession Planning
Succession planning is the basis for a company dealing successfully with staff-
ing changes such as retirements, transfers, promotions, and turnover. Succession 
 planning is the process of preparing for inevitable vacancies in the organization hi-
erarchy. It involves more than simply replacement planning. Replacement planning 
usually involves creating a list of temporary replacements for important jobs, espe-
cially during crisis situations.27 Succession planning should include a well-designed 
development system for employees since it takes an average of two to three years to 
develop a qualified successor.28

Despite the essential need for succession planning, it is all too often an after-
thought. Many firms are negatively affected by a lack of succession planning. For 
example, the sudden departure of top executives at American Apparel, Pepsi, Sanofi, 
Target, and JCPenney left those companies flat-footed and without an obvious 
leader.29 Stumbling through an unexpected leadership vacancy can make employ-
ees and investors feel uneasy or even anxious. Yet, many organizations fail to ad-
equately plan for the loss of a key leader. The classic model of succession planning 
is the farm system in major league baseball. Talented young players are groomed 
through play in the minor leagues where they gain valuable experience and hone 
their skills. Those with superior results advance to the major league where their tal-
ents are utilized to help the team succeed.

LO2 Explain the 
importance of 
succession planning 
and the steps involved 
in the process.

Succession planning
Preparing for inevitable 
vacancies in the 
organization hierarchy
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9-3a Succession Planning Process
Succession planning follows logical steps, as shown in Figure 9-3. The process be-
gins with defining key positions critical to the organization’s strategy and then mak-
ing certain top managers are personally involved in talent identification, mentoring, 
and coaching.30 Some companies pay a bonus to encourage top executives to ad-
dress succession planning.31 The next step is to assess the talent available in the 

Integrate with Strategy

What competencies will be needed?
Which jobs will be critical?
How should critical positions be 	lled?
Are international assignments required?

Involve Top Management

What is the CEO’s role in succession planning?

Are high-level executives involved in the process? 

Are top executives mentoring/coaching others?

Is there authority/accountability for succession goals?

Assess Key Talent

Does employee have important competencies? What’s missing?

Do assessments/evaluations provide useful information?

Are results examined to determine individual talents?

Are individuals and career goals/interests compatible?

Follow Development Practices

How can important competencies be developed?

Can an individual interact with executives and board members?

Can talent pools be created for top-level jobs?

What are the incentives for individual development?

Monitor and Evaluate

Are multiple metrics used?

Are successors effective after placement?

Are positions 	lled internally?

Are positions 	lled externally?

Is the process viewed favorably?

Figure 9-3 Succession Planning Process
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organization and determine who has the potential, who is ready now for promo-
tion, and who needs additional development. Development practices can vary but 
should be aimed at specific needs in specific individuals. Finally, evaluating the suc-
cess of the process is important, and appropriate measures are necessary to do so.32

All the work involved in the succession planning process should result in two 
outcomes: (1) identification of potential emergency replacements for critical posi-
tions and (2) other successors who will be ready with some additional development. 
The individuals identified as possible successors should be told what specific devel-
opment they need and possible action steps to build their competencies.33

9-3b Succession Planning Decisions
Several decision are required as part of succession planning. These decisions require 
the following analysis: How can you identify and classify current talent? Should 
you make or buy talent? How can you measure systemic success?

identifying Current Talent Companies can be proactive in identifying the right 
managers and employees needed for successful succession planning. Managers de-
termine if individuals are ready, willing, and able to perform duties at a higher level 
in the organization. Leaders should also take a current inventory of the talent that is 
already employed in the organization. A common framework is the Nine-Box Talent 
Grid, as shown in Figure 9-4. The Nine-Box Talent Grid34 is a matrix showing past 
performance and future potential of all employees. Since focusing only on potential 
or performance may provide too narrow a view when developing succession plans 

nine-box talent grid
A matrix showing 
past performance and 
future potential of all 
employees

Figure 9-4 Nine-Box Talent Grid
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for jobs and identifying candidates, a two-dimensional grid can outline individuals’ 
potential to be promoted on one axis and current job performance on the other axis.

Such a talent inventory grid is particularly helpful in jobs that tend to be more 
complex. For example, assume that an Engineering Manager in a manufacturing 
company is creating a succession plan. The position requires individuals with ex-
tensive experience, industry contacts, technical expertise, project management skills, 
and other important competencies that suggest high potential. It is important to 
recognize that job demands for the Engineering Manager job differ substantially 
from those required of engineering professionals. Individuals who are outstanding 
engineers may excel at the technical aspects of the job but lack the abilities needed 
to manage others. The Nine-Box Talent Grid is therefore useful for assessing poten-
tial candidates on both important measures.

Metrics and Succession Planning Some organizations measure the impact of 
succession planning. A wide range of metrics are used depending on the company’s 
priorities. The appropriate metric(s) should be selected early in the succession plan-
ning process. Key measures a company might consider are the reduced costs of turn-
over, higher performance, and organizational profitability. Organizations might also 
track how job vacancies are filled, the availability and readiness of candidates, and 
success rates of individuals who are promoted.

Computerized Succession Planning Models The expansion of informa-
tion technology capabilities has resulted in employers being able to make suc-
cession planning data available electronically to staff members. Skills-tracking 
systems,  performance appraisals, and other databases can be linked to succession 
plans. As employees complete training and development activities, their data can 
be  updated and viewed as career openings become available in the company. Via 
intranet systems, employees can access and update their data, review job and  career 
opportunities, and complete skill and career interest self-surveys. Software programs 
can facilitate integrated talent management practices.

9-3c Benefits of Succession Planning
Succession planning is a business imperative that provides for the organization’s 
sustainability and success. The process can be conducted formally and informally. 
As companies become larger, the benefits of formal succession planning become 
greater, and for these larger companies, formal planning is recommended. Key ben-
efits include the following:

•	 Having a supply of highly qualified individuals ready for future job openings
•	 Providing career opportunities and plans for individuals, which helps retention 

and performance motivation
•	 Providing a basis for the continual review of staffing requirements as organiza-

tional changes occur over time
•	 Enhancing the “brand” of the company and establishing the organization as a 

desirable place to work
•	 Generating confidence for investors and other stakeholders

Common Succession Planning Mistakes CEO succession should be pri-
marily the responsibility of governing boards and top-level executives. One reason 

MeaSure
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Do’s and Don’ts of Succession Planning

Many leaders readi ly acknowledge the 
 importance of succession planning in com-
panies. However, they often don’t  follow that 
 philosophy with action. Research shows that 
less than half of executives believe that their 
organizations do an adequate job of grooming 
successors. Unplanned vacancies take about 
three months to fill, leaving a  significant gap in 
the organization’s leadership team. The follow-
ing do’s and don’ts represent best practices for 
effective succession planning:

•	 DO be forward focused. Look to the future 
and determine what competencies will 
be needed in five or ten years. Simply 
duplicating the leadership skills and style 
of current leaders is not likely to move the 
organization forward as times and demands 
change.

•	 DO align compensation with succession 
planning. Incentivize key leaders to create 
a working succession plan and mentor in-
dividuals identified as possible successors. 
Paying a bonus or other reward to execu-
tives who attend to this important task 
will get them to focus on getting it right. 
It is also advisable to offer deferred com-
pensation (such as stock options) to those 
on the succession path. This keeps them 
invested in the organization and cuts down 
on turnover.

•	 DO consider soft skills. Development ef-
forts should key in on interpersonal skills, 
emotional intelligence, problem-solving, 
creativity, and other vital leadership com-
petencies. Investing too much time in 
functional, technical training will produce 

successors who are not effective at leading 
their team or organization.

•	 DON’T wait until a vacancy occurs to begin 
succession planning. At that point, it is a 
race to the finish, not an orderly, thought-
ful development process. Every manager’s 
number one priority should be identifying 
and preparing potential successors.

•	 DON’T identify one individual for each 
role. Putting all of your eggs in one bas-
ket is a risky proposition. The successor 
may leave the organization prematurely 
or may not develop successfully. Leading 
firms bring along multiple candidates with 
the understanding that choosing from 
among a pool is superior to having only 
one choice.

•	 DON’T keep succession plans a secret. 
Stakeholders have a vested interest in 
knowing that executives are planning for 
the future. Share the overall strategy with 
important parties. While specifically naming 
successors may not be necessary, assuring 
stakeholders that there is a living, working 
process calms their concerns.35

Considering the importance of succession 
planning, it is disappointing that so few orga-
nizations have implemented robust programs. 
Answer the following questions relative to 
succession planning best practices:

1. What are some possible reasons top lead-
ers fail to create succession plans?

2. What role should the board of directors, 
HR, and executives each play to ensure 
 effective succession planning?
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boards have increased the priority of CEO succession is that it is required by the 
Sarbanes-Oxley Act.

But focusing only on CEO and top management succession is one of the most 
common mistakes made. Other mistakes include the following:

•	 Starting too late, when openings are already occurring
•	 Not effectively linking succession plans to strategic plans
•	 Allowing the CEO to direct the planning and make all succession decisions
•	 Looking only internally for succession candidates

Longer-term succession planning should include mid-level and lower-level man-
agers, as well as other key nonmanagerial employees. Some firms target key techni-
cal, professional, and sales employees as part of succession planning. Others include 
customer service representatives, warehouse specialists, and other hourly employees 
who may be able to move up into other jobs or departments.

Actions such as planning careers and development follow from succession plan-
ning efforts. The preceding “HR Competencies & Applications: Do’s and Don’ts  
of Succession Planning” feature describes how one organization conducts succes-
sion planning.

9-4 Careers and Career Planning
A career is a series of work-related positions a person occupies throughout life. 
Employers and employees have different views of careers. Individuals pursue careers 
to satisfy their individual needs. Organizations see careers as an important part of 
talent management. Changes in employer approaches to career planning based on a 
less predictable business environment have put much of the responsibility for career 
management on the shoulders of individual employees.36 However, companies need 
to take some responsibility in the career planning process by helping employees 
make good decisions and by providing positive work opportunities. Career manage-
ment is therefore ideally a shared responsibility of employers and employees.

9-4a Changing Nature of Careers
The old model of a career in which a person worked up the ladder in one organiza-
tion is becoming rarer. In a few industries, changing jobs and companies every few 
years is becoming more common. Many U.S. workers in high-demand jobs, such as 
information technologists and pharmacists, can dictate their own circumstances to 
some extent. The average 30- to 35-year-old in the United States may have already 
worked for up to seven different firms. The new career model involves more fre-
quent job changes as well as changes in major vocational field. People rarely spend 
their entire working lives with the same firm doing the same type of work.37

Different Views of Careers The patterns of individuals’ work lives are chang-
ing in many areas: more freelancing, more working at home, more frequent job 
changes, and more job opportunities but less security. Rather than letting jobs de-
fine their lives, more people set goals for the type of lives they want and then use 
jobs to meet those goals. Careers are transitioning from a traditional approach to a 
more contemporary one.38 These changes are highlighted below.

LO3 Differentiate 
between organization-
centered and 
individual-centered 
career planning.

career
Series of work-related 
positions a person occu-
pies throughout life
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•	 Traditional career perspective: Career success is represented by tangible things 
like title, money, power, and status. Individuals expect the employer to lead the 
way in terms of developing them and looking out for their career progression. 
Traditional career paths focus on upward moves to gain status and financial 
rewards.

•	 Contemporary career perspective: Career success is measured in terms of in-
trinsic satisfaction that comes from doing challenging work that increases the 
individual’s skills and competencies. Intangibles like work–life balance, making 
an impact, working on projects you are passionate about, and long-term pro-
fessional growth are highly valued. Individuals are more likely to be proactive 
about planning their careers rather than relying on their employer to take charge.

A particular framework, called the Protean career, defines the contemporary 
version of careers. The Protean career is a process whereby an individual makes 
conscious career plans to achieve self-fulfillment. Figure 9-5 shows elements of the 
Protean career. Protean workers embrace responsibility for managing their careers 
and seek life fulfillment through their work. They thoughtfully and proactively seek 
information to understand their own identity and plan career moves to gain skills 
and make an impact. Organizational support is still necessary, but Protean workers 
will take the steps necessary to achieve psychological success.39

protean career
A process whereby an in-
dividual makes conscious 
career plans to achieve 
self-fulfillment

Psychological
Success 

Numerous
short

learning
cycles

Willing and
able to adapt
to changes 

Self-directed,
proactive 

Seek feedback
to form

accurate self 
perceptions 

Reward is
pride in work

and
achievement 

Career plan is
driven by

employee, not
employer 

Figure 9-5 Elements of the Protean Career

Source: Adapted from Martin Gubler, John Arnold, and Crispin Coombs, “Reassessing the Protean Career Concept: 
Empirical Findings, Conceptual Components, and Measurement,” Journal of Organizational Behavior 35 (February 
2014), S23–S40.
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9-4b Organization-Centered Career Planning
Since careers are evolving, managing them puts a premium on career develop-
ment by both employers and employees. Effective career planning considers both 
 organization-centered and individual-centered perspectives. Figure 9-6 summarizes  
these perspectives to career planning.

Organization-centered career planning focuses on identifying career paths that 
provide for the logical progression of people between jobs in an organization. In-
dividuals follow these paths as they advance in organizations. For example, the 
right person might enter the sales department as a sales representative and then be 
 promoted to account director, to district sales manager, and finally to vice president 
of sales.

A good career planning program includes elements of talent management, per-
formance appraisals, development activities, transfer and promotion opportunities, 
and succession planning. To communicate with employees about opportunities and 
help with planning, employers frequently use career workshops, a career “center,” 
and career counseling. Individual managers often play the role of coach and coun-
selor in their direct contact with individual employees and within an HR-designed 
career management system.40

The approach an organization uses to enhance careers should provide opportu-
nities for individual growth and development. For example, companies now favor 
using career lattices comprised of multidirectional job changes and lateral moves as 
mechanisms for providing employees important career experiences.41 Another sys-
tem for managing individual careers is the career path, or “map,” which is created 
and shared with employees. MassMutual’s career center includes four tools: career 
resource center, competency model and development guide, mentoring tool, and job 

organization-centered 
career planning
Career planning that 
focuses on identifying 
career paths that provide 
for the logical progres-
sion of people between 
jobs in an organization

Organizational Perspective
Identify future staf�ng needs
Plan career ladders
Assess individual potential and needs
Match organizational needs to individual KSAs
Develop and audit career system for success

A Person’s Career

Individual Perspective
Identify personal KSAs and interests
Plan life/career goals
Assess alternative career paths inside and
outside the organization
Note personal changes through life and career
progressions

Figure 9-6 Organizational and Individual Career Planning Perspectives
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exploration tool. This toolkit helps employees find the information and resources 
needed to lay out a career path and helps the company retain valued talent.42

Career Paths Employees need to know their strengths and weakness, which 
they often discover through company-sponsored assessments. Then career paths 
to  develop the weak areas and fine-tune the strengths are developed. Career paths 
represent employees’ movements through opportunities over time. Although most 
career paths are thought of as leading upward, good opportunities also exist in 
cross- functional or horizontal directions.

Working with employees to develop career paths has helped employers retain 
key employees. For example, Hyatt Hotels Corp. actively promotes lattice career 
paths. Traditionally, General Managers were recruited only through two operational 
functions. The HR group questioned this limited recruiting approach and pushed 
for more cross-functional recruiting for these important roles. The philosophy has 
caught on, and recently an IT professional was internally recruited to join the HR 
department. The creativity in career paths is one reason Hyatt was named as a com-
pany most admired for HR on Fortune’s annual “Most Admired Companies” list.43

Unfortunately, less than half of the respondents to a recent survey said that their 
employers outline career paths for them. An organization’s career path tends to follow 
the hierarchical structure of the organization chart and not evolve to include more 
innovative ways for employees to move through jobs. Employees are too often left on 
their own, which can result in frustration and disappointment. Showing employees 
possible routes to fulfillment can lead to better retention and more satisfied workers.44

employer Websites and Career Planning Many employers have careers sec-
tions on their websites to list open jobs. An employer’s website is a link to the external 
world but should also be seen as a link to existing employee development. Sites can 
also be used for career assessment, information, and instruction. When designing web-
sites, firms should consider the usefulness of the careers section for development as 
well as recruitment. For example, Spotify and Pepsi have engaging profiles of employ-
ees on their websites. Anyone inside or outside the company can review the profiles 
and learn about how the profiled employee’s career path led to his or her current job.45

9-4c Individual-Centered Career Planning
Organizational changes have altered career plans for many people. Individuals have 
had to face “career transitions”—in other words, they have had to find new jobs.46 
These transitions have emphasized the importance of individual-centered career 
planning, which focuses on an individual’s responsibility for a career rather than on 
organizational needs. Individuals behave more like “free agents” who move between 
opportunities they view as helping to further their own goals.47

individual Career Planning Career planning involves several steps that provide an 
individual with the information needed to create a logical career path. Figure 9-7 shows 
the steps in the process. The planning process is not always linear. Individuals may com-
plete one or two steps and discover that they need to cycle back to an earlier step and 
then move forward again. The primary steps in the career planning process are:

•	 Determine who you are. Individuals need to think about what interests them, 
what they do well, their work style, and what is important to them. Career 
advisors use many tools to help people understand themselves. Common 

career paths
Represent employees’ 
movements through 
 opportunities over time

individual-centered 
career planning
Career planning that 
focuses on an individual’s 
responsibility for a career 
rather than on organiza-
tional needs
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professional tests include the Holland Interest Inventory to determine prefer-
ences among vocational occupations and the Myers-Briggs Type Indicator of 
personality. Whether professionally administered or taken on their own, the 
essential first step is to understand the characteristics and attributes that an 
individual possesses.

•	 Find out how you are viewed. Employees need feedback on how well they are 
doing, how their bosses see their capabilities, and where they fit in organi-
zational plans for the future. One source of this information is performance 
 appraisal feedback and career development discussions. Consulting with 
trusted colleagues on and off the job can shed light on how others view the 
 individual’s capabilities, strengths, and weaknesses.

•	 Investigate your options. Learning about the industry, the organization, and 
the specific vocation are important so that career plans can be made within 
the context of possibilities. The Bureau of Labor Statistics updates the Occu-
pational Outlook Handbook and makes it available online. This is a helpful 
resource that projects demand for particular skills and careers in the future.

•	 Set a goal and create an overall plan. After compiling all of the information 
in the preceding steps, establish a long-term goal with interim short-term 
milestones. Take into account current levels of competence and performance 
along with interests and values. An important consideration is the demands 
that a desired job may place on one’s personal life, for example, relocation or a 
hardship work schedule. Realistic goals are more practical than attractive but 
unreachable goals. Determine what steps will be necessary to obtain the experi-
ences and skills needed to advance.

•	 Take action to advance the plan. Taking action is the critical final step. Setting up 
a career discussion with one’s supervisor; enrolling in seminars, continuing edu-
cation, or other types of programmed learning; or requesting to be assigned spe-
cial projects or tasks are all proactive steps that get the career plan underway.48

Determine
who you are

Find out how
you are viewed

Investigate
your options

Create an
overall plan

Take action to
advance the

plan

Figure 9-7 Steps in Individual Career Planning
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Over time, as experience is gained and skills are mastered, the career plan should 
be revisited. A periodic evaluation of progress against goals along with a reassess-
ment of the practicality of the plan help the individual stay on track and continu-
ously focused on finding fulfillment through vocational and nonvocational activities.

individual Career Profile A useful starting point in career planning is to as-
sess interests, personality, skills, and values. The individual compiles a profile that 
reflects his or her unique constellation of characteristics. This profile will help deter-
mine what types of career options are most likely to lead to success and satisfaction. 
The following section provides brief explanations of each element of the profile.

•	 Interests: People tend to pursue careers that match their interests. Interests tend 
to be fairly stable over time, and they are reasonably valid as a predictor of 
job success and satisfaction. Interest assessments operate on the premise that 
individuals with similar interests are drawn to similar career fields. Identifying 
one’s interests informs career decisions and focuses individuals on the types of 
jobs that would be most rewarding.49

•	 Skills: Skills represent the ability to do some task well. Individuals have dis-
tinct capabilities that make them especially well suited to particular jobs. 
A common categorization of skills includes basic skills, complex problem-
solving skills, resource management skills, social skills, systems skills, and 
technical skills. Skills can be developed and improved over time with focus 
and practice.50

•	 Personality: An employee’s personality includes that individual’s personal ori-
entation (e.g., extraversion, openness to experience, and conscientiousness) and 
personal needs (including affiliation, power, and achievement needs). Individu-
als with certain personality attributes find greater success in clusters of occupa-
tions that match their personality profile.51

•	 Values: Work values are an often underappreciated aspect of good career 
choices. Values act as an individual’s “compass”; they guide behavior and focus 
effort. If an individual’s values are poorly matched to the employer, then job 
dissatisfaction is likely to occur. Identifying beliefs and ideas that are person-
ally important allows people to live and work authentically and in harmony 
with their true selves.52

Creating a career profile that includes interests, personality, skills, and values 
brings into focus the core of an individual’s temperament and work style. Like assem-
bling a jigsaw puzzle, the creation of the profile answers questions about what type of 
career will match the person’s strengths, weaknesses, and natural tendencies. People are 
most productive and happy when their work lines up well with their overall makeup.

9-4d Career Progression Considerations
The typical career for individuals today includes more positions, transitions, and 
organizations than in the past, when employees were less mobile and organizations 
were more stable as long-term employers. But there remain general patterns in peo-
ple’s lives that affect their careers.

The first half of life is typically devoted to the quest for competence and for a 
way to make a mark in the world. Happiness during this time comes primarily from 
achievement and the acquisition of capabilities. The second half of life is different. 
The previous focus on skill mastery changes to the pursuit of integrity, values, and 
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well-being. For many people, internal values take precedence over external score-
cards or accomplishments such as wealth and job title status. In addition, mature 
adults already possess certain skills, so their focus may shift to interests other than 
skills acquisition. Career-ending concerns, such as life after retirement, reflect addi-
tional shifts. Figure 9-8 shows a model that identifies general career and life periods.

Representative of this life pattern is the idea that careers and lives are not 
predictably linear; rather, they are cyclical. Individuals experience periods of high 
stability followed by transition periods of less stability that include inevitable 
discoveries, disappointments, and triumphs. These cycles of structure and transi-
tion occur throughout individuals’ lives and careers. This cyclical view may be an 
 especially useful perspective for individuals affected by downsizing or early career 
plateaus in large organizations. Such a perspective underscores the importance of 
flexibility in an individual’s career. It also emphasizes the importance of individuals’ 
continuing to acquire more and diverse KSAs.

early Career issues Early career needs include finding interests, developing 
 capabilities, and exploring jobs. Some organizations do a better job than others of 
providing those opportunities. Offering programs that satisfy the needs of individu-
als who are just starting their careers such as flexible work situations, alternative 
workplace arrangements, development activities, and opportunities to earn addi-
tional income are some approaches employers use to make jobs more attractive.

However, individuals in the early stages of their work in a profession need to 
take greater responsibility for their career planning. Such effort establishes greater 
ownership over individual development and facilitates empowerment. Being proac-
tive about career planning also decreases the likelihood of sitting back and letting 
someone (or something) else manage the process.

Career Plateaus Individuals who do not change jobs may face another 
 problem—career plateaus. Many workers define career success in terms of upward 
mobility. As opportunities to move up decrease, some employers try to encour-
age employees to make lateral moves. These sideways moves can be beneficial if 
 employees learn new skills that increase individual marketability and recharge their 
enthusiasm for their careers.

Age:
20–30 years

Needs:
Identify interests
and exploring
jobs

Concerns:
External rewards,
acquiring
capabilities

Early Career

Age:
30–50 years

Needs:
Advance in career;
deal with lifestyle
preferences and
limitations

Concerns:
Values, contribution,
integrity, well-being

Mid-Career

Age:
50–60 years

Needs:
Update skills;
person is settled in;
individual is leader
with valued opinions

Concerns:
Mentoring, career
continuance,
disengagement

Late Career

Age:
60–70 years

Needs:
Plan retirement and
nonwork interests

Concerns:
Retirement, part-time
employment

Career End

Figure 9-8 General Career Phases
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Plateaued employees are more likely to quit or retire early, possibly taking valu-
able knowledge with them. Further, employees who believe that they are “stuck in a 
rut” are less satisfied with their jobs and organizations.53 Plateaued employees present 
a particular challenge for employers. They can affect morale if they become negative, 
but they may also represent valuable resources that are not being used appropriately.

One strategy for individuals to move beyond career plateaus is for them to 
participate in continuing education or take on special projects outside their normal 
field of expertise. Rotating workers to other departments is another way to deal 
with career plateaus. Tapping into the expertise and experience of longer-term em-
ployees who may be plateaued and engaging them as mentors for less experienced 
workers can improve their self-image and confirm their value to the organization.54

9-4e Career Transitions
Career transitions can be stressful for individuals who change employers and jobs. 
Of particular interest to organizations are three specific times of career transitions: 
organizational entry, job loss, and retirement.

Organizational entry Starting as a new employee can be overwhelming. “Entry 
shock” is especially difficult for younger new hires who find the work world very 
different from school.55 Entry shock includes the following concerns:

•	 Supervisors: The boss–employee relationship is different from the student–
teacher relationship.

•	 Feedback: In school, feedback is frequent and measurable, but that is not true 
of most jobs.

•	 Time: School has short (quarter/semester) time cycles, whereas time horizons 
are longer at work.

•	 The work: Problems are more tightly defined at school; at work, the logistical 
and political aspects of solving work problems are often less certain.

Job Loss Job loss as a career transition has been most associated with down-
sizing, mergers, and acquisitions. Losing a job is a stressful event in one’s career, 
frequently causing depression, anxiety, and nervousness. The financial implications 
and the effects on family can be extreme as well. Yet, many individuals do face the 
potential of job loss, and effectively addressing their concerns should be considered 
in career transition decision making. Unplanned job loss is one reason individuals 
should adopt a perspective of lifelong learning and maintain their skills.

retirement issues Whether retirement comes at age 50 or age 70, it requires a 
major adjustment for many people. Some areas of adjustment faced by retirees in-
clude self-direction, a need to belong, satisfying achievement needs, personal space, 
and goals. To help address concerns over these issues, as well as anxieties about 
finances, some employers offer preretirement planning seminars for employees.56

Career development for people at the end of their careers can be managed in 
many ways. Phased retirement, consulting arrangements, and callback of some retirees 
as needed all act as means for gradual disengagement between the organization and 
the individual. However, phased retirement is complicated by pension laws, which 
often restrict the number of hours employees who are receiving a pension can work.57

Early retirement often occurs as a result of downsizings and organizational 
restructurings. These events have required many managers and professionals to 
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determine what is important to them while still active and healthy, with some decid-
ing to remain employed in extended or second careers, and others electing to leave 
the workforce to enjoy leisure time and the pursuit of personal interests. To success-
fully encourage early retirement, management must avoid several legal issues, such 
as forced early retirement and pressuring older workers to resign.

9-5 Common Individual Career Problems
Four career issues are sufficiently common as to need individual treatment in this 
text: problems with technical and professional workers, women, dual-career cou-
ples, and individuals with global careers.

9-5a Technical and Professional Workers
Technical and professional workers, such as engineers, scientists, and IT systems 
 experts, present a special challenge for organizations. Many of these individuals 
want to stay in their technical areas rather than enter management, yet advance-
ment in many organizations requires a move into management. Most of these peo-
ple like the idea of the responsibility and opportunity associated with advancement, 
but they do not want to leave the professional and technical activities at which they 
excel. Further, the skills required in management roles are very different than those 
needed in technical jobs.

An attempt to solve this problem is the dual-career ladder, a system that  allows 
a person to advance through either a management or a technical/ professional ladder. 
Dual-career ladders are now used at many firms, most commonly in technology-
driven industries such as pharmaceuticals, chemicals, computers, and electron-
ics. For instance, a telecommunications firm created a dual-career ladder in its IT 
 department to reward talented technical people who do not want to move into 
management. Different tracks, each with attractive job titles and pay opportunities, 
are provided.

9-5b Women and Careers
The percentage of working women has increased over the past several decades, with 
women today making up about half the workforce. Women are employed in all 
occupations and jobs, but their careers may have a different element than those of 
men. Since many women bear children and are often the primary caregiver, their 
career planning and advancement may be disrupted.

Work, Family, and Careers A common career approach for women is to work 
hard before children arrive, plateau or step off the career track when children are 
younger, and return to career-focused jobs that allow flexibility when the children 
are older. This approach is referred to as sequencing. But some women who  sequence 
are concerned that the job market will not welcome them when they  return or that 
the time away will hurt their advancement chances.

The interaction and conflicts among home, family, and career often affect 
women differently than they do men.58 By the time men and women have been out 
of school for six years, on average, women have worked much less time than men. 
These and other career differences provide challenges for many women. Employers 
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can tap into the female labor market by offering child care assistance, flexible work 
policies, and a general willingness to be accommodating.

Other approaches have been developed in companies to better utilize women’s 
talents in the workplace. In particular, partnering women with senior executives, 
rather than less influential managers, can be useful because these individuals can 
function as strong advocates for competent female leaders.59 Connecting women 
with the proper mentors who are willing to act as sponsors in getting them better, 
more high-profile positions is the key.60 Some women are working well past the age 
of 60 due to financial needs created by divorce or caring for aging parents. Others 
continue to work to obtain intrinsic rewards and professional pride. Organizations 
benefit from utilizing this well-educated, highly skilled, dedicated workforce.61

glass Ceiling Another concern specifically affecting women is the glass ceiling, 
the situation in which women fail to progress into top and senior management posi-
tions. Nationally, women hold about half of managerial/professional positions but 
only 10% to 15% of corporate officer positions.62 Inflexible beliefs about women’s 
roles and placement in the workplace are some of the possible causes of this gap.63

Some organizations provide leaves of absence but proactively keep women in-
volved in the company during time off. Working Mother has named several com-
panies as especially welcoming to working mothers. For example, CA Technologies 
pays 10 weeks of maternity leave and provides for job shadowing, mentoring, and 
leadership programs through its women’s network. Management consulting firm 
Oliver Wyman pairs female high performers with senior sponsors to enhance their 
career progress.64 Consequently, women are gradually making inroads into upper-
level management positions.

9-5c Dual-Career Couples
As the number of women in the workforce continues to increase, particularly in 
professional careers, so does the number of dual-career couples. The U.S. Bureau of 
Labor Statistics estimates that more than 80% of all couples are dual-career cou-
ples. Many members of dual-career couples are both employed in management, pro-
fessional, and technical jobs. Problem areas for dual-career couples include family 
issues and job transfers that require relocation.

For dual-career couples with children, family issues may conflict with career 
progression. It is important that such career development problems be recognized 
as early as possible. Whenever possible, involving both partners in planning, even 
when one is not employed by the company, may enhance the success of such efforts.

Traditionally, employees accepted transfers as part of upward mobility in orga-
nizations. However, both employees and companies often find relocation undesir-
able because of personal hardships such as leaving a support system and finding 
suitable work for a “trailing” spouse.

9-5d  Global Career Concerns
Global career management can be even more complex than domestic talent man-
agement. The movement of managers and employees can be challenging because 
corporate policies and cultural characteristics in different countries are often dissim-
ilar, and individual expectations about the success of global assignments can vary 
greatly, thus affecting motivation and commitment. Successful companies develop 
a culture that facilitates the movement of talent globally and improves retention. 
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Further, they create sound mobility programs and processes that organize assignee 
information, effectively evaluate candidates, and provide coaching support during 
global assignments and repatriation efforts.65

Many global employees experience anxiety about their continued career pro-
gression. Therefore, employers should take steps to ensure that the experience 
gained overseas benefits the employee as well as the firm. Some companies address 
this issue by bringing expatriates back to the home country for development pro-
grams and interaction with other company managers and professionals during the 
assignment. Another potentially useful approach is to establish a mentoring system 
that matches an expatriate with a corporate executive at headquarters.

repatriation The issue of repatriation is a process that involves planning and 
training for the reassignment of global employees back to their home countries. 
 After expatriates return home, they often no longer receive the special compensation 
packages that had been available to them during their assignments. The result is that 
they may feel a net decrease in total income, even if they receive promotions and pay 
increases. In addition to dealing with concerns about personal finances, returning 
expatriates often must re-acclimate to U.S. lifestyles, transportation, and other cul-
tural circumstances, especially if they have been living in less-developed countries.

Many expatriates enjoyed a greater degree of flexibility, autonomy, and inde-
pendent decision making while living overseas than their counterparts in the United 
States. Back in the home organization, repatriated employees must readjust to closer 
working and reporting relationships with other corporate staff.

Another major concern focuses on the organizational status of expatriates 
when they return. Many expatriates wonder what jobs they will have, whether their 
 international experiences will be valued, and how they will be accepted back into the 
 organization. Unfortunately, many global employers do a poor job of repatriation. To 
counter this problem, companies should consider providing expatriates flexible as-
signments, mentoring efforts, meetings with key managers, career support, and guar-
antees of temporary employment if they complete their foreign assignments early.66

global Development Most global firms have learned that it is often a mistake 
to staff foreign operations with only personnel from headquarters, and they quickly 
hire local nationals. For this reason, global management development must focus on 
developing local managers as well as global executives. Global competencies should 
also be developed early in careers, instead of assigning domestic-based senior ex-
ecutives to international positions.67 Development areas can include activities such 
as promoting cultural issues, running an international business, enhancing leader-
ship and management skills, handling problematic people, and building personal 
qualities. Organizations might also recruit foreign graduate students into fast-track 
development programs to staff global positions, offer international assignments to 
leaders to improve their work experience, and utilize social networking to enhance 
training and development.68

9-6 Developing Human Resources
Development involves efforts to improve employees’ abilities to handle a variety of 
assignments and to cultivate their capabilities beyond those required by the current 
job. Development can benefit both organizations and employees. Employees and 

repatriation
Process that involves 
planning and training 
for the reassignment of 
global employees back to 
their home countries

LO4 List options for 
development needs 
analyses.

development
Efforts to improve 
 employees’ abilities 
to handle a variety of 
 assignments and to 
 cultivate their capabilities 
beyond those required by 
the current job

00709_ch9_ptg01_320-361.indd   345 12/10/15   3:09 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  3   Talent Development346

managers with appropriate experiences and abilities may enhance organizational 
competitiveness and the ability to adapt to a changing environment. In the devel-
opment process, individuals’ careers may also evolve and shift to new or different 
focuses. Hilton utilized a developmental program for executives that required them 
to work in various areas of different hotels to better understand how top-level busi-
ness decisions influence the firm’s properties.69

Development differs from training. It is possible to train people to answer 
 customer service questions, drive a truck, enter data in a computer system, set 
up a drill press, or assemble a television. However, development in areas such as 
judgment, responsibility, decision making, and communication presents a bigger 
challenge. These areas may or may not develop through individuals’ ordinary life 
experiences. A planned system of development experiences for all employees, not 
just managers, can help expand the overall level of capabilities in an organization. 
Figure 9-9 profiles development and compares it with training.

9-6a Possible Development Focuses
Some important and common management capabilities that may require develop-
ment include emotional intelligence, critical thinking, strategic planning, learning 
agility, and ethical values.70 For some technical specialists (tech support, database 
administration, network design, etc.), certain nontechnical abilities must be devel-
oped as well, such as the ability to work under pressure, work independently, solve 
problems quickly, and communicate clearly.

One point about development is completely clear. In numerous studies that 
asked employees what they want out of their jobs, training and development ranked 
at or near the top. The primary assets that individuals have are their knowledge, 
skills, and abilities (KSAs), and many people view the development of their KSAs as 
an important part of their jobs.

Lifelong Learning There is a close link between learning and development. 
For most people, lifelong learning and development are necessary and desirable. 

Short term

Performance reviews;
cost–bene�t analysis;
test/certi�cation success

Learn speci�c behaviors;
demonstrate capabilities

Long term

Availability of talent;
promoting from within;
competitive advantage

Understand concepts;
develop judgment and
capabilities 

Focus

Development Training

Time Frame

Effectiveness
Measures

Figure 9-9 Development versus Training
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For many professionals, lifelong learning may mean meeting continuing education 
 requirements to retain certifications. For example, to keep their licenses to prac-
tice in most states, lawyers, CPAs, teachers, dentists, and nurses must complete 
 continuing education requirements. For other employees, learning and development 
may involve training to expand existing skills and to prepare for different jobs, for 
promotions, or even for new jobs after retirement.

Assistance needed from employers for lifelong development typically comes 
through programs at work, including tuition reimbursement programs. However, 
much of lifelong learning is voluntary, takes place outside of work hours, and is not 
always formal. Although it may have no immediate relevance to a person’s current 
job, learning often enhances an individual’s confidence, ideas, and enthusiasm.

reinvention Whether due to a desire for career change or because the employer 
needs different capabilities, people reinvent their careers in midlife or mid-career. 
These “jobshifters” need to develop capabilities in a new field that holds promise 
for a productive future. Commonly referred to as second acts, employees who make 
major changes from one career field to another often need some assistance from an 
employer to close the gap in their skills.71 Upon discharge from active duty, military 
personnel frequently need to adapt their skills to civilian career opportunities. Safelite 
AutoGlass, Walmart, Capital One, and others have implemented programs targeting 
former military members who are transitioning. They offer assistance and develop-
ment to bridge the skills learned in the military to those needed in their operations.72

9-6b Development Needs Analyses
Like employee training, employee development begins with an analysis of the needs 
of both the organization and the individuals within that organization. The goal, of 
course, is to identify strengths and weaknesses to determine the focus of develop-
ment.73 Methods that organizations use to assess development needs include assess-
ment centers, psychological testing, and performance appraisals. Determining the 
best approach to individual development depends in part on the individual’s level of 
development. The following “HR Competencies & Applications: Leveling Develop-
ment Focus” feature describes four approaches managers can use.

Assessment Centers Collections of test instruments and exercises designed to 
diagnose an individual’s development needs are referred to as assessment centers. 
Companies can use assessment centers for both developing and selecting managers. 
Employers use assessment centers for a wide variety of jobs.

In a typical assessment center experience, an individual spends two or three 
days away from the job performing many assessment activities. These activities 
might include role-plays, tests, cases, leaderless group discussions, computer-based 
simulations, and peer evaluations. Frequently they also include in-basket exercises 
in which the individual handles typical work and management problems. For the 
most part, the exercises represent situations that require the use of individual skills 
and behaviors. During the exercises, several specially trained judges observe the par-
ticipants and later share their observations with the candidates.

Assessment centers provide an excellent means for determining individual 
potential in an unbiased manner.74 Experience shows that key variables such as 
leadership, initiative, and supervisory skills cannot be measured with tests alone. 

assessment centers
Collections of test instru-
ments and exercises 
designed to diagnose an 
individual’s development 
needs

00709_ch9_ptg01_320-361.indd   347 12/10/15   3:09 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  3   Talent Development348

Assessment centers also offer the advantage of helping identify employees with 
 potential in large organizations. Supervisors may nominate people for the assess-
ment center or employees may volunteer to participate.

Psychological Testing Psychological tests have been used for years to determine 
employees’ developmental potential and needs. Intelligence tests, verbal and math-
ematical reasoning tests, and personality tests are often given. Psychological testing 
can provide useful information about individuals, motivation, reasoning abilities, 
leadership style, interpersonal response traits, and job preferences.

The biggest problem with psychological testing lies in interpretation because 
untrained managers, supervisors, and workers usually cannot accurately interpret 

Leveling Development Focus

The classic book Leadership and the One Minute 
Manager by Ken Blanchard contains sage advice 
about how to work with employees who need 
development. Since most employees vary in the 
level of expertise they have on diverse job tasks, 
the author recommends that development needs 
analysis be conducted at the task level. For ex-
ample, an entry-level accountant may be highly 
competent at posting journal entries but might 
need to learn how to create accurate, timely fi-
nancial statements. The four development levels 
explained below help managers provide appro-
priate support to each employee on each task.

Level 1, Enthusiastic beginner: The emplo-
yee is new to this task and has little to no work-
ing knowledge or expertise. Development should 
involve specific, detailed directions along with 
close monitoring and frequent feedback.

Level 2, Disillusioned learner: The employee 
may have tried and not succeeded at mastering 
the task at hand and has become discouraged. 
Self-efficacy starts to fall, and the individual is 
afraid to try again. Development should involve 
coaching and encouragement. Find novel ways 
to explain the task and provide plenty of positive 
reinforcement for even small successes.

Level 3, Capable but cautious performer: 
The individual has developed the necessary 
expertise and competence but is timid and lacks 

self-confidence. Offering support and publicly 
praising the employee can shore up motivation 
and self-image. Treat the employee as an expert 
and refer other employees to him or her as the 
“guru” of the task.

Level 4, Self-reliant achiever: The employee 
is now fully competent and confident when 
completing the task. He or she knows what to 
do, how to do it, and how to determine the quality 
of the work output. It’s time to get out of the 
way and let the individual perform. Development 
should shift to skills that are at the level 1 stage.

Assessing each employee on a task-by-
task basis can produce a rich development 
environment where energy is invested at the 
proper level. The employee will appreciate 
the personalized approach, and the manager 
will find that this type of development makes 
the most of time with the employee.75 After 
considering these four development levels, 
answer the following questions:

1. How would you assess an individual’s ca-
pabilities at the task level? What methods 
would be most appropriate to determine 
skill levels?

2. How would you prioritize the development of 
skills for a particular individual? Why would 
you work on some skills before others?
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test results. After a professional scores the tests and reports the values to others 
in the organization, untrained managers may attach their own meanings to the 
 findings. Also, some psychological tests are of limited validity, and test takers may 
fake desirable responses. Thus, psychological testing is appropriate only when the 
testing and feedback processes are administered by a qualified professional.

Performance Appraisals Well-done performance appraisals can be a source of 
development information. Performance data on productivity, employee relations, 
job knowledge, and other relevant dimensions can be gathered in such assessments. 
In this context, appraisals designed for development purposes (discussed in more 
detail in Chapter 10) may be different and more useful in aiding individual em-
ployee development than appraisals designed strictly for administrative purposes.

9-7 Talent Development Approaches
Common development approaches can occur on or off the job. Figure 9-10 details these 
approaches. Employee development takes on added importance as knowledge work 
such as research skills and specialized technology expertise increases for almost all com-
panies. Careful analysis of development needs results in selecting suitable methods.

9-7a Job-Site Development Approaches
All too often, unplanned and perhaps useless activities pass as development on the 
job. To ensure that the desired development actually occurs, managers must plan 
and coordinate their development efforts. Managers can choose from various job-
site development methods.76

Coaching The oldest on-the-job development technique is coaching, a 
 collaborative process focused on improving individual performance. The coach 
and the  person being coached create shared success through a series of ongoing 
 conversations. The process relies on the coach serving as a facilitator rather than 
an  evaluator. Questions that encourage the employee to self-reflect and assess his or 
her own performance are the basis for coaching interactions. Trust is the underlying 
foundation of coaching. A coach who demonstrates genuine interest and commit-
ment to the employee creates an environment in which success can occur.77

Coaching is not done exclusively by managers. Junior employees are being 
paired with more senior workers to address the gap in technology skills. Social 

LO5 Discuss three 
career issues that 
organizations and 
employees must 
address.

coaching
A collaborative process 
focused on improving in-
dividual performance

Off-Site Approaches
Classroom courses
Seminars
Outdoor experiential
activities
Sabbaticals/leaves

Job-Site Approaches
Coaching
Committees
Job rotation
Corporate universities 
Career development
centers

Figure 9-10 HR Development Approaches
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media–savvy younger employees help older workers improve their digital compe-
tence. Peer coaches have helped Iron Mountain Sentinels reduce errors by 25% and 
reduce turnover by 60%. Front-line employees learn from certified “peer coaches” 
who are experts in the job they are doing every day.78

Unfortunately, organizations may be tempted to implement coaching without 
sufficient planning. Even someone who is good at a job will not necessarily be able 
to coach someone else to do it well. Coaches should receive training, feedback, and 
recognition to ensure that they effectively work with employees for mutual success.

Committee Assignments Assigning promising employees to important com-
mittees may broaden their experiences and help them understand the personali-
ties, issues, and processes governing the organization. For instance, employees on a 
safety committee can gain a greater understanding of safety problems and manage-
ment, which would help them become supervisors. They may also experience the 
problems involved in maintaining employee safety awareness. However, managers 
need to guard against committee assignments that turn into time-wasting activities.

Job rotation The process of moving a person from job to job is called  
job  rotation, and it is widely used as a development technique. For example, 
 Johnson Controls rotates aspiring plant managers through a two-year program 
during which they take on learning assignments in manufacturing, logistics, quality 
control, and manufacturing engineering. They are exposed to operational challenges 
along with business and leadership essentials.79 When properly handled, such job 
rotation fosters a greater understanding of the organization and improves employee 
retention by making individuals more versatile, strengthening their skills, and reduc-
ing boredom. When opportunities for promotion within a smaller or medium-sized 
organization are scarce, job rotation through lateral transfers may help rekindle 
enthusiasm and develop employees’ talents. Job rotation also prepares workers to 
perform well in multiple jobs, which provides managers with some scheduling flex-
ibility. A disadvantage of job rotation is that it can be expensive because a substan-
tial amount of time is required to acquaint trainees with the different people and 
techniques in each new work assignment.

Corporate universities and Career Development Centers Large 
 organizations may use corporate universities to develop managers and other  employees. 
For instance, for over 50 years, McDonald’s has used Hamburger  University to deliver 
courses that prepare its managers for the challenges and  opportunities associated with 
managing the company.80 Courses are designed to  address company-specific knowl-
edge and skills, and they can provide a competitive edge for the firm. Participation 
does not usually result in a degree, accreditation, or graduation. A related alternative, 
partnerships between companies and traditional universities, can occur where the uni-
versities design and teach specific courses for employers.81

Career development centers can also be set up to coordinate in-house programs 
and programs provided by third parties. They may include assessment data for indi-
viduals, career goals and strategies, coaching, seminars, and online approaches.

9-7b Off-Site Development Approaches
Off-site development approaches give individuals opportunities to get away from 
their jobs and concentrate solely on what is to be learned. Contact with others who 

Job rotation
Process of moving a 
 person from job to job
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are concerned with slightly different problems and come from different organiza-
tions may provide employees with new and different perspectives. Various off-site 
methods can be used.

Classroom Courses and Seminars Most off-the-job development programs 
include some classroom instruction. People are familiar with classroom train-
ing, which gives it the advantage of being widely accepted. But the lecture system 
sometimes used in classroom instruction encourages passive listening and reduced 
learner participation, which is a distinct disadvantage. Sometimes trainees have little 
opportunity to question, clarify, and discuss the lecture material. The effectiveness 
of classroom instruction depends on multiple factors: group size, trainees’ abilities, 
instructors’ capabilities and styles, and subject matter.

Organizations often send employees to externally sponsored seminars or pro-
fessional courses, such as those offered by numerous professional and consulting 
groups. Organizations also encourage continuing education by reimbursing employ-
ees for the costs of college courses. Tuition reimbursement programs provide incen-
tives for employees to study for advanced degrees through evening and weekend 
classes they attend outside of their regular workdays and hours.

Outdoor experiential Activities Some organizations send executives and 
managers to experiences held outdoors, called outdoor training or outdoor expe-
riential activities. The rationale for using these wilderness excursions, which can 
last for several days, is that such experiences can increase self-confidence and help 
individuals reevaluate personal goals and efforts. For individuals in work groups 
or teams, shared risks and challenges outside the office environment can create a 
sense of teamwork. The challenges may include rock climbing in the California 
desert, whitewater rafting on a river, backpacking in the Rocky Mountains, or 
handling a longboat off the coast of Maine. Outfitters like Outward Bound offer 
programs tailored to corporate groups and custom design events to fit the organi-
zation’s development goals.82

Survival-type management development courses may have more impact than 
many other management seminars. But companies must consider the inherent perils. 
Some participants have been unable to handle the physical and emotional challenges 
associated with rappelling down a cliff or climbing a 40-foot tower. The decision to 
sponsor such programs should depend on the capabilities of the employees involved 
and the learning objectives.

Sabbaticals and Leaves of Absence A sabbatical is an opportunity that some 
companies provide for employees to take time off the job to develop and rejuvenate, 
as well as to participate in activities that help others. Some employers provide paid 
sabbaticals, while others allow employees to take unpaid sabbaticals. The length of 
time away from work varies greatly.

Companies that offer sabbaticals speak well of the results. Positive reasons for 
sabbaticals are to help prevent employee burnout, offer advantages in recruiting 
and retention, and boost individual employee morale. Female employees have made 
use of sabbaticals or other types of leaves for family care reasons. The value of this 
time off to employees is seen in better retention of key female workers, who also of-
ten return more energized and enthusiastic about their work–life balancing act. The 
nature of the learning experience generally falls outside the control of the organiza-
tion, leaving it somewhat to chance.

Sabbatical
Time off the job to 
 develop and rejuvenate
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9-8 Management and Leader Development
Although development is important for all employees, it is essential for manag-
ers. Without appropriate development, managers may lack the capabilities to best 
deploy and manage resources (including employees) throughout the organization. 
While classroom training can be helpful, experience often leads to greater develop-
ment of senior managers because much of it occurs in real-life, on-the-job situations.

Numerous approaches are used to mold and enhance the experiences that 
 managers need to be effective.83 The most widely used methods are supervi-
sor  development, leadership development, management modeling, management 
 coaching, management mentoring, and executive education. Figure 9-11 shows 
 experience-based sources of managers’ learning and lists some important lessons for 
supervisors, middle managers, and senior-level executives that should be provided 
by development activities.

9-8a Problems with Management Development 
Efforts

Management development efforts are subject to certain common mistakes and prob-
lems. Many of the problems have resulted from inadequate HR planning and a lack 
of coordination of HR development efforts. Common problems include the following:

•	 Failing to conduct adequate needs analysis
•	 Trying out fad programs or training methods
•	 Substituting training for selecting qualified individuals

LO6 Identify 
several management 
development methods.

Lessons Managers Need to Learn
Setting agendas: Developing technical/business knowledge, taking
                              responsibility, setting goals
Handling relationships: Dealing successfully with people
Management values: Understanding successful management behavior
Personality qualities: Having the temperament necessary to deal with
                                     the chaos and ambiguity of executive life
Self-awareness: Understanding oneself and how one affects others

SOURCES OF MANAGERS’ LEARNING

Job Transitions
New jobs
Problems
New people
Changes in
responsibilities

Challenges
Starting or changing
some major organizational
feature
Having decision-making
responsibility
In�uencing others
without formal authority

Obstacles
A bad job situation
A dif�cult boss
Demanding clients
Unsupportive peers
Negative economic
circumstances

Figure 9-11 Management Lessons Learned from Job Experience
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Another common management development problem is encapsulated develop-
ment, which occurs when an individual learns new methods and ideas but returns 
to a work unit that is still bound by old attitudes and methods. The development 
was “encapsulated” in the classroom and is essentially not used on the job. Con-
sequently, individuals who participate in development programs paid for by their 
employers may become discouraged and move to new employers who allow them to 
use their newly developed capabilities more effectively.

9-8b Supervisor Development
The beginning level for managerial development is the first-line supervisory job. It 
is often difficult to move from being a member of the work group to being the boss. 
Therefore, new supervisors who are promoted from individual contributor roles of-
ten require new skills and mind-sets to be successful supervisors.

Employers may conduct pre-supervisor training. This is done to provide a realistic 
job preview of what supervisors will face and to convey to individuals that they can-
not just rely on their current job skills and experience in their new positions. Develop-
ment for supervisors may vary but usually includes some common elements such as 
basic management responsibilities, time management, and employee relations.

Employee relations training helps prepare supervisors to deal with “people 
problems” associated with overseeing employees. The training focuses on the de-
velopment of the employee relations skills a person needs to work well with others. 
Most employee relations programs are aimed at new or relatively inexperienced 
first-line supervisors and middle managers. They cover motivation, leadership, em-
ployee communication, conflict resolution, performance management, team build-
ing, and other interpersonal topics.

9-8c Leadership Development
Executives are aware that effective leaders create positive change and are important 
for organizational success. Leadership development is expanding a person’s  capacity 
to be effective in leadership roles. Organizations such as Johnson &  Johnson,  General 
Electric, and 3M Company are among the top firms in leadership  development. This 
development occurs in many ways: classroom programs,  assessments, modeling, 
coaching, job assignments, mentoring, and executive education.

While universities may produce smart, ambitious graduates with good technical 
skills, many face a very steep learning curve when making the change from school 
into leadership positions.85 Common ways to help individuals transition successfully 
into leadership roles include modeling, coaching, mentoring, and executive educa-
tion. The following “HR Perspective: Playing the Leadership Game” feature describes 
a cutting-edge leadership program aimed at teaching future leaders valuable skills.

Modeling A common adage in management development says that managers 
tend to manage as they were managed. In other words, managers learn by behav-
ior  modeling, or copying someone else’s behavior. Management development efforts 
can take advantage of natural human behavior by matching young or developing 
managers with positive models and then reinforcing the desirable behaviors exhib-
ited by the learners.86 The modeling process involves more than straightforward 
imitation or copying. For example, one can learn what not to do by observing a 
model who does something wrong. Thus, exposure to both positive and negative 
models can benefit a new manager as part of leadership development efforts.

Modeling
Copying someone else’s 
behavior
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Coaching Effective leadership coaching requires patience and good communi-
cation skills.87 Like modeling, it complements the natural way humans learn. An 
 outline of good coaching pointers will often include the following:

•	 Explain appropriate behaviors.
•	 Make clear why actions were taken.
•	 Accurately state observations.
•	 Provide possible alternatives/suggestions.
•	 Follow up and reinforce positive behaviors used.

Leadership coaching is a specific application of coaching. Companies may use 
outside experts as executive coaches to help managers improve leadership skills. Some-
times these experts help deal with problematic management styles. Consultants serving 
as executive coaches predominantly come from a psychology or counseling back-
ground and can serve many roles for a client by providing key questions and general 
directions. Sometimes they meet with employees in person, but many do their coaching 
by phone or electronically. Research on the effectiveness of leadership coaching sug-
gests that coaching can be beneficial in dealing with chronic stress, psychological dif-
ficulties, and even physiological problems faced by executives and managers.88

Playing the Leadership Game

Financial services holding company BB&T has 
a passion for leadership. The company’s leader-
ship model is based on the idea that people act 
according to their beliefs and values. Leaders 
are successful when they can embed desirable 
beliefs and behaviors in their followers. A strong 
desire to spread the message about leadership 
led the company to develop outreach efforts to 
engage future leaders.

Reaching out to a target audience of 14- to 
24-year-olds required a creative solution. BB&T 
found just the solution with a game that is ac-
cessed as a mobile app. LEGACY: A BB&T Lead-
ership Challenge is an innovative, free gaming 
app that teaches users valuable leadership les-
sons. The game is a suite of 10 mini-games with 
25 “quests” to save the village of Failburg. The 
medieval-themed role play challenges the player 
to help King Alpheus make the village success-
ful. The king provides feedback and guidance to 
the player. The player must manage several vil-
lage characters who are having difficulty handling 
their area of village operations. Using praise, 

coaching, or scolding techniques, the player re-
directs each character. The village benefits when 
the player uses the proper strategy. A leadership 
meter tracks points earned during the game.

BB&T estimated that 3,000 to 4,000 users 
would download the app in the first two weeks. 
They were delighted when the number of 
downloads far exceeded that number, and over 
15,000 people have accessed the app. While 
there is no direct tracking of users, the goal of 
spreading the leadership philosophy seems to 
be taking hold.84 Based on these ideas, con-
sider the following key questions for discussion:

1. Download the app from Google Play or the 
Apple Store and try it yourself. What is your 
evaluation of the usefulness of the LEGACY 
game to test leadership competence?

2. How can a game like LEGACY be used 
within a company to develop leaders? What 
type of competition and debriefing might 
be used in leadership development to pro-
mote use of the game?
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Management Mentoring A method called management mentoring employs a re-
lationship in which experienced managers aid individuals in the earlier stages of their 
careers. Such a relationship provides an environment for conveying technical, inter-
personal, and organizational skills from a more experienced person to a designated 
less experienced person. Not only does the inexperienced employee benefit, but the 
mentor also may enjoy having the opportunity and challenge of sharing wisdom.89

Many individuals have a series of advisors or mentors during their careers and 
may find advantages in learning from the different mentors. Additionally, those 
 being mentored may find previous mentors to be useful sources for networking. 
 Figure 9-12 describes the four stages in most successful mentoring relationships.

In many countries around the world, the proportion of women holding man-
agement jobs is lower than the proportion of men holding such jobs. Similarly, the 
number of racial and ethnic minorities who fill senior management positions is low. 
Company mentoring programs that focus specifically on women and individuals of 
minority racial/ethnic backgrounds have been successful in some larger firms. On 
the basis of various narratives of successful female executives, breaking the glass 
ceiling requires developing political sophistication, building credibility, and refining 
management styles aided by mentoring.

executive education Executives in an organization often face difficult jobs be-
cause of changing and unknown circumstances. Churning at the top of organiza-
tions and the stresses of executive jobs contribute to increased turnover in these 
positions. In an effort to decrease turnover and increase management development 
capabilities, organizations are using specialized education for executives. This type 
of training includes executive education traditionally offered by university business 

Management 
mentoring
A relationship in which 
experienced managers 
aid individuals in the 
earlier stages of their 
careers

Stage Length
of Time

Initiation

Cultivation

Separation

Rede�nition   Ongoing

6–12
months

2–5
years

6–12
months

Less-Experienced
Manager

Admires the senior
manager’s competence;
recognizes him or her

as a source of guidance

Gains self-con�dence,
values, and operating style

Experiences 
independence but at
times has feelings of 

anxiety and loss

Responds with gratitude
for the early years; �nds

that the mentoring
relationship becomes a

friendship

More-Experienced
Manager

Realizes younger 
manager has potential

and “is coachable”

Provides challenging 
work, coaching,

visibility, protection,
and sponsorship

Knows when to begin
to move away

Continues to be a
supporter; takes pride in
the younger manager’s

accomplishments

Figure 9-12 Stages in Management Mentoring Relationships
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schools and adds strategy formulation, financial models, logistics, alliances, and 
global issues. Enrollment in Executive Masters of Business Administration (EMBA) 
degree programs is also popular.

SuMMARy  
•	 Talent management is important because it is 

concerned with the attraction, development, 
and retention of human resources.

•	 Training, succession planning, career planning, 
and performance management are crucial parts 
of talent management.

•	 Succession planning is the process that identifies 
how key employees are to be replaced, including 
deciding whether to make or buy talent and 
how to use electronic and web-based succession 
planning programs.

•	 Mistakes can occur in succession planning, 
including focusing only on CEO and senior 
management succession.

•	 The nature of careers is changing because 
retention of employees and work–life balance 
have become more important.

•	 Career planning may focus on organizational 
needs, individual needs, or both, and career paths 
and employer websites are part of career planning.

•	 A person chooses a career according to interests, 
personality, skills, values, and other factors.

•	 Several special individual career issues must be 
addressed, including those related to technical 
and professional workers.

•	 Career issues for women may include work–
family balance and glass ceiling concerns, as 
well as being part of dual-career couples.

•	 Global career development has special 
challenges, including the necessity of relocating 
dual-career couples, global development, and 
repatriation.

•	 Development differs from training because it 
focuses on less tangible aspects of performance, 
such as attitudes and values.

•	 Developing specific competencies may require 
lifelong learning and redevelopment of 
employees.

•	 Needs analyses for development may include 
assessment centers, psychological testing, and 
performance appraisals.

•	 HR development approaches can involve job-
site and off-site learning activities.

•	 On-the-job development methods include 
coaching, committee assignments, job rotation, 
and corporate universities and career centers.

•	 Off-site development means often include 
classroom courses, seminars, and degrees; 
outdoor experiences; and sabbaticals and other 
leaves of absence.

•	 Management development is a special focus 
in many organizations, including supervisor 
development and leadership development.

•	 Management modeling, coaching, and 
mentoring are valuable parts of management 
development efforts.

CRITICAL THINkING CHALLENGES
1. Discuss what talent management is and why 

it is a consideration addressed by a growing 
number of employers.

2. Visit the MindTap website and access the 
career development assessments. Complete 
one or several of the online assessments 
(interests, personality, skills, and values). 
Explain what you learned about yourself from 
each assessment that you completed. Visit 
the O*net website (http://www.onetonline.
org) and follow the Advanced Search links to 
identify occupations that are a good match 

for your profile. Discuss the attractiveness 
of the jobs presented and determine what 
developmental steps you would take to 
prepare for a career in one of the  
occupations.

3. How have the evolving business environment 
and the emergence of free agent workers 
affected make-or-buy talent decisions?

4. Design a management development program 
for first-level supervisors in a mass-market 
retail company. What courses and experiences 
do they need?
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5. You are the HR Director of a large 
manufacturing company that is approximately 
50 years old. The company has reaped the 
benefits of a mostly tenured workforce, 
and many of the key workers are now 
approaching retirement age. It is anticipated 
that approximately 20% of the company’s 
workforce will retire in the next three to five 
years. To assist the company with the retirement 
transition process, you want to present a 
business case to the President for a succession 
plan for several key positions, including 

the Chief Financial Officer and Director of 
Operations.

A. Which internal and external company 
advisors should be included in the succession 
planning process?

B. The successor employee for the replacement 
of the Chief Financial Officer and Director  
of Operations positions should have an ad-
vanced level of work experience in what key 
essential functions? How can the company 
help candidates get these experiences?

CASE Walmart’s Boot Camp for Top Leaders

Mass retailer Walmart’s executives realized that the 
company was capable of building and opening new 
stores faster than it could develop the leadership tal-
ent needed to operate them. To build that capability, 
the company launched a Leadership Academy that 
puts promising leaders through a 16-week boot camp.

Individuals with high potential are drafted into 
the program. They are reassigned from their nor-
mal job assignments and deployed to the academy. 
The boot camp training runs in two-week cycles 
beginning with in-depth training at the Bentonville, 
Arkansas, headquarters. After the initial training, 
participants return to their workplace and focus 
on specific projects that supplement their in-class 
learning. Their training combines theory and prac-
tice, and it uses business case scenarios and hands-
on exercises. Recruits learn to think critically and 
make decisions under pressure.

Since the primary reason that newly promoted 
leaders fail is lack of soft skills, Walmart’s Leadership 
Academy includes a significant amount of training 
on interpersonal skills such as listening, empathiz-
ing, building trust, and collaborating. A key element 
of the program is community involvement. Walmart 
stores are often one of the largest employers in the 
communities where they are located, and store man-
agers serve as brand ambassadors and community 
leaders. Projects like building homes for low-income 
families or volunteering at children’s and veterans’ 
hospitals complement classroom and work-based 
training.

Participants in the program say that it is like 
military boot camp because the intensity is over-
whelming and performance standards are rigor-
ous. However, it prepares them for the challenges of 
running a store with many pressures and demands. 
There are similarities to planning a military strat-
egy with logistics, resource constraints, and time 
pressures. The Leadership Academy is a natural ex-
tension of Walmart’s commitment to hire military 
veterans. While not all of the participants are for-
mer service members, the program is particularly 
appealing to that segment of the workforce.

The program’s ultimate objective is to promote 
graduates within one to three months of graduation. 
More than 500 leaders have completed the program 
since its inception.90

QueStionS

1. What are the pros and cons of rotating partici-
pants from in-class training back to the work-
site every two weeks? What support would be 
needed at the worksite to ensure that the trainees 
get the most out of their hands-on assignments?

2. How would you evaluate the effectiveness of the 
Leadership Academy?

3. How does the overtone of military-style training 
impact Walmart’s employment brand? Would 
this appeal to particular segments of the labor 
force? How might it impact the company’s abil-
ity to recruit diverse employees and participants?
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SuPPLEMENTAL CASES  

leadership leverage

This case demonstrates how a health care company 
utilized talent to better manage the development of 
employees. (For the case, go to www.cengage.com/
management/mathis.)

equipping for the Future

This case shows how one company in the oil indus-
try started a succession planning program. (For the 
case, go to www.cengage.com/management/mathis.)

developed today, gone tomorrow

This case illustrates a serious concern some employ-
ers have about developing employees only to have 
them leave. (For the case, go to www.cengage.com/
management/mathis.)
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and aPPraiSal
An organization’s HR professionals and managers must work together to 
develop business approaches that bring out the best in employees. More 
specifically, they must create evaluation processes that enable managers to 
provide employees feedback so that they can improve their job performance. 
The management of employees’ actions through these ongoing appraisals 
presents a number of challenges and opportunities, so organizational lead-
ers must think strategically about performance management. Given these 
issues, here’s what’s currently trending in the area of performance manage-
ment and appraisal:

1. Some managers consider performance management to be a  useful 
tool, while others believe it is a waste of time. It is important for HR 
 professionals to understand current opinions regarding this process so 
that useful partnerships can be developed in organizations. Some com-
panies have eliminated formal appraisals in favor of ongoing feedback 
for employees.

2. The development of engaging performance appraisal policies is 
an  opportunity to build excellence in companies. Gamification 
and  multisource ratings are approaches that can be used to make 
 performance evaluations more fun and accurate.

3. Ratings, rankings, and other approaches used to assess employees’ job 
performance are always subject to discussion and debate. Managers 
need to understand the current applications associated with any one  
(or more) of these approaches.

4. Goal setting is an important part of managing employee performance. 
Organizations are using new paradigms to more effectively link 
 corporate goals and employee objectives and to motivate employees  
to develop better goals.

Learning Objectives

After you have read this 
chapter, you should be  
able to:

LO1 Identify why 
performance 
management is 
necessary.

LO2 Distinguish among 
three types of 
performance 
information.

LO3 Explain the 
differences between 
administrative and 
developmental uses of 
performance appraisal.

LO4 Describe the 
advantages and 
disadvantages 
of multisource 
(360-degree) 
appraisals.

LO5 Discuss the importance 
of training managers 
and employees on 
performance appraisal 
and give examples of 
rater errors.

LO6 Identify several 
concerns about 
appraisal feedback and 
ways to make it more 
effective.

Performance 
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T he managers at the international software and technology  

 firm Persistent Solutions wanted to improve employee 

performance evaluations. They turned to the  gamification 

company eMee to assist them in making  performance 

 management more fun. Given that the organization employs over 

7,000 people across the globe, it was also  important to make 

the act of conducting appraisals better. The resulting approach 

incorporated gamification to bring together group interaction, 

worker development, and individual  recognition in a manner that 

enabled employees to be more involved in a  transparent evalua-

tion process.

The underlying premise of eMee’s appraisal strategy is 

that employees are continuously provided information about 

their  performance instead of just getting it at the end of the 

year. In  addition, employees can manage the performance of 

peers, rather than simply relying on the feedback provided by 

 supervisors. Performance is managed in a virtual  environment, 

with avatars representing employees. Virtual rewards can 

be given to employees by supervisors and coworkers to 

 recognize individuals for a job well done, and these rewards 

enable  employees to accumulate points that are compared to 

 performance targets and criteria. 

Reprimands can also be carried 

out in the virtual environment. The 

entire process is  integrated into 

Persistent  Systems’  information 

management  system, which 

streamlines the  management of 

performance in the company.

As part of eMee’s appraisal 

model, continual performance feed-

back is provided to Persistent Sys-

tems’ employees from a variety of 

stakeholders and colleagues. This 
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364 S e c t i o n  3   Talent Development

has helped the company better manage performance even though people 

may move around in the company and have different bosses. The model has 

been so successful that it is estimated that the company saved over 28,000 

hours of labor in a recent year by eliminating its old approach.  Attrition has 

also declined, while job satisfaction and customer feedback have improved.1

Performance management identifies the work that individuals need to do to be 
 effective and contribute to the mission and objectives of an organization. The 
process should also encourage, measure, and evaluate job performance so that 
 improvements can be made. Finally, it seeks to communicate, improve, and  reward 
performance.2 Managers need to provide appropriate and useful feedback because 
employees don’t always know exactly what they need to do to improve their per-
formance. Properly designing and implementing the performance management and 
appraisal systems are key methods for increasing performance.

10-1 The Nature of Performance 
Management

The performance management process starts by identifying the goals an organi-
zation should accomplish to remain competitive and profitable. Managers then 
identify how they and their employees can support these objectives by successfully 
completing work. Of course, the sum of the work completed in all jobs should ad-
vance the strategic plan. The following “HR Perspective: Goals Guide Performance 
at Mitchell International and Tornier” feature shows how business objectives should 
be linked to the management of individual job performance.

As Figure 10-1 shows, performance management links strategy to results. How-
ever, just having a strategic plan does not guarantee that results will be achieved. Strat-
egies must be translated into department- or unit-level actions. Then these actions 
must be assigned to individuals who are held accountable for their accomplishment.

Performance management is often confused with one of its key components, the 
performance appraisal. Performance management is a series of activities designed to 
ensure that the organization gets the performance it needs from its employees. At a 
minimum, it should do the following:

•	 Make clear what the organization expects.
•	 Document performance for personnel records.
•	 Identify areas of success and needed development.
•	 Provide performance information to employees.

Performance appraisal is the process of determining how well employees do their 
jobs relative to a standard and communicating that information to them. This tool 
is a key part of performance management because it helps employees improve their 
job performance.

LO1 Identify 
why performance 
management is 
necessary.

Performance 
management
Series of activities 
 designed to ensure that 
the organization gets the 
performance it needs 
from its employees

Performance appraisal
Process of  determining 
how well  employees 
do their jobs  relative 
to a standard and 
 communicating that 
 information to them

Building 
Ethics with 
Multisource 
Appraisals and 
Coaching  382

hr ethicS
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Successful performance management allows managers to prepare employees for 
work by focusing on the most important components of their jobs. This is often 
done by using evaluations to identify the level of performance and then providing 
feedback about how work can be improved. For example, in one company employ-
ees are rated on standardized job criteria by their supervisor, but they also complete 
self-evaluations. They receive the supervisor’s completed evaluation forms several 
days ahead of appraisal meetings to consider the ratings. “Performance agreements” 
that follow explicitly connect individual actions to corporate goals, and the commu-
nication involved in forging those agreements ensures that managers and employ-
ees understand important performance issues. Based on information provided by 
a large group of business professionals and academics, the Society for Human Re-
source Management developed a new standard for performance management that 
can be used in a variety of organizations to better manage employees.3

However, the process is sometimes criticized for being outdated and/or ineffec-
tive. One report suggests that while 86% of firms actively use performance manage-
ment, around 70% of those surveyed thought that the process was not positive, and 
29% believed that is was unfair. A mere 3% of companies plan to alter their current 
approaches. Companies such as Adobe and REI are trying to change negative per-
ceptions such as these by altering the way they manage performance. Adobe focuses 
on constant feedback and ownership with employees to help their performance, and 
REI has adopted a similar process that is more informal.4

10-1a Global Cultural Differences in Performance 
Management

Performance management and appraisals are very common in the United States and 
some other countries. However, it can be challenging to institute U.S. practices in 

global

Organizational
Results

Goals met or not met
Employee satisfaction or
dissatisfaction
Correspondence between
performance and pay

Performance
Management Outcomes

Pay increases
Incentive rewards
Promotions/advancement
Training and development
Career planning
Disciplinary actions

Employee
Performance

Performance Management
Identify expected performance levels
Encourage high levels of performance
Measure individual performance; then evaluate
Provide feedback on individual performance
Provide assistance as needed
Reward or discipline depending on performance

Organizational
Strategies

Figure 10-1 Performance Management Linkage
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366 S e c t i o n  3   Talent Development

countries that have dissimilar cultures. It can also be challenging when these prac-
tices are used to manage employees with diverse cultural backgrounds who are 
working in the United States.

In some countries and cultures, it is uncommon for managers to rate employ-
ees or to give direct feedback, particularly if some of the information is negative.  
For instance, in several countries, including China and Japan, there is great respect 
for authority and age. Consequently, the engagement of younger subordinates in 

Goals Guide Performance at Mitchell 
International and Tornier

Organizations do their best to take company-
level goals and cascade them down to em-
ployees so that they can perform in ways that 
support these objectives. To do this  effectively, 
organizations have to focus on the actions that 
will ensure that goals are implemented correctly. 
Adequate communication is a big part of this pro-
cess, so managers need to learn to constantly 
discussing business objectives with employees, 
rather than simply relying on appraisal meetings 
that occur a few times a year. Good planning is 
also important so that employees understand 
the most important goals for which they will be 
held accountable.

The San Diego–based software service 
company Mitchell International uses technol-
ogy to help communicate goals and manage 
employee job performance. Workers enter their 
goals into an interactive software package, and 
these goals become the source of frequent 
conversations that occur between managers 
and employees. Managers are provided tem-
plates that help provide direction to the one-on-
one conversations with workers, some of which 
may occur as frequently as every two weeks. 
The HR department also communicates infor-
mation about the company’s strategic interests, 
which can be used to guide the performance 
management process.

The Amsterdam-based medical device 
 organization Tornier also uses an innovative 
 approach to link corporate goals to employees 

efforts. Several select company goals are identi-
fied based on information collected from stake-
holders. These objectives are then compared to 
the company’s current situation to determine 
what needs to happen so that Tornier moves 
in the proper direction. A company-wide “suc-
cess tree” (or a written game plan in outline 
form) is created based on the key goals identi-
fied, and unique success trees are created for 
each individual employed in the organization. 
The branches of these success trees show 
how the differences between desired situa-
tions and current situations can be reconciled 
with proper departmental and employee goals. 
This ensures clarity in the goal-setting process 
and increases personal accountability for goal 
accomplishment. In addition, Tornier assesses 
performance before and after actions are taken 
to support business goals, which provides mea-
surement of progress.5

Based on the practices used by Mitchell 
International and Tornier, consider the following 
questions:

1. How should corporate goals be linked 
to employee objectives? How can HR 
professionals get involved in this process?

2. How do you recommend organizations 
use technology to enhance performance 
management? Does technology complicate 
goal-setting, and if so, what should be done 
to use technology more effectively?
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joint discussions with their managers to conduct performance appraisals is uncom-
mon. Use of programs such as multisource/360-degree feedback (discussed later in 
this chapter) might also be considered culturally inappropriate.

In some other cultures, employees may view criticism from superiors as nega-
tive rather than as useful feedback that highlights their training and development 
needs. Therefore, managers may not provide much feedback, and employees don’t 
expect it. “Cultural customs” associated with formal meetings may need to be ob-
served. For example, in some eastern European countries, it is common to have food 
and beverages before beginning any formal discussion. Performance management 
approaches might need to be modified in various global settings to accommodate 
different preferences.

10-1b Performance-Focused Organizational Cultures
Organizational cultures can vary on many dimensions, one of which involves 
the degree to which performance is emphasized. Some cultures are based on an 
entitlement approach, meaning that adequate performance and stability domi-
nate the organization. Employee rewards vary little from person to person and 
have little to do with differences in individual performance. As a result, per-
formance appraisal activities have few ties to performance and are primarily a 
“bureaucratic exercise.”

At the other end of the spectrum is a performance-driven organizational cul-
ture, which focuses on the results and contributions made by employees. In this 
context, performance evaluations link results to employee compensation and devel-
opment. There are benefits to developing a performance-focused culture throughout 
the organization. This approach can be particularly useful when assessing top lead-
ers because they are required to improve the financial and operational performance 
of their organizations. Focusing on performance improvements through develop-
ment activities can also help a company avoid interventions by activist investors 
who want to take over strategic planning and management through their ownership 
of shares.6 Figure 10-2 shows the components of a successful performance-focused 
culture where pay depends on performance.

However, a pay-for-performance approach can present several challenges to 
organizations. For example, pay-for-performance plans used in organizations that 
usually have an entitlement philosophy are sometimes seen as creating inequity, 
particularly if some employees get bonuses and others receive no extra compen-
sation. Tying bonuses to criteria such as employee performance may also be met 
with harsh criticism because some claim that the process prevents teamwork in 
the workplace.

Despite these issues, it appears that a performance-based-pay culture is desirable. 
It is sometimes argued that companies are not doing enough about low performers, 
and that failure to deal with poor performance is unfair to those who work hard. Em-
ployees who are not taking care of their work responsibilities can become combative 

Figure 10-2 Components of a Performance-Focused Culture

Clear Expectations,
Goals, and Deadlines

Detailed Appraisal of
Employee Performance

Clear Feedback
on Performance

Manager and Employee
Training as Needed

Consequences
for Performance
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368 S e c t i o n  3   Talent Development

over their poor performance. Managers should address performance issues with a 
communication record that documents problems and holds individuals accountable.7

10-2  Identifying and Measuring  Employee 
Performance

Performance criteria vary from job to job, but common employee performance mea-
sures include the following:

•	 Quantity of output
•	 Quality of output
•	 Timeliness of output
•	 Presence/attendance on the job
•	 Efficiency of work completed
•	 Effectiveness of work completed

Specific job duties from a job description should identify the important ele-
ments in a given job. For example, a front desk clerk must welcome guests to a 
hotel, understand the hotel’s reservation system, and check guests in and out of their 
rooms. In other words, job duties define what the organization pays employees to 
do. Individuals’ performance of their job duties should therefore be measured and 
compared against appropriate standards, and the results should be communicated 
to employees on a regular basis so that performance can be improved.

Given that most jobs have several elements and inherent complexities, multiple 
job duties are the rule rather than the exception. An individual might demonstrate 
better performance on some duties than others, and some duties might be more 
important than others to the organization. For example, professors are broadly re-
quired to conduct research, teach classes, serve on committees, be involved in pro-
fessional groups, and provide assistance to outside university stakeholders. Some 
professors may focus heavily on one or two areas of work over the others because 
their universities value these particular aspects of the job.

Weights can be used to show the relative importance of different duties in a job. 
For example, in a management job at a company that wants to improve customer 
feedback, control operational costs, and encourage quality improvements, weights 
might be assigned as follows:

Weighting of Management Duties at Sample Firm Weight

Improve customer feedback 50%
Control operational costs 30%
Encourage quality improvements 20%
Total Management Performance 100%

10-2a Types of Performance Information
Managers can use three different types of information about employee performance, 
as Figure 10-3 shows. Trait-based information identifies a character trait of the em-
ployee, such as attitude, initiative, or creativity, and may or may not be job related. 
For example, conscientiousness is often found to be a trait that is an important 

Job duties
Important elements in a 
given job

LO2 Distinguish 
among three types 
of performance 
information.
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determinant of job performance. Allophilia is an important leadership trait that in-
volves the degree to which employees are positive toward another group when they 
are not members of that group.8 Other traits that are associated with star perform-
ers include modesty, a commitment to self-development, a willingness to express 
ideas, a fixation on customers, and the use of clear language (instead of jargon).9 
Yet, many of these traits tend to be ambiguous, and rater bias can affect how traits 
are viewed, so courts have generally held that trait-based performance  appraisals 
are too vague to use when making HR decisions such as promotions or termina-
tions. Also, focusing too much on trait characteristics such as “potential” can lead 
managers to ignore important behaviors and outcomes.

Behavior-based information focuses on specific behaviors that lead to job suc-
cess. For a bartender, the behavior “drink up-selling” can be observed and used as 
performance information because a customer is encouraged to purchase a higher-
quality beverage. Another example is an operations director who visits all the key 
work areas in a manufacturing plant during a morning walk-through behaves in 
a manner that increases visibility and communication with employees. Behavioral 
information can specify the behaviors management expects employees to exhibit. 
A potential problem arises when any of several behaviors can lead to successful 

Results-Based
Information

Sales volume 
Cost reduction
Units produced
Improved quality

Less Useful

More Useful

Behavior-Based
Information

Customer satisfaction
Verbal persuasion
Timeliness of response
Citizenship/ethics
Effective
communication

Trait-Based
Information

Attitude
Teamwork
Initiative
Creativity
Values
Dispositions

Le

Mo

Figure 10-3 Types of Performance Information
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performance, and employees rely on different behaviors to complete work. For ex-
ample, because there is likely not one approach will make all salespersons effective 
at their jobs, one salesperson might successfully use one selling strategy with cus-
tomers, while another might successfully use a different approach.

Results-based information considers employee accomplishments. For jobs 
in which measurement is easy and obvious, a results-based approach works well. 
For instance, a professor might receive extra compensation for securing grants or 
 publishing papers in certain academic journals, or a salesperson in a retail  outlet 
might receive extra commission pay based on how many products are sold. 
 However,  employers should recognize that the results that are measured are the ones 
that  employees tend to emphasize, sometimes neglecting other important job activi-
ties. For example, a selling professional who works for an auto dealership and gets 
paid only for sales may be uninterested and/or unwilling to do paperwork and other 
activities not directly related to selling cars. Further, ethical or legal issues may arise 
when results alone are emphasized rather than how results are achieved, so care 
should be taken to balance the different types of information.

Performance measures can be viewed as objective or subjective. The  objective 
measures can be observed. For example, the number of dinner specials sold or 
the number of tables serviced can be counted, which make them objective perfor-
mance metrics. Subjective measures require judgment on the part of the evalua-
tor and are more difficult to determine. One example of a subjective measure is a 
 supervisor’s ratings of an employee’s “attitude,” which can be difficult to evaluate 
based on varying ideas and preferences. Consequently, subjective measures should 
be used carefully and only when adequate support and/or documentation can be 
presented to support such evaluations.

10-2b Performance Standards
Performance standards define the expected levels of employee performance. Some-
times they are labeled benchmarks, goals, or targets—depending on the approach 
taken. Realistic, measurable, clearly understood performance standards benefit both 
organizations and employees. Performance standards should be established before 
work is performed because they define the level of satisfactory job performance. 
Well-defined standards ensure that everyone involved knows the performance 
expectations.

Both numerical and non-numerical standards can be established. Sales quotas 
and production output are familiar numerical performance standards. A standard of 
performance can also be based on non-numerical criteria. Assessing whether some-
one has met a performance standard, especially a non-numerical one, can be dif-
ficult, but it can be done. For example, how would you measure a waitperson’s 
ability to service a table? Figure 10-4 lists performance standards that facilitate such 
measurement and make assessment much more accurate, even though performance 
is non-numerical.

To make sure performance standards are applied uniformly, many organizations 
“calibrate” performances. Calibrating is often a group review conducted by manag-
ers to discuss the reasons behind each employee’s rating. Ratings can be adjusted up 
or down by the group to ensure that they reflect similar performance standards.10 
This process can increase inter-rater reliability.

Performance 
standards
Define the expected 
levels of employee 
performance
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10-2c Performance Metrics in Service Businesses
Measuring service performance is difficult because services are often very individu-
alized for customers. There is also typically great variation in the services that can 
be offered, and quality is often very subjective. Yet, the performance of people in 
service jobs is commonly evaluated with the basic productivity measures used in the 
industry. Some of the most useful sources of performance differences among manag-
ers in service businesses are as follows:

•	 Regional differences in labor costs
•	 Service agreement differences
•	 Equipment/infrastructure differences
•	 Work volume

On an individual level, common measures might include cost per employee, inci-
dents per employee per day, number of calls per product, cost per call, sources of 
demand for services, and service calls per day. Many organizations also evaluate dif-
ferent measures of customer feedback that are provided on comment cards and sur-
veys. Some companies even use “secret shoppers,” individuals who are contracted to 
be customers and rate employees on the quality of services they provide, to obtain 
additional measures of customer service delivery. Once managers have determined 
appropriate measures of the service variance in their company, they can deal with 
waste, as well as service delivery and quality. Regardless of the approaches used, 
employers should remember that measuring performance in some way enables them 
to better manage performance.

meaSure

Demonstrated
Ability

Performance
Level

Superior

Acceptable

Needs
Improvement

Visits table quickly after guests are seated
Takes order exactly when guests are ready
Serves drinks and food immediately after items are prepared
Clears table and presents check immediately after meal
is complete

Visits table in a reasonable time after guest are seated
Takes order in a timely manner
Serves drinks and food after items are prepared
Clears table and presents check after meal is complete

Visits table when there is time to do so
Takes order when ready
Serves drinks and food after other duties are completed
Clears tables and presents checks after servicing other tables

Figure 10-4 Example Performance Standards for Table Service of Waitperson

00709_ch10_ptg01_362-398.indd   371 12/10/15   3:03 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



372 S e c t i o n  3   Talent Development

10-3 Performance Appraisals
Performance appraisals are used to assess an employee’s performance and cre-
ate a mechanism for providing feedback about past, current, and future perfor-
mance  expectations. They are often viewed as a critical element of any performance 
management approach. Several terms can be used when referring to performance 
 appraisals. These include employee rating, employee evaluation, performance  review, 
performance evaluation, and results appraisal.

Performance appraisals are widely used for administering wages and salaries 
and identifying individual employee strengths and weaknesses. Most U.S. employers 
use performance appraisals for office, professional, technical, supervisory, middle 
management, and nonunion production workers, and there are many reasons for 
this widespread use. When designed well, performance appraisals can highlight and 
address many work- related issues, and by communicating a positive roadmap to 
employees, poor performance can often be successfully improved. Regardless of 
whether the feedback is positive or negative, employees benefit because the infor-
mation helps them determine how to improve their job performance. In addition, 
appraisals can provide justification for many personnel actions such as promotions, 
pay raises, or terminations. It is therefore important for managers to be honest and 
objective in their appraisals of performance and to ensure that employees under-
stand that the process is intended to help them. Managers should also praise em-
ployees when they do well at work and take into consideration their explanations 
for why their performance is not where it should be.11

But there are several challenges associated with performance appraisals. For in-
stance, ratings night not adequately reflect the actual job performance exhibited by 
employees because of a rater’s bias, misperceptions, or failure to watch employees 
work. This can even occur in a training situation. One study found that training par-
ticipants may evaluate instruction more positively than expected because they think 
the instructor would like them to, they are sympathetic toward the instructor, or they 
are happy to be finished with the training.12 Poorly done performance appraisals can 
also deflate motivation and harm workplace relationships, and some business profes-
sionals even think that performance evaluations are too subjective, political, and ul-
timately unnecessary because of these issues. An SHRM study found that more than 
half of HR professionals surveyed assigned their employers a B to C+ grade based on 
how they managed appraisals. Just over one-fifth assigned their employers a C grade 
for performance management (only 2% assigned an A grade for these efforts).13

Despite these challenges, having no formal performance appraisal can weaken 
discipline in a company and harm an employee’s ability to improve. There are sev-
eral ways employers can better manage performance appraisals. For instance, one 
study found that stronger trust in senior leadership can strengthen the positive 
 relationship between employees’ feelings about how fairly they are treated in per-
formance evaluations given by their immediate bosses and their commitment to the 
company. Trust in leadership and justice should therefore be emphasized in com-
panies.14 Another study found that beliefs about HR’s ability to convey what are 
considered to be successful behaviors to employees and the quality of appraisals 
provided can work together to enhance positive informal learning. This means that 
HR directives should be clear, consistent, and uniform to support the proper work 
environment, and that ongoing communication with employees should be empha-
sized to improve performance evaluations.15
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Companies such as Air Products and Chemicals, Inc. and CareerBuilder.com 
are also using self-service online applications to better manage the administration 
of performance evaluations, as well as other important HR functions.16 An SHRM 
survey also shows that HR professionals rate employers’ management of apprais-
als higher when companies emphasize performance management.17 Consequently, 
effective appraisals are entirely possible if the right issues are addressed and the 
proper approaches are used. See the “HR Perspective: Making Appraisals Work at 
Hilton Worldwide” feature for another example.

10-3a Performance Appraisals and Ethics
Performance appraisals may or may not focus on the ethics associated with how em-
ployees perform their jobs. Managers may be expected to take an active role in man-
aging ethics in their area of responsibility but often do not understand the process. 
Many companies do not have a program to develop awareness of ethics, and some 
have no policies at all regarding ethical behavior. Discussing ethics in performance ap-
praisals is one way to emphasize it to employees. Codes of conduct can provide useful 
company guidelines on ethical behavior, training can teach important workplace ethi-
cal values, and communication of ethical approaches to recurring workplace prob-
lems can help promote an ethical culture. Rewarding ethical behavior and punishing 

ethicS

Making Appraisals Work at Hilton Worldwide

The new chief HR officer at Hilton Worldwide 
found he had to create a performance manage-
ment system from scratch when he  arrived. 
Performance appraisals varied greatly, if they 
existed at all. In many  companies ( including Hil-
ton), these processes are  needlessly  complex, 
are not connected to business goals, and are 
hated by managers and employees alike.

The fundamentals of performance manage-
ment should be simple, reflected Matt  Schuyler, 
the new CHRO at Hilton. Employees agree to 
goals at the start of the year, supervisors assess 
their progress at the end of the cycle, a good 
conversation takes place on how the employee 
is doing, and rewards are based on whether the 
goals were met. Fixing the overly complex pro-
cess involves going back to the basics.

At Hilton, managers and employees now 
set objectives at the beginning of the year and 
check mid-way to see how things are going. 
The system documents individual accomplish-
ments so that there are no surprises during the 

evaluation. The “mid-year check in” is designed 
to encourage continuous feedback during the 
rating period. The idea of keeping things simple, 
focusing on the conversation, and emphasizing 
two-way communication has been positive; in 
an employee survey, satisfaction with the pro-
cess increased by 37%. “The goal of perfor-
mance management is to give you feedback so 
you can get better, not to damage you or make 
you feel bad,” says Schuyler.18

The use of goal setting and feedback has 
been beneficial at Hilton Worldwide. Answer 
the following questions about performance 
appraisals: 

1. How would you evaluate Hilton’s use 
of mid-year assessments of goal 
accomplishments? Do you think it should be 
done more frequently or less frequently?

2. How could an HR department help coordi-
nate periodic goal setting and assessments 
of employee job performance?
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undesirable behavior are also beneficial for improving ethical organizational practices. 
Doing so requires managers to include ethics metrics in performance measurement.

10-3b Uses of Performance Appraisals
Organizations generally use performance appraisals in two potentially conflicting 
ways. One use is to provide a measure of performance for consideration in making 
pay or other administrative decisions about employees. This administrative role often 
creates stress for the managers doing the appraisals and the employees being evalu-
ated because the rater is placed in the role of judge. The other use focuses on the 
development of individuals. In this role, the manager acts more as a counselor and 
coach than as a judge. The developmental performance appraisal emphasizes current 
training and development needs, as well as planning employees’ future opportunities 
and career directions. Figure 10-5 shows both uses for performance appraisals.

Administrative uses of Appraisals Three administrative uses of appraisal 
 impact managers and employees the most: (1) determining pay adjustments; (2)  making 
job placement decisions on promotions, transfers, and demotions; and (3) choosing 
employee disciplinary actions up to and including termination of employment.

A performance appraisal system is often the link between employee job  performance 
and the additional pay and rewards they can receive.  Performance-based compensation 
reinforces the idea that pay raises are based on performance  accomplishments instead 
of length of service (seniority) or as part of automatic percentage raises granted to 
all employees. In pay-for-performance  compensation systems, managers evaluate the 
performance of individuals and make  compensation recommendations. If any part of 
the appraisal process fails, better-performing  employees may not receive larger pay in-
creases, and the result is  perceived inequity in compensation.

Many U.S. workers say that due to flaws in performance appraisals, they see 
little connection between their performance and the size of their pay increases. Con-
sequently, people argue that performance appraisals and pay discussions should be 

LO3 Explain the 
differences between 
administrative and 
developmental uses of 
performance appraisal.

Dismissal from work
Disciplinary procedures 
Compensation adjustments
Promotions/demotions
Transfers

Administrative Actions

Developmental Actions
Career progression
Training opportunities
Coaching 
Mentoring
Identifying
strengths/weaknesses

Uses for Performance
Appraisals 

Figure 10-5 Uses for Performance Appraisals
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done separately. Two realities support this view. One is that employees often focus 
more on the pay received than on the developmental appraisal feedback. The other is 
that managers sometimes manipulate ratings to justify the pay they wish to give in-
dividuals. As a result, many employees view the appraisal process as a game because 
compensation increases have been predetermined before the appraisal is completed.

To address these issues, managers can first conduct performance appraisals and 
discuss the results with employees; then several weeks later, they can hold a shorter 
meeting to discuss pay issues. For example, one company created different perfor-
mance appraisal and compensation forms that are considered separately at different 
times. By adopting such an approach, the results of the performance appraisal can 
be considered before the amount of the pay adjustment is determined. Also, the 
performance appraisal discussions between managers and employees can focus on 
issues for improvement—not just pay raises.

Employers are generally interested in the administrative uses of performance 
appraisals because the assessments and decisions made in these evaluations affect 
promotions, terminations, layoffs, and transfer assignments. Personnel actions based 
on performance appraisals must therefore be adequately documented to avoid legal 
concerns. Objective and fair criteria should be emphasized in the documentation 
used to support evaluations.

Developmental uses of Appraisals For employees, appraisals can be a primary 
source of information and feedback to help them improve their performance. By iden-
tifying employees’ strengths, weaknesses, needs, and potential, supervisors can provide 
employees with feedback about their progress at work, discuss areas in which addi-
tional training may be beneficial, and outline future developmental plans.  Performance 
appraisal feedback is therefore well positioned to be a developmental tool.

Employees don’t always know where and how to perform better, and 
 managers cannot expect significant improvements if they do not provide enough 
 developmental feedback. The purpose of performance feedback is to reinforce satis-
factory  contributions and to address work deficiencies. The developmental function 
of  performance appraisals can also identify areas in which the employee might wish 
to grow. For example, in a performance appraisal interview focused exclusively on 
development, an employee found out that the only factor keeping her from being 
considered for a management job in her firm was inadequate working knowledge 
of cost accounting. Her supervisor suggested that she consider taking some night 
courses at the local college to help her develop these skills.

The use of teams provides a different set of circumstances for developmental 
appraisals. The manager may not see all of an employee’s work, but the employee’s 
team members do, therefore enabling them to provide important feedback. How-
ever, whether teams can handle administrative appraisals is still subject to debate, 
and clearly some cannot manage the additional responsibility. When team mem-
bers participate in the appraisal process, they tend to avoid making judgments and 
shy away from differential rewards. Thus, group appraisals may be best suited for 
 developmental purposes rather than administrative functions.

10-3c Decisions about the Performance  
Appraisal Process

A number of decisions must be made when designing performance appraisal sys-
tems. Some important ones involve identifying the appraisal responsibilities of the 
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HR unit and of the operating managers, selecting the type of appraisal system to 
use, and establishing the timing of appraisals.

Appraisal responsibilities If done properly, the appraisal process can  benefit 
both the organization and its employees. As Figure 10-6 shows, the HR unit 
 typically designs an organization’s performance appraisal system. Managers then 
use the  appraisal system to evaluate employees. During development of the for-
mal appraisal system, managers usually offer input about how the final system  
should work.

It is important for managers to understand that appraisals are their responsibil-
ity. Through the appraisal process, good employee performance can be made even 
better, poor employee performance can be improved, and poor performers can be 
removed from the organization. Performance appraisal must not simply be an HR 
requirement but should also be an important management process because guid-
ing employees’ performance is among the most important responsibilities of being  
a manager.

Type of Appraisals: informal versus Systematic Performance appraisals 
can occur in two ways: informally and/or systematically. A supervisor conducts 
an informal appraisal whenever necessary. The day-to-day working relationship 
between a manager and an employee offers an opportunity for the evaluation of 
individual performance. A manager communicates this evaluation through vari-
ous conversations on the job, or by on-the-spot discussion of specific  occurrences. 
 Although such informal feedback is useful and necessary, it should not  replace 
 formal appraisal.

Frequent informal feedback to employees can prevent surprises during a formal 
performance review. However, informal appraisal can become too informal. For ex-
ample, a senior executive at a large firm so dreaded face-to-face evaluations that he 
delivered one manager’s review while both sat in adjoining stalls in the men’s room.

A systematic appraisal occurs when the contact between manager and employee 
is more formal, and a system is in place to report managerial impressions and ob-
servations on employee performance. This approach to appraisals is quite common. 
Systematic appraisals feature a regular time interval, which distinguishes them from 
informal appraisals. Both employees and managers know that performance will be 
reviewed on a regular basis, and they can plan for performance discussions.

Timing of Appraisals Most companies require managers to conduct apprais-
als once or twice a year, most often annually. Employees commonly receive an 

HR Unit Managers

Designs and maintains appraisal system
Trains raters
Tracks timely receipt of appraisals
Reviews completed appraisals for
consistency

Typically rate performance of employees
Prepare formal appraisal documents
Review appraisals with employees
Identify development areas

Figure 10-6 Typical Division of HR Responsibilities: Performance Appraisal
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appraisal 60 to 90 days after hiring, again at six months, and annually there-
after. Introductory employees, who are new and are working in a trial period, 
should be informally evaluated often, perhaps weekly for the first month and 
monthly thereafter until the end of the introductory period. After that, annual re-
views are typical. For  employees in high demand, some employers use accelerated 
 appraisals—every six months  instead of every year. This is done to retain those 
employees since more feedback can be given and pay raises may occur more  often. 
Meeting more frequently with employees may enhance individual performance. 
 Organizations can require managers to meet with employees on a regular basis 
(e.g., quarterly), but if managers and employees want additional discussion, more 
meetings can be scheduled.

10-3d Legal Concerns and Performance Appraisals
Since appraisals are supposed to measure how well employees are doing their jobs, 
it may seem unnecessary to emphasize that performance appraisals must be job re-
lated. However, it is important for evaluations to adequately reflect the nature of 
work performed. Companies need to have appraisal systems that satisfy the courts 
and address corporate needs. The following “HR Competencies & Applications: 
 Elements of a Legal Performance Appraisal System” feature shows the elements  
to consider.

10-4 Who Conducts Appraisals?
Performance appraisals can be conducted by anyone familiar with the performance 
of individual employees. Possible rating situations include the following:

•	 Supervisors rating their employees
•	 Employees rating their superiors
•	 Team members rating each other
•	 Employees rating themselves
•	 Outside sources rating employees
•	 A variety of parties providing multisource, or 360-degree, feedback

10-4a Supervisory Ratings of Subordinates
The most widely used means of rating employees is based on the assumption that 
the immediate supervisor is the person most qualified to evaluate an employee’s 
performance realistically and fairly. To help provide accurate evaluations, some su-
pervisors keep records of employees’ performance so that they can reference these 
notes when rating performance. For instance, a sales manager might periodically 
observe a salesperson’s interactions with clients and make notes so that constructive 
performance feedback can be provided.

However, relying on supervisor ratings can be problematic because of rating 
mistakes and biases. For instance, one study found that supervisors’ ratings of em-
ployees can be affected by the typical times that employees start their workdays, 
with employees who start work later being viewed as less conscientious and lower 
performers compared to those who start work earlier. Supervisors’ own preferences 
for evenings or mornings also affected their stereotypes of workers.19
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10-4b Employee Ratings of Managers
A number of organizations ask employees to rate the performance of their immediate 
managers. A variation of this type of rating takes place in colleges and universities, where 
students evaluate the teaching effectiveness of professors in the classroom. Another ex-
ample is an Indian firm that requires employees to rate their bosses as part of a multi-
source review process. All evaluations are then posted on the company’s intranet. These 
performance appraisal ratings are generally used for management development purposes.

Asking employees to rate managers provides three primary advantages. First, in 
critical manager–employee relationships, employee ratings can be quite useful for 
identifying competent managers. The rating of leaders by combat soldiers is one ex-
ample of such a use. Second, this type of rating program can help make a manager 
more responsive to employees. This advantage can quickly become a disadvantage 
if the manager focuses on being “nice” rather than on managing; people who are 
pleasant but have few other relevant qualifications may not be good managers in 
many situations. Finally, employee appraisals can contribute to career development 
efforts for managers by identifying areas for growth.

A major disadvantage of asking employees to rate managers is the negative reac-
tion some may have to being evaluated by their subordinates. Also, the fear of reprisals 

Elements of a Legal Performance Appraisal System

The elements of a performance appraisal sys-
tem that can survive court tests can be deter-
mined from existing case law. It is generally 
agreed that a legally defensible performance ap-
praisal should include the following:

•	 Performance appraisal criteria based on job 
analysis

•	 Absence of disparate impact or disparate 
treatment

•	 Formal evaluation criteria that limit manage-
rial discretion

•	 A rating instrument linked to job duties and 
responsibilities

•	 Documentation of the appraisal activities
•	 Personal knowledge of and contact with 

each appraised individual
•	 Training of supervisors in conducting 

appraisals
•	 A review process that prevents one 

 manager, acting alone, from controlling  
an  employee’s career

•	 Counseling to help poor performers 
improve

Of course, having all these components 
is no guarantee against lawsuits. However, 
including them does improve the chance of 
winning lawsuits that might be filed. Based 
on these points, consider the following 
questions about the relevant legal aspects of a 
performance management system:

1. Based on the legal criteria outlined, which 
points do you think are the most important? 
Which ones would you focus on first as 
a practicing HR professional? Which legal 
 criteria do you think might be the most 
challenging to implement?

2. Do you think there are other approaches 
(not listed) that could be used to enhance 
the legal defensibility of a performance 
 appraisal system?
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KEY COMPETENCIES: Business Acumen (Behavioral Competency) and Workplace ( Technical 
Competency)
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may be too great for employees to give realistic ratings. This may prompt workers to 
rate their managers based solely on the way they are treated rather than on critical job 
requirements. Consequently, using these ratings for developmental purposes may be 
beneficial, but using them for administrative purposes may not be advisable.

10-4c Team/Peer Ratings
Having employees and team members rate each other is another type of  appraisal. 
Peer and team ratings are especially useful when supervisors don’t have the 
 opportunity to observe each employee working, but work group members do. For 
instance, many training programs in the military use peer ratings to provide can-
didates extensive feedback about their leadership qualities and accomplishments. 
 Using a sample of young Israeli military recruits, one study of peer evaluations 
found that ratings provided by individuals who were nominated for exhibiting posi-
tive behaviors, as well as ratings provided by those who were rated highly but who 
did not reciprocate these nominations, were stronger predictors of job performance 
compared to the total number of peer nominations.20 Peer evaluations are also com-
mon in collegiate schools of business where professors commonly require students 
to conduct peer evaluations after the completion of group-based projects. Professors 
may also rate each other on their teaching efforts and activities.

It is possible that any performance appraisal, including team/peer ratings, can 
negatively affect teamwork and participative management efforts. Although team 
members have good information on one another’s performance, they may choose 
not to share it in the interest of sparing feelings. Alternatively, they may unfairly 
 attack other group members, thus using peer ratings as a way to punish others. 
Some organizations attempt to overcome such problems by using anonymous 
 appraisals and/or having a consultant or HR manager interpret team/peer ratings.

10-4d Self-Ratings
A self-appraisal can be effective in certain situations. As a self-development tool, it 
requires employees to think about their strengths and weaknesses and set goals for 
improvement.21 Employees working in isolation or possessing unique skills may be 
particularly suited for self-ratings because they are the only ones qualified to rate 
themselves.

However, employees may use different standards when rating themselves, so 
there may be differences between their ratings and those provided by their supervi-
sors. Employees may be too lenient in self-evaluations by accentuating their positive 
contributions and minimizing the areas that need improvement. This may occur more 
frequently when companies use evaluations strictly for administrative purposes.

Despite these issues, the use of self-appraisals in organizations has increased. 
For instance, one organization successfully incorporated self-ratings into a tradi-
tional rating approach that previously did not generate enough dialogue and direc-
tion for individual development. The reactions from both workers and supervisors 
were favorable. Consequently, employee self-ratings can be a useful source of per-
formance information for developmental purposes.

10-4e Outsider/Customer Ratings
People outside the immediate work group may be asked to participate in per-
formance reviews. This “field review” approach can include someone from the  
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HR department as a reviewer, or completely independent reviewers from outside 
the organization. Examples include a review team evaluating a college president or 
a panel of division managers evaluating a supervisor’s potential for advancement in 
the company. A disadvantage of this approach is that outsiders may not know the 
important demands within the work group or organization.

The customers or clients of an organization are good sources for outside ap-
praisals. For sales and service jobs, customers may provide useful input on the per-
formance behaviors of employees. For instance, many hospitality organizations such 
as restaurants and hotels use customer comment cards/surveys and secret shoppers 
to gather feedback about the service provided by customer contact personnel, and 
this information is commonly used for job development purposes. One study de-
termined that the use of secret shoppers to facilitate coaching in several restaurants 
that were members of the same chain helped improve employee and organizational 
performance.22

10-4f Multisource/360-Degree Rating
Multisource rating, or 360-degree feedback, has grown in popularity. Multisource 
feedback recognizes that for many jobs, employee performance is multidimensional 
and crosses departmental, organizational, and even national boundaries. Therefore, 
information is needed from many sources to adequately and fairly evaluate an in-
cumbent’s performance in one of these jobs.

The major purpose of 360-degree feedback is not to increase uniformity by 
 soliciting like-minded views. Instead, it is designed to capture evaluations of the 
 employee’s different roles to provide richer feedback during an evaluation.  Figure 10-7 
shows some of the parties who can be involved in 360-degree feedback. For exam-
ple, an HR manager for an insurance firm deals with seven regional sales manag-
ers, HR administrators in five claims centers, and various corporate executives in 
finance, legal, and information technology. The Vice President of HR uses 360- degree 
feedback to gather data on all facets of the HR manager’s job before completing a 

LO4 Describe 
the advantages 
and disadvantages 
of multisource 
(360-degree) 
appraisals.

Person Being
Appraised

Subordinates Self

Customers

Manager

Coworkers/Peers

Figure 10-7 Multisource Appraisal
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performance appraisal on the individual. Similar examples can be cited in numerous 
managerial, professional, technical, operational, and administrative jobs.

Significant administrative time and paperwork are required to request, ob-
tain, and summarize feedback from multiple raters. Using electronic systems 
for the information can greatly reduce the administrative demands of multi-
source ratings and increase the effectiveness (i.e., privacy and expediency) of  
the process.

Developmental use of Multisource Feedback As originally designed and 
used, multisource feedback focuses on the use of appraisals for the development 
of individuals. Conflict resolution skills, decision-making abilities, team effective-
ness, communication skills, managerial styles, and technical capabilities are just 
some of the performance areas that can be evaluated. The manager remains the 
focal point in multisource feedback approaches, both to receive the feedback ini-
tially and to follow up with employees to provide an overview of the information 
provided. The following “HR Ethics: Building Ethics with Multisource Apprais-
als and Coaching” feature explores how sound performance management and 
360-degree feedback can be used to develop leaders and reduce the chances for 
unethical behavior.

Administrative use of Multisource Feedback The popularity of 360-degree 
feedback systems has led to the results being used for compensation, promotion, 
termination, and other administrative decisions. When using 360-degree feedback 
for administrative purposes, managers must anticipate several potential problems. 
Differences among raters can present a challenge, especially when using 360-degree 
ratings for discipline or pay decisions. Bias can just as easily be rooted in customers, 
subordinates, and peers as in a boss, and the lack of accountability of those sources 
can affect the ratings. “Inflation” of ratings is common when the sources know that 
their input will affect someone’s pay or career. Also, issues of confidentiality and 
anonymity have led to lawsuits. Even though multisource approaches offer possible 
solutions to some of the well-documented dissatisfaction associated with perfor-
mance appraisals, a number of other questions have arisen as multisource appraisals 
have become more common.

evaluating Multisource Feedback Research on multisource/360-degree feed-
back has revealed both positives and negatives. More variability than expected may 
be seen in the ratings given by the different sources. Thus, supervisor ratings may 
need to carry more weight than peer or subordinate input to resolve the differ-
ences. One concern is that peers who rate poor-performing coworkers tend to in-
flate the ratings so that the peers themselves can get higher overall evaluation results  
in return.

Another concern is whether 360-degree appraisals improve evaluations or sim-
ply multiply the number of problems that occur by including more raters in the 
process. Also, some wonder whether multisource appraisals really create sufficiently 
better decisions to offset the additional time and investment required. These issues 
appear to be less threatening when the 360-degree feedback is used only for de-
velopment. Companies should consider using multisource feedback primarily as a 
developmental tool to enhance future job performance, rather than using these ap-
praisals for administrative decisions.

ethicS
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10-5 Tools for Appraising Performance
A number of methods can be used to appraise performance. Some employers use 
one method for all jobs and employees, some use different methods for different 
groups of employees, and others use a combination of methods.24 The following 
discussion highlights different tools that can be used, as well as some of the advan-
tages and disadvantages of each approach.

Building Ethics with Multisource Appraisals  
and Coaching

There are many successful business lead-
ers who have stumbled due to ethical lapses. 
Some of these cases have involved violations of 
company policies and/or business laws, while 
others have been linked to poor decision mak-
ing and improper behaviors. What’s particularly 
troubling about many of the more high-profile 
ethical scandals is that the leaders were consid-
ered by many to be at the top of their game. 
Mark Hurd, who had an improper relationship 
with a contractor while he was CEO of Hewlett-
Packard, Scott Thomson, the previous CEO of 
Yahoo who faked having a computer science 
degree, and Kathryn Abbate, the previous CEO 
who stole $7 million from a heath center lo-
cated in Miami, are all examples of individuals 
who ignored their ethical compasses.

But why do these ethical failures occur? 
Evidence suggests that there are more oppor-
tunities for ethical transgressions as leaders get 
promoted up through the ranks of business. For 
instance, leaders often have more autonomy 
and more access to information, which can en-
courage them to do the wrong thing. Work–life 
imbalance can also be an issue for some ex-
ecutives, which can increase their stress levels. 
Greed, arrogance, and an entitlement mentality 
can be concerns. Finally, the culture of an or-
ganization, assuming it is unethical, can prompt 
leaders to behave in a risky manner.

So what can companies do to prevent the 
ethical lapses of business leaders? It should 

come as no surprise that many of the steps 
 involve solid performance management. Here 
are some key considerations:

•	 Develop and promote an organizational cul-
ture that is ethical and stress this culture 
during onboarding so that leaders under-
stand the importance of ethics at work.

•	 Use 360-degree evaluations to provide 
leaders a multitude of feedback from 
 different raters who can identify perfor-
mance issues.

•	 Apply coaching when necessary to help 
individuals negotiate job challenges and op-
portunities in a positive and productive way.

•	 Discuss the importance of ethical leader-
ship when managing/affecting the careers 
of leaders (e.g., promoting individuals, 
changing their work roles).23

Ethical problems occur frequently in busi-
ness, and HR professionals need to help pre-
pare leaders for these challenges. Consider the 
following questions:

1. What kinds of approaches might you use 
to help leaders be more ethical? How could 
performance management processes be 
used to facilitate this aim?

2. Besides some of the ideas already 
 discussed, what do you think companies 
can do to reduce the likelihood of leaders 
acting unethically?
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10-5a Category Scaling Methods
The simplest methods for appraising performance are category scaling methods, 
which require a manager to mark an employee’s level of performance on a specific 
form divided into categories of performance. A checklist uses a list of statements or 
words from which raters check statements that are most representative of the char-
acteristics and performance of employees. Often, a scale indicating perceived level 
of accomplishment on each statement is included with the checklist, which then 
becomes a type of graphic rating scale.

10-5b Graphic Rating Scales
The graphic rating scale allows the rater to mark an employee’s performance on a 
continuum indicating low to high levels of a particular characteristic. Because of 
the straightforwardness of the process, graphic rating scales are common in per-
formance evaluations. Figure 10-8 shows a sample appraisal form that combines 
graphic rating scales with essays. Three aspects of performance can be appraised 
using graphic rating scales: descriptive categories (such as quantity of work, at-
tendance, and dependability), job duties (taken from the job description), and 
behavioral dimensions (such as decision making, employee development, and com-
munication effectiveness).

Each of these types can be used for different jobs. How well employees meet 
established standards is often expressed either numerically (e.g., 5, 4, 3, 2, 1) or ver-
bally (e.g., outstanding, meets standards, below standards). If two or more people 
are involved in the rating, they may find it difficult to agree on the exact level of 
performance achieved relative to the standard in evaluating employee performance. 
Notice that to reduce variation in interpretations of the standards by different su-
pervisors and employees, each level specifies performance standards or expectations.

Concerns with graphic rating Scales Graphic rating scales in many forms 
are widely used because they are easy to develop and provide a uniform set of cri-
teria to evaluate the job performance of different employees. However, the use of 
scales can cause rater error because the form might not accurately reflect the rela-
tive importance of certain job characteristics, and some factors might need to be 
added to the ratings for one employee, while others might need to be dropped. If 
they fit the person and the job, the scales work well. However, if they fit poorly, 
managers and employees who must use them might complain about the rating form.

Another concern is that regardless of the scales used, the focus should be on the 
job duties and responsibilities identified in job descriptions. The closer the link be-
tween the scales and what people actually do, as identified in current and complete 
job descriptions, the stronger the relationship between the ratings and the job, as 
viewed by employees and managers. Also, should the performance appraisal results 
be challenged legally, the closer performance appraisals measure what people actu-
ally do, the more likely employers are to prevail in a lawsuit.

An additional drawback to graphic rating scales is that separate traits or fac-
tors are often grouped, and the rater is given only one box to check. For example, 
dependability could refer to meeting deadlines for reports, or it could refer to at-
tendance and tardiness. If a supervisor gives an employee a rating of 3, which aspect 
of dependability is being rated? One supervisor might rate employees on meeting 
deadlines, while another rates employees on attendance.

graphic rating scale
Scale that allows the 
rater to mark an em-
ployee’s performance on 
a continuum indicating 
low to high levels of a 
particular characteristic
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Date sent:

Name:

Department:

Employment status (check one): Full-time               Part-time

Rating period: From:  4/30/13       To: 4/30/14

Reason for appraisal (check one): Regular interval                  Introductory                  Counseling only                 Discharge

Return by:

Job title:

Supervisor:

Date of hire:

4/19/14

Joe Hernandez

Receiving

5/01/2014

Receiving Clerk

Marian Williams

5/12/02X

x

Using the following de�nitions, rate the performance as I, M, or E.

I—Performance is below job requirements and improvement is needed.

M—Performance meets job requirements and standards.

E—Performance exceeds job requirements and standards most of the time.

SPECIFIC JOB RESPONSIBILITIES: List the principal activities from the job summary, rate the performance on
each job duty by placing an X on the rating scale at the appropriate location, and make appropriate comments to
explain the rating.

Job Duty #1: Inventory receiving and checking
Explanation:

I M E

Job Duty #2: Accurate record keeping
Explanation:

I M E

Attendance (including absences and tardies):                      Number of absences                                Number of tardies
Explanation:

I M E

Overall rating: In the box provided, place the letter—I, M, or E—that best describes the employee’s overall
performance.

Explanation:

Figure 10-8 Sample Performance Appraisal Form

Another drawback is that the descriptive words sometimes used in scales may 
have different meanings to different raters. Terms such as initiative and cooperation 
are subject to many interpretations, especially if used in conjunction with words 
such as outstanding, average, and poor. As Figure 10-9 shows, scale points can be 
defined carefully to minimize misinterpretation.
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Behavioral rating Scales In an attempt to overcome some of the concerns 
with graphic rating scales, employers may use behavioral rating scales designed to 
assess individual actions instead of personal attributes and characteristics. Different 
approaches are used, but all describe specific examples of employee job behaviors. 
In a behaviorally anchored rating scale (BARS), these examples are “anchored” or 
measured against a scale of performance levels.

When creating a BARS system, identifying important job dimensions, which are 
the most important performance factors in a job description, is done first. Short 
statements describe both desirable and undesirable behaviors (anchors). These are 
then “translated,” or assigned, to one of the job dimensions. Anchor statements are 
usually developed by a group of people familiar with the job. The group then as-
signs each anchor a number that represents the effectiveness of the behavior, and the 
anchors are fitted to a scale. Figure 10-10 contains an example that rates customer 
service skills for individuals taking orders for a national catalog retailer. Spelling out 
the behaviors associated with each level of performance helps minimize some of the 
problems related to graphic rating scales.

However, several problems are associated with the behavioral approach. First, 
creating and maintaining behaviorally anchored rating scales requires extensive 
time and effort. In addition, many appraisal forms are needed to accommodate dif-
ferent types of jobs in an organization. For instance, because nurses, dietitians, and 
admissions clerks in a hospital all have distinct job descriptions, a separate BARS 
form needs to be developed for each position.

10-5c Comparative Methods
Comparative methods require that managers directly compare the performance 
levels of their employees against one another, and these comparisons can provide 
useful information for managing performance. An example would be an informa-
tion systems supervisor who compares the performance of one programmer with 
that of other programmers. Comparative techniques include ranking and forced 
distribution.

behaviorally anchored 
rating scale
Scale that describes 
specific examples of job 
behavior, which are then 
“anchored” or measured 
against a scale of perfor-
mance levels

5

4

3

2

1

Outstanding: The person is so successful at this job criterion that special note
should be made, and performance ranks in the top 10%.

Exceeds Expectations: Performance is better than average for the unit,
given the common standards and unit results.

Meets Expectations: Performance is at or above the minimum standards. This
level is what one would expect from most experienced, competent employees.

Below Expectations: Performance is slightly below the minimum standards.
However, potential to improve within a reasonable time frame is evident.

Unsatisfactory: Performance is well below standard. Whether the person can
improve to meet the minimum standards is questionable.

Figure 10-9 Sample Terms for Defining Standards
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ranking The ranking method lists the employees being rated from highest to 
lowest based on their performance levels and relative contributions. One disad-
vantage of this process is that the sizes of the performance differences between 
employees are often not clearly indicated. For example, the job performance of in-
dividuals ranked second and third may differ little, while the performance of those 
ranked third and fourth might differ a great deal. This limitation can be mitigated 
to some extent by assigning points to indicate performance differences. Ranking 
also means someone must be last, which ignores the possibility that the last-ranked 
individual in one group might be equal to the top-ranked employee in a different 
group. Further, the ranking task becomes unwieldy if the group of employees to be 
ranked is large.

Forced Distribution Forced distribution is a technique for distributing ratings 
that are generated with any of the other appraisal methods and comparing the rat-
ings of people in a work group. With the forced distribution method, the ratings of 
employees’ performance levels are distributed along a bell-shaped curve similar to 
grading on a curve in school settings.25 For example, a medical clinic administrator 
ranking employees on a 5-point scale would have to rate 10% of the employees as 
a 1 (“unsatisfactory”), 20% as a 2 (“below expectations”), 40% as a 3 (“meets ex-
pectations”), 20% as a 4 (“above expectations”), and 10% as a 5 (“outstanding”).

Forced distribution or stack ranking has been used in some form by an esti-
mated 30% of all firms with performance appraisal systems. At General Electric, 
the managers identified as the top 20% were rewarded richly so that few would 
leave. The bottom 10% of employees were given a chance to improve or leave. 
 Yahoo has also adopted a stack ranking approach to help manage evaluations of 
the company’s employees.26

ranking
Performance appraisal 
method in which 
 employees are listed 
from highest to lowest  
based on their perfor-
mance levels and relative 
contributions

forced distribution
Performance appraisal 
method in which 
 ratings of employees’ 
 performance levels are 
distributed along a  
bell-shaped curve

5

4

3

2

1

Outstanding

Satisfactory

Unsatisfactory

Used positive phrases to explain product

Offered additional pertinent information
when asked questions by customer

Referred customer to another product
when requested item was not available

Discouraged customer from waiting for an
out-of-stock item

Argued with customer about suitability of
requested product

The Customer Service Representative

Figure 10-10 Behaviorally Anchored Rating Scale for Customer Service Skills
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Advantages and Disadvantages of Forced Distribution One reason firms 
have adopted forced distributions for appraisal ratings is to deal with “rater in-
flation.” If employers do not require a forced distribution, performance appraisal 
 ratings often do not match the normal distribution of a bell-shaped curve (see 
 Figure 10-11).

The use of a forced distribution system forces managers to identify high, aver-
age, and low performers. Thus, high performers can be rewarded and developed, 
while low performers can be encouraged to improve or leave. Advocates of forced 
ranking argue that forced distribution ensures that compensation increases truly 
are differentiated by performance rather than being spread equally among all 
employees.

But the forced distribution method suffers from several drawbacks. Perhaps in 
a truly exceptional group of employees there are not 10% who are unsatisfactory. 
Another problem is that a supervisor may resist placing any individual in the low-
est (or the highest) group. Difficulties also arise when the rater must explain to 
an employee why he or she was placed in one group while others were placed in 
higher groups. In some cases, the manager may make false distinctions between em-
ployees. By comparing people against each other, rather than against a standard 
of job performance, supervisors trying to fill the percentages may end up giving 
employees very subjective ratings.27 Finally, forced ranking structures can increase 
anxiety in employees, promote conformity, and encourage gaming of the system. 
Consequently, a number of firms have been involved in lawsuits about forced dis-
tribution performance appraisal processes. In fact, one study found that the use of 
forced distribution rating approaches may result in more frequent adverse impact 
violations when managing company layoffs.28 Microsoft recently dropped its use of 
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10%
Unsatisfactory

20%
Below

Expectations

40%
Meets

Expectations

20%
Above

Expectations

10%
Outstanding

Score

1 2 3 4 5

Rating 

Figure 10-11 Forced Distribution on a Bell-Shaped Curve
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stack rankings because it considered the practice to be controversial and thought it 
created unnecessary competition and broke down trust and teamwork.29

10-5d Narrative Methods
Managers may be required to provide written appraisal narratives. Some appraisal 
methods are entirely written, rather than using predetermined rating scales or rank-
ing structures. Documentation and descriptive text are the basic components of the 
critical incident and essay methods.

Critical incident In the critical incident method, the manager keeps a written 
record of both favorable and unfavorable actions performed by an employee during 
the entire rating period. When a critical incident involving an employee occurs, the 
manager writes it down. For instance, when a sales clerk at a clothing store spends 
considerable time with a customer helping him purchase a new suit, a manager 
might document this exceptional service for later review during an annual evalua-
tion. The critical incident method can be used with other approaches to document 
the reasons an employee was given a certain rating.

essay The essay method requires a manager to write a short essay describing each 
employee’s performance during the rating period. Some free-form essays are written 
without guidelines; others are more structured, with prepared questions that must 
be answered. The rater usually categorizes comments under a few general headings. 
The essay method allows the rater more flexibility than other methods do, some-
times too much. As a result, appraisers often combine the essay with other methods.

The effectiveness of the essay approach often depends on a supervisor’s writing 
and observation skills. Some supervisors do not express themselves well in writing 
and as a result produce poor descriptions of employee performance, whereas others 
have excellent writing skills and can create highly positive impressions of their em-
ployees. If well composed, essays can provide highly detailed and useful information 
about an employee’s job performance.

10-5e Goal Setting and Management by Objectives
Goal setting is often viewed as one of the best approaches for enhancing perfor-
mance management in general and the performance appraisal process in particular. 
Positive goal setting allows employees to be more directed in their work efforts, 
which can lead to higher job performance. A study of call center workers found that 
different internalized goals were associated with stronger achievement needs and 
job performance among individuals.30 Managers can also give employees and work 
teams the responsibility to develop their own goals by helping them understand 
how their objectives are linked to company goals, overseeing the goal setting pro-
cess, and making sure that all objectives are adequately connected.31 The following 
“HR Competencies & Applications: Mentorships Require Dynamic Goal Setting” 
feature investigates how organizations can use mentoring as a mechanism for driv-
ing the goal-setting process among employees.

Management by objectives (MBO) is a specific performance appraisal method 
that highlights the performance goals that an individual and manager identify to-
gether. Each manager sets objectives derived from the overall goals and objectives of 
the organization; however, MBO should not be a disguised means for a superior to 

management by 
 objectives (mbo)
A specific performance 
appraisal method that 
highlights the perfor-
mance goals that an 
individual and manager 
identify together
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Mentorships Require Dynamic Goal Setting

What makes goal setting such a perplexing 
process for mentors and mentees? First of all, 
goals must be SMART, meaning that they must 
be specific, measureable, action-based, realis-
tic, and time-bound. If this isn’t difficult enough, 
trying to figure out the roles that mentors and 
mentees should play in goal setting can be chal-
lenging as well. Mentors should help the pro-
cess along, but mentees should be the ones 
who manage goal setting, particularly because 
the goals affect their job efforts. The overall 
objective in sound goal setting is to develop a 
learning partnership between both parties so 
that mentees can better set and work toward 
their professional objectives.

How can mentors help mentees take 
more responsibility for their goal setting? As a 
mentor, there are several things you can do to 
achieve these results:

•	 Be a good listener. Try to understand 
the mentee’s current work situation to 
determine the contextual factors that may 
affect the goal-setting process. Also, try 
to determine an individual’s strengths, 
weaknesses, opportunities, and threats (kind 
of like a personal SWOT analysis) so that 
goals can be developed based on the proper 
match between the work environment and 
the mentee’s situation analysis.

•	 Provide good examples. Talk about your 
own positive work experiences to give 
mentees a model for success. You can 
also discuss other examples of successful 
 people who were driven by positive goals.

•	 Match all the important pieces together. Be 
careful to help mentees connect their goals 
with the objectives of the organization. Also 
make sure that the goals established help 
mentees work effectively given their own 
work situations.

•	 Brainstorm over different viewpoints. 
 Encourage mentees to view their 
 characteristics and work situations in 
 different ways to make sure that reasonable 
goals have been set.

•	 Emphasize the importance of time. Discuss 
which goals should be given  priority and de-
termine how well goals can be  accomplished 
given the time lines established.

Evidence suggests that adopting these 
approaches will help build positive  mentor–
mentee relationships. At a minimum, this pro-
cess can help encourage more communication 
among mentors and mentees, which is always 
productive when it comes to goal setting.32

As an HR professional or line manager, 
you will likely have to consider how to enhance 
mentorship arrangements. Consequently, 
consider the following questions:

1. How can mentorships be used to improve 
job performance?

2. How would you encourage mentors  
and  mentees to be more engaged in  
the goal-setting process? How could  
you  better prepare individuals for the  
challenges  associated with  
mentorships?
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KEY COMPETENCIES: Relationship Management (Behavioral Competency) and  People (Technical 
Competency)

dictate the objectives of individual managers or employees. Other names for MBO 
include appraisal by results, target coaching, work planning and review, perfor-
mance objective setting, and mutual goal setting. The goal setting that occurs as part 
of this process can be helpful in a variety of managerial functions.
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MBO Process Implementing a guided self-appraisal system using MBO is a four-
stage process. The stages are as follows:

1. Job review and agreement: The employee and the superior review the job 
 description and the key activities that constitute the employee’s job. The idea is 
to agree on the exact makeup of the job.

2. Development of performance standards: Together, the employee and his 
or her superior develop specific standards of performance and determine a 
 satisfactory level of performance that is specific and measurable. For example, 
a quota of selling five cars a month may be an appropriate performance 
 standard for a salesperson.

3. Setting of objectives: Together, the employee and the superior establish 
 objectives that are realistically attainable.

4. Continuing performance discussions: The employee and the superior use 
the objectives as a basis for continuing discussions about the employee’s 
 performance. Although a formal review session may be scheduled, the 
 employee and the supervisor do not necessarily wait until the appointed  
time to discuss performance. Objectives can be mutually modified as  
warranted.

The MBO process seems to be most useful with managerial personnel and 
 employees who have adequate flexibility and control over their jobs. When imposed 
on a rigid and autocratic management system, MBO will often fail. Emphasizing 
penalties for not meeting objectives defeats the development and participative na-
ture of MBO. Based on the results of one study, a strong MBO system can also help 
organizations generate a positive climate for goal setting.33

10-5f Combinations of Methods
No single appraisal method is best for all situations, so a performance  measurement 
system that uses a combination of methods may be sensible. Using combinations 
may offset some of the advantages and disadvantages of individual methods. 
 Category scaling methods are easy to develop, but they usually do little to  measure 
strategic accomplishments. Further, they may make inter-rater reliability  problems 
worse. Comparative approaches help reduce leniency and other errors, which 
makes them useful for administrative decisions such as determining pay raises. But 
comparative approaches do a poor job of linking performance to organizational 
goals and by themselves do not provide feedback for improvement as well as other 
methods do.

Narrative methods work well for development because they potentially gen-
erate more feedback information. However, without good definitions of perfor-
mance criteria or standards, they can be so unstructured as to be of little value 
for administrative uses. The MBO approach works well to link performance to 
organizational goals, but it can require much effort and time for defining objec-
tives and explaining the process to employees. Narrative and MBO approaches 
may not work as well for lower-level jobs as for positions with more varied duties 
and responsibilities.

When managers can articulate what they want a performance appraisal system 
to accomplish, they can choose and mix methods to realize advantages of each ap-
proach. For example, one combination might include a graphic rating scale of per-
formance on major job criteria, a narrative for developmental needs, and an overall 
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ranking of employees in a department. Different categories of employees (e.g., sala-
ried exempt, salaried nonexempt, maintenance) might require different combina-
tions of methods.

10-6  Training Managers and Employees  
in Performance Appraisal

Court decisions on the legality of performance appraisals and research on appraisal 
effectiveness both stress the importance of training managers and employees. For em-
ployees, performance appraisal training focuses on the purposes of appraisal, the ap-
praisal process and timing, and how performance criteria and standards are linked to 
job duties and responsibilities. Most systems can be improved by training supervisors 
in how to conduct performance appraisals. Since conducting the appraisals is impor-
tant, training should center around minimizing rater errors and providing raters with 
details on documenting performance information. Training is essential for those who 
have recently been promoted to managerial jobs and for whom conducting perfor-
mance appraisals is a new experience. Managers with informed positive views of the 
performance appraisal system are more likely to use the system effectively. Unfortu-
nately, such training occurs only sporadically or not at all in many organizations.

Without training, managers and supervisors often “repeat the past,” meaning 
that they appraise others much as they have been appraised in the past. The fol-
lowing list is not comprehensive, but it does identify some topics to be covered in 
appraisal training for managers:

•	 Appraisal process and timing
•	 Performance criteria and job standards that should be considered
•	 How to communicate positive and negative feedback
•	 When and how to discuss training and development goals
•	 Conducting and discussing the compensation review
•	 How to avoid common rating errors

10-6a Rater Errors
There are many possible sources of error in the performance appraisal process. One 
of the major sources is the rater. Although completely eliminating errors is impos-
sible, making raters aware of potential errors and biases helps to reduce them.

Varying Standards When appraising employees, a manager should avoid ap-
plying different standards and expectations to employees performing the same or 
similar jobs. Such problems often result from the use of ambiguous criteria and 
subjective weightings by supervisors.

recency and Primacy effects The recency effect occurs when a rater gives 
greater weight to recent events when appraising an individual’s performance. Exam-
ples include giving a customer service representative a rating based on phone calls 
taken during the week before the appraisal or giving a drill press operator a high 
rating even though the operator made the assigned quota only in the last two weeks 
of the rating period. Another time-related issue is the primary effect, which occurs 

LO5 Discuss 
the importance of 
training managers 
and employees on 
performance appraisal 
and give examples of 
rater errors.

recency effect
Occurs when a rater 
gives greater weight 
to recent events when 
 appraising an individual’s 
performance

Primacy effect
Occurs when a rater 
gives greater weight to 
information received first 
when appraising an indi-
vidual’s performance
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when a rater gives greater weight to information received first when appraising an 
individual’s performance.

Central Tendency, Leniency, and Strictness errors Ask students, and they 
will tell you about professors who tend to grade easier or harder. A manager may de-
velop a similar rating pattern. A rater who gives all employees a score within a narrow 
range in the middle of the scale (i.e., rate everyone as “average”) commits a central 
tendency error, giving even outstanding and poor performers an “average” rating.

Rating patterns also may exhibit leniency or strictness. The leniency error oc-
curs when ratings of all employees fall at the high end of the scale. To avoid con-
flict, managers often rate employees higher than they should. This “ratings boost” 
is especially likely when no manager or HR representative reviews the completed 
appraisals. The strictness error occurs when a manager uses only the lower end of 
the scale to rate employees.

rater Bias When a rater’s values or prejudices distort the rating, rater bias occurs. 
Such bias may be unconscious or quite intentional. For example, a manager’s dis-
like of certain ethnic groups may cause distortion in appraisal information for some 
people. Use of age, religion, seniority, sex, appearance, or other “classification” may 
also skew appraisal ratings if the appraisal process is not properly designed. A re-
view of appraisal ratings by higher-level managers may help correct this problem.

Halo and Horns effects The halo effect occurs when a rater scores an employee 
high on all job criteria because of performance in one area of the assigned work 
responsibilities. For example, if a worker has few absences, the supervisor might 
give the worker a high rating in all other areas of work, including quantity and 
quality of output, without really thinking about the employee’s other characteristics 
separately. The opposite is the horns effect, which occurs when a low rating on one 
characteristic leads to an overall low rating.

Contrast error Rating should be done using established standards. One problem 
is the contrast error, which is the tendency to rate people relative to others rather 
than against performance standards. For example, if everyone else performs at a 
mediocre level, then a person performing only slightly better may be rated as “ex-
cellent” because of the contrast effect. But in a group where many employees are 
performing well, the same person might receive a lower rating. Although it may 
be appropriate to compare people at times, the performance rating usually should 
 reflect comparison against performance standards, not against other people.

Similar-to-Me/Different-from-Me errors Sometimes, raters are influenced by 
whether people possess characteristics that are the same as or different from their 
own qualities. For example, a manager with an MBA degree might give subordi-
nates with MBAs higher appraisals than those who have only earned bachelor’s de-
grees. The error reflects measuring an individual against another person (the rater) 
rather than measuring how well the individual fulfills the expectations of the job.

Sampling error If the rater has seen only a small sample of the person’s work, 
an appraisal may be subject to sampling error. For example, assume that 95% of 

central tendency error
Occurs when a rater 
gives all employees a 
score within a narrow 
range in the middle of 
the scale

leniency error
Occurs when ratings of 
all employees fall at the 
high end of the scale

Strictness error
Occurs when a manager 
uses only the lower 
end of the scale to rate 
employees

rater bias
Occurs when a rater’s 
values or prejudices 
 distort the rating

halo effect
Occurs when a rater 
scores an employee high 
on all job criteria because 
of performance in one 
area of the assigned 
work responsibilities

horns effect
Occurs when a low  rating 
on one characteristic 
leads to an overall  
low rating

contrast error
Tendency to rate people 
relative to others rather 
than against performance 
standards
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the reports prepared by an employee have been satisfactory, but a manager has seen 
only the 5% that had errors. If the supervisor rates the person’s performance as 
“poor,” then a sampling error has occurred. Ideally, the work being rated should be 
a broad and representative sample of all the work completed by the employee.

10-7 Appraisal Feedback
After completing appraisals, managers need to communicate the results to em-
ployees to provide them with a clear understanding of how their performance 
compares to company standards and expectations. Organizations commonly 
require managers to discuss appraisals with employees. The appraisal feed-
back interview provides an opportunity to clear up any misunderstandings on 
both sides. In this interview, the manager should also focus on coaching and 
development.

10-7a The Appraisal Interview
The appraisal interview presents both an opportunity and a challenge. It can be an 
emotional experience for the manager and the employee because the manager must 
communicate both praise and constructive criticism. A major concern for managers 
is how to emphasize the positive aspects of the employee’s performance while still 
discussing ways to make needed improvements. If the interview is handled poorly, 
the employee may feel resentment, which could lead to future performance prob-
lems. Consequently, a manager should clearly communicate how an employee’s 
positive contributions have helped the organization perform well. When poor per-
formance must be discussed, managers could use a series of questions and discus-
sion points that enable employees to identify their own performance deficiencies 
and develop useful plans for performance improvement.

Employees often approach an appraisal interview with some concern. They may 
feel that discussions about performance are both personal and important to their 
continued job success. At the same time, they want to know how their managers 
view their performance. Figure 10-12 summarizes hints for an effective appraisal 
interview for supervisors and managers.

10-7b Reactions of Managers and Employees
Managers may feel some resistance about appraisals because they often have nega-
tive perceptions about the process. Many feel that their role requires them to assist, 
encourage, coach, and counsel employees to improve their performance. However, 
being a judge on one hand and a coach and a counselor on the other may cause 
some internal conflict.

Knowing that appraisals may affect employees’ future careers may also cause 
altered or biased ratings. This problem is even more likely when managers know 
that they will have to communicate and defend their ratings to the employees, their 
bosses, and/or HR specialists. Managers can simply make the employee’s ratings 
positive and avoid unpleasantness. But avoidance helps no one. A manager owes an 

LO6 Identify several 
concerns about 
appraisal feedback and 
ways to make it more 
effective.
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employee a well-done appraisal, no matter how difficult an employee is or how dif-
ficult the conversation about performance might be.

Employees may well see the appraisal process as a threat and feel that the only 
way for them to get a higher rating is for someone else to receive a low rating. 
This win–lose perception is encouraged by the use of comparative rating methods. 
 Emphasis on the self-improvement and developmental characteristics of appraisals 
may mitigate this reaction.

Another common employee reaction resembles students’ response to tests.  
A professor may prepare a test that she perceives to be fair, but students may see it 
differently. Likewise, employees being appraised may not necessarily agree with the 
manager doing the appraising. However, in most cases, employees will view well-
done appraisals as what they are meant to be—constructive feedback.

10-7c Effective Performance Management
Regardless of the approach used, managers should understand that performance 
management is important for companies to reach their strategic goals by working 
effectively with and through employees. When the process is used to truly develop 
employees as resources, it usually works. When the performance appraisal is used 
to help employees perform better at work, performance management is even more 
effective. In its simplest form, performance appraisal is the observation: “Here are 
your strengths and weaknesses, and here is a way to develop for the future.”

Done well, performance management, working through the performance ap-
praisal, can lead to higher employee motivation and satisfaction. To be effective, a 
system should be:

•	 Beneficial as a development tool
•	 Useful as an administrative tool
•	 Legal and job related
•	 Viewed as generally fair by employees
•	 Effective in documenting employee performance
•	 Clear about who are high, average, and low performers

DO DO NOT

Prepare before interview
Focus on objective performance
Be speci
c about ratings and feedback
Develop a future improvement plan
Reinforce employee successes

Talk too much 
Berate or lecture the employee
Focus entirely on negative job
performance
Think that the employee always
has to agree
Compare the employee with others

Figure 10-12 Appraisal Interview Hints for Appraisers
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SUMMARy  
•	 Performance management systems attempt to 

identify, measure, communicate, develop, and 
reward employee performance.

•	 Performance management has a broad 
organizational focus, whereas performance 
appraisals are the processes used to evaluate 
how employees perform their jobs and  
then communicate that information to 
employees.

•	 Effective performance management has a 
number of components, beginning with a 
performance-focused organizational culture.

•	 Job criteria identify important elements of a 
job and affect the establishment of performance 
standards.

•	 Federal employment guidelines and court 
decisions influence the performance appraisal 
process.

•	 Appraising employee performance serves  
both administrative and developmental 
purposes.

•	 Performance appraisals can be done either 
informally or systematically.

•	 Appraisals can be conducted by superiors, 
employees (rating superiors or themselves), 
teams, outsiders, or other sources.

•	 Appraisal methods include category scaling, 
graphic rating scales, comparative, narrative, 
and management by objectives.

•	 Graphic rating scales and behavioral rating 
scales are widely used.

•	 Comparative methods include ranking and 
forced distribution, both of which raise 
methodological and legal concerns.

•	 Narrative methods include the critical incident 
technique and the essay approach.

•	 Training managers and employees on how 
to conduct performance appraisals can 
contribute to the effectiveness of a performance 
management system.

•	 Many performance appraisal problems are 
caused by a number of different rater errors.

•	 The appraisal feedback interview is a vital 
part of any appraisal system, and the reactions 
of both managers and employees must be 
considered when evaluating the system.

CRITICAL THINkING CHALLENGES  
1. Describe how organizational culture and the 

use of performance criteria and standards affect 
the remaining components of a performance 
management system.

2. Suppose you are a supervisor. What errors 
might you make when preparing the 
performance appraisal on a clerical employee? 
How might you avoid those errors?

3. Based on your experiences, as well as the 
chapter information, what are some good 
“rules of thumb” for conducting successful 
performance appraisal interviews?

4. Review the performance appraisal process 
and appraisal form used by a current or 
former employer and compare it with those 
provided by other students. Also review 
other appraisal issues by going to www.
workforce.com and searching for articles on 
performance appraisals. Develop a report 
suggesting changes to make the performance 

appraisal form and process you reviewed 
more effective.

5. As the new HR Director of a company in 
the behavioral health industry, you have 
the responsibility to develop a performance 
management system. You need to present a 
business case to senior executives that the 
performance management system does not stand 
alone and must be integrated into the company’s 
strategic plan, business needs, and measurements. 
For information on performance management 
best practices, review various publications in the 
articles tab at www.insala.com.

A. Given several key practices for a successful 
performance management system, which 
ones should be implemented first?

B. Identify key measurements to transition the 
company from the current system of looking 
at personality factors to a new system of 
looking at performance factors.
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Performance management at netflix

This case provides an example of how a perfor-
mance-oriented culture can be established to facili-
tate the performance management process. (For the 
case, go to www.cengage.com/management/mathis.)

Performance management improvements  
for bristol-myers Squibb

This case identifies how performance management 
systems might be redesigned. (For the case, go to 
www.cengage.com/management/mathis.)

SUPPLEMENTAL CASES  

CASE Microsoft Jettisons Stack Rankings

Microsoft has always been on the cutting edge of 
performance management and compensation. The 
firm has a reputation for hiring good employees and 
taking care of them by providing generous rewards 
and opportunities. In particular, paying workers 
based on their performance is an approach that 
the company has utilized for some time. Over the 
last several decades, Microsoft has given employees 
stock options, generous increases to base pay, and 
restricted stock units. A number of years ago, the 
flexible rewards program MyMicrosoft was offered, 
and it enabled workers to earn merit pay, bonuses, 
and restricted stock units.

In an effort to support this HR management 
philosophy, Microsoft introduced a stack rank-
ings process more recently, which required manag-
ers to rate employees (on a scale of 1 to 5, with 1 
being the highest) so that they could be ultimately 
ranked against each other. These rankings affected 
the amount of compensation (i.e., merit, bonuses, 
restricted stock units) employees would receive. The 
ranking process also forced managers to designate 
a certain percentage of their employees as poor 
performers.

This requirement makes stack ranking a con-
troversial performance management approach be-
cause there are always losers, despite the fact that a 
company may be hiring and developing well. Crit-
ics also point out that the stack ranking process, or 
“rank and yank” as it is sometimes called, doesn’t 

do much to create a sense of teamwork among em-
ployees. Despite these limitations, some managers, 
including the previous CEO of General Electric 
Jack Welch, defend the practice. They claim that it 
allows leaders to effectively differentiate varying 
levels of job performance among employees more 
effectively.

Given these concerns, Microsoft elected to 
drop its stack ranking system a few years after it 
was adopted. This means that managers do not 
have to use the scaling and ranking methods that 
were introduced several years earlier. In addition, 
managers do not have to indicate through the em-
ployee appraisals that a percentage of workers are 
not meeting standards. It will be interesting to see 
how managers continue to tweak the company’s 
performance management system so that employ-
ees are rewarded fairly and accurately for their job 
performance.34

QueStionS

1. What is your overall opinion of the stack rank-
ing system? Do you think this approach serves a 
purpose in modern organizations?

2. If you were to implement stack ranking in a 
company, how would you do it? What are the 
potential challenges associated with implement-
ing this system? Would you use it, or would you 
elect to use an alternative approach?
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building Performance through employee 
 Participation

The case outlines what was done at Jewelers Mu-
tual Insurance in allowing employees to have a say 
in performance management. (For the case, go to 
www.cengage.com/management/mathis.)

unequal/equal Supervisors

This case identifies the consequences of giving ap-
praisal ratings that may not be accurate. (For the 
case, go to www.cengage.com/management/mathis.)
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WHAt’S tRending in
totAl ReWARdS And  

comPenSAtion
Employers should offer the types of compensation that recognize and mo-
tivate employees who work hard and contribute to the company’s success. 
Organizations should offer competitive compensation that enables them 
to attract and retain good workers. Here’s what’s currently trending in the 
area of total rewards and compensation:

1. There are a number of ethical issues related to compensation. Higher-
paid employees can sometimes misbehave, employers can work to-
gether to limit pay, and compensation itself can prompt worker greed.

2. When pay decisions are viewed as inappropriate or unfair,  lawsuits 
can occur. There is growing concern about litigation targeting the 
 misclassification of employees, overtime pay, and other wage  violations.

3. Identifying situations that require employers to pay workers for their 
time is a challenge. Managers should understand the conditions that 
trigger payment of wages. These include shorter meal and rest breaks, 
donning required equipment and uniforms, and other work-related 
activities. In addition, proposed changes in overtime regulations may 
significantly impact employees and companies.

4. Setting reasonable pay to get competent employees is an  important 
 component of compensation management. To remain fair and 
 competitive,  employers have to use different sources of internal 
and external salary information to determine how much employees 
should be making. Some  companies are paying employees above the 
 traditional minimum amounts to  attract competent workers; some states 
are even enacting laws that set  minimum wage levels higher than the 
federal wage.

Learning Objectives

After you have read this 
chapter, you should be 
able to:

LO1 Identify the three 
general components 
of total rewards and 
give examples of 
each.

LO2 Explain the major laws 
governing employee 
compensation.

LO3 Outline strategic 
compensation 
decisions.

LO4 Understand the 
challenges of 
managing global 
compensation 
systems.

LO5 Illustrate the steps in 
developing a base pay 
system.

LO6 Describe how 
individual pay rates 
are set.

Total Rewards and 
Compensation11

c H A P t e R
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Aztec Shops Uses Time- 
Tracking Software

Organization leaders must understand a wide  array 

of federal and state laws to appropriately pay their 

 employees. For instance, managers need to know 

when workers are entitled to overtime, how much they 

should be paid for working overtime, what qualifies as “paid” 

 activities, and how minimum wage for different jobs should 

be  determined. What makes these issues particularly chal-

lenging is that federal and state wage mandates sometimes 

differ. Even though the Fair Labor Standards Act sets federal 

standards for proper wage administration, this does not prevent 

states from developing their own standards that must also be 

considered. For example, the state of Washington sets a higher 

minimum wage for a particular position compared to federal 

 requirements, so workers there should receive the higher 

 minimum wage.

Given these challenges, some organizations are turning to 

automated systems that track employees’ time on the clock to 

better manage the administration of wages. This time-tracking 

technology provides increased  efficiency when paying em-

ployees what they have earned by simplifying how employee 

work hours are monitored and reported. One such company 

is Aztec Shops  located at San Diego State University, which 

utilizes its more than 650 full-time and part-time employees 

to sell books, clothing, and food on campus. The firm’s payroll 

and project manager Leah Messenger relies on 

time-monitoring software called Kronos to track 

employees’ work hours, as well as their meal 

and break times. Since workers in California 

are entitled to receive a meal break after work-

ing for five hours, Aztec’s system automatically 

indicates that this time should be taken off. The 

system also has an “attestation” feature that al-

lows employees to verify their time reports for 

errors and corrections. Use of Kronos has been 

a  success story at Aztec Shops. Overtime and 
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other compensation data can be accessed easily, and managers can gener-

ate reports that summarize  employees’ work times. While the system cost 

the company $500,000 over a two-year period, the investment appears to 

be well worth it.1

To attract and retain high-quality talent, companies design reward packages that 
appeal to many different people. Companies do this by addressing pay and benefits 
with a total rewards approach. Such a philosophy includes all forms of compensa-
tion, that is, the monetary and nonmonetary rewards provided by a company to 
attract, motivate, and retain employees, as shown in Figure 11-1. The effectiveness 
of the reward system depends on how well compensation is linked to organizational 
strategies so that employees are encouraged to work in a manner that benefits the 
company. For example, General Motors tied a portion of salaried employees’ bonus 
pay to customer loyalty ratings in new car sales and after-sales transactions. The 
company has focused on retaining customers and building on repeat business and is 
rewarding engineers, vehicle designers, field representatives, and other workers for 
improving this organizational metric.2

An effective total rewards approach balances the company’s interests and costs 
with the needs and expectations of employees, which can be a difficult process. On 
one hand, costs related to compensation represent one of the largest portions of 

total rewards
Monetary and nonmon-
etary rewards provided 
by companies to attract, 
motivate, and retain 
employees

Tangible
indirect 30%

Tangible
direct 60%

Intangible
10%

Total Rewards

Typical distribution among the
three types of compensation

Figure 11-1 Total Rewards Components
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total operating expenses in most companies. On the other hand,  employees want 
to be compensated fairly and have their individual needs met. They can choose to 
spend more time at work if compensation levels are desirable, or they can engage 
in more leisure activities when compensation is not attractive. The challenge then 
is for employers to achieve an optimal relationship between costs and employee 
 impact while considering many financial and operational factors.3

The concept of total rewards requires a much broader understanding of pay 
or compensation than has traditionally been the case in organizations. A total re-
wards philosophy emphasizes how a company can use both direct and indirect (or 
relational) rewards to strengthen employee motivation and commitment. Economic 
conditions also require employers to make necessary adjustments to total rewards 
to reflect changing business environments. Broadly defining compensation should 
also help companies develop creative and competitive policies that keep employees 
motivated. For instance, startup companies that do not have extensive financial re-
sources can offer employees time off from work, an enriched workplace, and own-
ership in the firm through stock options rather than giving them high pay.4 Offering 
generous vacation leave, reimbursement of commuting costs, tuition assistance, ac-
cess to a company car, coverage of moving expenses, and flexible work arrange-
ments are other ways that companies can creatively reward their employees.5

11-1 Nature of Total Rewards  
and Compensation

Compensating employees is often a major cost item for employers, so top manage-
ment and HR executives must work together toward aligning rewards with the stra-
tegic goals of the organization. This allows companies to offer compensation that 
leads to overall improvements to employee satisfaction and the bottom line. Several 
strategic decisions can guide the design of compensation practices:

•	 Compliance with all applicable laws and regulations
•	 Cost-effectiveness for the organization
•	 Internal and external equity for employees
•	 Optimal mix of compensation components
•	 Performance enhancement for the organization
•	 Performance recognition and talent management for employees
•	 Enhanced recruitment, involvement, and retention of employees

Employers strive to maintain their costs at a level that rewards employees 
fairly for their knowledge, skills, abilities, and performance accomplishments while 
allowing the firm to remain competitive and successful. WorldatWork is a lead-
ing professional association that focuses on compensation. The organization has 
developed a well-respected model of total rewards that includes tangible direct, 
tangible indirect, and intangible rewards.6 Figure 11-2 identifies elements of three 
primary components of the total rewards package. It shows that total rewards can 
be broadly defined and also indicates that intangible rewards are an important as-
pect of the package.

Determining which rewards are valued by employees and applicants and find-
ing affordable ways to provide those rewards can be challenging. Total reward 

LO1 Identify 
the three general 
components of total 
rewards and give 
examples of each.

00709_ch11_ptg01_399-443.indd   403 12/10/15   3:05 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  4   Compensation404

programs should be evaluated on an ongoing basis to ensure that employees find 
them satisfying and that they are cost-effective and sustainable for the organiza-
tion.7 The organizational culture and pay policy should be complementary and con-
sistent. For example, if the culture is a team-focused environment, total rewards 
might emphasize team/group rewards rather than individual rewards.

11-1a Components of Compensation
Tangible rewards are elements of compensation that can be quantitatively measured, 
so it is possible to calculate the monetary value of each reward. Consequently, em-
ployees can easily compare the tangible rewards offered by different organizations 
to determine relative compensation levels. Alternatively, intangible rewards are ele-
ments of compensation that cannot be as easily measured or quantified. How would 
an employee put a dollar value on having decision-making authority? How much 
is working in a positive and supportive office environment worth to an individ-
ual? What is the value of being offered enrichment and learning opportunities in 
the workplace? The perceived value of these intangible rewards can differ among 
employees, making the development and management of total rewards much more 

tangible rewards
Elements of 
 compensation that can be 
quantitatively measured 
and compared between 
different organizations

intangible rewards
Elements of 
 compensation that 
 cannot be as easily 
 measured or quantified

Source: Adapted from WorldatWork (http://www.worldatwork.org).

Tangible Direct
Rewards

Base Pay

◆  Wages
◆  Salary

Health Care Bene�ts

◆  Medical insurance
◆  Dental insurance
◆  Health spending
   account

◆  Supportive work
    environment

Variable Pay

◆  Bonuses
◆  Incentives
◆  Equity awards

Paid Time Off 

◆  Vacation
◆  Holidays

◆  Challenging work

◆  Pension/retirement
   bene�ts

◆  Autonomy

◆  Employee development
   and training
◆  Education assistance

Disability Bene�ts

◆  Short-term disability
◆  Long-term disability
◆  Long-term care
   insurance

◆  Positive
    reinforcement

Tangible Indirect
Rewards

Intangible
Rewards

Figure 11-2 Elements of Total Rewards
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complex. Some employers may find that offering work-life balance opportunities 
and wellness programs can enhance employees’ work satisfaction. Others may find 
that tangible rewards have a more immediate and positive impact on worker at-
titudes. This means that total rewards can vary greatly from company to company, 
and that employers should customize their approach to suit the needs and prefer-
ences of their workers.

One tangible component of a compensation program is direct compensation, 
the monetary rewards for work done and performance results achieved. Base pay 
and variable pay are the most common forms of direct compensation. The most 
common types of indirect compensation provided to employees are benefits.

Base Pay The basic compensation that an employee receives is called base pay. 
Organizations often provide basic compensation as either an hourly wage or as a 
salary. These two base pay categories are identified according to the way pay is de-
termined and the nature of the jobs.

Hourly pay is most common and is based on the amount of time spent at work. 
Employees paid by the hour receive wages, or payments calculated directly on the 
basis of time worked. One report suggests that hourly pay in the United States for 
people employed in the private sector has increased by almost 5%, with pay increases 
for financial and construction employees; persons employed in the West; individuals 
making less than $50,000 a year; and those who are under the age of 35 experiencing 
larger increases.8 Another report suggests that wages should grow by almost 2% in 
the near term.9

In contrast, employees paid a salary receive the same consistent payments each 
period regardless of the number of hours worked. Even though the recent reces-
sion has slowed some pay growth, the outlook for salaried employees is moderately 
bright. Research suggests that salaries are trending up in some jobs, professions, 
and geographic regions. For instance, employees who receive high ratings on per-
formance evaluations, as well as those who work in IT and medical occupations, 
have received higher salary increases.10 Starting salaries for individuals hired into 
technology, accounting and finance, marketing, administrative, and legal jobs are 
also expected to increase.11 In addition, increases to pay are expected to be slightly 
higher for salaried exempt employees compared to nonexempt workers. Individuals 
employed in the oil and gas sector might receive higher than average increases, while 
those employed in hospitals could receive lower than average increases.12 Increases 
in budgets dedicated to salaries for companies located in Houston, Los Angeles, and 
San Francisco have been slightly above the average.13

Variable Pay Another type of direct pay is variable pay, which is compensation 
linked directly to individual, team, or organizational performance. The most com-
mon types of variable pay are bonuses, incentive program payments, equity awards, 
and commissions. A recent survey indicated that 91% of firms provide variable 
pay to their employees and plan to dedicate almost 13% of pay for salaried in-
dividuals to variable compensation.14 Employers are also using various bonuses 
and performance-based pay strategies to reward and retain their top performers.15 
Research shows that increases in total cash compensation for HR professionals, 
which includes salary and variable pay, are expected to remain at about 3% for the 
foreseeable future. HR executives who deal with legal matters, technology, talent 
management, and safety have received larger pay increases.16 Variable pay, includ-
ing executive compensation, is discussed in Chapter 12.

Base pay
Basic compensation that 
an employee receives, 
often as an hourly wage 
or salary

Wages
Payments calculated 
directly on the basis 
of time worked by 
employees

Salary
Consistent payments 
made each period 
 regardless of the number 
of hours worked

variable pay
Compensation linked 
directly to individual, 
team, or organizational 
performance
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Benefits Many organizations provide indirect rewards in the form of employee 
benefits. With indirect compensation, employees receive financial rewards without 
receiving actual cash or other direct monetary payments. A benefit is an indirect 
reward given to an employee or group of employees as part of membership in the 
organization, regardless of performance. Examples of benefits are dental coverage, 
vacation leave, and retirement plans. The administration of benefits is discussed in 
Chapter 13.

11-2 Laws Governing Compensation
Pay practices are regulated by several federal laws that address issues such as  overtime 
pay, minimum wage standards, hours of work, and pay equity. The  following discus-
sion examines the laws and regulations affecting base compensation. The laws and 
regulations that affect incentives and benefits are covered in Chapters 12 and 13.

11-2a Fair Labor Standards Act (FLSA)
The primary federal law affecting compensation is the Fair Labor Standards Act 
(FLSA), which was passed in 1938. Compliance with FLSA provisions is enforced 
by the Wage and Hour Division of the U.S. Department of Labor (DOL). Penalties 
for wage and hour violations often include awards of up to two years of back pay 
for affected current and former employees, along with a monetary penalty. Willful 
violations may be penalized by up to three years of back pay. For example, Walmart 
was assessed almost $5 million in back wages and penalties for overtime violations 
resulting from improperly classifying employees as exempt from overtime, and Sta-
ples was fined $42 million to settle similar claims.17 In another case, the airport 
shuttle service at Baltimore-Washington International Thurgood Marshall Airport 
“Shuttle Express” was ordered to arbitrate with an individual who claimed that he 
was classified as an independent contractor or franchisee instead of an employee, 
which adversely affected his compensation.18 The provisions of both the original act 
and subsequent revisions focus on the following major areas:

•	 Minimum wage
•	 Limits on the use of child labor
•	 Exempt and nonexempt status (overtime provisions)

Minimum Wage The FLSA sets a minimum wage to be paid to a broad spectrum 
of covered employees. The current minimum wage of $7.25 an hour was set as part 
of the Fair Minimum Wage Act of 2007. A lower minimum wage of $2.13 an hour 
is set for “tipped” employees, such as restaurant servers, but their compensation 
must equal or exceed the minimum wage when average tips are included. However, 
many states have minimum wage levels for both regular and tipped employees that 
are higher than the federal minimum wage, and employers must pay this higher 
wage.19 A number of other states have enacted laws to increase the minimum wage 
for employees, while other states are exploring the possibility of increasing their 
minimum wages.20 Given these variations in pay, employers that operate in multiple 
states should monitor minimum wage legislation that affects their operations.

Congressional action must be initiated before the minimum wage can be 
changed, and there is currently interest in raising the federal minimum wage.21 This 

Benefit
Indirect reward given to 
an employee or group 
of employees as part of 
membership in the orga-
nization, regardless of 
performance

LO2 Explain 
the major laws 
governing employee 
compensation.

00709_ch11_ptg01_399-443.indd   406 12/10/15   3:05 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c H A P t e R  1 1   Total Rewards and Compensation 407

applies to both the regular minimum wage and the minimum wage for tipped posi-
tions. One report indicated that the tipped minimum wage has decreased by 40% 
and is a mere 29% of the standard minimum wage.22 However, increasing the mini-
mum wage could have a negative impact on job growth, and one report determined 
that such action could decrease total employment by an estimated 500,000 work-
ers in the next several years.23 A large-scale strike across seven cities in the United 
States was organized by thousands of fast food workers who demanded $15 an 
hour in wages, but meeting these demands would likely increase the cost of menu 
items and hurt demand.24 Yet, unlike its competitors, Costco pays its employees well 
above minimum wage (an average of $21 an hour) and enjoys high profits driven by 
increased levels of worker engagement.25

There is often much legal speculation and litigation related to paying employees 
minimum wages. For instance, Marriott’s announcement that it would encourage 
tipping of housekeepers (by leaving tip envelopes in guest rooms) has increased con-
cern about the company paying these employees as tipped workers at the appropri-
ate lower minimum wage.26 A common FLSA violation involves not “topping off” 
employee wages when the tips collected added to the tipped minimum wage are 
lower than the standard minimum wage.27 One lawsuit advances the argument that 
minor-league baseball players, who are not compensated for spring training or for 
participating in off-season leagues, are not provided enough pay to meet federal and 
state minimum wage and overtime requirements.28 In another case, the mayor of 
Scranton, Pennsylvania, temporarily reduced the wages of city workers (including 
his pay) to the minimum wage of $7.25 an hour due to a budget crisis.29

Child Labor Provisions The child labor provisions of the FLSA set the mini-
mum age for employment with unlimited hours at 16 years. For hazardous occu-
pations, the minimum is 18 years of age. Individuals who are 14 to 15 years old 
may work outside school hours with certain limitations. Many employers require 
age certificates for employees because the FLSA makes the employer responsible for 
verifying an individual’s age. Age certificates are supplied by high schools.

exempt and Nonexempt Statuses Under the FLSA, employees are classified 
as exempt or nonexempt. Exempt employees hold positions for which they are not 
paid overtime. Nonexempt employees must be paid overtime. The current FLSA 
regulations used to establish whether a job qualifies for exempt status classify jobs 
into five categories, as shown in Figure 11-3. The regulations identify several factors 
to be considered when determining exempt status. To review the details for each 
exemption, go to the DOL’s website at www.dol.gov.

When designing base pay, employers often categorize jobs into groupings that 
tie the FLSA status with the method of payment. Employers are required to pay 
overtime for hourly jobs to comply with the FLSA. Employees in positions classi-
fied as salaried nonexempt are also entitled to overtime pay. Salaried nonexempt 
positions sometimes include secretarial, clerical, and salaried blue-collar positions 
(like shift supervisor). The overtime can be calculated with a standard method that 
involves dividing a person’s weekly salary by the total number of hours worked in a 
week and then providing the individual an additional payout of 1.5 times this rate 
for the number of hours worked over 40. An alternative method is the fluctuating 
workweek, which involves only paying one-third of the overtime rate because it is 
assumed that the base part of overtime pay has already been included in the sal-
ary that the individual has earned for that week. However, several criteria must be 

exempt employees
Employees who hold 
 positions for which they 
are not paid overtime

nonexempt employees
Employees who must be 
paid overtime
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met to use this method: (1) the hours that an individual works fluctuate weekly,  
(2) an individual gets a fixed salary that does not change based on hours worked, 
(3) the fixed salary is at least on par with the minimum wage, and (4) there must 
be a “clear mutual understanding” between the company and an individual that the 
fixed salary will be paid without regard for the hours worked.30

A common mistake employers make is not paying overtime to any salaried 
 employees, even though some may qualify for nonexempt status. Exempt status is 
not necessarily granted to all salaried jobs; each job must be evaluated on a case-
by-case basis. The FLSA does not require employers to pay overtime for salaried 
exempt jobs.

How to classify employees can be a challenge for organizations because the 
criteria used are outdated, confusing, and not always easily applied to the types 
of jobs currently found in modern companies. Some professionals believe that it 
is difficult for any organization to properly classify all jobs. There is even spec-
ulation that the FLSA regulations will be revised and rewritten to update their 
content, which unfortunately creates even more concern about misunderstandings 
and legal action.31 Consequently, companies need to be proactive about prevent-
ing exemption litigation. One survey found that many organizations deal with 
employees who misrepresent their duties to show misclassification and earn over-
time, are worried about lawsuits related to misclassifications, and are conducting 
audits to verify how jobs have been classified. Companies should also keep job 
descriptions current and use performance appraisals to help justify how jobs have 
been classified.32

Overtime The FLSA established overtime pay requirements at 1.5 times the regu-
lar pay rate for all hours worked over 40 in a week, except for exempt employees. 
There are other exceptions to the overtime requirements, such as farm workers, but 
these exceptions are rare. There has been a recent push to expand the number of ex-
empt employees who receive overtime, including managers in fast food outlets, loan 
officers, computer technicians, and individuals working in some other executive and 
professional jobs.33 The salary basis would also be increased from $455 per week 
to a much higher amount (proposed to be $970 per week) that takes into consider-
ation inflation and would include annual revising to keep pace with inflation. This 

Figure 11-3 Determining Exempt Status under the FLSA

Pay level per week—minimum of
$455/week
Paid on a salary basis
Job duties and responsibilities

Primary duties of managing
Decision discretion/judgment
Requires advanced knowledge and/or
training/education
Pursuit of artistic or creative endeavors

Executive 
Administrative 
Professional (learned and
creative)
Computer
Outside sales (including
pharmaceutical sales)

Categories for Exempt Status Major Criteria for Exempt Status

Source: Adapted from the DOL.gov.
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would help prevent situations such as those where line workers make more than the 
salaried individuals who manage them.34

The workweek is defined as a consecutive period of 168 hours (24 hours × 7 
days), and it does not have to be a calendar week. Hospitals and nursing homes are 
allowed a special definition of the workweek to accommodate their 24/7 schedul-
ing demands. No daily number of hours requiring overtime is set, except for special 
provisions relating to hospitals and other specially designated organizations. Thus, 
if a manufacturing firm operates on a 4-day/10-hour schedule, no overtime pay is 
required by the act until the worker exceeds 40 hours worked in a week.

Companies need be careful about paying proper overtime to employees. For 
instance, employees’ work schedules cannot be changed by an employer to avoid 
paying overtime, even when individuals are willing to go along with it.35 The CEO 
of the New York City supermarket firm Gristede’s Foods was held personally liable 
when the company failed to pay a settlement for various pay administration and 
overtime violations.36

Special Pay/Overtime issues For individuals who are nonexempt, employers 
must consider many issues. These include the following:

•	 Compensatory time off: “Comp” hours are earned by public-sector nonexempt 
employees in lieu of payment for extra time worked at the rate of 1.5 times the 
number of hours over 40 that are worked in a week. Comp time is prohibited 
in the private sector and cannot be legally offered to employees working for 
private organizations.

•	 Incentives for nonexempt employees: Employers must add the amount of direct 
work-related incentives to an employee’s base pay and then calculate overtime 
pay as 1.5 times the higher (adjusted) rate of pay.

•	 Training time: Time spent in training must be counted as time worked by 
 nonexempt employees unless it is voluntary or not directly related to the job.

•	 Security inspection time: Some companies may have to count the time that 
 employees spend going through security inspections after work as compen-
sable. Claims related to security inspection time have been brought against 
organizations such as Amazon, Apple, and CVS Health.37

•	 After-hours email time: The increased use of email in organizations raises ques-
tions about whether employees can claim that responding to company emails 
after hours should count toward overtime. Organizations should consider 
adopting email curfew policies that discourage employees from reading and 
answering work-related emails off the clock.38

•	 Travel time: Travel time must be counted as work time if it occurs during nor-
mal work hours for the benefit of the employer. Travel to and from work is not 
considered compensable travel time.

•	 Donning and doffing time: Some jobs require employees to spend a significant 
amount of time donning protective equipment before they report for duty. 
This can also include clothing that is used for purposes of protection in a 
 particular job.39 Regulations regarding putting on and taking off such clothing 
and gear are complex. Questions regarding specific cases should be researched 
with the DOL.

The FLSA does not require employers to provide breaks or lunch periods, 
or to pay double-time for any hours worked. However, the FLSA does provide 
guidance when companies offer their employees breaks. The following “HR 

00709_ch11_ptg01_399-443.indd   409 12/10/15   3:05 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  4   Compensation410

Competencies & Applications: It’s Break Time! Wait…Should I Get Paid?” fea-
ture explores situations that require companies to pay employees for their rest 
and meal breaks. A nurse employed at Genesis Healthcare advanced an FLSA col-
lective action when the company started systematically reducing employees’ time 
worked based on meal breaks, even when such breaks were not taken. Since no 
one else joined the lawsuit and a settlement was never challenged, it was eventu-
ally dismissed.40 However, this case underscores how employers must properly 
manage payroll and breaks.

State laws also vary on many of these topics, and employers should research 
compliance requirements in all states in which they operate. The complexity of over-
time determination and related matters can be confusing for managers, employees, 

It’s Break Time! Wait…Should I Get Paid?

The FLSA does not generally regulate whether 
organizations must provide their employees paid 
or unpaid breaks. However, it does indicate when 
employees should be paid when breaks are of-
fered by an employer. For purposes of compensa-
tion, there are two different kinds of breaks that 
can be offered, rest breaks and meal breaks.

When workers take rest breaks that are 
20 minutes or shorter in length, this time is 
compensable under the FLSA. This is the case 
because shorter breaks are often given by 
companies to improve how work gets done. 
When the time taken off from work for a meal 
break is shorter than 30 minutes, the time is 
compensable. Meal breaks can be shorter under 
certain situations, but it is up to the employer to 
show that these special conditions are legitimate. 
Another consideration is whether workers 
actually conduct business on their meal breaks. 
If individuals are asked to stay at the worksite 
during meal breaks, they may need to be paid 
even when the duration of the break is longer 
than 30 minutes. If employees are told to do work 
during their meal breaks, they likely need to be 
paid for their time off, which is not really “time off” 
anyway because they are really “on the clock.”

Given these issues, a number of inves-
tigators with the U.S. Department of Labor 
bel ieve that any break periods that are 
shorter than 30 minutes in duration count 
as compensable time. This is why some 
companies may elect to adopt such a policy, 
even though the law stipulates slightly different 
requirements for rest and meal breaks. Doing 
so enables organizations to avoid troublesome 
investigations, or even worse, lawsuits by 
disgruntled employees.41

HR professionals, and general managers 
make decisions about whether to pay employees 
for their rest and meal breaks. Consequently, 
consider the following questions:

1. Have you ever worked for an  organization 
that did not honor the FLSA’s pay 
 requirements associated with rest and 
meal breaks? Were you aware of this issue, 
and did you do anything about it?

2. How can organizations encourage line 
managers to be more  careful about paying 
(or not paying) employees for their breaks? 
What policies could be developed to help 
facilitate the process?
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KEY COMPETENCIES: Business Acumen (Behavioral Competency) and People  (Technical 
Competency)
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and HR professionals. The DOL has many informative publications on its website 
that clarify these issues.

11-2b Pay Equity Laws
Title VII of the Civil Rights Act of 1964 prohibits discrimination based on race, 
color, sex, religion, or national origin. However, prior to its passage, pay discrimina-
tion on the basis of sex was outlawed under the Equal Pay Act of 1963. Since then, 
additional laws have been proposed or enacted to counter wage discrimination on 
the basis of sex. For instance, the controversial Paycheck Fairness Act was proposed 
to provide income equality to women by requiring employers to show that pay 
differences exist due to business necessity, but the law could potentially result in 
greater government encroachment into business matters and increased lawsuits.42

equal Pay Act of 1963 The act prohibits companies from using different wage 
scales for men and women performing substantially the same jobs. Pay differences 
can be justified on the basis of merit, seniority, quantity or quality of work, expe-
rience, or factors other than gender. Similar pay must be given for jobs requiring 
equal skills, equal responsibilities, or equal efforts, or for jobs done under similar 
working conditions.

Lilly Ledbetter Fair Pay Act This law was signed in 2009 in response to a 
U.S. Supreme Court decision restricting the statute of limitations allowed under the 
Equal Pay Act for claiming pay discrimination based on sex. Under the Equal Pay 
Act, an employee alleging discrimination had up to 300 days to file a claim. The 
Fair Pay Act essentially treats each paycheck as a new act of discrimination. Pay 
discrimination need not be intentional to be unlawful. Pay practices resulting in 
disparate impact are also actionable. Steps to reduce liability include conducting a 
periodic disparate impact analysis of compensation plans, properly documenting all 
compensation decisions, retaining complete pay records for an appropriate dura-
tion, and limiting discretion in pay decisions to higher levels in the organization.43

11-2c Independent Contractor Regulations
The growing use of contingent workers by many organizations raises questions 
about how to properly classify workers. For an employer, classifying someone as 
an independent contractor offers some significant advantages. The employer does 
not have to pay Social Security, unemployment, or workers’ compensation costs. 
These additional payroll levies may add 10% or more to the costs of hiring the indi-
vidual as an employee. However, these decisions can results in lawsuits. The Kansas 
 Supreme Court decided that many of the FedEx drivers in the state were employ-
ees rather than independent contractors, which could result in the company paying 
 payroll taxes and overtime expenses.44

Most federal and state entities rely on the criteria for independent contractor 
status established by the Internal Revenue Service (IRS). Figure 11-4 lists the factors 
the IRS uses to determine whether an individual can be classified as an independent 
contractor. A worker does not have to meet all 20 criteria, and no single factor is 
decisive in establishing the worker’s status. Each case is analyzed, and the weight of 
evidence is used to make the final determination.45 Key differences between an em-
ployee and an independent contractor are evaluated by reviewing behavioral con-
trol, financial control, and relationship-type factors.
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11-2d Additional Laws Affecting Compensation
Several compensation-related laws apply to firms that have contracts with the U.S. 
government. These laws require that federal contractors pay a prevailing wage, 
which is determined by a formula that considers the rate paid for a job by a major-
ity of the employers in the appropriate geographic area. The Davis-Bacon Act of 
1931, the Walsh-Healy Public Contracts Act, and the McNamara-O’Hara Service 
Contract Act include prevailing wage clauses that apply to firms engaged in federal 
construction projects or that work directly on federal government contracts.

Garnishment occurs when a creditor obtains a court order that directs an em-
ployer to set aside a portion of an employee’s wages to pay a debt owed to the 

Prevailing wage
An hourly wage deter-
mined by a formula that 
considers the rate paid 
for a job by a majority of 
the employers in the ap-
propriate geographic area

garnishment
A court order that directs 
an employer to set aside 
a portion of an employ-
ee’s wages to pay a debt 
owed to a creditor

Behavioral Control/Instructions/Training That
the Business Gives to the Worker

◆    When and where to do the work

◆    What tools and equipment to use

◆    What workers to hire or to assist with the work

◆    Where to purchase supplies and services

◆    What work must be performed by a speci�ed individual

◆    What order or sequence to follow

◆    How work results are achieved

Financial Control

◆    Extent of the worker’s investment

◆    Extent to which worker makes services available to

    a relevant market

◆    How the business pays the worker

◆    Whether or not the business reimburses travel expenses

◆    The extent to which the workers can realize a pro�t or loss

Type of Relationship

◆    Written contracts

◆    Whether the business provides employee-type bene�ts

    to the worker

◆    Permanency of the relationship

◆    Extent to which services provided by the worker are a

    key aspect of the regular business of the company

Figure 11-4 IRS Guidelines for Independent Contractor Status

Source: IRS, Publication 15A, 2012.
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creditor. Regulations passed as a part of the Consumer Credit Protection Act limit 
the amount of wages that can be garnished. The act also restricts the right of em-
ployers to terminate employees whose pay is subject to a single garnishment order. 
All 50 states have laws applying to wage garnishments.

11-3 Strategic Compensation Decisions
When developing total rewards programs, managers should consider organizational 
climate and compensation philosophies, communication approaches, and the ad-
ministrative responsibilities of a company’s compensation approach. These decisions 
are related to how total reward programs are designed and managed. In addition, 
they affect how compensation information is shared with employees.

11-3a Organizational Climate and Compensation 
Philosophies

One important strategic objective of pay administration involves enhancing em-
ployees’ satisfaction with the company’s total rewards system, which can im-
prove their overall work attitudes. This requires managers and HR professionals 
to consider a variety of organizational climate characteristics, some of which may 
seem unrelated to pay decisions. The goal is to create an organizational climate 
that reduces employee dissatisfaction with the current compensation. A recent 
study determined that a climate in which employees helped make decisions could 
be developed to reduce the negative effect of low pay satisfaction on employees’ 
job satisfaction, commitment, and turnover intention. The results also showed 
that a climate in which information was shared directly improved employees’ 
work attitudes.46

To motivate employees and direct their efforts toward organizational objectives, 
managers must also establish a guiding philosophy regarding total rewards and 
communicate this approach. Ideally, there is a good fit between the compensation 
philosophy implemented and the preferences of employees, which should increase 
their satisfaction with the pay they receive. Companies also need to properly man-
age the compensation philosophy to ensure that employees believe they are being 
treated fairly. For example, whatever approach is used should guide decisions about 
whether to give employees raises when they ask for them. Pay raise determinations 
need to be congruent with a firm’s compensation philosophy.47

There are two basic compensation philosophies that are situated at opposite 
ends of a continuum, as shown in Figure 11-5. At one end of the continuum is the 
entitlement philosophy, and at the other end is the performance philosophy. Most 
compensation systems fall somewhere in between these two extremes.

entitlement Philosophy The entitlement philosophy assumes that individu-
als who have worked another year with the company are entitled to pay increases 
with little regard for performance differences. When organizations give automatic 
increases to their employees every year, they are using the entitlement philosophy. 
Most employees receive the same or nearly the same percentage increase. These au-
tomatic increases are often referred to as cost-of-living raises, even if they are not 
tied specifically to economic indicators.

LO3 Outline strategic 
compensation 
decisions.

entitlement philosophy
Assumes that individuals 
who have worked an-
other year with the 
company are entitled to 
pay increases with little 
regard for performance 
differences
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Performance Philosophy A pay-for-performance philosophy assumes that 
compensation decisions reflect performance differences. Organizations using this 
philosophy do not guarantee additional compensation for simply completing an-
other year of service with the company. Instead, pay and incentives are structured 
to reward performance differences (quantity, quality, speed of work, customer satis-
faction, and so forth) among employees. Outstanding performers are compensated 
with substantially greater pay increases and higher variable rewards than employees 
who perform at only a satisfactory level. Employees who perform below standards 
are denied pay increases and are often placed on performance-improvement plans 
that specify what they need to do to improve their contributions at work.

Few organizations follow an exclusively performance-oriented compensation 
philosophy, but the overall trend is toward greater use of pay-for-performance sys-
tems. For instance, the “say-on-pay” guidelines initiated by the Dodd-Frank Wall 
Street Reform and Consumer Protection Act require public companies to provide 
shareholders an opportunity to review (and participate in a nonbinding vote to ap-
prove) top management pay at least once over a three-year period, and these rules 
have encouraged companies to use more performance-based practices to compensate 
executives.48 Given the increased focus on pay-for-performance philosophies, perfor-
mance measures should reflect important outcomes to shareholders, customers, and 
employees.

11-3b Communicating Pay Philosophy
Sharing the organization’s pay philosophy with employees helps them understand 
the total rewards package provided by the employer. In particular, such communica-
tion shows them how factors such as job tenure, raises, cost-of-living adjustments, 
and work performance can affect their compensation levels. Regularly communi-
cating the details of compensation can improve employees’ work attitudes because 
they understand more clearly how compensation is managed in the organization, 
thus enabling them to perform in ways that enhance their own pay. Compensation 
can be discussed during orientation, training sessions, and performance appraisal 
meetings. This information can also be included in company literature and on its 
website.

Pay-for-performance 
philosophy
Assumes that compensa-
tion decisions reflect 
 performance differences

Pay and raises based on length
of service
Across-the-board raises
Pay scales increased annually
Industry comparisons of pay
only
Holiday bonuses given to all
employees

Performance

Pay and raises based on
performance
No raises for poor-performing
employees
Market-adjusted pay scales
No raises for length of service
or job tenure
Industry comparisons of total
rewards

Entitlement

Figure 11-5 Continuum of Compensation Philosophies
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11-3c Compensation Responsibilities
HR specialists and line managers work together to administer compensation programs. 
HR specialists develop and administer the organizational compensation system and en-
sure that pay practices comply with all legal requirements. Because of the complexity 
involved, HR specialists typically conduct job evaluations and wage surveys, and they 
develop base pay programs and salary structures and policies. Line managers evaluate 
employee performance and participate in pay decisions. They are often the first point of 
contact for employees with questions about pay fairness. It is advisable to train manag-
ers about how the organization develops and administers its compensation program.

Payroll Administration Companies manage payroll administration in different 
ways. HR professionals may or may not do the actual processing of payroll. If they 
do, payroll staff may report to the company’s HR function or the accounting func-
tion. However, this labor-intensive responsibility is often one of the first to be out-
sourced, so in some companies HR staff is not directly involved in processing payroll.

Calculating pay and ensuring timely, accurate payroll processing is important for 
maintaining a positive workplace. Record keeping is particularly critical, which is 
why many organizations use payroll systems to manage the process. Companies can 
use a variety of approaches to ensure accurate record keeping such as time clocks, 
time sheets, and automated processes. Managers and employees can work together 
to record work hours, but managers are responsible for the accuracy of payroll. As 
highlighted in the chapter opening Headline, many organizations use automated 
timekeeping systems to ensure accurate payroll processing. Managers can change 
time records, such as when an employee forgets to clock in or clock out, but these 
changes should be made carefully and for good reason.49

Companies also need to be careful that their payroll processes comply with com-
pensation laws and do not encourage lawsuits. For instance, the medical products 
manufacturer Medline Industries was rounding the start times of hourly paid employ-
ees by 29 minutes, which resulted in problems for the company based on California 
law.50 PetSmart paid a $1 million settlement on a class action lawsuit involving the 
mandatory use of ATM cards to pay individuals final wages after they were fired. Fees 
were incurred when the cards were used, cards were not accepted at all banks, and 
cards did not provide payment of full wages, which violated California law.51

11-3d Human Resource Metrics and Compensation
Employers spend a substantial amount of money on employee compensation. Just 
like any other area of cost, compensation expenditures should be evaluated to de-
termine their effectiveness. Metrics can be tracked to assess the compensation pro-
gram’s internal performance and its external competitiveness.52 A number of widely 
used measures are shown in Figure 11-6.

The raw data needed to calculate various measures may be found in many orga-
nizational functions. Wage rates, total payroll costs, and overtime information can 
be obtained from the payroll staff or vendor. Productivity numbers may be logged 
by the Operations Department. Tenure and pay range information may be recorded 
in the HRIS. Compiling all the information necessary to make proper assessments is 
complex and may require HR professionals to coordinate with other organizational 
functions. Ideally, compensation metrics should be computed each year and com-
pared with historic results to show how the rate of compensation change compares 

meASuRe
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with the rate of other financial change in the organization. The following “HR Per-
spectives: Using Predictive Analytics to Determine Pay” feature shows how progres-
sive companies use metrics and analytics to improve their pay effectiveness.

11-4 Compensation System Design Issues
Depending on the compensation philosophies, strategies, and approaches used by 
an organization, many decisions are made that affect the design of the compensa-
tion system. Employee satisfaction with the compensation system can be influenced 
by how the organization manages these issues.

11-4a Motivation Theories and Compensation 
Philosophies

Research in the field of worker motivation was especially active during the 1960s, and 
many well-known theories emerged. Two theories of motivation in particular influence 
the design of compensation systems. Expectancy theory and equity theory are particu-
larly relevant to the perceptions employees have of the total rewards provided by the 
organization.53 The ideas behind these two theories were introduced in Chapter 5.

expectancy Theory The expectancy theory of motivation was first introduced 
by Victor Vroom at Yale in 1964 and was later expanded by Porter and Lawler. 
 Expectancy theory states that an employee’s motivation is based on the probability 

expectancy theory
States that an employee’s 
motivation is based on 
the probability that his or 
her efforts will lead to an 
expected level of perfor-
mance that is linked to a 
valued reward

Average hourly rate

Metric

◆    Add the individual hourly rates of pay for all employees.
◆    Divide by the number of employees.

Number of Full
Time Equivalents (FTEs)

◆    Add the annual hours paid for all employees.
◆    Divide by the number of hours a full-time employee
     is scheduled to work. (This is frequently 2,080 hours.)

Average tenure
◆    Add the total years of service for all employees.
◆    Divide by the number of FTEs.

Average compa-ratio
(comparative ratio)

◆    Calculate the compa-ratio for each employee.
◆    Add the compa-ratios.
◆    Divide by the number of employees.

Productivity ◆    Divide total revenue by the number of FTEs.

Average annual salary
increase

◆    Calculate the salary increase for each employee.
◆    Add the increases.
◆    Divide by the number of FTEs.

Calculation

Figure 11-6 HR Metrics for Compensation
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that his or her efforts will lead to an expected level of performance that is linked 
to a valued reward. Figure 11-7 shows the important relationships in expectancy 
theory within the context of pay. In particular, this theory emphasizes the impor-
tance of finding valued rewards for the employee. Rewards that are not appreciated 
by the employee have little power to motivate performance. Additionally, a break 
between the promise and delivery of the reward will decrease motivation. For exam-
ple, an employee who is promised a bonus to increase sales and achieves the desired 
result but who is then told that budget cuts prevent the company from giving the 
bonus will be much less likely to put extra effort into future performance. Managers 
who understand the key linkages in these expectations can better monitor employee 
motivation and  adjust reward systems accordingly.55

equity Theory The equity theory of motivation was first introduced by John 
 Stacey Adams in 1963. This theory states that individuals judge fairness (equity) in 

equity theory
States that individuals 
judge fairness (equity) 
in compensation by 
 comparing their inputs 
and outcomes against the 
inputs and outcomes of 
referent others

Using Predictive Analytics to  
Determine Pay

For many years, companies have collected in-
formation about compensation practices within 
their industry and geographic locations. This 
information helps ensure that the firm is pay-
ing competitively to attract and retain talented 
workers. In recent years, companies have 
started to use more sophisticated analytics to 
study employee turnover trends and determine 
how compensation might affect retention.

A large regional bank was experiencing 
high turnover among staff in front-facing posi-
tions. Before the use of predictive analytics, the 
bank might have simply raised the pay for these 
workers to reduce turnover. However, statistical 
modeling using a variety of metrics showed that 
workers were dissatisfied with career progress. 
Therefore, offering job changes and career devel-
opment opportunities, even without additional 
pay, reduced employees’ intentions to quit. The 
bank was able to use internal employee data to 
better direct investments in human resources. 
Using data more effectively led to better em-
ployee retention without increasing pay rates.

The Las Vegas casino chain Caesars Enter-
tainment also discovered the power of analyt-
ics by carefully studying patterns in employee 

turnover. The company found that employees 
earning less than the midpoint of their salary 
range were 16% more likely to quit than those 
earning above the midpoint. Focusing on bring-
ing employees’ pay to the midpoint but not 
going beyond that amount had the greatest 
effect on reducing turnover. Zeroing in on com-
pensation data along with other employment 
measures allows companies to more precisely 
determine how to best use total rewards to mo-
tivate and retain employees.54

Using analytics to manage compensation 
in organizations can be very useful and effec-
tive. Given this reality, consider the following 
questions:

1. In addition to providing more developmental 
opportunities, do you think the bank should 
have increased individuals’ pay? Do you 
think Caesars should have increased 
employees’ pay beyond the midpoint?

2. If you were an HR professional or general 
manager in charge of overseeing compen-
sation in a company, what kinds of metrics 
and data would you use to determine how 
pay could better  enhance retention?
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compensation by comparing their inputs and outcomes against the inputs and outcomes 
of referent others. These referent others are workers that the individual uses as a refer-
ence point to make these comparisons. Inputs include time, effort, loyalty, commitment, 
skill, knowledge, and enthusiasm. Outcomes include pay, job security, benefits, praise, 
recognition, and thanks. Figure 11-8 shows the important ratios in equity theory.

Source: Adapted from John Stacey Adams, “Inequity in Social Exchange,” Advances in Experimental Social Psychology 
62 (1965), 335–343.

Figure 11-8 Equity Theory

Wages Salary Bene�ts Bonus

Employee’s Inputs

Employee’s Outcomes

Referent Other’s Inputs

Referent Other’s Outcomesvs.

Skills

Recognition Reputation Praise Thanks

Responsibility Training
Sense of

achievement
Advancement
opportunities

Abilities Knowledge Effort

Loyalty Commitment Adaptability Tolerance

Determination Enthusiasm
Support of
colleagues

Personal
sacri�ce

Inputs

Outcomes

Expectancy

Perceived likelihood that if the
employee invests time in
learning new product features it
will lead to better sales
performance.

◆

Instrumentality Valence

Perceived likelihood that better
sales performance will lead to
higher commission pay.

◆ Employee places a high value
on receiving high commission
pay.

◆

Figure 11-7 Expectancy Theory (example related to compensation)

Source: Adapted from Victor Vroom, Work and Motivation (New York: McGraw Hill, 1964).
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The comparisons are personal and are based on individual perceptions, not nec-
essarily facts. Individuals who believe that they are not being rewarded fairly (such 
as getting lower outcomes than peers for the same inputs) can restore equity in two 
ways. They can reduce inputs or seek greater outcomes. Reducing inputs is a simple 
matter of investing less effort in work, refusing to work extra hours, or decreasing 
loyalty and commitment to the organization. For example, if Miranda feels that her 
pay is lower than that of her coworker Allan, she may refuse to work overtime or 
stop offering ideas and suggestions to improve company operations. Seeking ad-
ditional outcomes is more difficult. The individual must request a pay increase or 
praise and recognition from a supervisor, who may or may not cooperate. Monitor-
ing changes in employee behavior may help uncover perceptions of inequity. Man-
agers should continually monitor equity relationships to identify areas that may 
harm employee motivation and retention.

11-4b Compensation Fairness and Equity
Most people work for monetary rewards. Whether they receive base pay or variable 
pay, the extent to which employees perceive their compensation to be fair often af-
fects their performance and how they view their jobs and their employers. These per-
ceptions can in turn affect other important work outcomes such as job satisfaction, 
organizational commitment, absenteeism, turnover, and retention. This is why HR 
professionals and other business leaders need to be particularly aware of both exter-
nal and internal equity concerns if they want to effectively manage these outcomes.

external equity If an employer’s rewards are not viewed as equitable compared 
to other organizations, the employer is likely to experience higher turnover. This 
also creates greater difficulty in recruiting qualified and high-demand individuals. 
Depending on external labor markets, a lack of pay competitiveness from an exter-
nal perspective can result in the employment of individuals who lack some of the 
knowledge, skills, and abilities (KSAs) necessary for them to do work effectively. It 
can also result in the employment of individuals who are less motivated to make 
valuable contributions to the organization, which can hurt firm performance. Orga-
nizations can track external equity by using pay surveys and looking at the compen-
sation policies of competing employers.

internal equity Internal equity means that employees are compensated fairly 
within the organization with regard to the KSAs they use in their jobs, as well as their 
responsibilities, accomplishments, and job performance. Given how fairness is em-
phasized, employees evaluate their ratio of effort to reward in comparison to cowork-
ers on an ongoing basis. These evaluations often affect how willing employees are to 
make valuable contributions to the organization. This is why the different pay levels 
of employees should be compared internally to make sure that compensation is fair, 
particularly when individuals ask for pay increases.56 Internal equity can also relate 
to differences between the pay levels of managers and employees. The Securities and 
 Exchange Commission has proposed a rule that would require public firms to indicate 
how their CEOs’ compensation compares to the median levels received by workers.57

Perceptions of justice are also important managerial considerations because 
they indicate whether employees believe that workplace fairness is valued in a com-
pany. Two cocktail waitresses employed at Casino Queen pursued a racial discrimi-
nation and retaliation lawsuit because they believed that the way they were unfairly 
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assigned shifts and treated at work hurt their income levels and employment experi-
ences.58 Procedural justice and distributive justice are particularly important issues 
that are related to internal equity. Figure 11-9 illustrates these two types of justice.

Procedural justice is the perceived fairness of the processes and procedures used 
to make decisions about employees, including their pay. As it applies to compensa-
tion, the entire process of determining base pay for jobs, measuring performance, 
allocating pay increases, and determining incentives must be perceived as fair. If the 
processes used to allocate pay are considered to be fair, then employees should be 
more satisfied with the compensation that they receive.

A related issue is distributive justice, which is the perceived fairness of how 
rewards and other outcomes are distributed. For example, if a hard-working em-
ployee whose performance is outstanding receives the same across-the-board raise 
as an employee with attendance problems and mediocre performance, an inequity 
may be perceived. Likewise, if two employees have similar performance records but 
one receives a significantly greater pay raise, the other may perceive an inequity be-
cause of supervisory favoritism or other factors not related to the job.

To address concerns about both types of justice, some organizations establish 
compensation appeals procedures. Typically, employees are encouraged to contact 
the HR department after discussing their concerns with their immediate supervisors 
and managers.

Pay Secrecy Another equity issue concerns the degree of secrecy organizations 
have regarding their pay systems. Pay information that may be kept secret in “closed” 
systems relates to information about individual pay amounts, pay raises, and incen-
tive payouts. Some firms have policies that prohibit employees from discussing their 
pay with other employees, and violations of these policies can lead to disciplinary 
action. However, such policies may violate the National Labor Relations Act.

Beyond the legal issues, however, companies should examine the ethics of se-
verely restricting employee discussion of pay. If an organization has implemented 
competitive pay practices and has a fair and reasonable pay structure, employee 
concerns about inequity can be reduced by sharing this information. Explaining pay 
grades and pay decision rules can enhance employee perceptions of fair and ethical 
treatment, as well as help them understand why different jobs are paid at different 

Procedural justice
Perceived fairness of the 
process and procedures 
used to make decisions 
about employees, includ-
ing their pay

distributive justice
Perceived fairness of 
how rewards and other 
 outcomes are distributed

etHicS

Procedural Justice

Fair Processes Fair Procedures

Distributive Justice

Fair Outcome
Distribution

utcomOutc

Figure 11-9 Procedural Justice and Distributive Justice
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rates. Maintaining a cloak of secrecy invites curiosity and suspicion from employ-
ees, which may result in less trust about how they are being paid.

11-4c Market Competitive Compensation
Whether an organization’s total reward practices are competitive has a significant 
impact on employees’ views of compensation fairness. Consequently, providing 
competitive compensation to employees is a concern for all employers. Organiza-
tions face the challenge of whether to adopt practices common in an industry or to 
differentiate the firm by using novel or distinct compensation practices. They also 

High-Tech Firms Collude to Limit  
Employee Pay

Many Americans voluntarily place their names 
on a “do not call” list to prevent unsolicited 
telemarketing calls. But a conspiracy among 
high-tech employers in Silicon Valley led to soft-
ware engineers being placed on a “do not cold 
call” list without their knowledge, a situation 
that potentially held down their compensation. 
In reality, the list didn’t prevent telemarketers 
from calling—it actually prevented recruiters 
from calling to offer them potentially better 
jobs in the industry. It seems that to stabilize 
compensation and limit turnover of high-skilled 
employees, many prominent high-tech com-
panies such as Apple, Google, Pixar, and Intel 
agreed to restrict poaching from each other. The 
companies shared the names of their employ-
ees with each other and placed them on the re-
stricted list. Some agreements went so far as 
to ban hiring employees who had, on their own, 
applied for work at a rival firm.

These secret agreements were widely 
instituted to eliminate salary “bidding wars” 
among the companies. Employees receiving job 
offers from a rival tech firm could use that as 
leverage to request a pay increase with the cur-
rent employer. And rivals might be able to learn 
about another company’s pay practices by inter-
viewing employees from the firm.

The courts view this employer practice as a 
violation of antitrust legislation and a restraint of 

trade. Top-level managers have been implicated 
in the agreements. The companies involved 
were connected with each other because many 
executives had overlapping board seats on 
other defendants’ boards and worked closely 
with each other. While antitrust lawsuits usually 
involve the pricing and sale of products or ser-
vices, it is important to remember that the labor 
market and compensation are also governed 
by these regulations. Companies are therefore 
forewarned that limiting employees’ pay and 
opportunities to freely move in the job mar-
ket can be a dangerous and costly way to re-
tain talented workers.59 Working together with 
competitors and other firms to limit free market 
adjustments to compensation is inappropriate. 
Based on these issues, consider the following 
questions:

1. How should companies address the 
possibility of bidding wars when trying 
to retain top talent? How should HR 
professionals or general managers help 
address this issue?

2. What compensation strategies would 
 enable companies to attract and retain  
good employees without having to worry 
about bidding wars? How should the  
needs of  employees be addressed in  
these strategies?
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face the challenge of keeping their compensation levels competitive given what 
other firms are paying their employees, an issue that comes to the forefront when 
companies try to hire workers away from their current employers. The preceding 
“HR Ethics: High-Tech Firms Collude to Limit Employee Pay” feature discusses 
some of the ethical issues related to pay fairness and competitiveness.

Larger organizations may have higher compensation levels than smaller orga-
nizations because of higher productivity levels and economies of scale. The com-
pensation mix is also affected by firm size, with larger organizations spending 
more on indirect compensation than small firms do.60 Managers consider com-
pensation mix and competitive position when developing their reward strategies. 
Many organizations use a quartile strategy to establish policies about where they 
wish to be positioned in the labor market, as illustrated in Figure 11-10. The quar-
tile strategy reflects the overall market position where the organization sets its 
compensation levels.

Lag-the-Market Strategy An employer using a first-quartile strategy chooses to 
“lag the market” by paying below market levels for several reasons. If the employer 
is experiencing financial difficulties, it may be unable to pay more. Also, when an 
abundance of workers are available, particularly those with lower-level skills, a 
below-market approach can be used to attract sufficient workers at a lower cost. 
The downside of this strategy is that it increases the likelihood of higher worker 
turnover and lower employee morale. If the labor market supply tightens, then at-
tracting and retaining workers becomes more difficult. Companies may adopt this 
strategy during recessionary times only to discover that when the economy gets bet-
ter, turnover increases.

Lead-the-Market Strategy

   (Company targets pay ranges so that
   25% of other �rms pay above and 75%
   pay below.)

Third Quartile

Organization’s Position in the

Labor Marketplace

Quartile

Position

Match-the-Market Strategy

   (Company targets pay ranges so that
   50% of other �rms pay above and 50%
   pay below.)

Second Quartile

Lag-the-Market Strategy

   (Company targets pay ranges so that
   75% of other �rms pay above and 25%
   pay below.)

First Quartile

Figure 11-10 Compensation Quartile Strategies
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Lead-the-Market Strategy A third-quartile strategy uses an aggressive ap-
proach to “lead the market.” This strategy generally enables a company to attract 
and retain sufficient workers with the required capabilities and be more selective 
when hiring. Since it is a higher-cost approach, organizations often look for ways to 
increase the productivity of employees who are receiving above-market wages.

Match-the-Market Strategy Most employers position themselves in the second 
quartile (median), the middle of the market, as determined by pay data from surveys 
of other employers’ compensation plans. Choosing this level is an attempt to bal-
ance employer cost pressures and the need to attract and retain employees by pro-
viding compensation levels that “meet the market” for the company’s jobs.

Selecting a Quartile Pay structures and levels can affect organizational perfor-
mance and staffing quality. Deciding which quartile position to target is a function of 
many considerations—financial resources available, competitiveness pressures, and 
the market availability of employees with different capabilities. For instance, some 
employers with extensive benefits programs or broad-based incentive programs may 
choose a first-quartile strategy so that their overall compensation costs and levels are 
not excessive. The decisions about compensation mix and competitive position are 
related and should be addressed as part of a comprehensive total rewards strategy.

11-4d Competency-Based Pay
Most compensation programs are designed to reward employees for carrying out 
their tasks, duties, and responsibilities. The job requirements determine which em-
ployees have higher base rates. Employees receive more for doing jobs that require a 
greater variety of tasks, more knowledge and skills, greater physical effort, or more 
demanding working conditions. However, the design of some compensation pro-
grams emphasizes competencies rather than the tasks performed.

Competency-based pay rewards individuals for the capabilities they demonstrate 
and acquire. In knowledge-based pay (KBP) or skill-based pay (SBP) systems, em-
ployees start at a base level of pay and receive increases as they learn to do other jobs 
or gain additional skills and knowledge, and thus become more valuable to the em-
ployer. For example, a manufacturing firm operates plastic molding presses of vari-
ous sizes. Operating larger presses requires more skills than smaller presses. Under a 
KBP or SBP system, press operators increase their pay as they learn how to operate 
the more complex presses, even though sometimes they may operate only smaller 
machines. Given the inherent advantages, these plans can lead to greater workforce 
flexibility and productivity.61 Research also suggests that beneficial and fair compe-
tency approaches lead to increased work effort and organizational citizenship.62

11-4e Individual versus Team Rewards
As some organizations have shifted to using work teams, the concern is how to develop 
compensation programs that support the team concept. Determining how to compen-
sate individuals whose performance may be a result of team efforts and achievements 
is complicated. For base pay, employers may compensate individuals on the basis of 
competencies, experience, and other job factors. Then they use team incentive rewards 
on top of base pay. Equity concerns are particularly challenging, and designing team 
rewards requires careful thought and planning.63 Team-based incentives are discussed 
in Chapter 12.

competency-based pay
Rewards individuals for 
the capabilities they 
demonstrate and acquire
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11-5 Global Compensation Issues
All of the issues discussed here can become confusing when dealing with global 
compensation. The growing world economy has led to an increase in the number of 
employees working internationally. Therefore, organizations with employees work-
ing throughout the world face some special compensation issues.

Variations in laws, living costs, tax policies, and other factors must be consid-
ered when designing the compensation for local employees and managers, as well as 
managers and professionals on international assignment. Fluctuations in the values 
of various currencies must be tracked and adjustments made as exchange rates rise 
or fall. With these and numerous other concerns, developing and managing a global 
compensation system becomes extremely complex.

One significant global issue in compensation design is how to compensate em-
ployees from different countries. Local wage scales vary significantly among coun-
tries, and there are differences between developed nations where employees earn a 
high level of pay and developing nations where compensation rates are a fraction 
of those in developed nations. Costs of living standards vary a great deal between 
nations and compensation differences may reflect differences in purchasing power 
among nations. These variations in compensation levels have led to significant 
 offshoring, which involves moving jobs to lower-wage countries. The movement of 
call center and information technology (IT) jobs to India and manufacturing jobs to 
China, the Philippines, and Mexico are examples.64 However, U.S. manufacturers 
have begun to reshore (return operations to the United States) production as wages 
in China and Mexico have risen.65 This shows that compensation levels certainly 
play a role in helping companies decide where to locate their operations.

Many organizations have started to globalize their pay policies to attract and 
retain employees from an international talent pool. This requires management to 
balance the desire for consistent practices throughout the company with the need 
for differentiating practices based on local input and customs. This also requires 
companies to monitor the pay level and policy trends in other countries. For in-
stance, evidence suggests that the differences in top manager pay that have allegedly 
existed between the United States and many European countries are not as large as 
once thought.66 Union-led agreements and political support in Germany have also 
encouraged wages in that country to steadily increase, while wages is Spain have 
decreased.67 Finally, employees in Venezuela and Argentina are predicted to receive 
the highest pay hikes in the world, but inflationary pressures will eat away most or 
all of these gains. The most significant pay raises are expected to be experienced in 
Asian and Latin American countries, while some European countries such as Greece 
and Switzerland may experience the lowest increases in wages.68

11-5a  International Assignees
Multinational companies may staff their operations with a mixture of employees 
from around the world, and expatriates are often used to fill foreign positions. Re-
gardless of how staffing is determined, compensation practices should be designed 
to maximize employee commitment and productivity. It has been estimated that 
the total employer costs for an expatriate, including all allowances, is three to four 
times the expatriate’s salary, with the duration of a typical expatriate assignment at 
two or three years. The expense of sending expatriates abroad clearly warrants spe-
cial attention in the global compensation approach.

LO4 Understand 
the challenges of 
managing global 
compensation 
systems.

gloBAl

offshoring
Moving jobs to lower-
wage countries

gloBAl
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Expatriate employees may have unique needs and preferences in terms of how 
the compensation package is structured. A married employee with children might 
have drastically different requirements than an unmarried employee. Because of the 
intricacies of devising an effective compensation plan for international assignees, 
companies often use consultants knowledgeable in this field.

A wide range of allowances and perquisites may be considered for inclusion 
in expatriate compensation. Hardship or hazard pay may be provided for expatri-
ates assigned to dangerous or undesirable locations. Education assistance may be 
provided for the expatriate’s dependents to make up for quality of education dif-
ferences between the home and host country. Housing assistance in the form of free 
company-owned housing to make up for the difference in housing costs between 
locations may be granted. Multinational enterprises seek to find creative solutions 
that improve expatriate success while keeping costs under control.69

The two primary approaches to international compensation for expatriates are 
the home country–based approach and the host country–based approach.70 The 
home country–based approach is the most commonly used method. The overall ob-
jective is to maintain the standard of living the expatriate had in the home country. 
Housing, taxes, and discretionary spending expenses are calculated based on those 
items in the home country. The company then pays the expatriate the difference so 
that he or she “remains whole.” The home country approach can result in higher 
employer costs and more administrative complexity than other plans.

The host country–based approach compensates the expatriate at the same level 
as workers from the host country. The company might continue to cover the em-
ployee in its retirement plan and also provide a housing allowance. If the cost of 
living is substantially lower in the host country than in the home country, this ap-
proach might make sense because the expatriate can live comfortably while on as-
signment and can more effectively acclimate to the culture of the host country.

11-6 Developing a Base Pay System
Figure 11-11 shows how a base compensation system is developed using the com-
pensation philosophy and job analysis. The process incorporates information gath-
ered while valuing jobs and analyzing pay surveys—activities designed to ensure 
that the pay system is both internally and externally equitable and in line with the 
organizational philosophy. The data compiled in these two activities are used to 
design pay structures, including pay grades and pay ranges. After pay structures are 
established, individual jobs are placed in the appropriate pay grades, and individual 
employee pay is determined. Finally, the pay system is monitored and updated.

Companies want their employees to perceive that they are being paid fairly in 
relation to pay for jobs performed by others within the organization, as well as indi-
viduals performing similar jobs in other companies. The two general approaches for 
valuing jobs are job evaluation and market pricing. Job evaluation looks at pay lev-
els within the company, and market pricing looks outside the company. Both meth-
ods use relative comparisons to determine the worth of jobs in an organization. To 
comply with equal pay and nondiscrimination laws, companies should review the 
relative standing of each job to ensure that jobs held by women and minorities are 
not consistently ranked the lowest in the organization. Using valid methods and 
maintaining records regarding how ranking decisions are made can help a company 
defend its practices.71

Home country–based 
approach
Maintains the standard 
of living the expatriate 
had in the home country

Host country–based 
approach
Compensates the expatri-
ate at the same level as 
workers from the host 
country

LO5 Illustrate the 
steps in developing a 
base pay system.
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11-6a Job Evaluation Methods
Job evaluation is a formal, systematic process to determine the relative worth of 
jobs within an organization. Employers can adopt one of several alternate methods.

The ranking method is a simple system that places jobs in order, from highest 
to lowest, by their value to the organization. This is a qualitative method in which 
the entire job is considered rather than individual components. The ranking method 
generally is more appropriate in a small organization that has relatively few jobs. 
For example, the ranking method might be used at a small family-owned dry clean-
ing shop with only two or three distinct job titles.

The classification method is often used in public-sector organizations. 
 Descriptions of job classes are written, and then each job is put into a grade ac-
cording to the class it best matches. A major difficulty with this method is that 
subjective judgments are used to develop the class descriptions and to place jobs 
accurately in them.

The factor-comparison method is a complex quantitative method that combines 
the ranking and point factor methods (explained below). Organizations that use 
this method must develop their own key jobs and factors. The factor-comparison 

Job evaluation
Formal, systematic 
means to determine the 
relative worth of jobs 
within an organization

Compensation
philosophy

Job analysis Job evaluation

Point factor Ranking

Job grades Pay ranges

Pay structure

Performance
appraisal

Tenure

Individual pay
decision

Classi�cation Market pricing

Internal focus External focus

Figure 11-11 Compensation Administration Process
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method is time consuming and difficult to use, which accounts for its limited popu-
larity in organizations.

Point Factor Method The most widely used job evaluation method, the point 
factor method, looks at compensable factors in a group of similar jobs and assigns 
weights, or points, to them. A compensable factor is a job dimension commonly 
present throughout a groups of jobs within an organization that can be rated for 
each job. For example, all jobs require some level of education and experience for 
successful performance.

The point factor method is the most popular job evaluation approach because it 
is relatively simple to use and considers the components of a job rather than the total 

compensable factor
Job dimension commonly 
present throughout a 
group of jobs within an 
organization that can be 
rated for each job

Point Factor Example

Job evaluation involves studying each position 
on a number of work dimensions and allows a 
job analyst to assess various aspects of each 
job to determine the job’s relative value. Points 
are assigned to each compensable factor and 
then added to provide a total for each job. Jobs 
with similar point totals are considered to be 
relatively equal in importance.

A point factor system often uses compen-
sable factors that reflect skill, respon sibilities, 
social interaction, and working conditions. 
The skill dimension might be assessed on the 
basis of two compensable factors, the level 
of education and work experience needed for 
successful job performance, as illustrated in the 
following example. Each compensable factor is 
broken into degrees, and each factor may have 
a different number of degrees. In the example, 
there are five degrees for education but only four 
degrees for experience. Further, the point values 
are not universal for all compensable factors. The 
point values indicate the weight of each factor in 
the evaluation of each job.

The job analyst selects the appropriate levels 
of education and experience for each job and 
assigns the point value as the example shows.  
A similar chart is developed for each compensable 

Degree Level of Education Point Value

1 High school diploma 20

2 Associate degree 25

3 Bachelor’s degree 30

4 Master’s degree 35

5 Doctoral degree 40

Degree Years of Experience Point Value

1 0–1 10

2 2–5 20

3 6–10 30

4 Over 10 40

factor such as responsibilities, social interaction, 
and working conditions. The job analyst rates 
each job on each compensable factor and 
calculates the total points. This process then 
leads to the placing of jobs in grades.

Consider the following questions:

1. How would you identify a job’s 
compensable factors?

2. How would you determine what are ap-
propriate levels for a job’s compensable 
factors?
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job. However, point factor systems have been criticized for reinforcing  traditional 
 organizational structures and job rigidity. Although not perfect, the point factor 
method is generally better than the ranking and classification methods because it 
quantifies job elements. Compensable factors are derived from job analysis and reflect 
the nature of different types of work performed in the organization, as explained in 
the preceding “HR Competencies & Applications: Point Factor Example” feature.

11-6b Market Pricing
While the point factor method has served employers well for many years, the trend 
is moving to a more externally focused approach. More companies are moving to 
 market pricing, which uses market pay data to identify the relative value of jobs based 
on what other employers pay for similar jobs. A recent survey showed that 85% of 
companies use market pricing to figure out how to value different jobs, and 78% 
focused specifically on the market median values associated with total cash, which 
is calculated by adding together base pay and short-term variable compensation.72

Key to market pricing is identifying relevant market pay data for jobs that are 
good matches with the employer’s jobs, geographic considerations, and company 
strategies and philosophies about desired market competitiveness levels. The switch 
to market pricing as part of strategic compensation decisions can ensure market 
competitiveness of compensation levels and practices. However, there will not al-
ways be a perfect match for each job in the external market. For example, com-
pensation specialists at Crosstex Energy Services, a natural gas company with 500 
employees, are able to match about 85% of the company’s jobs. The remaining 15% 
can be quite challenging because these jobs are unique to Crosstex. Judgment and 
interpretation are needed to determine the appropriate pay levels for these jobs.73

Advantages of Market Pricing The primary advantage cited for the use of 
market pricing is that it closely ties organizational pay levels to what is actually 
occurring in the market, without distortion from “internal” job evaluation. An addi-
tional advantage of market pricing is that it allows an employer to communicate to 
employees that the compensation system is truly “market linked.” Employees often 
see a compensation system that was developed using market pricing as having “face 
validity” and as being more objective than a compensation system that was devel-
oped using traditional job evaluation methods.

Disadvantages of Market Pricing The biggest disadvantage of market pricing 
is that pay survey data may be limited or may not be gathered in methodologically 
sound ways. It is also critical to understand the compensation mix that is common in 
the market. For example, one organization might allocate a much higher percentage 
of its compensation to variable pay than its competitors do. If so, then a comparison 
on base pay would result in the organization being out of step with the market when 
in fact, its employees might be more richly rewarded if they perform well.

Finally, tying pay levels to market data can lead to wide fluctuations on the ba-
sis of market conditions. Skills that are in great demand today can quickly become 
obsolete. Consider the IT job market during the past decade, when pay levels varied 
significantly. The “hot skills” of mobile app developers are likely to be replaced as 
technology evolves to its next version and mobile technology falls by the wayside. 
This is why it might be more effective to value jobs based on how well people em-
ployed in those jobs make valuable contributions to the organization, rather than 

market pricing
Uses market pay data to 
identify the relative value 
of jobs based on what 
other employers pay for 
similar jobs
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providing rewards based on what employees earn in other companies.74 The debate 
over the use of job evaluation versus market pricing is likely to continue because 
there are advantages and disadvantages to both approaches.

11-6c Pay Surveys
A pay survey is a collection of data on compensation rates for workers perform-
ing similar jobs in other organizations. Pay surveys are an important element for 
establishing external pay equity. Both job evaluation and market pricing are tied to 
surveys of the pay that other organizations provide for similar jobs.

It is particularly important to identify common benchmark jobs—jobs that are 
found in many other organizations that can be used for the purposes of comparison. 
Often these jobs have stable content, are common across different employers, and 
are performed by a large number of employees. For example, benchmark jobs com-
monly used in the hospitality industry are housekeeper, front-desk clerk, concierge, 
and restaurant manager. Benchmark jobs are used because they provide “anchors” 
against which other jobs can be compared.

An employer may obtain surveys conducted by other organizations, access Inter-
net data, or conduct its own survey. The make-or-buy decision regarding pay surveys is 
based on several factors such as the number of relevant competitors, the comparability 
of jobs, and time and budget issues. There are many vendors that provide general as 
well as custom surveys. National surveys on many jobs and industries are provided 
by the DOL’s Bureau of Labor Statistics, professional and national trade associations, 
and various management consulting companies. Another common source of pay data 
is compensation surveys conducted by third parties that obtain data from employers.

internet-Based Pay information HR professionals can access a wide range of 
pay data online. Employment-related websites such as Salary.com and GlassDoor.
com provide data gathered from companies and employees. Use of these sources 
requires caution because their accuracy and completeness may not be verifiable or 
may not be applicable to individual firms and employees.

Employees have also discovered online salary information and may bring Inter-
net data to HR professionals or their managers after they determine their current 
pay is different from the pay reported on these websites. Responding to employee 
questions requires addressing many areas. Salary.com includes sample explanations 
on its website, including the following:

•	 Job titles and responsibilities: Compare the full job description, not just job 
titles and brief job summaries on the websites.

•	 Experience, KSAs, and performance: Most pay survey data on the Internet are 
averages of multiple companies and of multiple employees in those companies 
with varying experience, KSA levels, and performance.

•	 Geographic differences: Many pay survey sites on the Internet use geographic 
index numbers, not actual data from employers in a particular area.

•	 Company size and industry: Pay levels may vary significantly by company size, 
with smaller firms often offering lower pay. Also, pay levels may be lower in 
certain industries, such as retail and nonprofits.

•	 Base pay versus total compensation: Employers have different benefits and 
incentive compensation programs. However, Internet data usually reflect only 
base pay amounts.

Pay survey
Collection of data on 
compensation rates 
for workers performing 
similar jobs in other 
organizations

Benchmark jobs
Jobs that are found in 
many other organizations 
that can be used for the 
purposes of comparison
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using Pay Surveys The proper use of pay surveys involves evaluating many fac-
tors to determine if the data are relevant and valid. The following questions should 
be answered for each survey:

•	 Participants: Does the survey cover a realistic sample of the employers with 
whom the organization competes for employees?

•	 Broad based: Does the survey include data from employers of different sizes, 
industries, and locales?

•	 Timeliness: How current are the data (when was the survey conducted)?
•	 Methodology: How established is the survey, and how qualified are those who 

conducted it?
•	 Job matches: Does the survey contain job summaries so that appropriate 

matches to job descriptions can be made?
•	 Details provided: Does the survey report on base pay, incentive pay, and other 

elements of compensation separately to allow comparison of the reward mix?

Pay Surveys and Legal issues One reason employers use outside sources for 
pay surveys is to avoid charges that they are attempting to “price fix” wages. The 
concern is that employers might collude to set wages and restrict employees from 
earning a true market wage. One such case involved registered nurses in Detroit who 
claimed that local hospitals violated the Sherman Antitrust Act by sharing compen-
sation data that artificially held wages down. Cases in other industries have alleged 
that by sharing wage data, the employers attempted to artificially hold wages down 
in violation of the law.75

Organizations participate in surveys if they meet the following conditions:

1. The survey must be administered by a third party such as a consultant or  
trade/professional association.

2. The data must be more than three months old.
3. A minimum of five employers must participate in the survey. No single 

 employer’s data may be worth more than 25% of the total.
4. All data must be aggregated and stripped of any identifying information.

In addition to antitrust considerations, companies participating in pay surveys 
must safeguard employee privacy and provide only de-identified data so that spe-
cific employee pay rates and names are not shared. Care must also be taken to avoid 
violating the National Labor Relations Act provisions that apply to disclosing wage 
and benefit information.

11-7 Pay Structures
After job evaluations and pay survey data are gathered, pay structures can be de-
veloped. Pay structures may be created for various types or categories of jobs such 
as hourly, salaried, technical, sales, and management. The nature, culture, and struc-
ture of the organization are considered when determining how many and which pay 
structures to have.

Developing sound pay structures also requires HR professionals to focus on 
several important considerations. Line managers should have some say in develop-
ing and revising pay/salary structures because they are familiar with employees’ per-
ceptions of pay, as well as their own staffing needs and challenges. Pay and salary 
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structures also need to be linked to an organization’s strategic initiatives and overall 
HR approach. Finally, they should be evaluated periodically using audits to deter-
mine whether adjustments are needed.76

11-7a Pay Grades
When establishing a pay structure, organizations use pay grades, which are group-
ings of individual jobs that have approximately the same value to the organization. 
Although no set rules govern the establishment of pay grades, 11 to 17 grades are 
generally used in small and medium-sized companies. Two methods commonly used 
to establish pay grades are job evaluation data and job market banding.

Setting Pay grades using Job evaluation Points One approach for de-
termining pay grades uses job evaluation points or other data generated from the 
traditional job evaluation methods discussed earlier in the chapter. This process ties 
pay survey information to job evaluation data by plotting a market line, a graph 
line that shows the relationship between job value as determined by job evaluation 
points and job value as determined by pay survey rates. Market lines are developed 
by using statistical analysis techniques to calculate the regression equation. Figure 
11-12 shows an example of a market line and regression equation used in setting 
a particular set of pay grades. A market line uses data to place jobs having similar 
point values into pay grades. Pay ranges can then be computed for each pay grade.

using Market Banding to Set Pay grades Closely linked to the use of mar-
ket pricing to value jobs, market banding groups jobs into pay grades based on 

Pay grades
Groupings of individual 
jobs that have approxi-
mately the same value to 
the organization

market line
Graph line that shows the 
relationship between job 
value as determined by 
job evaluation points and 
job value as determined 
pay survey rates

market banding
Grouping jobs into pay 
grades based on similar 
market survey amounts
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Figure 11-12 Market Pay Line and Job Evaluation Points
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similar market survey amounts. Figure 11-13 shows three bands for jobs in a manu-
facturing company. The midpoint of the survey average is used to develop pay range 
minimums and maximums, the methods for which are discussed later in this chapter.

11-7b Pay Ranges
Once pay grades are determined, the pay range for each pay grade must be estab-
lished. Using the market line as a starting point, the employer can determine mini-
mum and maximum pay levels for each pay grade by making the market line the 
midpoint line of the new pay structure (see Figure 11-14). For example, in a par-
ticular pay grade, the maximum value may be 20% above the midpoint located on 
the market line, and the minimum value may be 20% below it. Once pay grades 
and ranges have been computed, then the current pay of employees is compared 
with the proposed ranges. It is common to have broader pay ranges for higher-level 
job grades because more discretion is needed to reflect capability and performance 
differences.77 For example, for entry-level and production jobs, the pay range may 
be 10% to 15% above and below the midpoint. For executive-level positions, the 
range may be 40% to 60% above and below the midpoint.

Pay rates overlap between job grades. Notice in Figure 11-14 that the minimum 
for Grade 2 is not at the same pay rate as the maximum for Grade 1. This overlap 
allows for a smoother transition when an employee is promoted from one grade to 
the next. Some employers have reduced the number of pay grades and expanded 
pay ranges by using a practice called broadbanding.

Broadbanding The practice of using fewer pay grades with much broader ranges 
than in traditional compensation systems is called broadbanding. Combining many 
grades into these broad bands is designed to encourage horizontal movement and 
therefore more skill acquisition. The main advantage of broadbanding is that it is 
more consistent with the flattening of organizational levels and the growing use 
of jobs that are multidimensional. A problem with broadbanding is that many 

Broadbanding
Practice of using fewer 
pay grades with much 
broader ranges than in 
traditional compensation 
systems
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Figure 11-13 Market Bands for a Manufacturing Company
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employees expect a promotion to be accompanied by a pay raise and movement to 
a new pay grade. By removing this grade progression, employees may feel that there 
are fewer promotional opportunities.

11-7c Individual Pay
Once pay grades and pay ranges have been established, pay can be set for each in-
dividual employee. Setting a range for each pay grade gives flexibility by allowing 
individuals to progress within a grade instead of having to move to a new grade 
each time they receive a raise. A pay range also allows managers to reward em-
ployees based on performance while maintaining the integrity of the pay system. 
Regardless of how well a pay structure is constructed, there can be occasions when 
an employee is paid outside of the range because of past pay practices, different 
levels of experience, or performance. There are risks in allowing these situations to 
persist, as they are evidence of poor pay administration and might lead to claims of 
pay inequities.

red-Circled employees A red-circled employee is an incumbent who is paid 
above the range set for the job. For example, assume that an employee in Grade 3 
has a current pay rate of $13.50 an hour, but the pay range for Grade 3 is $8.98 to 
$13.02 an hour. The person would be red-circled, and proper administration of the 
pay system would make the employee ineligible for a pay increase.

Several approaches can be used to bring a red-circled employee’s pay into line. 
Although the fastest way would be to cut the employee’s pay, that approach is not 
recommended and is seldom used. Instead, the employee’s pay may be frozen un-
til the pay range is adjusted upward. Another approach is to give the employee a 
small lump-sum payment but not adjust the pay rate when others are given raises.  
Of course, an employee being paid above the maximum range indicates that either 
the pay ranges are not keeping pace or the employee should be directed to develop-
ment opportunities that will lead to a promotion to a job in a higher pay grade.

green-Circled employees An incumbent who is paid below the range set for a 
job is considered to be a green-circled employee. Promotion is a major contributor 
to this situation. Green-circled problems might also result from opportunistic hiring 
when employees are earning below-market pay at their former employer. Generally, 
it is recommended that the satisfactory green-circled individual receive fairly rapid 

Red-circled employee
Incumbent who is paid 
above the range set  
for a job

green-circled 
employee
Incumbent who is paid 
below the range set  
for a job

Grade Point
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Minimum
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Pay

Maximum
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5
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100–150
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7.96

8.98

10.00

11.01

11.79

9.17

9.75

11.00

12.25

13.49

14.74

10.87

11.54

13.02

14.50

15.97

17.69

Figure 11-14 Example of Pay Grades and Pay Ranges
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pay increases to reach the pay grade minimum. More frequent increases can be used 
if the minimum is a great deal above the incumbent’s current pay.

Pay Compression and Salary inversion One major problem many employ-
ers face is pay compression, which occurs when pay differences among individuals 
with different levels of experience and performance become small. Pay compres-
sion is frequently a result of labor market pay levels increasing faster than current 
employees’ pay adjustments. Further contributing to the problem are pay freezes 
put in place during economic downturns. Salary inversion occurs when the pay 
given to new hires is higher than the compensation provided to more senior em-
ployees. When salary compression and inversion occur, they often negatively impact 
employee job satisfaction and morale. Companies can promote from within, hire 
people who are looking for promotions (rather than higher pay), and provide equity 
pay adjustments to address these issues.78

However, these strategies might not always work. In response to shortages of 
particular job skills in a highly competitive labor market, companies may have to 
pay higher amounts to hire people with those scarce skills. For instance, a shortage 
of skilled laborers and decreasing unemployment levels in states such as Texas have 
encouraged employers in the manufacturing sector to provide higher wages to hire 
and keep more employees.79

11-8 Determining Pay Increases
Decisions about pay increases are important in the relationships between employ-
ees, their managers, and the organization. Individuals express expectations about 
their pay and about how much of an increase is “fair,” especially compared with 
increases other employees receive. Managers and HR professionals often work to-
gether to communicate pay increases and to help manage perceptions of any changes 
made to employee compensation.

Pay increases can be determined in several ways, including performance, senior-
ity, cost-of-living adjustments, across-the-board increases, and lump-sum increases. 
These methods can be used separately or in combination.

11-8a Performance-Based Increases
As mentioned earlier, some employers have shifted to more pay-for-performance 
philosophies and strategies. Consequently, they have adopted the following means 
to provide employees with performance-based increases.

Targeting High Performers This approach focuses on providing the top-per-
forming employees with significantly higher pay raises. One way to do this is to 
target the top employees for significantly greater increases, while providing stan-
dard increases to the remaining satisfactory performers. Recent reports indicate that 
raises given to top performers by their employers are higher than those provided to 
other employees.80

The primary reason for having such differentials is to reward and retain criti-
cal high-performing individuals. Key to rewarding exceptional performers is iden-
tifying how much their performance exceeds normal work expectations. Standard 

Pay compression
Occurs when the pay 
 differences among 
 individuals with  different 
levels of experience 
and performance 
become small

Salary inversion
Occurs when the pay 
given to new hires 
is higher than the 
 compensation provided to 
more senior employees

LO6 Describe how 
individual pay rates 
are set.
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increases for average performers are usually aligned with labor market pay ad-
justments, which keeps those individuals at a competitive level. Lower performers 
receive less because of their performance issues, which “encourages” them to ei-
ther improve their deficiencies or leave the organization. However, employees who 
perform exceptionally at work might feel entitled based on their high compensa-
tion, and managers should be aware that they might misbehave in the workplace 
as a  result. The “HR Ethics: High-Paid Employees Misbehave at Holiday Parties” etHicS

High-Paid Employees Misbehave  
at Holiday Parties

You should probably exercise some caution 
when planning that next big holiday party at 
the office. A recent national survey conducted 
by the North Carolina–based organization Pub-
lic Policy Polling highlighted some interesting 
findings. For instance, companies that em-
ploy many individuals who make greater than 
$100,000 a year are often more inclined to have 
holiday gatherings that have open bars and 
transportation for their employees who drink 
too much.

However, the study also determined that 
these companies were far less likely to estab-
lish rules about how employees should act at 
parties, as well as how to enforce these stan-
dards when individuals misbehave. Making 
matters even more challenging is the finding 
that high-paid employees are often the ones 
who behave in an unprofessional manner, with 
about 25% of them claiming that holiday par-
ties serve to satisfy their romantic interests. 
Around 10% of employees who participated 
in the survey even claimed that they said or 
did things that they later regretted at these 
gatherings.

But why does this misbehavior occur? 
Some claim that the setting is to blame be-
cause people are in a social environment that 
encourages them to wear different clothing and 
to flirt with each other. The informal atmosphere 
and drinking also encourage them to drop their 

guard and offer too many personal details to 
their colleagues.81

So what should organizations and their HR 
leaders do to prevent the misbehavior of their high-
paid employees? Here are some key considerations:

•	 Develop basic codes of conduct for holiday 
parties so that some standards exist in the 
organization. Rules about  consumption 
of alcohol, sexual harassment, and 
 professional conduct can be outlined.

•	 Communicate the codes to employees 
 before social gatherings. This can be done 
in meetings, through email messages, and 
in flyers posted on bulletin boards.

•	 Be sure to enforce standards when rules 
are broken. When employees misbehave, 
reasonable discipline should be applied to 
reinforce the importance of appropriate 
 behavior at office functions.

These kinds of ethical issues are  common 
in organizations, and HR professionals and 
 managers need to think about these  challenges. 
Consider the fol lowing questions about 
 employee misbehavior:

1. What kinds of approaches might you use 
to prevent employees from misbehaving at 
office holiday parties?

2. How would you address incidences of 
 employee misbehavior at office parties?

et
H

ic
S 

HR

00709_ch11_ptg01_399-443.indd   435 12/10/15   3:05 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



S e c t i o n  4   Compensation436

feature investigates how high-performing and highly paid individuals may use office 
parties as a way to inappropriately fraternize with coworkers.

Pay Adjustment Matrix Integrating performance appraisal ratings with pay 
changes is done through a pay adjustment matrix, or merit-based performance 
 matrix. A pay adjustment matrix reflects an employee’s opportunity for pay increase.

The matrix considers two factors—the employee’s level of performance as rated 
in an appraisal and the employee’s position in the pay range (their current pay level 
quartile), which is often related to experience and tenure. An employee’s placement 
on the chart determines his or her recommended pay increase. According to the ma-
trix in Figure 11-15, if employee David is rated as exceeding expectations and is cur-
rently in the second quartile of the pay range, he is eligible for a raise of 3% to 5%.

Two elements of the sample matrix illustrate the emphasis on paying for per-
formance. First, individuals whose performance is below expectations receive small 
to no raises. This approach sends a strong signal that poor performers will not con-
tinue to receive increases just by completing another year of service. In Figure 11-15, 
employees with “below expectations” ratings are eligible for 0% raises regardless of 
what quartile they are currently paid. Second, as employees move up the pay range, 
they must exhibit higher performance to earn the same percentage raise as those 
lower in the range performing at the same level. This approach is taken because 
the firm is paying above the market midpoint but receiving only satisfactory per-
formance rather than above-market performance. Matrices can be constructed to 
reflect the specific pay-for-performance policies and philosophy in an organization 
and are typically revised based on the budgeted increase level.

The general objective is for all employees to be paid at approximately the 
pay range midpoint. To determine each individual employee’s standing in rela-
tionship to the midpoint, many organizations use a value called the compa-ratio.  

compa-ratio
Pay level divided by the 
midpoint of the pay range

Figure 11-15 Pay Adjustment Matrix
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The compa-ratio is calculated by dividing the individual’s pay level by the midpoint 
of the pay range. To illustrate, the following is an example of the compa-ratio for 
 employee Jennifer:

Jennifer is an employee in Pay Grade 3. The pay range for Grade 3 is:

Minimum = 8.98; Midpoint = 11.00; Maximum = 13.02

Jennifer earns $9.90 per hour.

Jennifer’s compa-ratio is (9.90/11) = 0.90

All employees whose compa-ratio is below 1.0 are paid below the pay range 
midpoint; all employees whose compa-ratio is over 1.0 are paid above the pay range 
midpoint. To ensure that the pay philosophy is enforced, pay administrators cal-
culate the overall compa-ratio for the entire organization to determine the general 
pattern of pay rates relative to midpoint levels.

11-8b Standardized Pay Adjustments
Companies that have an entitlement philosophy rely more on standardized pay 
increases. Several methods can be used to provide standardized pay increases to 
employees.

Seniority Time spent in an organization or working in a particular job, called 
seniority or tenure, can be used as the basis for pay increases. Many employers have 
policies that require an employee to work for a certain length of time before being 
eligible for pay increases. Pay adjustments based on seniority are often set as auto-
matic steps depending on satisfactory performance during the required length of 
time. This is often used early in a person’s employment. For example, the company 
may have automatic step increases at 30, 60, and 90 days to improve retention of 
new hires and to reward mastery of job skills.

Cost-of-Living Adjustments Another pay-raise practice is the use of a cost-of-
living adjustment (COLA) whereby every employee’s pay is increased to compen-
sate for inflation and rising prices. Often, these adjustments are tied to changes in 
the Consumer Price Index (CPI) or some other general economic measure. However, 
the CPI may overstate the actual cost of living, and COLA increases do nothing to 
recognize employees for their relative contributions to the organization.

Across-the-Board increases Unfortunately, some employers give across-the-
board raises and call them merit raises, which they are not. They are usually given as 
a percentage raise based on standard market or financial budgeting determinations. 
If all employees get the same percentage pay increase, it is clearly not tied to merit 
or good performance. For this reason, employers should reserve the term merit for 
any amount above the standard raise, and they should state clearly which amount is 
for performance and which amount is the “automatic” portion.

Lump-Sum increases Most employees who receive pay increases, either for 
merit or for seniority, receive an increase in the amount of their regular monthly 
or weekly paycheck. For example, an employee who makes $12.00 an hour and 
receives a 3% increase will move to $12.36 an hour.

Seniority
Time spent in an 
 organization or working 
in a  particular job
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In contrast, a lump-sum increase (LSI) is a one-time payment of all or part of a 
yearly pay increase. The pure LSI approach does not increase the base pay. There-
fore, in the example of a person making $12.00 an hour, if a 3% LSI is granted, the 
person receives a lump sum of $748.80 ($0.36 an hour × 2,080 working hours in 
the year). However, the base rate remains at $12.00 an hour, which slows down the 
progression of base wages.

The major advantage of an LSI plan is that it heightens employees’ awareness 
of what their performance levels “merited.” Another advantage is that the firm can 
use LSIs to slow down the increase of base pay and thus reduce or avoid the com-
pounding effect on succeeding raises. One disadvantage of LSI plans is that workers 
who receive a lump-sum payment may become discouraged because their base pay 
does not change. Unions generally resist LSI programs because of their impact on 
pensions and benefits. And when calculating the employee’s overtime pay, the LSI 
should be considered as part of the base wage calculation.

11-8c Compensation Challenges
A number of concerns for managers affect compensation planning and administra-
tion. Circumstances such as economic recessions and the gender pay gap that occur 
within and outside the organization can create employee dissatisfaction or turnover.

economic recessions During trying economic times, many organizations ad-
dress shortfalls in revenue by reducing employment-related expenses. This may in-
clude reducing the quantities and amounts of raises given to employees. Layoffs and 
reductions in force may be other strategies used to lower costs. Managers and HR 
professionals should consider the potential negative impact of these approaches and 
use them sparingly because employee job dissatisfaction and turnover can occur if 
such strategies are implemented on a long-term basis.

gender Pay gap Despite laws prohibiting pay discrimination on the basis of sex 
(as discussed in Chapter 3), there is a persistent pay gap between men and women 
in the workplace. The wage gap is wider in some industries than others. However, 
women appear to have gained some ground in recent years. The pay differences 
between women and men seem to be decreasing generationally, with Millennials ex-
periencing a greatly diminished pay gap. But the pay differences tend to increase in 
executive-level positions.82 Continued monitoring of organizational pay levels and 
properly managing women’s career progress are ways to address these concerns.

SUMMARy  
•	 The concept of total rewards has become a 

crucial part of HR management and includes 
compensation, benefits, work-life balance 
practices, and performance and talent 
management.

•	 Compensation provided by an organization can 
come directly through base pay and variable 
pay and indirectly through benefits.

•	 The Fair Labor Standards Act (FLSA), as 
amended, is the major federal law that affects 

pay systems. It requires most organizations 
to pay a minimum wage and to comply with 
overtime provisions, including appropriately 
classifying employees as exempt or nonexempt 
and as independent contractors or employees.

•	 A continuum of compensation philosophies 
exists, ranging from an entitlement philosophy 
to a performance philosophy.

•	 When designing and administering 
compensation programs, internal and external 

lump-sum increase 
(lSi)
One-time payment of all 
or part of a yearly pay 
increase
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equity, organizational justice, and pay openness 
all must be considered.

•	 Compensation practices for international 
employees can be designed using a variety of 
methods to ensure equity.

•	 A base pay system is developed using 
information from valuations of jobs and pay 
surveys, both of which are designed to ensure 
that the pay system is internally equitable and 
externally competitive.

•	 The valuation of jobs can be determined using 
either job evaluation or market pricing.

•	 Once a firm has collected pay survey data, it 
can develop a pay structure, which is composed 
of pay grades and pay ranges.

•	 Problems involving employees paid outside of 
the pay range can be addressed in many ways.

•	 Individual pay increases can be based 
on performance, seniority, cost-of-living 
adjustments, across-the-board increases, lump-
sum increases, or a combination of different 
approaches.

CRITICAL THINkING CHALLENGES  
1. Think of an organization where you have 

worked. What were its compensation 
policies, and how were they communicated to 
employees?

2. Congratulations! You have recently been 
promoted and are the company’s new Human 
Resources Manager! You have offices in several 
countries, so how would you evaluate different 
compensation packages for employees who are 
located throughout the world?

3. Recently, larger companies have been in 
the news because of violations of overtime 
regulations. How should your Human 
Resources department protect itself from these 
devastating claims? Brainstorm some ideas on 
how to prevent these issues from occurring.

4. You are the HR Director for an insurance 
company with regional offices in several states. 
For each office, you want to be sure that the 
administrative assistants reporting to the 
regional manager are paid appropriately.

A. Go to www.salary.com to find geographic 
pay survey data for this job in Hartford, 
Connecticut; Atlanta, Georgia; Omaha, 
Nebraska; and Phoenix, Arizona.

B. Then recommend pay ranges, identifying  
the low, median, and high rates for each  
pay range.

C. To present the data, list each of the offices 
in order from lowest median pay to highest 
median pay.

CASE Establishing Pay at United Grinding 
Technologies Incorporated

Establishing pay in companies can be a tough task 
for HR professionals and general managers because 
doing it right is very important to the bottom line. 
Compensation is often one of the most expensive 
functions managed in organizations. The process can 
be particularly challenging when dealing with cor-
porate jobs that function at the higher echelons of 
the hierarchy because of the inherent complexities of 
the work processes. HR leaders have to identify use-
ful compensation data and appropriate benchmark 

jobs so that the compensation amounts offered are 
competitive with comparative market levels. The 
compensation approaches employed also need to 
support a firm’s overall pay ideas and philosophies.

One of the most important steps in developing 
reasonable pay involves securing sound salary data, 
information that is commonly collected through 
surveys. Luckily, HR professionals have many op-
tions for obtaining this information. The Bureau of 
Labor Statistics, various consulting firms, and many 
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professional associations can provide companies 
with important pay survey data. There are many 
different types of free data that can be compiled 
from online sources, but HR departments should be 
cautious about using these data until the accuracy 
has been verified.

United Grinding Technologies, a grinding-
machine firm located in Miamisburg, Ohio, had to 
deal with a number of these compensation issues. 
 Christine Taylor, SPHR, the organization’s  Director 
of Corporate Human Resources, had to create a 
compensation plan to determine the pay rates for all 
140 individuals employed with the company. How-
ever, there were problems—it was difficult to find ap-
propriate benchmark jobs that enabled her to easily 
develop a pay structure. To make things work, she 
enlisted the help of line managers to create sound 
job descriptions, which were then used to match 
jobs with BLS and trade association pay survey data. 

Multiple jobs with similar skills were used as bench-
marks, since there were no exact matches in the data-
bases. This enabled Taylor to get an idea of what to 
pay individuals working in these jobs based on po-
sitions that were reasonably comparable to the jobs 
found in United Grinding Technologies. According to 
Taylor, “It is more of an art than a science.”83

QueStionS

1. How would you evaluate Taylor’s approach for 
developing a pay structure at United Grinding 
Technologies? Would you have done anything 
differently?

2. If you were to develop a pay structure in a 
company where you have worked, how would 
you approach doing it? What are the potential 
challenges associated with implementing your 
approach?

SUPPLEMENTAL CASES  

is the FlSA a dinosaur?

This case identifies how the Fair Labor Standards 
Act might need to be reformed because of restric-
tions caused by workweek definitions. (For the case, 
go to www.cengage.com/management/mathis.)

compensation changes at Jc Penney

This case identifies how performance management 
systems might be redesigned. (For the case, go to 
www.cengage.com/management/mathis.)

Scientific turmoil

This case discusses the concerns associated with 
having a formal base pay system and commu-
nication issues that occur. (For the case, go to  
www.cengage.com/management/mathis.)

Pay for Performance enhances employee 
management at Scripps Health

This case discusses how a hospital uses pay for per-
formance to improve employee productivity. (For the 
case, go to www.cengage.com/management/mathis.)
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What’S trending in
Variable Pay?

Variable pay plans are being modified and updated to reflect changes in 
customer preferences, government oversight, and shareholder activism. 
Since variable pay can make up a significant portion of individual compen-
sation, it is important to periodically review the organization’s plan to ensure 
that it is driving employees to act in ways the organization wants. Current 
trends include:

1. A higher portion of pay is being tied to performance in more U.S. 
 organizations. Companies are moving away from an entitlement 
 mentality in  response to workers looking for rewards tied to their 
 contributions rather than their loyalty and tenure.

2. Greater transparency is being demanded regarding pay for executives. 
Several recently enacted laws demand greater disclosure of executive 
pay, and vocal investors are asking to be a part of the process for setting 
compensation. Public outcry led by the Occupy Wall Street movement 
has brought greater attention to the level of executive pay.

3. A reduction in the use of commissions for salespeople has occurred 
because more sales are taking place online with limited interaction 
with salespeople. This has changed the nature of pay given to sales 
 professionals and has precipitated a reevaluation of their work.

4. Variable pay is becoming more common in companies located in a num-
ber of nations around the world. Targeting financial resources to recruit 
and  retain high performers is achieved through pay for performance 
 programs in these developing economies.

Learning Objectives

After you have read this 
chapter, you should be  
able to:

LO1 Define variable pay 
and identify three 
aspects of effective 
pay-for-performance 
plans.

LO2 Compare three 
types of individual 
incentives.

LO3 Identify key concerns 
that must be 
addressed when 
designing work unit/ 
team variable pay 
plans.

LO4 Specify why profit 
sharing and employee 
stock ownership are 
popular organizational 
incentive plans.

LO5 Explain three ways in 
which sales employees 
are typically 
compensated.

LO6 Identify the typical 
elements of executive 
compensation and 
discuss criticisms 
of executive 
compensation levels.

Variable Pay 
and  Executive 
Compensation

12
c h a P t e r
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Employees at the professional services firm KPMG not 

only receive recognition for a job well done but are also 

involved in identifying peers who deserve awards. This 

creative program was launched at KPMG’s facility in the United 

Kingdom. A critical element of the recognition awards is align-

ment with the company’s core values. Employees and work 

teams that demonstrate outstanding performance in line with 

KPMG’s core values and objectives can earn a “pat on the back” 

from their boss or from peers who notice the  achievement. 

 Management training and coaching programs now include a 

 section on rewards and recognition to ensure that everyone 

 understands the importance of peer-to-peer rewards.

These Encore! awards have broken through the traditional 

manager-operated programs at most companies. Since peers 

are more likely to see individuals or teams in action, everyone on 

the KPMG staff is involved in granting recognition awards. This 

reduces the temptation to perform above and beyond only when 

the boss is looking. It encourages all employees to always per-

form at their best.

Software allows staffers to rate and reward one another us-

ing a secure online portal. Guidelines that link levels of recogni-

tion to award values help employees choose the appropriate level 

for each award they give out. Recipients of the Encore! awards 

are given choices, primarily electronic gift cards from various local 

merchants. This way, the reward is more personalized and mean-

ingful to the award-winner.

Since the program’s implemen-

tation, KPMG has realized a 25% 

increase in the number of employ-

ees earning recognition awards and 

a 165% increase in the number 

of rewards given out. A new ad-

dition to the program is a “social 

recognition newsfeed” that broad-

casts a stream of recent awards 

distributed. This makes it easy for 

peers to congratulate award recipi-

ents, and it further reinforces the 
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446 S e c t i o n  4   Compensation

Variable pay is compensation that is tied to performance. Better performance leads 
to greater rewards for employees. Performance may be evaluated and rewarded at 
the individual, group (a team or even a whole plant), or entire organization level. 
The term pay for performance is often used interchangeably with the term variable 
pay because this type of compensation moves pay from being a fixed cost to one 
that varies with employee performance. Incentives are tangible rewards that encour-
age or motivate action and therefore might be related to pay or be even broader. 
This chapter will deal with all three concepts and two special types of variable pay 
that include sales and executive compensation.

Do people work harder if their pay is tied to their performance? Yes, they do, 
but there are several caveats that make the relationship a bit less clear-cut. Employ-
ers apparently believe that pay based on performance can be used to tie business 
objectives to compensation because performance-based compensation is increasing 
for a large part of the workforce.2 Variable pay plans in some form are used by the 
majority of companies. A survey by Aon Hewitt found that 91% of companies offer 
variable programs that amount to 12.7% of payroll for salaried exempt employees.3

Tying pay to performance can be attractive for both employers and employees. 
For employers, it can mean more output per employee (productivity), lower fixed 
costs, and shifting some risk to employees (because they must perform to get paid). 
For employees, it can mean more pay when they do their jobs well. But not every-
one likes variable pay. For example, some employees don’t like the risks associated 
with performance-based pay. Additionally, unions uniformly prefer that employees 
be paid for the amount of time they spend on the job rather than for the amount 
they produce.

12-1 Variable Pay: Incentive for Performance
A pay for performance philosophy differs from a traditional entitlement compen-
sation philosophy in which difference in length of service is often the primary dif-
ferentiating factor. Variable pay plans are designed to motivate employees to invest 
discretionary effort—the extra, over and above minimum needed to avoid getting 
fired. The philosophical foundation of variable pay rests on three basic assumptions:

•	 Some people or groups contribute more to organizational success than do 
others.

•	 Some people perform better and are more productive than are others.
•	 Employees or groups who perform better or contribute more should receive 

greater compensation.

Variable pay
Compensation that is tied 
to performance

incentives
Tangible rewards that 
encourage or motivate 
action

importance of going above expectations consistent with company values. Employees 

can earn and give “shout-outs” in recognition of a job well done.1 You can see more 

about employee reactions to winning an Encore! award on this YouTube video:  

http://www.youtube.com/watch?v=lu22WQJN9oc.

00709_ch12_ptg01_444-481.indd   446 21/10/15   11:21 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a P t e r  1 2   Variable Pay and  Executive Compensation 447

There is evidence that variable pay broadly available to most employees does 
improve company performance.4 However, not everyone wants to have their pay 
contingent on their performance. There is “self-selection,” with incentive plans at-
tracting different people with different characteristics such as gender and willing-
ness to take risks.5 In fact, some economic studies suggest that some of the variance 
in male wage rates versus female wage rates can be attributed to this self-selection 
regarding pay for performance. Men are more likely to take financial risks and 
choose jobs that pay for performance than are women.6 Pay for performance has 
not been well received in the public sector or labor unions, where a philosophy of 
entitlement has dominated for many years.

Incentives can take many forms and may motivate some people but not 
 others. For example, incentives might include simple praise, “recognition and 
 reward”  programs that award trips and merchandise, bonuses for performance 
 accomplishments, money for successful team results, and profit sharing. A variety of 
 possibilities are discussed throughout this chapter. A successful plan might include a 
combination of several types of incentives.

Figure 12-1 shows a wide variety of possible incentives for employees. Many 
of the rewards are extrinsic rewards, which are rewards that are external to the 
individual. Extrinsic rewards include base pay, monetary incentives, bonuses, 

extrinsic rewards
Rewards that are exter-
nal to the individual

Service
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Service
Awards
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Expertise

Piece-Rate
Pay

Stock
Options

Trips

Meaningful
Work

Autonomy

Gainsharing

Commissions

ESOPs

Pro�t
Sharing

Spot
Bonus

Praise Merchandise

Incentives

Bonuses

Professional
Development

Figure 12-1 A Variety of Possible Incentives
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448 S e c t i o n  4   Compensation

perquisites, and other measurable rewards. However, some research has shown that 
intrinsic rewards, or rewards that are internal to the individual, are more powerful 
in motivating workers to exercise discretionary effort to achieve their own and the 
organization’s goals. Intrinsic rewards include meaningful work, autonomy, profes-
sional development, and opportunities to use their expertise.7

12-1a Effective Variable Pay
Employers adopt variable pay for many reasons, including the following:

•	 Link strategic business goals and employee performance
•	 Enhance organizational results and reward employees financially for their 

contributions
•	 Recognize different levels of employee performance through different rewards
•	 Achieve HR objectives such as increasing retention, reducing turnover, 

 recognizing succession training, and rewarding safety
•	 Reduce fixed costs

As economic conditions and employee expectations have changed, the use of 
variable pay incentives has changed as well.8 Under variable pay programs, em-
ployees may receive a greater share of the gains or declines in organizational per-
formance results but also take greater risks. Even though variable pay has grown in 
use, some incentive programs have succeeded while others have not. Since they are 
complex and their success depends on multiple factors, incentives work, but they are 
not a panacea. If individuals see incentives as desirable, they are likely to put forth 
the extra effort to earn the incentive payouts. But not all employees believe that they 
are being rewarded for doing a good job, and not all individuals are motivated by 
their employers’ incentive plans. Preferences for certain types of performance-based 
pay will also vary. Some employees prefer cash over noncash incentives, while non-
cash incentives can motivate some workers to perform better than cash rewards do. 
Organizations must make a variety of important compensation decisions to ensure 
that the variable pay offered will motivate a workforce with diverse needs.

Combating Variable Pay Complexity One factor that can lead to failure is 
having an incentive plan that is too complex for employees and management to un-
derstand. If the plan is too confusing or involves too many moving parts, the focus 
may not be on successful performance but on gaming the plan. Worse yet, employ-
ees may simply give up on trying to figure out how to earn the additional rewards.

Given these dynamics and the complexity of some plans, providing effective 
variable pay requires significant ongoing effort. Incentive plans are more successful 
if they follow these guidelines:

•	 Develop clear, understandable plans that are continually communicated.
•	 Use realistic performance measures.
•	 Keep the plans current and linked to organizational objectives.
•	 Clearly link performance results to payouts that recognize performance 

differences.
•	 Identify variable pay incentives separately from base pay on paychecks.

Variable pay plans can be considered successful if they fit the organization’s 
objectives, culture, and financial resources. Both financial and nonfinancial rewards 
for performance can be useful in pay-for-performance plans. The manner in which 

intrinsic rewards
Rewards that are internal 
to the individual

LO1 Define variable 
pay and identify three 
aspects of effective 
pay-for-performance 
plans.
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c h a P t e r  1 2   Variable Pay and  Executive Compensation 449

targets are set and measured is important.9 Figure 12-2 shows many elements that 
can affect the success of a variable pay plan.

Does the Plan Fit the Organization? The effectiveness of any variable pay 
program relies on its consistency with the organization’s culture.10 For example, if 
an organization is family oriented and cooperative, an incentive system that focuses 
on individual rewards will likely fail. In such a case, the incentive plan has been 
“planted” in the wrong environment for it to grow.

When it comes to variable pay-for-performance plans, one size does not fit all 
situations. A plan that works well for one company will not necessarily work well 
for another. For instance, in professional service firms, performance measures such 
as client progress and productivity, new business development revenues, client sat-
isfaction, and profit contributions are typically linked to pay-for-performance pro-
grams. These measures might not work as well in a different industry such as a 
retail company. Many companies find that variable pay plans make performance re-
sults a higher priority for employees. This may contribute to positive organizational 
results but also means that periodic review and adjustment of the variable pay plan 
is important to keep it relevant and effective.

Does the Plan reward Appropriate Actions? Variable pay systems should 
be tied to desired performance. Employees must see a direct relationship between 
their efforts and results and financial and nonfinancial rewards. A key concept for 
variable pay is line of sight—the idea that employees can clearly see how their ac-
tions and decisions lead to desired outcomes. For example, front-line workers on 
the assembly line may have a clear line of sight to production output and prod-
uct quality but would have difficulty seeing how their daily performance impacts 
corporate-wide profits. Top executives, on the other hand, have a clear line of sight 
to organization-wide results. Determining rewards at the appropriate level for each 
segment of the workforce is necessary to get maximum benefits from the pay plan.11

line of sight
Idea that employees can 
clearly see how their 
 actions and decisions 
lead to desired outcomes
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Figure 12-2 Factors for Effective Variable Pay Plans
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450 S e c t i o n  4   Compensation

Since people tend to produce what is measured and rewarded, organizations 
must make sure that what is being rewarded is clearly linked to what is needed and 
that rewards are distributed fairly.12 For the programs to be effective, performance 
measures need to have appropriate emphasis and weights for calculating incentives. 
If incentive measures are perceived as manipulated or inappropriate, the variable 
pay system will not be effective. Using multiple measures helps ensure that impor-
tant performance dimensions are not omitted. For example, assume a hotel reser-
vation center wants to incentivize employees to increase productivity by lowering 
the time they spend on each call. If the amount of time spent is the only measure, 
then the quality of customer service and the number of reservations made might 
drop as employees rush callers to reduce call time. Therefore, the center should con-
sider basing rewards on multiple measures such as call time, number of reservations 
booked, revenues generated, and the results of customer satisfaction surveys.

Linking pay to performance may not always be appropriate in all work situ-
ations. For instance, if output cannot be measured objectively, management might 
not be able to correctly reward higher performers with more pay. Managers might 
not even be able to accurately identify higher performers. For example, in a  hospital 
emergency room, it may be impossible to identify the unique contributions of each 
team member and to reward each differently. Therefore, a group or work unit 
 reward might be more preferable.

Employee misconduct such as accounting irregularities, churning customer 
 accounts, giving inappropriate gifts to clients, and using company property for 
 personal purposes can occur when employees try to meet expected pay for per-
formance goals. The benefits to be gained from misconduct may exceed the fear 
of being caught. Performance-contingent compensation systems may unwit-
tingly  reinforce misconduct, especially if there is little base pay and much of the 
 compensation is variable.13

A vital element of establishing a variable pay plan is determining appropriate 
performance measures to evaluate performance and the resulting rewards. Most or-
ganizations have a number of important targets to track results related to critical 
success factors.

12-1b Key Performance Indicators
Critical success factors are variables that have a strong influence on the results of 
the organization. Examples of critical success factors might include attracting and 
retaining profitable customers, generating profitable revenues, and leveraging talent 
for optimum results. Most organizations have a small number (between three and 
five) of critical success factors that truly drive all resource allocations and energy 
in the organization. Keeping this to a small number ensures that everyone remains 
focused on the really important things.14

Key performance indicators (KPIs) are the scorecard measures that tell manag-
ers how well the organization is performing relative to the critical success factors. 
For example, if attracting and retaining profitable customers is a critical success 
factor, then key performance indicators might include measures such as customer 
loyalty scores, repeat business, and customer referrals.

Key performance indicators can be determined at various levels of performance, 
the individual, work unit/group, or overall organization. Figure 12-3 shows an 
 example of key performance indicators that a hospital might utilize in its variable pay 
plan. By selecting the most useful KPIs and tying them to rewards, an organization 

Key performance 
 indicators (KPis)
Scorecard measures 
that tell  managers how 
well the organization is 
 performing relative to 
critical success factors
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c h a P t e r  1 2   Variable Pay and  Executive Compensation 451

can best move employees toward performance that will really make a difference  
in outcomes.15

12-1c Global Variable Pay
Variable pay is expanding in global firms, as well as among employers in other 
countries. In Europe, Asia, and Latin America, many management professionals and 
general staff are eligible for broad-based variable pay plans. Programs are similar 
to those at U.S.-based companies, but global programs must accommodate cultural, 
legal, and economic differences. Bonus programs are particularly important for 
 retaining key staffers after global mergers and acquisitions.16 For firms with opera-
tions in multiple countries, it is important to train managers in how to distribute 
rewards for maximum impact.

Although administering any incentive plan can be difficult, global incentive 
 programs can be especially complex. A company may have an overarching  strategy, 
such as growing market share or increasing the bottom line, but that strategy 
 frequently results in different goals in different geographic regions. Also, laws and reg-
ulations differ from one country to the next. For example, in Latin America there are 
mandatory profit sharing regulations that must be reflected in variable plans. Team-
based rewards are more common in collectivist cultures like Japan and  Korea. Many 
nations and regions have very different perspectives on incentives, as the  following 
“HR Competencies & Applications: Variable Pay around the World” feature shows.

12-1d Three Levels of Variable Pay
Variable pay plans can be classified into three levels or categories: individual, work 
unit/team, and organizational. Tying rewards to outcomes that employees can relate 
to (line of sight) means that rewards can reflect performance at each of these three 
levels. Ideally, having elements of each performance level gets employees thinking 
about their own performance, their group’s performance, and the overall organi-
zation’s performance. However, employees at different levels of the organization 
might receive different combinations of these rewards.

Individual incentives are given to reward the effort and performance of each 
employee. Some common means of providing individual variable pay are piece-rate 

global

Individual Employee

Quality of work
output

Attendance
(number of absences)

Skill mastery (number
of training hours)

Work Unit/Team

Safety
(number of accidents)

Patient
readmissions

Cost savings
(dollars saved)

Organization-Wide

Patient
satisfaction

Quality rating
(Joint Commission

accreditation)

Infection control
(number of infections)

Figure 12-3 Example of Key Performance Indicators: Hospital
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452 S e c t i o n  4   Compensation

systems, sales commissions, and individual bonuses. Others include special recogni-
tion rewards such as trips, merchandise, food, or gift cards. However, with individ-
ual incentives, employees may focus on what is best for them personally, which may 
harm the performance of other individuals with whom they are competing. The net 
result might be good for an individual but less than optimal for the organization. 
For this reason, group/team incentives may be more appropriate in some situations.

Variable Pay around the World

In the past, many global corporations built their 
variable pay plans around individual goals in a 
management by objectives (MBO) format. The 
trend in recent years, however, has been a 
move to a bottom-line results performance met-
ric for incentive pay determination. Over 85% 
of global corporations have at least one variable 
pay plan, but plans are not identical across all 
countries in which a firm operates.

Variations in incentive plans are due to 
cultural differences as well as legal require-
ments. The following highlights some of the 
variances in different countries:

•	 France, Italy, Spain, Portugal, and Greece 
are very risk-averse nations; therefore, 
employees strongly prefer fixed to variable 
compensation. There are only small 
differences in payouts among employees.

•	 Japan and Korea emphasize team awards 
and have very minor differences in payouts 
among employees. Discussing performance 
is not culturally accepted or welcomed.

•	 China and India utilize variable pay to retain 
rather than reward employees. Rewards are 
based on effort rather than results.

•	 Argentina, Brazil, and Mexico have histori-
cally required profit sharing for all employ-
ees. High performers are singled out for 
particularly rich incentive payouts.

•	 Bahrain, Saudi Arabia, and the United 
Arab Emirates are relative newcomers to 

 incentive pay plans. Performance targets 
are not rigorous, and payouts are seen 
as an entitlement rather than earned 
 rewards.

Managers attempting to find rewards to 
motivate discretionary effort in operations 
around the world clearly face challenges, as 
you can see by the information just presented.  
A  one-s i ze - f i ts -a l l  approach might  be 
unsuccessful without an extended transition 
period and significant training and coaching 
of employees and managers. Further, when 
transferring employees to operations outside 
of their home country, special consideration 
should be given to how rewards will translate.

Companies might work toward increasing 
the global focus on corporate results to drive 
all operations toward the common bottom 
line. Finding ways to improve employees’ line 
of sight to the organization’s outcomes will 
enhance the effectiveness of any global variable 
pay plan.17 Respond to these questions about 
global pay:

1. How can a multinational enterprise design 
country-specific rewards that emphasize 
overall corporate performance rather than 
local operational performance?

2. What rewards would be most successful 
for intra-company transfers who relocate to 
various countries of operation?
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c h a P t e r  1 2   Variable Pay and  Executive Compensation 453

When an organization rewards an entire group for its performance, cooperation 
among the members may increase. The most common work unit/team incentives are 
gainsharing (or goalsharing) plans, whereby the employees in a work unit or group 
that meets certain performance goals share in the gains. Such programs often focus 
on quality improvement, cost reduction, and other measurable results.

Organizational incentives reward people based on the performance results of 
the entire organization. This approach assumes that all employees working together 
can generate improved organizational outcomes that lead to better financial perfor-
mance. These programs often share some of the financial gains made by the firm 
with employees through payments calculated as a percentage of the employee’s base 
pay. The most prevalent forms of organization-wide incentives are profit sharing 
plans and employee stock plans.

There are situations that are best suited to a particular level of incentive. 
 Figure 12-4 shows the various incentive plans that fall under each category of 
variable pay and the optimal time to use each level of reward.18 These different 
 approaches are discussed individually in the sections that follow.

12-2 Individual Incentives
Individual incentive systems tie personal effort to additional rewards for the indi-
vidual employee. The conditions necessary to use individual incentive plans are as 
follows:

•	 Individual performance must be identifiable. The performance of each individ-
ual must be such that it can be identified and measured. Each employee must 
have job responsibilities and tasks that can be separated from those of other 
employees.

•	 Individual competitiveness must be desirable. Since individuals generally pur-
sue the incentives for themselves, competition among employees may occur. 
Therefore, independent competition in which some individuals “win” and 
 others do not must be something the employer can tolerate.

•	 Individualism must be stressed in the organizational culture. The culture of the 
organization must be one that emphasizes individual growth, achievements, 

LO2 Compare three 
types of individual 
incentives.

◆  Piece-rate systems
◆  Bonuses
◆  Nonmonetary 
   incentives
◆ Commissions

◆ Group/team results
◆ Gainsharing/goalsharing
◆ Quality improvement
◆ Cost reduction

◆  Pro�t sharing
◆ Employee stock plans
◆ Executive stock
   options
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speci�c employee
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to achieve results
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Figure 12-4 Levels of Variable Pay
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454 S e c t i o n  4   Compensation

and rewards. If an organization emphasizes teamwork and cooperation, then 
individual incentives may be counterproductive.

•	 Individuals must be in control of the pace of production. Each employee 
should have the ability to increase or decrease effort and inputs to generate a 
particular level of performance.

12-2a Piece-Rate Systems
The most basic individual incentive systems are piece-rate systems. Under a straight 
piece-rate system, wages are determined by multiplying the number of units pro-
duced (such as garments sewn or service calls handled) by the piece rate for one 
unit. Piece rate  systems determine employee pay based on the level of output pro-
duced or work completed. Not everyone responds the same to piece-rate systems. 
Some work hard to make more money, others do the minimum. When workers are 
paid with a  piece-rate system, inequality in pay naturally occurs. This inequality 
can lead to dysfunction within a work group, so training managers in the program 
specifics is helpful. The wage for each employee is easy to figure, and labor costs can 
be accurately predicted.

A differential piece-rate system pays employees one piece-rate wage for units 
produced up to a standard level of output and a higher piece-rate wage for units 
produced over the standard. Managers can determine the quotas or standards by 
using time and motion studies. For example, assume that the standard production 
quota for a worker is set at 300 units per day, and the standard rate is 25 cents per 
unit. In addition, for all units over the standard the employee receives 30 cents per 
unit. Under this system, the worker who produces 400 units in one day would earn 
$105 = (300 × 25¢) + (100 × 30¢). Many possible combinations of straight and 
 differential piece-rate systems can be used.

Despite their incentive value, piece-rate systems can be difficult to apply be-
cause determining appropriate standards can be a complex and costly process for 
some types of jobs. In some instances, the cost of determining and maintaining the 
standards may be greater than the benefits derived. Also, jobs in which high stan-
dards of quality are necessary or individuals have limited control over output may 
be unsuited to piecework unless quality can be measured. Interestingly, although 
 labor unions are usually not in favor of differential pay, piece-rate systems tend 
to be more accepted by union members and their leaders.19 Typically, a time and 
motion study is conducted to establish the standard work pace and to determine 
what level of output leads to additional pay. The following “HR Competencies & 
 Applications: Tracking Time and Motion” feature further explains how to conduct 
such a study.

12-2b Bonuses
Individual employees may receive additional compensation in the form of a 
 bonus, which is a one-time payment that does not become part of the employ-
ee’s base pay. Individual bonuses are used at all levels in firms and are a popular  
short-term incentive.

A bonus can recognize performance by an employee, a team, or the organization 
as a whole. When performance results are good, bonuses go up. When performance 
results are not met, bonuses go down or disappear. Many employers base part of 
an employee’s bonus on individual performance and part on company results, as 

Piece-rate system
Pay system in which 
wages are determined by 
multiplying the number 
of units produced by the 
piece rate for one unit

bonus
One-time payment that 
does not become part of 
the employee’s base pay
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appropriate. However, according to recent research, 24% of companies award in-
centive payouts to employees who have not met performance expectations. Under-
mining the incentive potential of bonuses is a serious problem because it sends the 
wrong message to employees. Recommendations to reign in this counterproductive 
management behavior include the following:21

•	 Establish clear, metric-based employee reviews. Performance levels should be 
clearly stated and aligned with other reward and recognition programs.

•	 Ensure that employees who have not met performance criteria do not receive a 
payout. Instituting a review process and calibration session brings all the deci-
sions into the open so that the managers’ distribution of incentives is overseen 
by HR or upper management.

Tracking Time and Motion

One of the most critical decisions managers 
make when implementing a piece-rate system is 
determining the base level of production that is re-
quired before additional output warrants incentive 
pay. Managers are inclined to demand a high level 
of production, while workers might be in favor of a 
much easier standard. The time and motion study 
process is a systematic analysis of the work that 
enables both managers and workers to feel confi-
dent when setting performance expectations.

A time and motion study is often con-
ducted by an industrial engineer or job analyst 
who observes workers performing the job du-
ties. A stopwatch is used to time each task, 
and detailed notes are taken to describe what 
the worker is doing. Using video can make the 
process much easier and faster. The job analyst 
usually observes a number of employees who 
perform the same job to get a balanced picture 
of how the job is done. It is important to note ex-
ceptions like machine breakdowns, out of stock 
materials, or other problems that the worker en-
counters, as this will affect the time on task.

After observing and recording the work-
ers for several work cycles, the job analyst cal-
culates the average time for each task in the 
operation and the average output produced by 

each worker. In addition, the analysis typically 
involves reviewing historical production records 
to ensure that the time and motion study is 
accurately measuring expected output. Em-
ployees being studied for this purpose might 
otherwise be tempted to work slower in order 
to establish an easier standard of production.

A hospital in Michigan used time and 
 motion studies to determine the percentage 
of time that health care providers spent on 
 revenue-generating activities and those that did 
not generate revenue. This allowed the organi-
zation to determine clinical practice patterns, 
reassign work duties, and better utilize their 
skilled staffers for high-value work.20 Consider 
the following questions now that you under-
stand more about how time and motion studies 
are conducted:

1. If you were a worker being observed during 
a time and motion study, what possible 
reactions might you have to the process? 
How might your emotions impact your 
performance during the study?

2. What concerns would you have as a man-
ager who was undertaking a time and mo-
tion study to establish incentive pay rates?
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•	 Educate managers and employees about the incentive plan details. Make sure 
that employees understand how their performance will be evaluated and re-
warded and that managers have clear guidelines for determining award levels.

Bonuses can also be used to reward employees for contributing new ideas, 
 developing skills, or obtaining professional certifications. When an employee 
 acquires valuable skills or certifications, a pay increase or a one-time learning  bonus 
may follow. For example, Samsung financially rewards employees who submit 
 applications for patents on the company’s behalf. And at Genentech, a biotechnol-
ogy firm, employees who are identified as MVPs for going above and beyond core 
job responsibilities receive a check for $1,000 to $2,500.22

“Spot” Bonuses A unique type of bonus is a spot bonus, so called because it 
can be awarded at any time. Spot bonuses are given for many reasons, perhaps for 
extra time worked, extra effort, or work on an especially demanding project. For 
instance, a spot bonus may be given to an information technology employee who 
installed a computer software upgrade that required extensive time and effort.

Often, spot bonuses are given in cash, although some firms allow managers to 
give gift cards, travel vouchers, or other noncash rewards. Noncash rewards vary in 
types and levels, but to be seen as desirable, they need to be visible and immediately 
useful. The keys to successful use of spot bonuses are to keep the amounts reason-
able and to provide them only for exceptional performance accomplishments. The 
downside to their use is that they can create jealousy and resentment among other 
employees who believe that they deserved a spot bonus but did not get one.

Other Bonuses Employees may receive bonuses for almost anything noteworthy, 
but some common examples are referral bonuses (given for referring someone who 
is later hired), and hiring bonuses (given when someone agrees to hire on with a 
firm). Retention bonuses are used to keep a valuable employee with the company, 
and project completion bonuses are given upon completion of difficult projects.

12-2c Nonmonetary Incentives
Numerous nonmonetary incentives can be used to reward individuals, from one-
time contests for meeting performance targets to awards for performance over time. 
For instance, safe-driving awards are given to truck drivers with no accidents or 
violations on their records during a year. Although such special programs can be 
developed for groups and for entire organizations, they often focus on rewarding 
individuals. Figure 12-5 shows several of the purposes for which nonmonetary 
 incentives are used.

Advocates of nonmonetary incentives hold that there is a growing acceptance of 
noncash compensation for recognition purposes. In fact, they argue that recognition 
from an employee’s manager may be highly valued, including a simple “Good morn-
ing” or “Thank you. I really appreciate the job you are doing.”23 However, research 
suggests that while nonmonetary incentives may have intrinsic motivating proper-
ties, employee perceptions of these rewards are influenced by several factors such as 
pay equity, organizational justice, and managerial discretion.

Performance Awards Merchandise, gift certificates, and travel are the most 
frequently used incentives for performance awards. Cash is still highly valued by 
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many employees because they can decide how to spend it. However, noncash in-
centives may be stronger motivators in some cases, according to a study that con-
sidered awards such as vacation cruises, home kitchen equipment, groceries, and 
other noncash items.24 For instance, travel awards appeal to many U.S. employees, 
particularly trips to popular destinations such as Disney World, Las Vegas, Hawaii, 
and international locations. These examples show that many employees appreciate 
the trophy value of such awards and the variety they provide as much as the actual 
monetary value.

recognition Awards Another type of program recognizes individual employ-
ees for their work. For instance, many organizations in industries such as hotels, 
restaurants, and retailers have established employee of the month and employee of 
the year awards. Hotels often use favorable guest comment cards as the basis for 
providing recognition awards to front-desk representatives, housekeepers, food and 
beverage workers, and other hourly employees.

Recognition awards often work best when given to acknowledge specific efforts 
and activities that the organization has identified as important. The criteria for se-
lecting award winners may be determined subjectively in some situations. However, 
formally identified criteria provide greater objectivity and are more likely to be seen 
as rewarding performance rather than being based on favoritism. Companies often 
use factors such as new sales produced, customer service ratings, quality measures, 
or safety compliance. When giving recognition awards, organizations should use 
specific examples to clearly describe how those receiving the awards were selected.

Service Awards Another type of reward given to individual employees is the ser-
vice award, typically given to recognize and reward longevity with the company. 
Many firms recognize length of service such as one year, five years, 10 years, and so 
on. The awards frequently increase in value as the length of service increases, and 
sometimes they are given as cash awards rather than as noncash gifts.

Some companies award gift cards to retail or restaurant locations, while oth-
ers let qualifying employees select items from a range of merchandise choices (e.g., 
cameras or watches). The hottest new trend is to give iPads, televisions, and other 
technology gifts as part of service award programs. Firms can even offer employees 

Figure 12-5 Purposes of Nonmonetary Incentives
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special trips to resorts or social events. Sometimes, service awards are handed out 
at awards banquets or dinners to make employees feel special and to publicly ac-
knowledge the value of long service.25 Providing incentives at the individual level of 
performance highlights the unique contribution that each employee makes toward 
the organization’s success. Since performance-based rewards are not integrated into 
employee base pay, an employee must continue to earn the incentive pay each year 
or reward period. This has the advantage of maintaining a high level of performance 
but can also lead to some tension and fatigue because employees are perpetually un-
der the threat of losing the incremental pay. Using a combination of performance 
and entitlement rewards offers employees the possibility to earn additional rewards 
either through direct contributions or loyalty and commitment to the firm. 26

Individual-level incentives are most effective when each employee’s performance 
can be identified, isolated, measured, and rewarded. In many of today’s organiza-
tions, teams are the primary work unit, and output is often accomplished through 
the combined efforts of several employees. Work unit/team reward plans are struc-
tured to address this issue.

12-3 Work Unit/Team Incentives
The use of teams in organizations has implications for incentive compensation.  
Although the use of teams has increased substantially in the past few years, the 
question of how to equitably compensate members remains a challenge. Studies 
have shown that while individuals who are incentivized increase their performance 
by 27%, teams that are incentivized increase their performance by 45%.27 There are 
obviously substantial gains possible if team incentives are appropriately designed 
and administered.

Firms provide rewards for work units/teams for several reasons, as noted in 
 Figure  12-6. Team incentives can take the form of cash bonuses for the  members 
or noncash rewards such as paid time off, merchandise, or trips. Team incentive 
programs can place social pressure on members of the team because  everyone in the 
group succeeds or fails together. Therefore, some argue that team incentives should 
be given to team members equally, although not everyone agrees.

12-3a Design of Work Unit/Team Variable Pay
There are several key issues related to designing team variable pay plans. The main 
concerns are how and when to distribute the incentives and who will determine the 
incentive amounts.

Distribution of Work unit/Team incentives The two primary ways for dis-
tributing those rewards are as follows:

1. Same size reward for each member: All members receive the same payout, 
regardless of job level, current pay, seniority, or individual performance differ-
ences. This is the most common approach.

2. Different size reward for each member: Employers vary rewards given to 
team members depending on factors such as individual contribution to 
work unit/team results, current pay, years of experience, or skill levels of 
jobs performed.

LO3 Identify key 
concerns that must 
be addressed when 
designing work  
unit/team variable  
pay plans.
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The size of the work unit/team incentive can be determined either by using a 
percentage of base pay for the individuals or the work unit/team as a whole, or by 
offering a specific dollar amount. For example, one firm pays members team bo-
nuses based on a percentage of individual base rates that reflect years of experience 
and any additional training they have. Alternatively, the work unit/team reward 
could be distributed to all as an equal dollar amount.

Timing of Work unit/Team incentives The frequency of work unit/team 
incentive payouts is another important consideration. Payments may be made 
monthly, quarterly, semiannually, or annually, although the most common period 
used is annually. Shorter time periods increase the likelihood that employees will see 
a link between their efforts and the performance results that trigger award payouts, 
thus establishing a clear line of sight for team members. The nature of the team-
work, measurement criteria, and organizational results must all be considered when 
determining the appropriate time period.

Who Determines Work unit/Team incentive Amounts? To reinforce the 
effectiveness of working together, some work unit/team incentive programs allow 
members themselves to make decisions about how to allocate the rewards to indi-
viduals in the group. In some situations members vote, and in others a work unit/
team leader decides. Of course, the incentive “pot” can be divided equally, thus 
avoiding conflict and recognizing that all members contributed equally to the team 
results. Many companies have found that team members are unwilling to make 
 incentive decisions about coworkers. Consider the use of peer evaluations in many 

Work unit/Team
Variable Pay

Can increase
retention

Can improve
quality

Can improve
productivity

Can foster team
cohesiveness

May be easier to
measure group output

than individual

Figure 12-6 Possible Reasons for Using Work Unit or Team Variable Pay
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college classes. Team members are frequently reluctant to award minimal points to 
members who did not contribute out of concern for future encounters with  fellow 
students. However, through training and coaching, team members can learn to 
 better differentiate rewards among individuals on the team.28

12-3b Work Unit/Team Incentive Challenges
This difference between rewarding team members equally and rewarding them 
 equitably triggers many of the problems associated with work unit/team incentives. 

Getting Free Riders Off the Train

Working in teams can be a great experience when 
the camaraderie is high, team members are capa-
ble and motivated, and everyone pulls their share 
of the work load. Operating in teams can also be 
a terrible experience when some members don’t 
give it their all and let others carry the burden.

Free riding, or social loafing, is a common 
problem in work teams. Since team results are 
often used to determine rewards for each member, 
negative feelings can occur when some members 
of the team don’t contribute at the same level as 
others but still receive the team incentive award. 
High performers are the members most likely to 
quit in frustration, so managers can’t ignore this 
toxic force on work teams.

How can managers avoid falling into the 
trap of allowing free riders on the train? Here 
are some guidelines for team structure that can 
reduce the chance that those free riders will 
receive undeserved rewards:

•	 Smaller teams are generally better, so limit 
the team to four or five members.

•	 Divide a complex task into manageable bits 
and make each team member accountable 
for specific portions of the overall task.

•	 Give every member of the team some-
thing personal to care about more than 

themselves. Find out what matters most to 
each member of the team.

•	 Be transparent about how each member 
is doing on the tasks. Share feedback with 
all team members and provide coaching 
to those that are not working up to the 
 required level.

Teams can be a powerful source of 
creativity, productivity, and innovation in organi-
zations. Keeping all members focused and 
working toward team goals and incentive 
rewards means that managers have to 
engage each and every member and not allow 
free riders to sit idly by while everyone else 
performs well. Team dynamics will improve and 
the team will function more effectively if free 
riders get off the train.31 Consider how social 
loafers impact work unit harmony and answer 
the following questions:

1. Consider a time when you worked on a 
class project or a project at work and some 
members of the team didn’t pull their 
weight. How did you deal with it? What 
were the results?

2. What can work group leaders do to identify 
and deal with free riders on a work team?
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Rewards distributed in equal amounts to all members may be perceived as unfair 
by employees who work harder, have more capabilities, or perform more difficult 
jobs. This problem is compounded when an individual who is performing poorly 
prevents the work unit/team from meeting the goals needed to trigger the incentive 
payment.29 Each organization should adopt a perspective that is consistent with the 
organization’s core compensation philosophy.

A related challenge is that of “free riders” or “social loafers.” A free rider is a 
member of the team who contributes little and rides on the efforts and success of 
the team. Further, some team members misrepresent their level of contribution be-
cause they believe it will not be easily detected. Such behavior can cause hard feel-
ings and conflict in the group.30 The preceding “HR Competencies & Applications:  
Getting Free Riders Off the Train” feature offers some recommendations to deal 
with free riders. Employee levels of trust in management and in the program de-
sign affect their perceptions of the fairness of how free riders are handled. Lack of 
trust can certainly reduce the value of any team variable pay plan. Social pressure 
from team members to hold down effort or results can also occur. Further, team 
agreement and pressure can result in cheating to dishonestly pad results.

Group size is another factor to consider when determining team incentives. If a 
group becomes too large, employees may feel that their individual efforts have little 
or no effect on the total performance of the group and the resulting rewards. But 
work unit/team incentive plans may also encourage cooperation in small work units 
where interdependence is high. Such plans have been used in many industries. Con-
ditions for effective work unit/team incentives are shown in Figure 12-7. If these 
conditions cannot be met, then either individual or organizational incentives may be 
more appropriate.

Free rider
A member of the group 
who contributes little

Cooperation is necessary
to do the jobs

Teamwork is not needed
to do the jobs

Individual performances
cannot be identi�ed

Each individual’s
performance level is clear

Management wants
teamwork

Management sees little
value in teamwork

The reward system
is seen as fair

The reward system is
seen as unfair

Employees have input
into incentive design

The incentive plan is 
imposed without
employee input

Individual
Performance

Teamwork
Necessity

Managerial
Support

Reward
Fairness

Employee
Input

C i i

Work unit/Team Incentives
May Work If

Work unit/Team Incentives
May Not Work If

Figure 12-7 Conditions for Effective Work Unit or Team Incentives
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12-3c Types of Work Unit or Team Incentives
Work unit or team reward systems may compensate members in a number of ways. 
The two most common types of work unit or team incentives are team results and 
gainsharing.

Work unit/Team results Organizations may measure results such as group 
production, cost savings, customer satisfaction, or quality improvement. The work 
unit/team may be rewarded with cash bonuses, group awards, or some other incen-
tive for exceeding expected results. The metrics chosen may be part of a balanced 
scorecard (as discussed in Chapter 2) that includes several important financial and 
nonfinancial measures deemed important for organization success.

gainsharing The system of sharing greater than expected gains in profits and/
or productivity with employees is gainsharing. To develop and implement a gain-
sharing plan, management establishes a baseline of expected performance based on 
historical standards. Then employees are involved with work teams to identify ways 
to improve productivity, quality, and/or financial performance above the baseline. 
These improvements lead to cost savings that are shared with employees. Managers 
and employees are trained in process assessment methods, and they share ideas and 
suggestions to create gains for the organization and the work team.

These group incentives may be based on a self-funding model, which means that 
the money used as rewards come from the improvement in organizational results 
(e.g., reduced costs). Measures such as productivity, spending, quality, and customer 
service benchmarks are often used.32 Both organizational measures and departmen-
tal measures may be targeted, with the weights for gainsharing split between the 
two categories. Plans can also require that an individual in the group exhibit satis-
factory performance to receive the gainsharing payments. Figure 12-8 outlines the 
pros and cons of using a gainsharing program.

Incentivizing employee performance efforts at the work unit or team level can 
certainly lead to cohesive teams that generate high productivity and innovation. 
However, the success of the organization as a whole rests on the contribution of 
each employee working toward important goals for the organization. Including an 
element of incentive pay based on organizational outcomes can ensure that every 
worker focuses on taking steps to fulfill those goals.

gainsharing
System of sharing with 
employees greater than 
expected gains in profits 
and/or productivity

Cons

Depends on participative 
management style

Requires open and transparent
management communication

Measures must be carefully selected

Most successful when work context
requires teamwork and collaboration

Pros

Leads to sustained improvements

Targets performance improvements

Aligns employees to organization goals

Fosters teamwork and continuous
improvement

Figure 12-8 Pros and Cons of Gainsharing

Source: Adapted from HR-Guide.com.
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12-4 Organizational Incentives
An organizational incentive system compensates all employees according to how 
well the organization as a whole performs during the evaluation period. The  basic 
concept behind organizational incentive plans is that overall results depend on 
organization-wide efforts and cooperation. The purpose of these plans is to pro-
duce better organizational results by rewarding cooperation. Organizational incen-
tives get everyone in the company “rowing in the same direction.” For example, the 
inherent conflict between marketing and production might be overcome if man-
agement uses an incentive system that emphasizes organization-wide profits and 
productivity.

To be effective, an organizational incentive program should include everyone 
from nonexempt employees to managers and executives. Two common organiza-
tional variable pay systems are profit sharing and employee stock plans.

12-4a Profit Sharing
As the name implies, profit sharing is a system to distribute a portion of organi-
zational profits to employees. Giving employees a “piece of the action” can help 
enhance their commitment and increase job-related performance. The primary 
 objectives of profit sharing plans can include the following:

•	 Improve organizational results
•	 Attract or retain employees
•	 Improve product/service quality
•	 Enhance employee morale
•	 Focus employees on organizational goals and objectives

Typically, the percentage of the profits distributed to employees is established 
by the end of the year before distribution, although both timing and payment lev-
els might be determined later. In some profit sharing plans, employees receive their 
portions of the profits at the end of the year. In others, the payouts are deferred, 
placed in a fund, and made available to employees at retirement or at the time of 
their departure from the organization. In order to reward employees’ loyalty and 
contributions to the company, Ikea recently started adding employees’ profit shar-
ing contributions to the company’s existing 401(k) match.33 Figure 12-9 shows how 
profit sharing plans can be funded and the money allocated. In recent years, some 
labor unions have supported profit sharing plans that tie employees’ pay increases 
to improvements in broader organizational performance measures.

Challenges of Profit Sharing Plans While profit sharing plans can ensure 
that all employees pay attention to the organization’s bottom line, there are some 
challenges associated with them. First, employees must trust that management will 
accurately disclose profit and other financial information. The definition and level 
of profit can depend on the accounting system used and on good and bad decisions 
made by those in top leadership roles. To be credible, management must be willing 
to disclose sufficient operational and financial information to alleviate the skepti-
cism of employees, particularly if profit sharing levels fall from those of previous 
years. If profit sharing communication is done well, employee pay satisfaction and 
commitment can be improved.

LO4 Specify why 
profit sharing and 
employee stock 
ownership are  
popular organizational 
incentive plans.

Profit sharing
System to  distribute 
a portion of an 
 organization’s profits  
to employees
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Profits may vary a great deal from year to year, resulting in windfalls or 
losses beyond the employees’ control. Payoffs are generally far removed in time 
from employees’ individual efforts; therefore, higher rewards may not be obvi-
ously linked to better performance. Often the level of profits is influenced by fac-
tors not under the employees’ control, such as accounting decisions, marketing 
efforts, competition, and elements of executive compensation. When implement-
ing a profit sharing plan, companies should pay special attention to how it is ex-
plained to employees and how open leaders are about the organization’s financial 
performance.

12-4b Employee Stock Plans
Organizational incentive plans include stock ownership in the organization to 
 reward employees. The goal of these plans is to get employees to think and act  
like owners.

A stock option plan gives employees the right to purchase a fixed number 
of shares of company stock at a specified exercise price for a limited period 
of time. If the market price of the stock exceeds the exercise price, employees 
can then exercise the option and buy the stock. The number of firms giving 
stock options to nonexecutives has declined in recent years, primarily because 
of changing laws, accounting regulations, and shareholder opposition.34 In fact, 
top management at online gaming company Zynga actually clawed back stock 
options from employees when the company was preparing to go public. Fear-
ing that some underperforming employees would own too great a share of the 
company, the CEO opted to take their shares back if their performance didn’t 
improve.35 Stock options can be difficult for employees to understand, and they 
often underestimate the real value of what they receive, which highlights the 
importance of providing financial education to employees, especially those who 
are new to stock options.36

Stock option plan
Gives employees the 
right to purchase a 
fixed number of shares 
of  company stock at 
a  specified price for a 
 limited period of time

Figure 12-9 Plan Design Choices for Profit Sharing Programs
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employee Stock Ownership Plans Firms in many industries have an 
 employee stock ownership plan (ESOP), which is designed to give employees sig-
nificant stock ownership in their organizations. According to the National Center 
for Employee Ownership, an estimated 7,000 companies in the United States offer 
broad employee-ownership programs, covering about 13 million workers.37 Firms 
in many industries have ESOPs. The ESOP Association recognized 45 companies 
for continuously maintaining their plans for 25 years or more,38 so ESOPs are not 
a passing trend. They are an important ownership structure in many, especially 
smaller, U.S. companies.

Establishing an ESOP creates several advantages. Primarily, the firm can receive 
favorable tax treatment on the earnings earmarked for use in the ESOP. Another is 
that an ESOP gives employees a sense of ownership so that they make decisions that 
will benefit not only themselves but also the company. This can result in employees 
feeling that they share in the growth and profitability of their firm. Employee own-
ership may motivate employees to be more productive and focused on organiza-
tional performance.

Many people approve of the concept of employee ownership because it pro-
vides employees with a voice in important matters regarding company operations 
and decisions. However, ownership can also be a disadvantage for employees be-
cause their wages, salaries and retirement benefits depend on the performance of the 
organization. This situation poses even greater risk for retirees because the value of 
pension fund assets may also depend on how well the company performs. Financial 
downturns, bankruptcies, and other travails of some firms during tough economic 
times have illustrated that an ESOP does not necessarily guarantee success for the 
employees who become investors.

12-4c Measuring the Effectiveness of Variable  
Pay Plans

Firms in the United States offer a wide range of incentive pay options and spend 
significant amounts on incentive payouts.39 With incentive expenditures increasing 
each year, it is crucial that the results of variable pay plans be measured to deter-
mine their success.

Various metrics can be used, depending on the nature of the plan and the goals 
set for it. Figure 12-10 shows examples of metrics that can be used to evaluate vari-
able pay plans.

employee stock 
 ownership plan (eSoP)
Designed to give 
 employees significant 
stock ownership in their 
organizations

Organizational 
Performance

Actual vs. planned change
Revenue growth
Return on investment
Change in average employee
productivity

Increase in market share
Customer acquisition rate
Growth in sales to existing
customers
Customer satisfaction

Sales
Programs

HR
Related

Employee satisfaction
Turnover costs
Absenteeism costs
Accident rates and workers'
compensation costs

Figure 12-10 Possible Metrics for Variable Pay Plans
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A common metric for incentive plans is return on investment (ROI). To illus-
trate a general ROI example, suppose a company wants to reduce absenteeism and 
decides to use a program that provides rewards in the form of lottery chances each 
month for employees who were not absent during the month. An ROI metric would 
look at the dollar value of the improvement minus the cost of the program divided 
by the total cost. So, if the value of the reduction in absenteeism were $100,000 
per year and the program cost $85,000 calculations would be (100,000 − 85,000) / 
85,000, for just over a 17% return on the investment.

To help managers make decisions, other metrics can also be used to evaluate 
programs. Regardless of the variable pay plan, employers should collect and ana-
lyze data to determine if the expenditures are justified by increased organizational 
operating performance. If the measures and analyses show positive results, the plan 
truly represents pay for performance. If not, the plan should be changed to one that 
is more likely to succeed.

Salespeople and executives are two employee groups unique in many ways from 
other employees because of the nature of their jobs, and their pay is often different 
as well. Both of these types of employees are typically tied to variable pay incentives 
more than other employees. A consideration of sales and executive pay follows.

12-5 Sales Compensation
Given their boundary spanning roles, close interaction with customers, and work 
autonomy, the compensation paid to sales employees is frequently partially or 
 entirely tied to individual sales performance. Salespeople who sell more products 
and services receive more total compensation than those who sell less. Sales incen-
tives are perhaps the most widely used individual incentives. The intent is to stimu-
late more effort from salespeople so that they sell more, thus benefiting them and 
their employers.

Jobs in sales in many organizations have changed in the past two decades. 
While salespeople are still responsible for generating revenue for a company, 
 today’s customers have more choices and more information, and a great deal of 
product  customization and ordering are done online directly by the customer.40 The 
 evolution in technology has changed the historical balance of power between sales-
people and their customers. Compensation plans now have to take into account 
the different role expected of salespeople. See the following “HR Perspective: Sales 
Commissions Run out of Gas” feature for an explanation of how Internet sales are 
impacting the auto sales process.

Sales commission programs can effectively drive the behavior of sales represen-
tatives, especially if the sales performance measures are based wholly or mostly on 
sales volume and revenues. However, some sales incentive programs may encourage 
unethical behavior, particularly when compensation of sales representatives is based 
solely on commissions. For instance, there have been consistent reports that indi-
viduals in other countries who are buying major industrial equipment have received 
bribes or kickbacks from sales representatives. The bribes are paid from the incen-
tives received by the sales representatives. This criticism may apply especially with 
major transactions that generate high revenues, such as aircraft contracts or major 
energy-related products.

meaSure
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12-5a Types of Sales Compensation Plans
Sales compensation plans can be of three general types—salary only, straight com-
mission, and salary plus commission. Each type of sales compensation has some 
associated challenges, which are discussed in the following sections.

LO5 Explain three 
ways in which sales 
employees are 
typically compensated.

Sales Commissions Run out of Gas

Traditionally, car salespeople earned a commis-
sion that was calculated as a percentage of the 
profit from a sale. Thus, they were highly mo-
tivated to upsell customers to more expensive 
vehicles or to add on features that the custom-
ers might not need or want. This, of course, 
created an image of the car salesperson as a 
pushy, aggressive individual whose own bank 
account was a higher priority than satisfying a 
customer.

Enter the Internet age, a time when cus-
tomers can find detailed information about cars 
online. The previous leverage that the salesper-
son had in terms of better information seems 
to have vanished. Before online sales began to 
dominate, on average, customers spent over 
six hours researching cars in person. Now, they 
spend closer to three hours actually in show-
rooms and test-driving vehicles. Today’s cus-
tomers come to the showroom to test-drive 
a car, but they already have a lot of facts and 
figures along with competitive pricing infor-
mation. Sales representatives are now called 
product specialists to convey the message that 
their function is to answer questions and offer 
detailed information about each vehicle on the 
lot. The majority of their time is now spent re-
sponding to online inquiries and selling in the 
virtual marketplace.

Profit margins on new cars have decreased 
over the past decade, leaving dealership man-
agers a lot less money available to use as 
commissions. A new compensation model is 

emerging to pay car salespeople. Salespeople 
receive a more generous base salary, and rather 
than a commission tied to profitability of a car 
sale, a flat per-vehicle stipend is paid; bonuses 
are earned for hitting overall sales targets each 
month. This has led to a lower-stress environ-
ment for car shoppers and a more pleasant 
experience.

Naturally, hard-core commission-based 
salespeople are having some difficulty adjusting 
to the new pay schemes, and many are leaving 
the business. However, customers are happier 
and are more likely to return to the dealership 
for service needs and future car purchases. 
Technology is changing how cars are sold and 
how salespeople are paid. Who knows what the 
future holds for how people and cars will find 
each other.41 Having read about the changes in 
how car salespeople are paid, answer the fol-
lowing questions:

1. What recommendations would you  
make to the owner of a car dealership  
to help her make a smooth transition  
from commission-only compensation  
to a system based on units sold?

2. How would you deal with a “star” 
 salespeople who is against moving  
away from a commission-only  
compensation plan? What options  
might you consider if he or she threatened 
to leave your dealership to work for  
a competitor?

Pe
rS

Pe
ct
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e
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Salary Only Some companies pay salespeople only a salary. The salary-only 
 approach is useful when an organization emphasizes serving and retaining 
 existing accounts over generating new sales and accounts. This approach is 
also frequently used to protect the income of new sales representatives for a pe-
riod of time while they are building up their clientele. Generally, the employer 
 extends the salary-only approach for new sales representatives for no more than 
six months, at which point a results-based approach is adopted. Salespeople 
who want  additional rewards often function less effectively in salary-only plans 
 because they are less motivated to sell without additional performance-related 
compensation.42

Commission Plans A commission is a percentage of the revenue that is gener-
ated by sales that is given to an agent or salesperson. As such, a commission rep-
resents a potential incentive for employees who qualify. Tips can be similar, even 
though they are paid by the customer rather than the employer. A straight salary has 
no additional commission incentive, while a straight commission has all compensa-
tion tied to the incentive. Determining the best mix of salary and commission to fit 
a situation is one of the decisions compensation managers must make. Commissions 
are integrated into the pay earned by sales  workers in three common ways: straight 
commission, salary plus commission, and bonuses.

Straight Commission In the straight commission system, a sales representa-
tive earns a percentage of the value of the sales generated. Consider a real  estate 
agent selling homes who receives no compensation if he or she doesn’t sell a 
home but who  receives a  percentage of the selling price for a home that is sold. 
The  advantage of this system is that it requires the sales representative to sell in 
 order to earn. The  disadvantage is that it offers no financial security or predictabil-
ity for the sales staff.

To offset this insecurity, some employers use a draw system in which sales rep-
resentatives can draw advance payments against future commissions. The amounts 
drawn are then deducted from future commission checks. Arrangements must be 
made for repayment of drawn amounts if individuals leave the organization before 
earning their draws in commissions. The use of draws is influenced by the ratio of 
fixed to variable pay. When a small percentage of pay is fixed and a large percentage 
is variable, employees are more likely to take draws to provide needed funds until 
the next incentive payout occurs.

Salary Plus Commission or Bonuses The form of sales compensation used 
most frequently is salary plus commission, which combines the stability of a salary 
with the performance aspect of a commission. A common salary to commission split 
is 80% to 20% or 70% to 30%, although the split varies according to industry and 
numerous other factors.43 Some organizations also pay salespeople salaries and then 
offer bonuses (calculated as a percentage of the base pay) tied to how well each em-
ployee meets various sales targets or other criteria. A related method is using lump 
sum bonuses, which may lead to salespeople working more intensively to get higher 
sales results.

commission
A percentage of the rev-
enue that is generated by 
sales that is given to an 
agent or salesperson.

draw
Amount advanced 
against, and repaid from, 
future commissions 
earned by the employee

Salary plus 
commission
Combines the  stability 
of a salary with a 
 commission based on 
sales generated
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12-5b Sales Compensation Management Perspectives
Sales incentives work well, especially when they are tied to the broad strategic initia-
tives of the organization and its specific marketing and sales strategies.44 However, 
as the economic and competitive environment has become more complex, employ-
ers in many industries have faced challenges in generating sales. Therefore, firms 
need to more thoroughly analyze their sales compensation costs, assess how sales 
pay is influencing employees’ performance efforts, and then evaluate the extent to 
which sales and profit goals are being met.45

Administering Sales Compensation Programs Effective administration 
of compensation plans affects how well the plan drives the desired performance 
of salespeople. Many plans are multitiered and can be very complex. Selling over 
the Internet introduces additional challenges to incentive compensation. Some sales 
 organizations combine individual and group sales bonus programs. In these pro-
grams, a portion of the sales incentive is linked to the attainment of group sales 
goals. The variable pay results can be difficult to calculate and administer.

Internet-based software has helped employers administer programs and post 
results daily, weekly, or monthly. Salespeople can use this information to track 
their results. Administering incentives globally is difficult, but HR technology has 
helped as incentive management software has become widespread.46 These systems 
are  advantageous because they can track the performance of numerous employees 
worldwide who may be covered by different incentive plans.

Consider a company that has different product lines, geographic locations, 
and company subsidiaries, and imagine tracking the performance of hundreds or 
thousands of sales representatives for a sales incentive program. Or imagine man-
ually tracking attendance, safety, and training incentives for firms with  employees 
worldwide. These scenarios definitely present a number of managerial challenges. 
The development of software systems to measure and record such factors has been 
important in helping support and manage global sales forces more effectively.

12-5c Measuring Effectiveness of Sales 
Compensation

Effective design of sales compensation requires establishing clear performance cri-
teria and measures. Figure 12-11 shows some possible metrics for sales compensa-
tion plans. Generally, no more than three sales performance measures should be 
used in a sales compensation plan. Otherwise, the plans lose their effectiveness. 
Some plans may be too simple, focusing only on the salesperson’s pay and not on 
wider organizational objectives such as profitability or customer satisfaction. These 
plans might motivate salespeople to sell products or services that results in financial 
loss to the firm or offends customers who will look for alternative suppliers in the 
 future.  Taking a balanced approach that considers multiple stakeholders can result 
in a win-win situation for all parties.

Considering that so many organizations utilize sales incentive plans, it is logi-
cal to think such plans are effective. However, many sales compensation plans are 
not seen as effective by either salespeople or managers and executives. One problem 

meaSure
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that can occur is when organizations make too many changes to sales incentives, 
which results in confusion. Excessive complexity also reduces the effectiveness of 
plans and creates problems with the sales representatives and managers. For exam-
ple, a financial services company was not increasing revenues and was losing mar-
ket share. Discussions with the sales staff revealed that none of them could explain 
how sales behaviors or making sales actually impacted their compensation. There 
were so many factors that entered into the equation that the salespeople just did 
the same thing each day because they could not figure out how their results actually 
drove their compensation.47

Effective sales incentives should ideally provide extra compensation for mak-
ing sales, but sales managers warn that incentive systems will fail when a culture 
of entitlement takes hold in the salesforce. An entitlement culture can occur when 
employees come to see bonuses are deferred salary rather than extra pay for extra 
sales performance. When sales incentives designed to be extra pay for top perform-
ers become reliable paychecks on which everyone can count, entitlement has taken 
root and motivation drops.

Failure to deal with incentive programs that no longer motivate salespeople 
causes variable costs (pay for performance) to actually become fixed costs (salary) 
from the perspective of the employer. Pay without performance, poor quota setting, 
and little difference in pay between top and bottom performers cause these prob-
lems. Significant efforts are needed to establish and maintain effective sales incen-
tive plans.

Revenue
growth

New customer
revenue

Margin
growth

Averages
revenue per
sales person

Return on
sales

investment

Return on
sales

compensation
Customer

satisfaction
Increase in

average sale

Account
retention

Figure 12-11 Possible Metrics for Sales Compensation

00709_ch12_ptg01_444-481.indd   470 21/10/15   11:22 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a P t e r  1 2   Variable Pay and  Executive Compensation 471

12-6 Executive Compensation
Executive compensation is handled differently from employee pay in most public 
companies, privately held companies, and even tax-exempt organizations.48 The av-
erage CEO in the United States earns much less than those who head Fortune 100 
companies. In fact, the Bureau of Labor Statistics reports that for the 250,000 CEOs 
in the United States, average annual salary was approximately $200,000. However, 
the pay packages of high-profile CEOs in large multinational firms overshadow this 
reality.49 In the 300 largest U.S. companies, CEO pay averages over $10 million 
per year, which includes salary, bonuses, and stock options.50 Stockholder activists 
argue that this pay is too high and is not tied closely enough to how well the com-
pany has performed—“pay for pulse,” they call it. Corporate boards must work to 
preserve the reputation of the firm while also trying to create a compensation plan 
that will attract talented executives.51

From the 1940s through the 1970s there was little relationship between execu-
tive compensation and firm growth. However, the correlation has grown somewhat 
stronger in the past 30 years.52 Ongoing outrage and dissatisfaction over executive 
pay is part of a mix of economic and social problems, including the growing gap 
between rich and poor. Defining what is wrong with C-suite (CEO, CFO, CHRO, 
etc.) pay is difficult, but it serves as a “hot button” for unions, corporate gover-
nance watchdogs, and lawmakers. In fact, the Dodd-Frank Wall Street Reform and 
Consumer Protection Act requires public companies to disclose the mathematical 
relationship between CEO total compensation and average employee total compen-
sation. The Securities and Exchange Commission recently released rules regarding 
this reporting which will highlight the differences between executives’ pay levels 
and that of lower-level workers.53 What do CEOs do to earn all that money? Ideally, 
they should do three things well:

•	 Establish strategic direction for the organization
•	 Create shareholder value
•	 Ensure the sustainability of the enterprise

Establishing strategic direction requires good judgment, knowledge of the busi-
ness and the industry, and a bit of a crystal ball view to accurately see what is com-
ing. Creating shareholder value includes revenue growth, operating margins, net 
sales, earnings per share, and other financial measures valued by investors/owners. 
Ensuring the sustainability of the enterprise includes balancing social, environmen-
tal, and financial concerns with a focus on conscious deployment of resources to 
provide a sound future for the organization.54 Clearly, being a successful CEO re-
quires a complex set of skills and personal investment in the firm, and it is not a job 
everyone can do well.

12-6a Executive Compensation Controversy
At the heart of most executive compensation plans is the idea that executives should 
be rewarded if the organization grows in profitability and value over a period of 
years and be penalized if the executive fails to produce positive results. Variable 
pay distributed through different types of incentives is a significant part of ex-
ecutive compensation in organizations, both in the United States and around the 
world.  Executive compensation, however—like business itself—should include an 

LO6 Identify the 
typical elements 
of executive 
compensation and 
discuss criticisms 
of executive 
compensation levels.
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element of risk for the executive, and risk should be an integral part of an incentive 
plan. The executive suite should not provide an environment free of consequences.  
When the organization underperforms, senior managers should see their payouts 
and stock holdings fall.

Traditionally, companies have looked to other organizations in the same or a 
similar industry and of similar size as comparators to determine what the level of 
executive compensation should be. A potential downside of using this method is 
that CEO compensation tends to ratchet up as each company tries to pay its CEO 
above the average.55 An additional complication is that many CEOs serve on the 
governing boards of other companies. They often have input on executive compen-
sation plans and are inclined to provide pay similar to what they themselves receive. 
This approach has led to executive compensation that is perceived as excessive, and 
many outspoken opponents are making their opinions known.

12-6b Reigning in Executive Compensation
Shareholders and lawmakers are two groups that have pressed the hardest for some 
moderating of executive pay. Powerful and vocal shareholders may attempt to influ-
ence the process through the organization’s governance process, while lawmakers 
enact statutes that include limits on executive compensation.

A provision of the Dodd-Frank Act requires public corporations to allow share-
holders to vote on the presumed fairness of pay packages for the CEO and the 
other four highest-paid executives. The company’s leadership team is not required 
to accept the shareholders’ decision, so while it may seem that shareholders have a 
“say on pay,” their opinions may fall on deaf ears. The main benefit of this law is 
increased transparency about how executives are compensated.56

The “clawback” provisions in the Sarbanes-Oxley and Dodd-Frank Acts  allow 
for the recovery of incentive-based pay that was provided to executives and later 
determined to have been paid under false pretenses. For example,  employee miscon-
duct and restated earnings may be discovered some time after an incentive payment 
has been made. The Securities and Exchange Commission can  demand repayment 
from an executive if such a case is proven. In reality, very few clawbacks have been 
invoked because establishing intentional misconduct can be quite difficult in com-
plex cases, though perhaps the threat of clawbacks has decreased executive mis-
conduct and earnings manipulation.57 In any case, public corporations must now 
develop and share their policies on compensation clawbacks so that shareholders 
understand the process that has been adopted by the governance team.58

12-6c Elements of Executive Compensation
Many executives are in high tax brackets and receive many tax-favored 
 compensation elements, so their total compensation packages often consist of 
much more than just their base pay. Executives are often interested in compensa-
tion and the mix of items in the total package because it affects the amount of 
actual value after taxes. Figure 12-12 illustrates common elements of executive 
compensation packages.

executive Salaries The type of job, the size of the organization, the industry, 
and other factors all influence executive salaries. In some organizations, particularly 
nonprofits, salaries often make up 90% or more of total compensation. In contrast, 
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in large corporations, salaries may constitute less than half of a total executive com-
pensation package. Executive salaries are reviewed by boards of directors to ensure 
that their organizations are competitive.

executive Benefits Many executives are covered by regular benefit plans that 
are also available to nonexecutive employees, including retirement, health insurance, 
and vacation plans. In addition, executives may receive supplemental benefits that 
other employees do not receive. For example, corporate-owned insurance on the 
life of the executive is popular. This insurance pays both the executive’s estate and 
the company in the event of death. Another supplemental benefit that has grown in 
popularity is company-paid financial planning for executives. Also, trusts of various 
kinds may be designed by the company to help executives deal with estate-planning 
and tax issues. Deferred compensation is another way of helping executives with 
tax liabilities created by incentive compensation plans.

executive Perquisites (Perks) In addition to the regular benefits received by 
all employees, executives often also receive perquisites. Perquisites (perks) are spe-
cial benefits—usually noncash items—for executives. Many executives value the sta-
tus enhancement of these visible symbols, which allow the executives to be seen as 
“very important people” both inside and outside their organizations. Perks can offer 
substantial tax savings because some of them are not taxed as income.59 Some pop-
ular executive perks are company cars, health club and country club memberships, 
first-class air travel, home security systems, use of private jets, stress counseling, and 
chauffeur services.

Annual executive Bonuses Annual bonuses for senior managers and execu-
tives can be determined in several ways. One way is to use a discretionary system 
whereby the CEO and the board of directors decide bonuses. The absence of formal, 
measurable targets may detract significantly from the pay for performance element 
of this approach. Another way is to tie bonuses to specific measures, such as return 
on investment, earnings per share, and net profit before taxes. More complex sys-
tems create bonus pools and thresholds above which bonuses are computed. What-
ever method is used, it is important to describe it so that executives attempting to 
earn additional compensation understand the plan; otherwise, the incentive effect 
will be diminished.

Perquisites (perks)
Special benefits— 
usually noncash items—
for executives

Base salary

Regular
bene�ts

Supplemental
bene�ts

Perquisites

Long-term
incentives

Annual
incentives and

bonuses

Exit package

Figure 12-12 Elements of Executive Compensation Packages
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Long-Term incentives (LTi) To ensure that executives look beyond the im-
mediate future when making critical decisions, executives’ performance-based 
incentives should tie compensation to the long-term growth and success of the 
organization.60 However, whether these incentives really emphasize the long 
term or merely represent a series of short-term successes is uncertain. Short-term 
rewards based on quarterly or annual performance may not result in the kind 
of long-run-oriented decisions necessary for the company to perform well over 
many years. As would be expected, the total amount of pay for performance 
incentives varies by management level, with CEOs receiving significantly more 
than other senior managers.

Executives frequently receive a stock option that gives them the right to buy 
stock in the company, usually at an advantageous price. Stock options were dis-
cussed earlier in this chapter. In addition to standard stock options, many execu-
tives are granted restricted stock options. A restricted stock option indicates that 
company stock shares will be paid as a grant of shares to individuals, usually linked 
to achieving specific performance criteria. The purpose of providing these equity 
awards is to encourage executives to “think like owners” and make business deci-
sions that are in the firm’s best interests.

Despite the prevalence of such plans, research has found little relationship be-
tween providing CEOs with stock options and subsequent firm performance. Recent 
corporate scandals involving executives who received outrageously high compensa-
tion due to backdating of stock options have led to a more measured approach to 
utilizing this form of incentive compensation.61

exit Packages While severance packages and pension payments may not ordi-
narily make the headlines, special executive compensation for separation agree-
ments and payouts as the executive is leaving are controversial. The payouts 
occur right at the time people are often unhappy with the executive and may 
appear unfair.62 For example, a veteran executive at GE received over $25 million 
worth of benefits when he left and guaranteed that he would not compete with 
GE. His exit allowance represented “a generous severance package in exchange 
for his non-compete agreement,” a consultant noted.63 Controversy has also 
erupted over the “golden parachutes” provided to bank executives who leave to 
take jobs working for government agencies that oversee the financial industry. In 
a number of cases, vesting on long-term incentives was accelerated, and policies 
for stock options were bypassed. These exceptions call into question the fairness 
of pay policy application.64

12-6d Global Executive Compensation
As firms based in both the United States and other countries expand globally, execu-
tive compensation issues are raised. Numerous executives have responsibilities for 
operations throughout the world, and they are compensated for those expanded 
responsibilities. However, senior executives in the United States continue to earn 
higher salaries than similar executives in other countries.

In the United States, critics of executive pay levels point out that many U.S. 
corporate CEOs have a ratio value of more than 350 times that of the average 
worker in their firms, while in Switzerland the ratio is 148, in the United Kingdom 

restricted stock 
option
Indicates that company 
stock shares will be paid 
as a grant of shares to 
individuals, usually linked 
to achieving specific 
 performance criteria

global
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it is 84, and in Poland it is 28. When people around the world are asked to state the 
ideal ratio for CEO pay compared to the average worker, they generally state that 
a 5:1 ratio is desirable. So, actual and “ideal” ratios are quite far apart, which may 
 explain why executive pay is typically seen as unreasonable.65

12-6e Measuring the Effectiveness of Executive 
Compensation

Executive bonuses and incentives. Customer satisfaction, employee satisfaction, 
market share, learning and development, productivity, and quality are other areas 
that can be measured to determine executive performance rewards.

Measurement of executive performance varies from one company to an-
other. Some executive compensation packages use a short-term focus of one year, 
which may lead to large rewards for executive performance in a given year even 
though corporate performance over a multiyear period is mediocre, especially if 
the yearly measures are not carefully chosen. Executives may manipulate earn-
ings per share by selling assets, liquidating inventories, or reducing research and 
development expenditures.66 All of these actions may make organizational per-
formance look better in the short run but impair the long-term growth of the 
organization.

Other executive compensation issues and concerns exist. Figure 12-13 high-
lights some of the criticisms and counterarguments related to executive compensa-
tion. One of the more controversial issues is that some executives seem to receive 
large awards for negative actions. Some people find it contradictory to reward 
executives who improve corporate results by cutting staff, laying off employees, 

meaSure

Figure 12-13 Point/Counterpoint Regarding Executive Compensation

 

Executive compensation often does not
reect company performance.

A competitive market for executives
drives compensation package increases.

Boards give sizable rewards to both
high- and low-performing executives.

The CEO is in charge and responsible
for results.

Executives should not get rewards and
bonuses for laying off much of the
workforce.

Sports and entertainment stars earn as
much as executives, or more, for playing
games and acting.

Total compensation packages are
excessive.

CEOs earn their money with endless
hours, extraordinary stress, and
major decisions.

Many people, not just the CEO,
contribute to the success of a company.

Measuring company performance by
short-term earnings and stock prices is
insufcient.

E i i f d
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Counterpoint
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negatively changing pension plans, or increasing health insurance deductibles, al-
though sometimes cost-cutting measures are necessary to keep a company afloat.67 
However, a sense of reasonableness must be maintained. If rank-and-file employees 
are suffering, giving bonuses and large payouts to executives appears counterpro-
ductive and even hypocritical.

Incentives must be thoughtfully designed and carefully managed to produce the 
desired results. Employees from front-line workers to top executives pay attention 
to what behaviors and decisions will earn them the greatest rewards. Therefore, 
designing incentives to focus them on valued organization outcomes is central to 
effective incentive programs.

SUMMaRy  
•	 Variable pay, also called incentive pay, is 

compensation that can be linked to individual, 
work unit/team, and/or organizational 
performance.

•	 Effective variable pay plans fit both business 
strategies and organizational cultures, 
appropriately award actions, and are 
administered properly.

•	 Metrics for measuring the success of variable 
pay plans are available.

•	 Piece-rate and bonus plans are commonly used 
individual incentives.

•	 The design of work unit/team variable pay 
plans must consider how the incentives are 
to be distributed, the timing of the incentive 
payments, and who will make decisions about 
the variable payout.

•	 Organization-wide rewards include profit 
sharing and stock ownership plans.

•	 Sales employees may have their compensation 
tied to performance on several criteria. Sales 

compensation can be provided as salary only, 
commission only, or salary plus commission or 
bonuses.

•	 Measuring the effectiveness of sales incentive 
plans is a challenge that may require the 
plans to be adjusted on the basis of success 
metrics.

•	 Executive compensation must be viewed 
as a total package composed of salaries, 
bonuses, benefits, perquisites (perks), and 
both short- and long-term performance-
based incentives.

•	 Performance-based incentives often represent 
a significant portion of an executive’s 
compensation package.

•	 A compensation committee, which is a 
subgroup of the board of directors, generally 
has authority over executive compensation 
plans. In addition, shareholders of public 
corporations have the right to vote on executive 
pay packages.

CRITICaL THINKING CHaLLENGES  
1. Discuss why variable pay-for-performance plans 

have become popular and what elements are 
needed to make them successful.

2. What are some key performance indicators that 
are used by organizations in which you have 
been employed? How did managers explain the 
importance of these KPIs, and were any rewards 
tied to them?

3. Describe how team rewards have been used in 
group projects you worked on in college classes 
or on the job. What challenges did you face 
when asked to give peer evaluations when there 
were “free riders” on your team, and how did 
you deal with them?

4. Suppose you have been asked to lead a task 
force to develop a sales incentive plan at 
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CaSE Want to Earn a Bonus? Work for  
Uncle Sam

There is generally much criticism when it comes 
to compensating executives employed in for-profit 
business. But federal employees in a number of 
agencies also reaped generous incentive pay despite 
subpar performance, including when they made 
decisions contrary to their agency’s mission and 
values.

The Internal Revenue Service (IRS) handed out 
nearly $3 million in performance bonuses to 2,800 
employees who had recently been disciplined. The 
employees had committed a wide range of infrac-
tions, including fraud, failure to pay taxes, and 
misuse of government travel cards. Some of the 
employees had been disciplined with reprimands, 
suspension, and even termination. However, the IRS 
generally doesn’t take into account such conduct is-
sues when determining bonuses. IRS employees who 
are represented by a labor union are not prevented 
from receiving a performance bonus even if they are 
subject to disciplinary action.

The situation at the Veterans Administration 
was even more outrageous. Nearly $300 million in 
annual bonuses were distributed at this provider of 
health care to American military veterans. A scandal 
erupted when it was discovered that to meet agency 
performance metrics, treatment for many veterans 

was delayed. To encourage higher productivity, the 
VA management team changed performance targets 
for claims processors between 2010 and 2012. VA 
claims processors would be rewarded for processing 
a high volume of claims. Difficult, complicated cases 
were set aside because they were time- consuming 
to process and would result in no bonus for the 
 processor. The incentive system worked, but at 
what cost?

Incentives were not limited to claims proces-
sors. Executives at the VA earned performance bo-
nuses as well—totaling $2.7 million. Allegations 
of misrepresenting patient wait times to make it 
appear that services were provided on a timely ba-
sis have spread throughout the VA system. Perfor-
mance bonuses were paid to VA hospitals that had 
low backlogs for treatment. In an effort to earn the 
incentives, some employees were directed not to put 
veterans on wait lists, making it appear that wait 
times were short.

Federal officials took the agency’s leadership to 
task and noted that there was an extreme reluctance 
to hold employees and executives accountable. Deci-
sions made by many of these managers caused harm 
to veterans seeking health care. After a unanimous 
vote to eliminate all bonuses, lawmakers reversed 

your firm. The task force is to generate a list 
of strategies and issues to be evaluated by 
upper management. Using details from  
www.salescompensation.org and other related 
websites, identify and develop preliminary 
materials for the task force.

5. Recent research has shown an inverse 
relationship between CEO pay and corporate 
performance. Read the article “The Highest-
Paid CEOs Are the Worst Performers, New 
Study Says” at http://www.forbes.com/sites/
susanadams/2014/06/16/the-highest-paid-ceos-
are-the-worst-performers-new-study-says or 
related articles. Assume that you are the public 

relations professional who must respond to 
recent inquiries from major investors regarding 
the compensation and performance of your 
company’s CEO.

A. What information would you review as you 
prepare your statement? Would you share 
different information with the general public 
than you would with investors? If so, what 
information and why?

B. As a potential investor, how would the 
CEO’s compensation affect your decision 
of whether to invest in a company? Why or 
why not?
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QueStionS

1. What dynamics at the IRS and VA may have 
contributed to actions employee took to earn a 
bonus?

2. What recommendations would you have for us-
ing incentive programs at these agencies in the 
future?
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What’S trending in
Managing eMployee BenefitS

It is imperative from a strategic perspective that employers provide the types 
of benefits that motivate workers and encourage them to stay with a com-
pany. This is often difficult given that employees have very different needs 
and desires. Working with managers, HR professionals should identify the 
benefits that are the most desirable and then provide them to keep employ-
ees satisfied. To remain competitive in the long run, employers should also 
offer competitive benefits relative to other companies so that they can hire 
and keep competent workers. Given these concerns, here’s what’s currently 
trending in the management of employee benefits:

1. Benefits are being used to build a sustained competitive advantage 
and ultimately satisfy a company’s strategic objectives. Employers 
that offer generous benefit packages are often viewed as “model” or 
“benchmark” organizations, making them desirable to job candidates 
when they choose where to work.

2. The costs associated with providing desirable benefits are increasing 
at a steady rate. This reality challenges companies to offer competitive 
benefits and also keep a close eye on the bottom line.

3. Effectively communicating benefits to employees is an ongoing 
concern for HR professionals. Employers are relying more on 
technology and social media to spread the good news to employees 
about the availability of benefits.

4. Companies are offering more unique benefits that satisfy the various 
needs of employees. Paid sick leave, adoption assistance, and retire-
ment annuities are examples of some of these benefits. In addition, the 
Patient Protection and Affordable Care Act stands to greatly impact 
the health care benefits that companies offer employees.

Learning Objectives

After you have read this 
chapter, you should be  
able to:

LO1 Define a benefit and 
identify four strategic 
benefit considerations.

LO2 Analyze the differences 
between employee 
benefits in the United 
States and those in 
other countries.

LO3 Distinguish between 
mandated and 
voluntary benefits and 
list three examples 
of each.

LO4 Discuss the trends 
in retirement plans 
and compare defined 
benefit and defined 
contribution plans.

LO5 Explain the importance 
of managing the costs 
of health benefits 
and identify some 
methods of doing so.

LO6 Describe the 
growth of financial,  
family-oriented, and 
time-off benefits 
and their importance 
to employees.

Managing Employee 
Benefits13

c h a p t e r
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On a recent National Employee Benefits Day, the In-

ternational Foundation of Employee Benefits Plans 

persuaded HR leaders who were involved in benefit 

management to celebrate their hard work by playing a tune 

called “Takin’ Care of Benefits,” which was based on the hit song 

“Takin’ Care of Business” by Bachman-Turner Overdrive. This 

entertaining move was a way to congratulate these leaders for 

their contributions. But it also shows how much benefit admin-

istration has changed over the past several years. Benefits are 

now viewed as strategic tools that can help companies reach 

their objectives. Offering good benefits can indeed impact  

effective recruiting and retention of competent employees.

Land O’Lakes, the St. Paul, Minnesota food provider and  

agricultural organization, is one firm that has utilized benefits more 

strategically than many other companies. The senior director of 

benefits and HR operations, Pam Grove, has been instrumental in 

guiding the farmer-owned cooperative down the path of strategic 

benefit administration. Under her leadership, for instance, the 

organization now offers better benefits as a result of outsourcing 

and modifications made to health care coverage. These changes 

have resulted in long-term savings greater than $35 million. A 

high-deductible health care package that was offered in 2007 

also resulted in high rates of employee participation that were far 

beyond expectations.

According to Grove, the money 

saved from these programs has 

been nice. But one of the primary 

motives for making these changes 

was to encourage the organization’s 

benefit personnel to be much more 

oriented to managing business 

strategy. The resulting culture that 

has been established within the HR 

department is less focused on the 
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484 S e c t i o n  4   Compensation

Most companies provide benefits to workers as part of a total rewards package that 
ideally enhances their satisfaction with work. A benefit is a tangible indirect reward 
provided to an employee or group of employees for organizational membership. 
Benefits often include retirement plans, paid time off, health insurance, life and dis-
ability insurance, and many more. Benefits are not typically based on employee per-
formance; rather, they are provided to all employees who meet certain eligibility 
requirements.

In the United States, employers often play a key role in providing benefits for 
workers. In many other nations, citizens and employers are taxed to pay for gov-
ernment-provided benefits, such as health care and retirement programs. Although 
federal and state regulations require U.S. employers to provide certain benefits, they 
voluntarily provide many others. A recent major change in how health care benefits 
are provided means that U.S. employers may be less involved in providing health 
insurance.

Benefits tend to be costly for the typical U.S. employer, often averaging at 
least one-third of payroll expenses. In highly unionized manufacturing and utility 
industries, they may represent well over half of payroll costs. Current trends and 
projections suggest that health care coverage will lead to increases in the costs 
associated with providing benefits to employees, with one survey of public and 
private employers showing that growth rates in health care expenses are expected 
to increase, despite recent modest growth rates.2 Another survey found that 
health care expenses were ranked by CFOs as their primary business challenge. 
Findings also indicated that 53% of CFOs believe that labor costs will rise due 
to requirements of the Patient Protection and Affordable Care Act (PPACA), 
and 77% believe that employee contributions will also rise to help pay for these 
requirements.3 Health care inflation steadily decreased from a rate of 6.3% in 
2007 to a rate of 3.7% in 2012, but this trend is expected to reverse as ACA 
requirements such as mandatory health care benefits and additional related taxes/
fees are implemented.4 The increasing use of specialty drugs to treat serious 
illnesses is also expected to increase benefit costs. Many specialty drugs carry a 
price tag of over $600 a month, and the average expense of using these drugs is 
$10,000 a month for patients.5

Figure 13-1 shows employers’ per-hour costs for typical benefits. The  figure 
shows that there are differences between private- and public-sector employee 
 compensation costs, especially concerning retirement benefits. Health insurance 
represents the largest percentage of benefit costs, followed by paid time off, legally 
required benefits, and retirement plans. Notice that of the average total compensa-
tion of $31.32 in the private sector, employers are paying $9.60 for benefits, a 30% 
add-on to the base pay.

Benefit
A tangible indirect 
reward provided to an 
employee or group of 
 employees for organiza-
tional membership

administrative role of benefits. HR leaders and benefit specialists at Land O’Lakes 

want to be strategic partners. In this way, the benefits that are ultimately selected 

and offered by the firm can improve its ability to satisfy strategic objectives and  

improve the bottom line.1
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13-1 Benefits and HR Strategy
Some experts believe that companies will provide more voluntary benefits to em-
ployees such as dental, disability and life insurance plans, flexible spending accounts, 
membership discounts, and pet, identity-theft, and auto/home insurance programs.6 
A challenge for employers is how to balance the increasing costs of the benefits 
against their value to the organization and its employees. For instance, companies 
can choose to compete for or retain employees by providing different levels of base 
compensation, variable pay, and benefits. Similar to strategies targeted at improving 
pay, using a total rewards philosophy may mean putting greater emphasis on indi-
rect rewards that can differentiate the company from its competitors. Exploring new 
benefit options that are desirable to employees and adopting a strategic approach 
to compensation that manages pay and benefits comprehensively can help organiza-
tions successfully recruit and retain quality employees. Overall, benefits should be 
a key consideration in the total rewards package when determining organizational 
strategies regarding compensation.7

The benefit approach adopted as part of total rewards depends on many fac-
tors, such as the size of the organization, workforce competition, organizational 
life cycle, employee demographics, financial circumstances, and corporate strategic 
approach. A family-owned hotel may focus on providing a generous benefits pack-
age that includes flexible working arrangements and an in-house cafeteria because 
it can’t afford to pay employees as much as national lodging chains. Similarly, a 
high-tech company that employs a diverse workforce that includes many female 
employees may elect to offer more family-friendly benefits such as on-site daycare 

LO1 Define a 
benefit and identify 
four strategic benefit 
considerations.

Compensation
Element

Dollar ($)

31.32 100

21.72

1.10

43.95 100

69.4 28.17 64.1

9.60 30.6 15.78 35.9

Wages and salaries

Total compensation

Paid leave

2.50 8.0 2.59 5.9

Supplemental pay

2.16 6.9 3.20 7.3

3.5 0.35 0.8

Insurance

Legally required bene ts

Total bene ts

2.54 8.1 5.22 11.9

1.30 4.2 4.42 10.1Retirement and savings

Percentage
(%)

Dollar ($)
Percentage

(%)

Private Industry
Employers

State and Local
Government
Employers

Figure 13-1 Employer Compensation and Benefit Costs per Hour

Source: U.S. Bureau of Labor Statistics, 2014.
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486 S e c t i o n  4   Compensation

and adoption assistance. These examples illustrate how benefit choices are often 
influenced by many organizational factors that have strategic implications.

13-1a Benefits as a Competitive Advantage
Benefits can be used to create and maintain a competitive advantage for the orga-
nization. While they represent a significant cost, benefits are an important factor in 
employee commitment and retention. Attracting and retaining employees and in-
creasing productivity are business objectives that can be enhanced through effective 
design of benefit programs. Surveys by Aflac and Towers Watson show that over 
70% of employees regard employee benefits as an important factor in their decision 
to join or remain with an organization. There is also a strong connection between 
employee satisfaction with the benefits package and overall job satisfaction.8 Unfor-
tunately, one Society for Human Resource Management survey found that roughly 
25% of employers focus on benefits to recruit workers, and only about 20% use 
them to retain current workers.9 Evidence also suggests that benefits do not always 
meet the needs of both employers and workers and therefore do not lead to im-
proved engagement or operational effectiveness.10

Employers may offer benefits to aid recruiting and retention, improve orga-
nizational performance, and meet legal requirements. Another Society for Human 
Resource Management survey found that 31% of companies utilize benefits as an 
effective way to recruit workers, and many HR professionals believe that provid-
ing benefits such as health care, retirement support, flexible work arrangements, 
employee development, and health/wellness initiatives will play a more prominent 
role in recruitment in the near future.11 Some employers use benefits to reinforce the 
company philosophy of social and corporate citizenship. Firms that provide above 
average benefits are often viewed more positively within a community and the in-
dustry by customers, civic leaders, current employees, and individuals working for 
other firms. Conversely, employers who are seen as skimping on benefits, cutting 
benefits, or taking advantage of workers may be viewed more negatively.

Hilton Worldwide is a good example of how a company can utilize benefits to 
improve operating results. The company now uses benefits as an effective way to dif-
ferentiate the organization from the competition. “Benefits are no longer about just 
providing employees with traditional plans,” says Diane Heyman, SPHR, who works 
as Hilton’s global compensation and benefits head. “Our team has become partners 
with the business in how to offer competitive packages.” Based on the findings of 
various research programs and employee surveys, Hilton Worldwide started a com-
prehensive paid-time-off program to replace vacation and sick pay because it found 
that people wanted greater flexibility to manage their time off.12 This is a prime 
example of how an organization can leverage benefits that are valued by employees.

Benefits can influence employees’ decisions about which employer to work for, 
whether to stay with or leave an organization, and when to retire. What benefits 
are offered, the competitive level of benefits, and how those benefits are viewed 
by individuals all affect employee attraction and retention efforts. An additional 
concern is the changing composition of the U.S. workforce and how expectations 
about benefits by different generations of employees are affecting benefit decisions 
for employers. For instance, many Baby Boomers who are approaching retirement 
age are concerned about retirement benefits and health care, while younger workers 
are more interested in flexible and portable benefits as well as career development 
opportunities. Similarly, increased diversity in the workplace encourages companies 
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to offer more voluntary benefits that satisfy different individual needs. Offering 
benefit plans that appeal to employees at different stages of life and with different 
needs and priorities is a way to attract and retain a diverse workforce.

13-1b Tax-Favored Status of Benefits
Providing employees benefits rather than wages can be advantageous for employ-
ees. Most benefits (except for paid time off) are not taxed as income to employees. 
During World War II, wage and price controls were instituted to ensure appropri-
ate use of resources and to keep inflation rates low. Wishing to attract and reward 
hardworking employees, companies began to offer paid fringe benefits as added 
incentives. Since benefits were not paid in wages, they were never taxed as income 
to the employee, yet the company could deduct the cost as a business expense. This 
explains why the United States differs from many other countries in how benefits 
(especially health insurance) are provided to workers.

The tax-favored status means that a dollar in employee benefits is actually 
worth much more to an employee. For example, if Sally is an employee who is in 
the 25% tax bracket and earns an extra $400 as a special bonus, she will pay $100 
in taxes on this amount (disregarding deductions). So, her special bonus increases 
Sally’s total rewards by only $300. But if Sally’s employer provides her with group 
legal insurance benefits worth $400, she receives the full value of $400 since it is 
not reduced by taxes. This feature makes benefits a desirable form of compensation 
to employees if they understand the value provided by the benefits. See the accom-
panying “HR Competencies & Applications: Gross Up Pay Calculation” feature to 
learn how to “gross-up” wages.

13-1c Global Benefits
There are significant differences in benefits across the globe. In many countries, a 
variety of benefits are provided through programs administered by the government. 
Employers and employees are taxed heavily to pay into government funds that cover 
these benefits. The costs of these benefits are often quite high due to generous retire-
ment and health insurance plans, coupled with an aging workforce and increasing 
retiree populations. In Portugal, for example, the government was forced to drop a 
controversial plan to increase employee social security contributions from 11% to 
18% of pay in an effort to address public deficits. An outcry by unions and workers 
put an end to the idea, and now the government will seek alternate ways to restore 
economic stability in the retirement system.13 National pension programs in Germany, 
France, and Japan, among other countries, are facing significant financial pressures 
because of their aging workforces and populations. The Social Security and Medicare 
systems in the United States face similar challenges. In Mexico, legislators are consid-
ering programs that provide unemployment insurance and universal pensions to some 
individuals, and changes to social security contributions have also been approved.14

Health care benefits also differ significantly worldwide. Developed nations 
(with the exception of the United States until very recently) are far more likely to 
provide compulsory, government-sponsored health plans for all citizens, regard-
less of employment status. Countries including Great Britain, Chile, South Korea, 
 Thailand, Brazil, and Canada have universal health care programs. These pro-
grams are financed either by employer contributions or from income taxes paid 
by employees, or a combination of both. In most countries, wealthier citizens can 

LO2 Analyze the 
differences between 
employee benefits 
in the United States 
and those in other 
countries.

gloBal
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purchase private health insurance and seek treatment from private medical provid-
ers rather than using public medical providers. Recent legal changes mean that U.S. 
citizens will have universal access to health care in the coming years. This topic will 
be covered in greater detail later in this chapter. Figure 13-2 shows the percentage 
of gross domestic product (GDP) spent on health care in selected countries. Costs 
in the United States are the highest in the world at nearly 18% of 2010 GDP, while 
developing nations like Bangladesh spend less than 4% of GDP.

The amount of paid leave provided to employees also varies significantly in dif-
ferent countries. Paid time off for childbirth and medical disability are generous in 
Scandinavian and European countries, and they provide lengthy paid leave for new 
mothers. A number of countries also provide paid time off for new fathers as well. 
For example, mothers in Sweden receive 14 weeks of job-protected maternity leave 
with at least 80% salary paid, while fathers receive two weeks of paternity leave at 
80% of salary. In addition, parents are eligible for up to 480 additional paid days 
off for parental leave until the child’s first year of school. Few industrialized nations 
do not mandate such benefits for employees.15 With regard to childbirth and sick 
leave, the United States is the only major developed nation that does not guarantee 
workers pay during such absences from work.

Given these various issues, companies that employ people in different coun-
tries face a number of challenges. Firms must provide generous benefits to be com-
petitive in local labor markets, but finding equitable and practical solutions to the 

Gross Up Pay Calculation

To determine the “true” value of employee ben-
efits, HR professionals can calculate the “gross-
up” amount that represents the equivalent pay 
to the employee. Gross-up means to increase 
the net amount of what the employee receives 
to include the taxes owed on the amount. Let’s 
say that Harold is our employee and he is in the 
38% tax bracket. His employer provides pet 
care insurance worth $200. Harold is given the 
choice of accepting the pet insurance benefit 
or taking the cash equivalent. To be fair, Har-
old should receive the grossed-up value of that 
benefit, not simply $200 in his paycheck. Re-
member that if he receives $200 in his pay, he 
will pay income taxes on that amount and will 
net $124 ($200 less taxes of $76).

To calculate how much the $200 is really 
worth to Harold, calculate the gross-up by 
following these steps:

1. 100% − tax% = net%
(100% − 38%) = 62%

2. payment/net% = gross amount of  
earnings
($200/62%) = $322.58

3. Check by calculating Harold’s gross-to-
net pay
(payment × net%) = net pay
($322.58 × 62%) = $200

Now, Harold can make an informed 
decision about which opt ion to select, 
knowing that he is receiving the same value 
no matter which way he chooses. The $200 
insurance benefit is really worth $322.58 to an 
employee in the 38% tax bracket (if he or she 
has a dog).

gross-up
To increase the net 
amount of what the 
employee receives to 
include the taxes owed 
on the amount
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differences among national requirements is complicated. For instance, some Latin 
American organizations offer more generous (and voluntary) benefits to increase 
employee motivation and morale. A survey of workers and employers in Mexico, 
Chile, and Brazil found that a majority of firms in each of these countries uses ben-
efits to enhance employee performance. Findings also showed that companies fo-
cus on voluntary benefits such as health and wellness initiatives and different kinds 
of insurance (life, disability, etc.).16 Multinational companies operating in various 
countries must determine how to compensate both host-country nationals and 
 expatriates so that all employees will feel that they are being treated fairly. How 
they handle these decisions impacts global attraction and retention of employees 
among international employers.

13-1d Public-Sector Benefits
Workers in the public sector have for many years enjoyed more generous benefits 
than those in the private sector. Many states and cities face serious budget shortfalls 
because of the funding requirements for employee retirement and health care plans. 
Several state governments have deferred payments to pension funds because they 
are already in debt and do not have enough tax revenue to cover the costs. This has 
led to proposed and enacted legislation in several states to roll back the power of 
public-sector unions that have successfully bargained for these benefits.

Country Name

10.1 11.7France

13.6 17.9United States

8.8 10.9Canada

9.3 9.4Portugal

10.0 11.5Austria

10.4 11.3Germany

7.2 9.3Brazil

4.3 7.5Korea, Rep.

8.1 10.8Belgium

2000 2012

5.1 6.1Mexico

4.6 5.4China

4.3 4.0India

3.4 3.9Thailand

3.2 4.6Philippines

2.8 3.6Bangladesh

Figure 13-2 Percentage of GDP Spent on Health Care in Select Countries

Source: World Bank, 2015.
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Public-sector workers (police, firefighters, teachers, and other government 
workers) belong to labor unions at a much higher rate than do nongovernment 
workers. Their union contracts often include free health care and traditional de-
fined benefit pension plans. These are costly benefits that many states and cities can 
no longer afford. However, because the benefits are part of negotiated labor agree-
ments, both the union and the employer must agree on changes. Some states and 
their union workers are finding ways to modify benefits plans. Many others will be 
dealing with this issue in the coming years.

13-2 Managing Benefits
Benefit programs must be designed, administered, communicated, and measured. 
To maximize the impact that employee benefits have on employee satisfaction and 
retention, careful consideration must be given to designing benefit programs with 
the overall organizational philosophy and strategy in mind.

13-2a Benefits Design
Organizations design benefit plans with a goal of providing value for employees 
while remaining cost-effective for the company. Many key decisions must be made 
as part of benefits design as highlighted in Figure 13-3.

Flexible Benefits As part of both benefits design and administration, employers 
may offer employees choices in benefits. A flexible benefits plan is a program that 
allows employees to select the benefits they prefer from options established by the 
employer. As a result of the changing composition of the workforce, flexible benefits 
plans have grown in popularity. Flexible benefits systems recognize that individual 
employee situations differ because of age, family status, and lifestyle. For instance, 
dual-career couples may not want to duplicate benefits from two different employ-
ers. Under a flex plan, one of them can forgo some benefits that are available in the 
partner’s plan and take other benefits instead.

A problem with flexibility in benefit choice is that employees may choose an 
inappropriate benefits package. Younger employees may decide not to participate in 
the retirement plan because they believe retirement is decades away and that there 
is sufficient time to save in the future. However, this may result in inadequate retire-
ment savings for the employee. Part of this problem can be overcome by requiring 

flexible benefits plan
Program that allows 
employees to select the 
benefits they prefer from 
options established by 
the employer

What percentage
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choices?
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What is the
budget for
bene
ts?
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administration?

Figure 13-3 Benefit Design Decisions
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employees to select a core set of benefits (life, health, retirement, and disability  
insurance) and then offering options on other benefits.

Another problem can be adverse selection by employees, a situation in which 
only higher-risk employees select and use certain benefits. For example, employees 
with young children are far more likely to enroll in orthodontia benefit plans that 
provide braces than are older employees. Since insurance plans are based on a group 
rate, the premium rates might be higher because too few employees who do not 
need braces enroll in the plan.

Offering more choices leads to higher administrative costs for the organization. 
Since many flexible plans have become complex, they require more administrative 
time and information systems to track the choices made by employees. Despite the 
disadvantages, flex plans will likely continue to grow in popularity.

Part-Time employee Benefits and Status Another key design issue is 
whether to provide benefits to part-time employees. Many employers do not pro-
vide part-time employee benefits, except some paid time off. Figure 13-4 shows the 
percentage of full-time and part-time employees in the private sector that have ac-
cess to and participate in selected employee benefits. Part-time employees are most 
likely to receive retirement benefits and least likely to receive medical care and life 
insurance benefits. Benefits for part-time employees are often provided in propor-
tion to the percentage of full-time work they provide.

Still another concern relates to whether employees are designated as part-time 
workers, which can affect their eligibility for benefits in a company. Besides what 
is specified in certain laws and regulations, companies can create their own hourly 
thresholds for part-time and full-time status, but once these standards are estab-
lished, they must be honored or legal problems may arise. Based on generally ac-
cepted standards likely held by the Department of Labor and the Internal Revenue 
Service, “consistently working” 35 hours per week is a common threshold for the 
designation of employees as full time. Consequently, employers should evaluate 
jobs on a regular basis to determine part-time/full-time status and properly verify 
whether employees should receive benefits. Factors such as temporary increased 
hours and seasonal work should be considered.17

adverse selection
Situation in which only 
higher-risk employees 
select and use certain 
benefits

Bene�t Category

Access (%)

37 7419 58

23 8612 63

13 7211 71

Medical care

Retirement

Life insurance

Participation
(%)

Access (%)
Participation

(%)

Part-Time Employee Full-Time Employee

Figure 13-4  Access to and Participation in Selected Employee Benefits for  

Private- Sector Workers

Note: Access means that the employee is offered the opportunity to enroll in the benefit plan. Participation means 
that the employee actually enrolls in the benefit plan or receives the benefit.

Source: U.S. Bureau of Labor Statistics, 2014.
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Domestic Partner Benefits There have been a number of challenges to how 
marriages are defined at different state and federal levels, with cases focusing on 
the Defense of Marriage Act (DOMA), as well as whether and how to recognize 
same-sex marriage.18 The U.S. Supreme Court recently voted against DOMA, which 
changed the way terms such as marriage and spouse are defined and essentially 
treats same-sex spouses the same as opposite-sex married couples. This means that 
same-sex spouses may be entitled to certain benefit plans, and if same-sex couples 
get divorced, one partner may be entitled to a share of retirement benefits.19

In states where gay marriage is legal, companies have to consider whether to 
treat same-sex spouses in the same manner as traditional married couples with re-
gard to benefits. This issue is made even more complicated when organizations have 
operations in multiple states with varying laws. While insurance issuers cannot deny 
coverage to same-sex married couples, even in states where same-sex marriage is 
not formally (or legally) recognized, employers can elect to offer benefits plans that 
do not cover these individuals. There is speculation these situations will result in 
increased litigation under Title VII of the Civil Rights Act.20 However, employers 
must provide same-sex couples the benefits provided under federal law even if they 
are working and/or living in states that have not legalized same-sex marriage. An 
example would be allowing a legally married same-sex partner who is employed 
in a state that does not support same-sex marriage to take funds from a 401(k) 
retirement account to pay for a spouse’s emergency medical treatments.21 Overall, 
organizations can demonstrate that they are accommodating and respectful of all 
workers when they provide benefits to married same-sex couples, which can enhance 
recruiting, employee satisfaction, and retention.

Older Workers Benefit Needs Hiring and retaining older workers can be an 
important strategy for an organization seeking high-quality talent with a wealth of 
knowledge and experience. Modified work schedules, part-time benefits, and sim-
plified seasonal travel can be attractive to older workers. For example, CVS Care-
mark instituted a snowbird program to allow pharmacists to migrate south for the 
winter months and transfer to pharmacies in those locations. The pharmacists re-
turn to their northern homes during the warmer months and work in pharmacies 
there for the summer.22

Phased retirement programs allow employees to work part time and withdraw 
some retirement funds at the same time. Wellness programs and annual financial 
planning counseling are also highly valued by older workers. Since many older 
workers plan to remain actively employed into their later years, organizations can 
offer benefits targeted to this employee population and retain skilled workers for 
the organization.

13-3 Benefits Administration, Technology, 
and Communication

Legal compliance, record keeping, enrollment, and participation issues result in a 
significant administrative responsibility for organizations. Organizations may elect 
to have internal benefits professionals handle these duties, or they may use employ-
ees and vendors to streamline many of the routine clerical tasks involved. Many 
organizations offer an open enrollment period once a year. Open enrollment is a 

open enrollment
A time when employees 
can change their par-
ticipation level in various 
benefit plans and switch 
between benefit options
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time when employees can change their participation level in various benefit plans 
and switch between benefit options.

Outsourcing Benefits Administration With the myriad of benefits, it is easy to 
see why many organizations must make coordinated efforts to administer benefits pro-
grams. One significant trend is the outsourcing of benefits administration. Third-party 
administrators (TPAs) are vendors that provide enrollment, record keeping, and other  
administrative services to organizations. Outsourcing is on the rise, and many organiza-
tions use TPAs to help manage costs and to provide expertise and efficiency in plan ad-
ministration. However, employers need to be aware of the terms of vendor contracts and 
do their best to negotiate reasonable terms. The following issues should be considered by 
HR professionals when trying to secure beneficial vendor contracts:

•	 Examine contracts closely and be familiar with the terms to determine the 
best deal.

•	 Make sure that vendors and companies are protected from errors (that 
can lead to penalties/fees) made by either party, something called mutual 
indemnification.

•	 Get vendors to agree on prices that will not change in the short run.
•	 Specify all services provided by vendors in the contract.
•	 Secure any promises made by vendors in writing.
•	 Look out for excessive vendor fees, often paid by employees.
•	 Push to get a termination clause in vendor contracts and be cautious of  

termination penalties.23

Technology and employee Self-Service The spread of HR technology, par-
ticularly web-based and mobile systems, has significantly changed the benefit admin-
istration burden on HR staff. Internet and computer-based systems are being used to 
communicate benefit information, conduct employee benefit surveys, and facilitate 
benefit administration. These systems can decrease expenses, increase positive commu-
nication, and effectively connect people across many HR functions, including benefit 
management.

Information technology makes it possible for companies to offer self-service to 
employees. Self-service is technology that allows employees to change their benefit 
choices, track their benefit balances, and submit questions to HR staff members and 
external benefit providers. However, not all employees can easily navigate the on-
line system for benefit enrollment and maintenance. While the ideal self-service por-
tal includes links to medical care providers, investment funds for retirement plans, 
and other important information, it can easily overwhelm employees. It is therefore 
important that assistance is available and that employees are provided with help 
screens, contact information for administrators, and access to HR experts.24

13-3a Benefits Measurement
The significant costs associated with benefits require that analyses be conducted to 
determine the payoffs for the expenditures. Numerous HR metrics can be used to 
evaluate whether benefits are providing the expected results in terms of employee 
retention and satisfaction. Some examples are shown in Figure 13-5.

Other metrics are used to measure the return on the expenditures for various 
benefit programs provided by employers. Some common benefits that employers 
track using HR metrics are workers’ compensation, wellness programs, prescription 

third-party 
 administrator (tpa)
A vendor that provides 
enrollment, record 
keeping, and other 
administrative services  
to an organization

Self-service
Technology that allows 
employees to change 
their benefit choices, 
track their benefit 
balances, and submit 
questions to HR staff 
members and external 
benefit providers

MeaSure
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drug costs, leave time, tuition aid, and disability insurance. The point is that both 
benefit expenditures generally and costs for individual benefits need to be measured 
and evaluated as part of strategic benefits management.

13-3b Benefit Cost Control
Since benefit costs have risen significantly in the past several years, particularly 
for health care, employers are focusing more attention on measuring and control-
ling them, even reducing or dropping benefits offered to employees. Increases in 
employer expenditures for benefits are growing faster than increases in wages for 
employees.25 For example, during economic downturns, many organizations stop 
contributing to the employee 401(k) plan, reduce education reimbursement, and 
cut training expenses. Companies are likely to wait until they are confident that 
they can afford the programs before benefits are reinstated. To soften the blow to 
employees, some companies add voluntary benefits such as group auto and home 
insurance programs at reduced group rates.

Another common means of benefit cost control is cost sharing, which refers to 
having employees pay for more of their benefit costs. The majority of firms use this 
strategy along with providing wellness programs, offering employee health education, 
and changing prescription drug programs. Companies might also consider consolidat-
ing benefit packages into more streamlined offerings so that costs can be minimized.

13-3c Benefit Communication
Employees are often not fully aware of the values and costs associated with the 
benefits provided by employers. This is in large measure due to ineffective commu-
nication by the company and the lack of a clear strategy for discussing benefits with 
employees. This means that the investments many companies make in benefits may 
not be helping them effectively attract and retain competent employees.

Bene�ts as a percent

of payroll

Bene�t costs per

FTE

Bene�t costs by

employee group

Bene�ts

administration costs

Health care costs

per FTE

Retirement plan

participation rate

Paid time-off

utilization

Tuition

reimbursement costs

Figure 13-5 Frequently Used Benefit Metrics
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Benefit communication and employees’ satisfaction with benefits are most defi-
nitely linked. For instance, employees often do not fully understand their health 
benefits, a situation that can cause dissatisfaction in the workplace. Consequently, 
many employers develop special benefit communication systems to inform employ-
ees about the monetary value of the benefits they provide. The findings of Bank of 
America Merrill Lynch’s Workplace Benefits Report, which surveyed over 1,000 em-
ployers across the United States, showed that roughly one-third of HR professionals 
dedicate time to teaching workers about their benefits. These education efforts com-
monly focus on retirement, health care, and staffing issues such as downsizing.26

Employers can adopt some best practices when designing benefit communica-
tions. Companies can focus on developing communication policies that enable them 
to educate employees about their benefits and the associated costs, and the Internet 
and social media might help drive more effective communication with individuals 
and groups. A Society for Human Resource Management survey determined that 
the main approaches used by companies to communicate benefit information to 
employees included online/print materials, group sessions, and personal counseling. 
Only 3% of the companies relied on social media for benefit communication, but 
8% of those that didn’t claimed that they would do so in the near future.27 The 
Xerox firm ACS uses a virtual fair to educate employees about benefit opportunities 
and enroll them in different programs.28

When planning benefit communication efforts, it is important to consider fac-
tors such as the timing and frequency, the communication methods, and any special-
ized content. Any significant changes to benefits, such as reduced 401(k) matches 
and increased employee health plan contributions, should be communicated by 
top managers in the organization. Providing the rationale for these actions helps 
employees understand why their benefits are being changed. This communication 
should be supported by HR professionals and other key managers who are well 
informed and can answer any questions.

Personal Benefit Statements Some companies give individual employees a 
personal statement that translates benefits into dollar amounts. These statements 
give employees a snapshot of the total compensation they receive. They help em-
ployees see the “hidden paycheck,” that is, the value of their benefits. These state-
ments can be shared with family members to emphasize the true package of rewards 
provided by the employer.

13-3d Types of Benefits
Employers offer a wide range of benefits. Some are mandated by laws and govern-
ment regulations, while others are offered voluntarily by employers as part of their 
HR strategy. Figure 13-6 lists the major categories of benefits and highlights those 
that are legally required and those that are voluntarily provided by employers.

While there are many mandated benefits that employers in the United States 
must provide to employees, in general, the United States requires fewer employee 
benefits than many other nations. However, employers voluntarily offer a broad 
variety of other benefits to help them compete for and retain employees. By offering 
additional benefits, organizations provide greater security and support to workers 
with diverse personal circumstances. In addition, as jobs become more flexible and 
varied, both workers and employers recognize that choices among benefits are nec-
essary, as evidenced by the growth in flexible benefits and cafeteria benefit plans. 

LO3 Distinguish 
between mandated 
and voluntary benefits 
and list three examples 
of each.
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A cafeteria benefit plan is one in which employees are given a budget and can pur-
chase the bundle of benefits most important to them from the “menu” of options 
offered by the employer.

13-4 Legally Required Benefits
The earliest benefit law was the Social Security Act, which was passed at the end of 
the Great Depression. Little was done on the federal level after that until the 1970s 
and later. Federal statutes have been enacted to address financial and employment 
security for workers, particularly those with medical problems.

13-4a Social Security and Medicare
The Social Security Act of 1935 and its later amendments established a system to 
provide old-age, survivor’s, disability, and retirement benefits. Administered by the 
federal government through the Social Security Administration, this program pro-
vides benefits to individuals who were previously employed. Medicare was imple-
mented in 1965 to provide medical care for people over the age of 65. The Federal 
Insurance Contributions Act (FICA) was passed to facilitate payroll contributions in 
support of both programs.

Social Security Employees and employers share in the cost of Social Security 
through a tax on employees’ wages or salaries. When the law was first enacted, em-
ployers and employees each contributed 1% of worker wages to the fund. By 1990, 
the rate had increased to 6.2% paid by each party (for a total of 12.4%), which is 
the current rate of payroll tax contributions. The amount of wages subject to tax 
is reviewed and increased periodically. Starting in 2015, the taxable wage base was 
increased from $117,000 to $118,500, with earnings over that amount not being 
subject to Social Security tax.29

cafeteria benefit plan
Employees are given a 
budget and can purchase 
the bundle of benefits 
most important to them 
from the “menu” of 
options offered by the 
employer

Figure 13-6 Types of Benefits

Legally required bene�ts Voluntary bene�ts

Health Care Bene�ts Time-Off Bene�ts

COBRA and HIPAA provisions
PPACA
Medical plans 

Financial Bene�ts

Dental and vision care
Wellness programs

Life, disability, and long-term
care insurance
Education assistance
Relocation/home buying
assistance
Severance pay

Military-service leave Social Security
ADEA and OWBPA provisions

Retirement Bene�ts

Public-service leave
Vacation
Holidays
Bereavement leave

Family Bene�tsy

FMLA provisions

Domestic partner bene�ts
Adoption bene�ts
Child care and elder care

p

De�ned bene�t plans
De�ned contribution plans
401(k) plans
Cash balance pension plans
Phased retirement programs

Security Bene�ts

Workers’ compensation
Unemployment compensation

00709_ch13_ptg01_482-526.indd   496 21/10/15   11:20 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a p t e r  1 3   Managing Employee Benefits 497

Social Security is a politically sensitive program. The U.S. Congress has re-
sponded to public pressure by raising payments and introducing cost-of-living ad-
justments. An increasing number of financial experts are also providing advice to 
individuals about the best times to start drawing Social Security based on variables 
such as work income, retirement account income, and spousal (Social Security) bene-
fits, and a number of inexpensive or free online resources can assist with calculations 
and planning.30 However, concerns persist about the long-term financial viability of 
the program. In response, the normal retirement age to receive maximum Social Se-
curity benefits has been steadily increased from 65 to 67, and it remains to been seen 
if further age increases will occur in the future. Figure 13-7 shows the retirement age 
for employees born in various years. Further legislative action will likely be required 
to address criticisms that the system is not sustainable in its current form.

Medicare Medicare is a government-operated health insurance program for older 
Americans (age 65 and above) and for some citizens with disabilities. Medicare is 
funded by a tax on employers and employees. Each party pays 1.45% of employee 

Figure 13-7 Normal Retirement Age for Social Security Benefits
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Source: U.S. Social Security Administration, http://www.ssa.gov/OACT/ProgData/nra.html.
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earnings. Unlike the taxes paid for Social Security, there is no earnings limit on 
Medicare contributions. Therefore, all wages earned by workers are taxed at 2.9%. 
An additional Medicare tax of 0.9% for individuals who earn higher incomes was 
instituted in 2013; employers are expected to withhold this tax for compensation 
that exceeds $200,000 per year. The percentage that an employee pays increases to 
2.35% (from 1.45%) on income that is earned above certain threshold levels, which 
are $250,000 for spouses filing jointly; $125,000 for spouses filing separately; and 
$200,000 for single wage earners. The portion of the tax that an employer pays 
remains unchanged at 1.45%.31 The future financial solvency of the program has 
been questioned, and legislative action in the coming years is likely to be needed to 
address the program’s continuation.

13-4b Workers’ Compensation
Workers’ compensation are security benefits provided to workers who are injured 
on the job. State laws require most employers to provide workers’ compensation 
coverage by purchasing insurance from a private carrier, state insurance fund, or 
self-insuring.

Workers’ compensation regulations require employers to provide cash benefits, 
medical care, and rehabilitation services to employees for injuries or illnesses that 
occur within the scope of their employment. In exchange, employees give up the 
right to pursue legal actions and awards. However, various circumstances may in-
fluence a company’s obligation to pay workers’ compensation. The following “HR 
Competencies & Applications: “ ‘One Toke over the Line’—No Coverage for Medi-
cal Marijuana” feature explores how medical and recreational marijuana use by 
employees may impact such coverage.

The concepts of no-fault insurance and exclusive remedy balance the rights of 
employers and employees under workers’ compensation. No-fault insurance means 
that an injured worker receives benefits even if the accident was the employee’s 
fault. For example, if an employee violates the safety rules and fails to wear safety 
shoes and drops a heavy object on his foot that causes a broken toe, his medical and 
disability expenses will still be paid by the employer’s insurance coverage. Exclusive 
remedy means that workers’ compensation benefits are the only benefits injured 
workers may receive from the employer to compensate for work-related injuries. In 
most instances, an injured worker cannot file a lawsuit for additional money.

Workers’ compensation programs are funded at the employer’s expense; work-
ers cannot be required to make financial contributions for this coverage. Since each 
state operates independently, employers must be aware of various regulations if they 
operate in multiple states. The Bureau of Labor Statistics reports that, on average, 
private-sector employers spend about $0.42 per hour, or 1.5% of total payroll, in 
workers’ compensation costs.32 Costs in some states are much higher. Costs can 
vary a great deal based on the requirements in each state and the safety record for 
each company. One of the most effective cost-control mechanisms to keep premiums 
low involves focusing on accident prevention. The types of jobs in companies, the 
work that is performed, and employees’ pay rates can also influence the expenses re-
lated to workers’ compensation insurance. Given these many variables, there is also 
growing concern over “premium fraud” on the part of employers. Companies can 
distort the number of previous claims, misclassify employees, and disclose incorrect 
(lower) pay to reduce the costs associated with workers’ compensation. These mis-
representations can lead to serious and costly legal action.33
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13-4c Unemployment Compensation
Unemployment compensation was established as part of the Social Security Act of 
1935 to provide a minimum level of benefits for workers who are out of work. Each 
U.S. state operates its own unemployment compensation system, and benefit lev-
els and job-search provisions differ significantly from state to state. Each company 

“One Toke over the Line”—No Coverage  
for Medical Marijuana

A number of states have legalized the use of 
marijuana for medical purposes. Two other 
states, Colorado and Washington, have legal-
ized marijuana for recreational use. These actions 
have fueled debates and clouded many issues 
about how to treat the drug for the purposes of 
workers’ compensation. This is because the use 
of marijuana for any purpose, despite what state 
statutes allow, is still illegal under federal law.

One of the most pressing questions about 
medical use of the drug is who gets to pay for 
it in workers’ compensation cases? States such 
as Michigan, Vermont, Colorado, and Montana 
have specified that insurers are not required to 
reimburse employees for medical marijuana, 
and many experts believe that this is currently 
the case in many others states as well, even in 
states that offer no legal precedence or have 
legalized the drug in some way. However, such 
an approach has been challenged and could be 
reviewed further in new court cases.

Employers with zero-tolerance drug policies 
appear to be particularly protected against 
reimbursement claims for medical marijuana. 
For instance, companies can still terminate the 
employment of individuals who use marijuana 
because federal law recognizes it as an illegal 
substance, even in states such as Colorado that 
have legalized the drug for recreational use. Courts 
have also generally supported an employer’s right 
to fire employees who have used marijuana for 

medical purposes when the company has a 
zero-tolerance drug policy. However, states such 
as New Mexico and Rhode Island have laws in 
place to protect the use of medical marijuana, so 
HR professionals and managers should become 
familiar with relevant state statues.

Another challenge involves situations 
where employees are injured on the job and test 
positive for marijuana use, but the drug did not 
lead to the injuries. A recent case in Oklahoma 
determined that a worker was still entitled to 
workers’ compensation benefits even though 
it was determined that he had marijuana in his 
system—because the drug did not contribute to 
his being harmed.34

As a line manager or HR professional, 
you might have to make determinations about 
employee drug use and workers’ compensation. 
You might also work for a company that has 
a zero-tolerance drug policy. Consequently, 
consider the following questions:

1. Have you ever worked for an organization 
that had a zero-tolerance drug policy? If so, 
how did the company manage this policy? 
If not, do you think your employer should 
have developed such a policy?

2. What should HR professionals and line 
managers do to better educate themselves 
about the impact of marijuana use on work-
ers’ compensation?
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500 S e c t i o n  4   Compensation

pays an unemployment tax that is based on an “experience rate,” which reflects the 
number of claims filed by workers who leave employment.

Under normal circumstances, an employee who is out of work and actively 
looking for employment can receive up to 26 weeks of pay at the rate of 50% to 
80% of normal pay. Most employees are eligible. However, workers fired for mis-
conduct or those not actively seeking employment are generally ineligible.

During times of widespread economic hardship, the government might increase 
the number of weeks during which eligible workers receive benefits. In recent years, 
unemployed workers could collect benefits for up to 99 weeks. The decision to extend 
benefits is often controversial, and legislators struggle to find a balance between provid-
ing income security to workers and reducing workers’ motivation to seek employment.

13-4d Additional Legally Required Benefits
Besides workers’ compensation and unemployment insurance, most companies 
must provide additional benefits. Continued group medical benefits under COBRA 
regulations are discussed in the section on health care. Health care portability and 
medical information privacy under HIPAA are also discussed in the health care sec-
tion later in this chapter. Job-protected medical leave under FMLA is discussed in 
the section on time-off benefits.

13-5 Retirement Benefits
The aging of the workforce in many countries is affecting retirement planning for indi-
viduals and retirement plan costs for employers and governments. In the United States, 
the number of citizens at least 55 years of age has increased significantly in recent 
years, and older citizens constitute a large portion of the population. More workers are 
delaying retirement because of financial difficulties and decreased value of retirement 
savings coupled with longer life spans. Approximately 30% of workers in one survey 
had no plans to stop working or did not know when they would retire.35 There is 
speculation that senior employees’ postponement of retirement is preventing some up-
wardly mobile younger employees from getting better jobs, but some recent evidence 
suggests that this might not be the case.36 However, staffing “bottlenecks” can occur, 
and workplace management is more difficult when senior workers delay the move to 
retirement because they are concerned about their financial situations.37 According to 
Eileen Timmins, who is Executive Vice President of HR at the financial services com-
pany Allston Trading, “Employers need to know that employees can retire when the 
time comes so that employees underneath them can develop and take on those roles.”38

Unfortunately, most U.S. citizens have inadequate savings and retirement benefits to 
fund their retirements. According to a study by the Employee Benefit Research Institute, 
60% of workers report that they have less than $25,000 in savings, excluding the value 
of their home.39 Based on the findings of a joint study sponsored by the Transamerica 
Center for Retirement Studies and Aegon, it is also thought that Millennials in many 
countries will be less financially stable in retirement than the previous generation because 
many are not planning well enough for the move into retirement.40 Several proposed 
presidential initiatives might address some of these issues by focusing on retirement 
planning equity (limiting the amount that can be saved in retirement accounts) and  
encouraging individuals to invest in a new type of savings bond.41

While traditional pension plans that provided a defined amount for retirement 
at a defined age were the norm for decades, since the early 1980s, fewer companies 

LO4 Discuss the 
trend in retirement 
plans and compare 
defined benefit and 
defined contribution 
plans.
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have provided these plans. Instead, employee-funded retirement accounts have  
become standard. Evidence provided by the Benefit Research Institute shows that 
in 1979, of all private-sector employees, 62% of those who had retirement benefits 
were enrolled solely in pension plans, 16% were enrolled solely in defined contribu-
tion plans, and 22% were utilizing both programs. In comparison, by 2011, a mere 
7% had pension plans, 69% had defined contribution plans, and a percentage similar 
to the one reported in 1979 participated in both programs.42 Given these realities, 
retired individuals must often rely on Social Security payments, which were not 
designed to provide full retirement income.

Financial planners refer to these options as the three-legged stool of retirement 
income, which is a model showing the three sources of income to fund an employee’s 
retirement. Figure 13-8 shows how the model has changed over time, with workers 
now carrying a greater financial burden to prepare for retirement. Employers empha-
size that employees must take on more responsibility to plan and save for retirement.

Retirement benefits can be a valuable tool for attracting and retaining work-
ers. Sixty percent of employees with less than two years of service at companies 
with traditional pension plans state that the pension plan is an important reason for 
their job choice. Further, 80% of workers at companies with traditional pensions 
plan to continue working for their employer until they retire. Over half of employ-
ees surveyed report that they would switch jobs to get better retirement benefits.43 
Therefore, the decisions a company makes about its retirement benefits can have an 
important and lasting impact on talent management.

13-5a Retirement Plan Concepts
Certain rights are associated with retirement plans. One such right, called vesting, 
gives employees a benefit that cannot be taken away. If employees resign or are ter-
minated before they have been employed long enough to become vested, no pension 
rights accrue to them except the funds they have contributed. If employees work for 
the required number of years to be fully vested, they retain their pension rights and 
receive the amounts contributed by both the employer and themselves.

Another feature of some retirement plans is portability. In a portable plan, em-
ployees can move their retirement benefits from one employer to another. Instead 
of requiring workers to wait until they retire to move their retirement plan benefits, 

three-legged stool
A model showing the 
three sources of income 
to fund an employee’s 
retirement
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taken away
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Figure 13-8 The Three-Legged Stool of Retirement Income
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once workers are vested in a plan, they can transfer their fund balances to other  
retirement plans if they change jobs.

13-5b Retirement Plans
A retirement plan is a program established and funded by the employer and/or em-
ployees to fund employees’ retirement years. Organizations are not required to offer 
retirement plans to employees beyond contributions to Social Security. There are 
two broad categories of retirement plans: defined benefit plans and defined contri-
bution plans, as shown in Figure 13-9.

Defined Benefit Pension Plans A traditional pension plan is one in which the 
employer makes required contributions and the employee receives a defined amount 
each month upon retirement. A defined benefit plan is a retirement program in which 
employees are promised a pension amount based on age and years of service. A small 
percentage of companies in the private sector offer defined benefit plans to their 
employees, while public-sector employers still provide them. Based on data from the 
Pension Benefit Guarantee Corp., there has been a consistent decrease in defined 
benefit plans from 114,000 in 1985 to a current number of roughly 38,000.44

Contributions are based on actuarial calculations of the benefits to be paid to 
employees after retirement and the formula used to determine such benefits. A de-
fined benefit plan gives employees greater assurance of benefits and greater predict-
ability in the amount of benefits that will be available for retirement. These plans 
reward long service with a company.

Companies that provide defined benefit plans must comply with cumbersome and 
strict government rules regarding the funding of the plan. If the funding is inadequate 
to pay the benefits promised, the company must make up the shortfall. To reduce 
some of these risks, some employers have excluded new employees from these pro-
grams and/or halted future accruals of benefits. Another option is called de- risking, 
which enables a company to (1) pay benefits to terminated workers in the form of 
lump sum payouts or (2) turn over their funds to another provider by purchasing an 
annuity.45 Many employers have dropped defined benefit plans in favor of defined 
contribution plans (discussed next) so that their contribution liabilities are known.

retirement plan
A program established 
and funded by the em-
ployer and/or employees 
to fund employees’ retire-
ment years

defined benefit plan
Retirement program in 
which employees are 
promised a pension 
amount based on age and 
years of service

Typically funded at least in part by
employer

Amount of bene�t paid at
retirement is predetermined

Investment risk borne by employer

Bene�t guaranteed by Pension
Bene�t Guaranty Corporation
(PBGC)

Amount of contribution changes on
the basis of actuarial assumption

Common in public sector and
unionized workforces

De�ned Bene�t De�ned Contribution

Typically funded by employee
and employer

Amount of bene�t at retirement is
determined on the basis of
investment performance

Investment risk borne by employee

Bene�t not guaranteed

Amount of contribution is de�ned
by employee participation level
and company match

Common in private sector and
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Figure 13-9 Comparison of Defined Benefit and Defined Contribution Retirement Plans
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Defined benefit pension plans offer greater security to employees. The benefits 
are guaranteed by the Pension Benefit Guaranty Corporation (PBGC). The PBGC 
maintains a solvency fund to pay benefits if a company goes bankrupt and cannot 
pay its retiree benefits. The fund is supported by employer contributions of approxi-
mately $60 per participant per year.

Defined benefit plans may see a resurgence, but in a modified form. Since so 
few companies offer them to new employees, reintroducing these plans could be 
a source of differentiation in the labor market. However, funding risk and regu-
latory burdens make companies wary. Companies may create new hybrid plans 
that will be attractive to employees without creating too great a liability for the 
employer.46

Defined Contribution Pension Plans A defined contribution plan is a retire-
ment program in which the employer and/or employee makes an annual payment 
to an employee’s retirement account. The key to this plan is the contribution rate; 
employee retirement benefits depend on fixed contributions and investment earn-
ings. Profit-sharing plans, employee stock ownership plans (ESOPs), and 401(k) 
plans are common defined contribution plans. Because of their portability and 
other features, these plans are sometimes preferred by younger, shorter-term em-
ployees. When individuals retire or begin working for other employers, they can 
keep funds in the current account, withdraw the cash and use or reinvest it some 
other way, or do both to varying degrees. Research indicates that more employees 
who change jobs before retiring are leaving the funds in these accounts instead of 
withdrawing them.47

Since these plans hinge on the investment returns on previous contributions, 
employees’ retirement benefits are somewhat less secure and predictable. Compa-
nies can also be held liable for their management of ESOPs when the performance 
of stock is below what it expected. The pharmaceutical firm Amgen was taken to 
court when it provided a program to its workers that provided stock that eventu-
ally underperformed as a result of two ineffective and potentially unsafe drugs that 
the company sold. Lawsuits by employees and nonemployees focused on the lack of 
transparency in the company’s disclosure of its financial challenges, as well as the 
impact these challenges would likely have on stock prices.48

The 401(k) plan gets its name from section 401(k) of the federal tax code. This 
plan allows for a percentage of an employee’s pay to be withheld and invested in a 
tax-deferred account. 401(k) plans now dominate the field of employment-based re-
tirement programs.49 These plans are attractive to employees because contributions  
are made on a tax-deferred basis, so the employee pays lower income taxes during 
working years. Of course, taxes must be paid when funds are withdrawn during re-
tirement. The most common reason given by companies for offering 401(k) plans is a 
concern for employees’ financial security.50 However, with 401(k) plans, the employee 
becomes the manager of investment risk and the decision maker regarding investment 
options. The Department of Labor now requires companies to disclose to participants 
in quarterly and annual statements (which are available online) information about 
the fees, expenses, and investment alternatives associated with their 401(k) plans.51 
Another option that few employers offer is the use of annuities that pay certain 
fixed or variable amounts of money to individuals in retirement. For example, the 
high-tech products and services company United Technologies has such a program 
that eventually transfers employees’ investments in 401(k) plans into annuities that 
provide guaranteed income in retirement.52

defined contribution 
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There are many features that companies may include in the 401(k) plan. A valu-
able characteristic of these plans is company matching contributions. Many employ-
ers match the employee’s contribution up to a percentage of pay, which encourages 
employees to enroll in such plans and feel positive about making contributions 
themselves. Another option is allowing employees to obtain loans from their 401(k) 
accounts. Individuals are expected to pay back loans from these accounts with  
interest. However, if a loan cannot be repaid, it is classified as an early withdrawal 
for individuals below the age of 59.5 years, income taxes are paid on the amount 
withdrawn, and a 10% penalty is assessed. Evidence suggests that this loan feature 
can encourage more employees to participate in 401(k) programs.53 Money can also 
be taken out of these accounts free of penalties to buy a home.54

There are other ways that employees can be encouraged to participate in 
401(k) programs. One feature that can help is the use of automatic enrollment. 
 Auto-enrollment is a process by which employee contributions to a 401(k) plan are 
started automatically when the employee is eligible to join the plan. Some companies 
set the initial contribution rate at around 3% of pay, but others are setting the initial 
rate higher, from 4% to 6%. The employee has the ability to increase that rate or to 
stop the contributions voluntarily. Some companies also use automatic increases of 
1% a year to boost employee contribution levels unless employees voluntarily stop 
these increases.55 Since smaller companies are less inclined than larger firms to offer 
401(k) and other retirement programs to their employees, there is interest in offering 
tax incentives to help small businesses facilitate effective retirement planning.56

Financial education and counseling can be used to help employees understand 
how to manage their 401(k) and get the greatest value from the plan. People who use 
investment assistance earn better returns on their retirement funds than those who 
manage their own accounts. Employers can offer a variety of education programs 
designed for specific groups of employees. More than 75% of companies offer online 
education tools such as webinars, risk assessments, and retirement calculators.57 Since 
companies have turned to 401(k) plans as their main retirement programs, educating 
employees is an important part of helping them achieve financial security in retire-
ment. Overall, there are several approaches that companies should use to improve 
employee participation rates, which include:

•	 Use automatic enrollment and increases to get the ball rolling.
•	 Help workers roll over money from previous tax-deferred plans so that they 

dedicate more funds to retirement.
•	 Keep an eye out for employees who need help managing their current accounts 

and/or retirement planning.
•	 Custom-tailor retirement communications to fit the needs of the audience.
•	 Adopt a holistic approach to retirement planning that considers all investments 

and potential streams of money.58

Cash Balance Pension Plans Some employers have changed traditional pen-
sion plans to hybrids based on ideas from both defined benefit and defined contri-
bution plans. One such plan is a cash balance plan, a retirement program in which 
benefits are based on accumulated annual company contributions, expressed as a 
percentage of pay, plus interest credited each year. With these plans, retirement ben-
efits accumulate at the same annual rate until an employee retires. Since cash bal-
ance plans spread funding across a worker’s entire career, these plans work better 
for mobile younger workers. The plans are gaining in popularity, especially among 
small businesses, which account for 84% of these plans.59
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13-6 Legal Regulation of Retirement Benefits
Numerous laws and regulations affect retirement plans. Key regulations govern plan 
communications, funding, and other important aspects of retirement programs. The 
laws have been enacted to ensure that workers understand their plans and are assured 
of receiving the full value of promised benefits.

13-6a Employee Retirement Income Security Act
Widespread criticism of many pension plans led to enactment of the Employee  
Retirement Income Security Act (ERISA) in 1974. The purpose of this law is to en-
sure that private pension plans and other plans governed by ERISA meet minimum 
standards. ERISA requires plans to periodically provide participants with informa-
tion about plan features (such as vesting), funding, and benefit accrual amounts. It 
also gives participants the right to file lawsuits for violations of the law. Plans falling 
under ERISA can also establish statutes of limitation on the period of time that indi-
viduals can challenge denial of benefits (e.g., for long-term disability programs), as 
long as standards are considered reasonable and are allowed by law.60

Violations of ERISA can lead to costly lawsuits for employers. A U.S. Supreme 
Court case involving US Airways and an employee who was injured in a car accident 
determined that ERISA allows courts to modify the content of a health plan. This 
ruling highlights the idea that benefit plans should be clearly written and reasonable 
to implement.61 In another case, a court found that Pactiv Corp. did not function as 
an ERISA fiduciary when it fired an employee who was previously injured on the job 
because he did not provide documentation showing that he could return to work.62 
These cases illustrate that employers should spend considerable time developing poli-
cies that comply with the provisions of the law.

13-6b Retirement Benefits and Age Discrimination
According to a 1986 amendment to the Age Discrimination in Employment Act 
(ADEA), most employees cannot be forced to retire at a specific age. In many em-
ployer pension plans, “normal retirement” is the age at which employees can retire 
and receive full pension benefits. Employers must decide whether individuals who 
continue to work past normal retirement age (typically 65) are eligible for the stan-
dard benefit package provided to active employees under age 65. Changes in Social 
Security regulations have increased the age for full benefits past age 65, so modifica-
tions in policies may occur.

early retirement Many pension plans include provisions for early retirement to 
allow workers to retire before the normal retirement age. Phased retirement is an alter-
native used by individuals and firms. Historically, employees either worked full time or 
were retired full time. Phased retirement allows employees to bridge between these two 
states while offering the company a chance to retain important knowledge and skills.

Some employers use early retirement buyout programs to cut back their work-
forces and reduce costs. Buyout programs often include incentives such as outplace-
ment services, health care benefits, and a severance payment. There is, of course, a risk 
that too many employees will participate, thereby leaving the company shorthanded. 
Employers must take care to make these early retirement programs truly voluntary and 
to communicate them effectively.
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Older Workers Benefit Protection Act The Older Workers Benefit Protection 
Act (OWBPA) was enacted in 1990 as an amendment to the ADEA. It requires equal 
treatment for older workers in early retirement or severance situations. It also sets 
specific criteria that must be met if older workers are asked to sign waivers promising 
not to sue for age discrimination in exchange for severance benefits during layoffs.

13-7 Health Care Benefits
Employers provide a variety of health care and medical benefits, usually through 
insurance coverage. Major changes brought about by the Patient Protection and 
Affordable Care Act (PPACA), which is still evolving, may significantly alter the 
involvement of employers in providing these essential benefits. This legislation is 
discussed in the following section.

Employees often consider health plans to be one of the most important benefits 
that companies offer. The most common plans cover medical, dental, prescription 
drug, and vision care expenses for employees and their dependents. Unfortunately, 
a recent study of government survey data found that 11.5 million fewer Americans 
were covered by organization-sponsored health insurance plans in 2011 compared 
to those who were covered in 2000. Findings also showed that fewer private compa-
nies provided such plans over this time line, and fewer employees enrolled in them.63

13-7a Increases in Health Benefit Costs
Managing health care benefits can be challenging, time-consuming, and expensive 
for companies. For several decades, the costs associated with health care coverage 
have increased considerably in the United States. This raises a number of concerns 
for both employers and employees because they have to pay for this coverage.

Between 2000 and 2011, the average yearly premium for a single worker in-
creased by approximately 100%, while the premiums for families rose approxi-
mately 125%. Yearly premiums have increased somewhat overall, but employees 
are now expected to pay much more of these premiums.64 The average expenses 
associated with health care coverage are expected to increase to $11,304 per em-
ployee per year.65 In California alone, there has been a 185% increase in the cost of 
health care premiums since 2002, and average premiums for single and family plans 
are all higher than national averages.66 Once again, these increased expenses have 
led companies to require employees to shoulder some of the costs of premiums and 
benefits. On average, it is predicted that employees will pay 23.6% of premiums (or 
$2,664), while average out-of-pocket expenses are projected to be $2,487.67

Even though overall costs and spending have risen, the good news is that growth 
rates in health care spending in the United States have been relatively slow, likely 
driven by recessionary pressures. However, such spending might increase because of 
new health care legislation.68 The following sections summarize this legislation and 
discuss the implications for organizations.

13-7b Health Care Reform Legislation
Landmark legislation enacted in 2010 changed health care in the United States, mak-
ing insurance available to an additional 32 million people. Provisions of the Patient 
Protection and Affordable Care Act (PPACA) were phased in over several years, 
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culminating in universal coverage in 2014. While the act was strongly  opposed by 
many Americans,69 the U.S. Supreme Court ruled in 2012 and 2015 that the provi-
sions of the law were constitutional. Therefore, the landscape of employer-spon-
sored health benefits will continue to undergo many significant changes over the 
coming years.

There has been considerable debate over a number of the provisions outlined in 
the PPACA. The PPACA requires employer-provided plans to cover various contra-
ceptive services and drugs such as the “morning-after pill,” a mandate that may vio-
late rights outlined in the Religious Freedom Restoration Act.70 Organizations with 
religious affiliations such as Hobby Lobby, the Christian bookstore firm Mardel, 
Conestoga, and Hercules Industrials have challenged the law in court. The U.S. 
Supreme court determined that family-owned, private companies could not be 
forced to offer workers health insurance plans that cover contraceptive procedures 
that violate religious freedom and expression.71

Another area of concern involves the law’s threshold for determining whether 
workers are considered full-time employees. The PPACA currently specifies that 
individuals who work 30 hours a week or more are considered full-time employ-
ees and should be included in the overall count used to determine if a company 
must provide workers health care coverage. Some business professionals suggest 
that this threshold be increased so that employers won’t reduce employee hours 
to avoid having to comply with PPACA provisions.72 Legislators are considering 
whether to change this work-hour threshold.73 One Society for Human Resource 
Management study determined that 21% of member organizations have either 
decreased or plan to decrease the number of hours per week for part-time work 
 below a cutoff of 30.74

Key Provisions The PPACA includes many important provisions intended to pro-
vide affordable health care for all citizens. To achieve this goal, enrollment in health 
coverage is now mandated for every citizen. Key elements of the law are highlighted 
in Figure 13-10, and more details are provided in the next sections.

13-7c Employer-Sponsored Plans
Employers face a decision about continuing to offer their own health insurance plans 
or to drop their plans in favor of government-sponsored coverage. Employers with at 
least 50 full-time or full-time equivalent (FTE) employees who work at least 30 hours 
per week are required to offer minimum essential health care coverage to these work-
ers and their dependent children (until they are 26 years old).75 Health care cover-
age needs to be affordable, and employee costs cannot exceed  government-mandated 
levels.76 Employers that fail to provide adequate health coverage will pay an annual 
penalty of $2,000 per employee beyond the first 30 full-time workers. As a result, 
some employers are considering whether to cut staff or reduce hours to avoid fines, 
while other companies have decided that it makes more sense to just pay the fines.77 
Employers that offer coverage could pay a $3,000 penalty per employee for those 
who receive a premium tax credit to buy insurance because the plan would be con-
sidered too costly, using a benchmark of 9.5% of a worker’s household income.78

Dropping health insurance plans, or hiring more part-time staff and/or decreas-
ing the number of hours employees work in order to avoid providing health care 
coverage, can have a negative effect on attracting, motivating, and retaining employ-
ees. Companies should also be aware of the potential for customer backlash over 
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the use of these cost-cutting approaches. After experiencing weakened sales, compa-
nies such as Darden Restaurants and Papa John’s International have tempered their 
publicly declared plans to reduce workers’ hours and charge higher prices.79 Also, 
a recent survey showed that only 3% of employers are likely to discontinue health 
care plans for active employees as a result of the change in law.80

Employers that provide high-cost (“Cadillac”) health benefits to employees may 
face a 40% tax starting in 2018. The threshold for this tax is $10,200 for an individ-
ual plan and $27,500 for a family plan. Some employers offer high-cost plans because 
a generous plan is part of their attraction and retention strategy, and the inability to 
offer these top-tier programs might harm the ability to effectively manage talent.81

Employers must report the value of employer-paid health coverage on employees’ 
W-2 forms. Additional rules have been developed regarding how and what information 
should be reported to the IRS and employees.82

13-7d Controlling Health Care Benefit Costs
Employers offering health care benefits are taking a number of approaches to 
control and reduce their costs. The most frequently used strategies include the 
following:83

•	 Increasing deductibles and copayments
•	 Instituting high-deductible plans
•	 Increasing employee contributions

Requires most individuals to maintain minimum essential 
coverage or pay a penalty

Requires companies with 50 or more employees (who work
30 hours a week or more) to provide health care coverage
or pay a penalty

Extends dependent coverage up to age 26

Eliminates lifetime and unreasonable annual bene�t limits

Requires coverage for preventive services

Restricts insurance companies from setting rates based on an
individual’s health status, medical conditions, other
health-related factors

Creates state-run health care exchanges through which
insurance companies will offer competitive health plans

Figure 13-10 Key Provisions of the Affordable Care Act
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•	 Using managed care
•	 Limiting family coverage; excluding spouses
•	 Switching to consumer-driven health plans
•	 Increasing health preventive and wellness efforts

increasing employee Cost Sharing A deductible is money paid by an insured  
individual before the medical plan pays for medical expenses. Employers that raise the 
per-person deductible from $300 to $500 realize significant savings in health care ex-
penses because employees use fewer health care services and prescription drugs.

The use of high-deductible plans is expected to increase as a result of the 
PPACA. Employers are trying to secure inexpensive programs that will enable them 
to comply with the law’s stipulations, thus avoiding costly fines and taxes (such 
as the “Cadillac” tax). The programs are often relatively inexpensive, but patients 
must pay high deductibles that are often $1,000 or more before coverage begins. 
A Towers and Watson survey determined that 79% of large companies planned to 
provide employees with high-deductible plans; FedEx is one such company that is 
doing so for its 225,000 U.S. employees.84

Copayments are the portion of medical expenses paid by an insured individual 
for medical treatment. For example, the health plan may require a fixed $20 co-
pay for each physician visit. Alternatively, the copay may be based on a percentage, 
such as 20%, of medical treatment costs up to a set dollar amount. Companies 
can increase the fixed copay amount, increase the percentage, or increase the dollar 
amount that employees share for costs. For example, copays and deductibles for 
more high-cost drugs are up 25%, and some companies are even making employees 
pay from 10% to 30% of the prices of these drugs.85

13-7e Increasing Employee Contributions
Employees are usually required to pay a portion of the monthly premium to maintain 
health care insurance. On average, single employees pay 18% of premiums, while 
employees with family coverage pay 28% of premiums. Over 50% of employers 
plan to increase the percentage that employees contribute to health plan premiums.86

using Managed Care Several other types of programs attempt to reduce health 
care costs paid by employers. Managed care consists of approaches that monitor and 
reduce medical costs through restrictions and market system alternatives. Managed 
care plans emphasize primary and preventive care, the use of specific providers that 
charge lower prices, restrictions on certain kinds of treatment, and prices negotiated 
with hospitals and physicians. Preferred provider organizations (PPO) and health 
maintenance organizations (HMO) are the most common forms of managed care.

Spousal exclusions Spousal exclusion provisions limit access to a company’s 
health plan when an employee’s spouse works for another company that offers health 
insurance. Companies may charge a premium surcharge to enroll the spouse or require 
that the spouse enroll in his or her own employer’s plan. Approximately 20% of em-
ployers have adopted these restrictions, and more companies are planning to do so.87

13-7f Consumer-Driven Health Plans
Some employers are turning to health insurance plans that allow employees to choose 
their insurance. The most widely used is a consumer-driven health (CDH) plan,  

deductible
Money paid by an insured 
individual before a health 
plan pays for medical 
expenses

copayment
The portion of medical 
expenses paid by an 
insured individual for 
medical treatment

Managed care
Approaches that moni-
tor and reduce medical 
costs through restric-
tions and market system 
alternatives

consumer-driven 
health (cdh) plan
Health plan that provides 
employer financial contri-
butions to employees to 
help cover their health-
related expenses
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which is a health plan that provides employer financial contributions to employees 
to help cover their health-related expenses. For example, Sears Holdings Corporation 
and Darden Restaurants recently implemented these plans. The companies provide a 
fixed sum of money to employees and allow them to choose their medical coverage 
and insurer from an online marketplace. Any employee can buy up the benefit level 
by paying additional costs beyond what the employer contributes.88 CDH plans may 
represent the wave of the future as they give employees ownership of their health care 
dollars. Many more large and small companies are indeed offering such programs.

13-7g Dental and Vision Coverage
Additional health benefits frequently include coverage for dental and vision care 
expenses. Employees typically pay a portion of the premium for dental and vision 
plans. These plans often emphasize preventive care. Semi-annual dental visits and 
annual optometry visits may be covered in full or at minimal cost to the employee.

13-7h Wellness Initiatives and Other Innovative 
Health Care Programs

Preventive measures and wellness efforts can take many forms in companies. Many 
employers offer programs to educate employees about health care costs and how to 
reduce them. Newsletters, formal classes, and many other approaches are designed 
to help employees understand why health care costs are increasing and what they 
can do to control them. A major strategy of cost reduction is wellness programs that 
focus on improving worker health. Employees receive incentives to use wellness fa-
cilities and to participate in health-related programs.

Almost 40% of employers are expected to encourage employees to enroll in 
wellness plans and to focus on cost savings when making decisions about their 
health care.89 Nearly 75% of companies use incentives to engage employees in 
health improvement programs, with an average incentive of $430 per employee.90 
Creating a “culture of health” and involving workers’ family members in wellness 
efforts can go a long way toward lowering health care costs and improving lives.

However, there are some challenges associated with the use of health and well-
ness programs to more effectively manage health care costs. For instance, several 
Equal Employment Opportunity Commission lawsuits involving companies such as 
Honeywell International that use significant incentives to motivate employees to 
sign up for wellness program has some top corporate leaders threatening to turn 
against the PPACA. The law allows organizations to offer incentives that equal up 
to half of health care costs, but some believe that the medical testing required to 
get these discounts is a violation of the Americans with Disabilities Act (ADA). Un-
der the ADA, medical tests are permissible for voluntary wellness programs, but an  
argument can be made that large incentives essentially make such programs manda-
tory.91 Although these initiatives are intended to save money, they pose some ethical 
issues because employees may feel that their employer is invading their personal 
privacy or putting cost savings before individual freedom. Another concern is that 
employees might not feel comfortable participating in workout sessions and well-
ness activities with their coworkers because these activities can be overly competi-
tive and can invite individuals to judge each other.92

Employers are also relying on a constellation of innovative health care pro-
grams to promote interest and participation among employees. Such policies enable 

ethicS
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companies to offer better benefits to workers, thus improving their health. These 
polices have also helped employers better educate employees about health-related 
matters, thus promoting wellness more effectively in the workplace. The “HR Per-
spective: Innovative Health Care Programs Beneficial” feature discusses how differ-
ent programs can be used to promote health care among employees.

13-7i Health Care Legislation
The importance of health care benefits to employers and employees has led to the 
creation of a variety of federal and state laws. Several laws have been enacted to 
provide protection for employees who leave their employers, either voluntarily or 
involuntarily. To date, the two most important laws that govern issues related to the 
protection of former workers are COBRA and HIPAA.

Innovative Health Care Programs Beneficial

Some companies have started to offer a va-
riety of innovative health care programs that 
provide better services to employees. These 
policies have enabled companies to encour-
age workers to focus more on health care mat-
ters and to participate in corporate programs. 
 Employees are also more educated about 
health care issues and the available opportuni-
ties provided by their employers.

Numerous company examples can be 
highlighted. For instance, BMW created a large 
health care clinic staffed with almost 50 em-
ployees at its Greer, South Carolina facility. This 
center gives workers access to vision, dental, 
occupational, X-ray, and lab services, which 
has resulted in positive gains in the workplace. 
The Archdiocese of Indianapolis, Chrysler, and 
a number of other organizations have started 
using health advocates who provide employ-
ees and their dependents with guidance about 
health matters, including getting medical care, 
working with insurance companies, and attend-
ing educational sessions.

Other programs can also be beneficial. 
Partnering with Presbyterian Healthcare Ser-
vices, Intel started Connected Care, a plan that 
provides workers and their dependents with 
access to quality services that ultimately re-
duce costs because of increased coordination 

and planning between the company and the 
provider (called an accountable care organi-
zation). Finally, United Food and Commercial 
Workers International Union & Employees Trust 
relies on a web-based tool to help retired gro-
cery store workers make decisions about their 
health care plans.93

As evidenced by these examples, com-
panies can promote health care with a 
number of programs that are innovative, in-
teractive, and educational. HR professionals 
can take on a leadership role in the develop-
ment in these policies, which positions HR as 
a key player in the promotion of health care 
matters in the workplace. Given these op-
portunities to enhance health awareness and 
program participation, consider the following 
questions:

1. How would you rate these innovative 
programs implemented in these 
companies? Is there anything these 
companies could have done better to 
promote health care among employees?

2. What kinds of innovative programs do you 
think organizations should offer employees? 
If you were an HR professional, what would 
you do to promote health care in your 
organization?
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COBrA Provisions The Consolidated Omnibus Budget Reconciliation Act  
(COBRA) requires that most employers with 20 or more full-time and/or part-time 
employees offer extended health care coverage to certain groups of plan participants. 
The different groups are as follows:94

•	 Employees who voluntarily quit or are terminated
•	 Widowed or divorced spouses and dependent children of former or current 

employees
•	 Retirees and their spouses and dependent children whose health care coverage ends
•	 Any child who is born or adopted by a covered employee
•	 Other individuals involved in the plan such as independent contractors and 

agents/directors

A qualifying event is an event that causes a plan participant to lose group health 
benefits. Typically, reduction in work hours or loss of employment constitutes a 
qualifying event for employees. Divorce or death of an employee constitutes a quali-
fying event for covered family members. When a qualifying event occurs, a complex 
notification process begins. There are a number of deadlines that the company and 
the employee must meet to comply with COBRA requirements. Figure 13-11 shows 
the timeline regarding notification and important qualifying circumstances.

The individual no longer employed by the organization must pay the premiums, 
but the employer may charge the individual up to 102% of the premium costs. The 
extra 2% generally falls short of the true cost of providing this coverage.

Compliance with COBRA regulations can be very complicated, and noncom-
pliance with the law can lead to lawsuits and substantial penalties. Consequently, 
COBRA requirements often mean additional paperwork and related costs for many 

Qualifying event
An event that causes a 
plan participant to lose 
group health benefits

1. COBRA Initial Notice must be provided

2. Employer to notify plan administrator

3. COBRA Qualifying Event Notice

4. Quali�ed bene�ciary has right to elect

    COBRA Coverage

5. Quali�ed bene�ciary initial premium due

6. Monthly COBRA premium grace period

7. Employee/quali�ed bene�ciary to notify

    plan administrator of a qualifying event

8. Continuation period ends

Event Noti�cation Deadline

1. Within 30 days after the employee �rst becomes enrolled

    in the group health plan

2. Within 30 days after the qualifying event date

3. 14 days from the date the plan administrator receives

    noti�cation from employee

4. 60 days from the date of COBRA notice

5. 45 days from the date of electing COBRA

6. 30 days after the �rst day of each month

7. 60 days

8. 18 months after qualifying event for terminated employees

    29 months after qualifying event for disabled terminated

    employees

    36 months after qualifying event for spouse and dependent

     children plan participants

Figure 13-11 Timeline of COBRA Notification Requirements

Source: Adapted from https://www.goigoe.com/Employers/COBRATimelines.aspx.
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c h a p t e r  1 3   Managing Employee Benefits 513

employers. COBRA administration is frequently outsourced to a third-party admin-
istrator that has expertise and data processing capabilities.

HiPAA Provisions The Health Insurance Portability and Accountability Act 
(HIPAA) of 1996 allows employees to switch their health insurance plans when they 
change employers and to enroll in health coverage with the new company regard-
less of pre-existing health conditions. The statute also prohibits group insurance plans 
from dropping coverage for a sick employee and requires them to make individual 
coverage available to people who leave group plans.

One of the greatest impacts of HIPAA comes from its provisions regarding the 
privacy of employee medical records. These provisions require employers to provide 
privacy notices to employees. They also regulate the unauthorized disclosure of pro-
tected health information. In 2013, several revisions to HIPAA went into effect that 
call for companies to provide more training on new security and breach standards. 
One change is that any entity that handles personal health information is considered a 
business associate under the law. Another change is that any impermissible utilization 
or transfer of personal health information is considered a breach, even if there is no 
apparent risk of harming the person involved.95

13-8 Financial Benefits
Companies may offer employees a wide range of special benefits that provide finan-
cial support. Figure 13-12 illustrates some common financial benefits. Employers 
find that such benefits can be useful in attracting and retaining employees. Workers 
like receiving these benefits, which are often not taxed as income.

13-8a Insurance Benefits
In addition to health care insurance, some companies provide other types of insur-
ance. These benefits offer major advantages for employees because employers may 
pay some or all of the costs. Even when employers do not pay any of the costs, 

LO6 Describe the 
growth of financial, 
family-oriented, and 
time-off benefits and 
their importance to 
employees.

Medical
Dental 
Life 
Disability
Long-term care
Legal

Insurance
Financial
Services 

Credit union
Purchase discounts
Stock purchase plan
Financial planning
Discount club
membership

Education
Assistance

Tuition reimburs-
ement
Trade training
Professional certi�-
cation or licensure
Learning materials

Figure 13-12 Common Types of Financial Benefits
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employees still benefit because of the lower rates available through group programs. 
The most common types of insurance benefits are the following:

•	 Life insurance: A typical level of coverage is one and one-half or two times an 
employee’s annual salary.

•	 Disability insurance: Both short-term and long-term disability insurance pro-
vide continuing income protection for employees who become disabled and are 
unable to work.

•	 Long-term care insurance: Usually voluntary, these plans allow employees to 
purchase insurance to cover costs for long-term health care in a nursing home, 
in an assisted-living facility, or at home. Though employees usually pay for the 
premiums, they may get cheaper rates through employer-sponsored group plans.

•	 Legal insurance: In these plans, employees (or employers) pay a flat fee for a 
fixed number of hours of legal assistance each month. In return, they have the 
right to use the service of a network of lawyers to handle their legal problems.

13-8b Financial Services
Financial benefits include a wide variety of items. A credit union sponsored by the  
employer provides savings, checking, lending, and other financial services for employees. 
Purchase discounts allow employees to buy goods or services from their employers at  
reduced rates, often at a company store. Discount programs and club memberships 
may also be offered to allow employees to purchase goods from local vendors or “club” 
stores at lower rates. The programs are inexpensive for companies to implement and are 
viewed positively by employees.96

Employee thrift plans, savings plans, or stock purchase plans may be available. 
To illustrate, in a stock purchase plan, employees may buy shares in the company at a 
discount, or the company pays the brokerage fees. This type of plan allows employees 
to benefit from the future growth of the corporation with the intention of increasing 
employee loyalty to the organization and interest in its success.

Financial planning and counseling are especially valuable services for executives, 
many of whom may need information on investments and tax shelters, as well as 
comprehensive financial counseling because of their higher levels of compensation. 
The importance of these financial planning benefits will likely grow as a greater per-
centage of workers approach retirement age and need to plan for retirement. Many 
employees are also focused on saving for their children’s college education, given the 
many concerns about rising student loan debt in the United States, so they are look-
ing for assistance with this issue.97

relocation Assistance Relocation benefits are offered by many firms. Compa-
nies may pay for temporary living expenses and moving expenses, and help a “trail-
ing spouse” find a job. Numerous other financial-related benefits may be offered as 
well, including the use of a company car, company expense accounts, and assistance 
in buying or selling a house. 

13-8c Education Assistance
Another benefit that is popular with employees is education assistance and tuition 
aid, which pays some or all of the costs associated with formal education courses and 
degree programs. Many employers offer some form of education assistance to their 
employees. Some employers reimburse the employee for a percentage of tuition based 
on grades earned, while others may require only a passing grade of C or above. Often, 
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the course of study must be related to the employee’s current job or a logical career 
path within the company. Unless the education paid for by the employer meets certain 
conditions, employees must count the cost of educational aid as taxable income.

13-8d Severance Pay
Companies may provide severance pay to individuals whose jobs are eliminated or 
who leave the company by mutual agreement. While the Worker Adjustment and 
Retraining Notification Act (WARN) of 1988 requires employers to give 60 days’ 
notice of mass layoff or plant closings, it does not mandate severance pay. The 
amount of severance pay is often determined by an employee’s level within the orga-
nization and years of service with the company. Some employers provide continued 
health insurance or outplacement assistance as part of the severance package.

There are some financial issues that should be considered when offering sever-
ance payments. A recent U.S. Supreme Court ruling specified that severance pay-
ments are considered taxable income for FICA calculations.98 Severance pay may 
also affect the unemployment benefits received by former employees. Much of this 
is determined by how states treat severance payments, how the company specifies 
these payments, and the company policies are implemented.99 HR professionals and 
managers should consult state guidelines when instituting severance pay.

13-9 Family-Oriented Benefits
The composition of families in the United States has changed significantly in the 
past few decades. Two-earner families and single-parent households are now the 
norm. Workers therefore seek out companies that balance work and nonwork obli-
gations and offer family-friendly benefits. To enhance the recruiting and retention of 
high-quality talent, employers have established a variety of family-oriented benefits. 
The following “HR Perspective: Helping Employees Realize the American Dream” 
feature describes how some companies assist workers with home ownership. A ma-
jor legal requirement regarding family-oriented benefits is the Family and Medical 
Leave Act (FMLA), which provides for unpaid leaves of absence.

13-9a Family and Medical Leave Act
The FMLA was enacted in 1993 and has been amended several times. It covers all fed-
eral, state, and private employers with 50 or more employees who live within 75 miles 
of the workplace. Only employees who have worked at least 12 months and 1,250 hours 
in the previous year are eligible for leave under the FMLA. The law provides for unpaid 
leave; however, some companies pay short-term disability benefits during FMLA leaves 
under certain conditions.

FMLA Leave Provisions The law requires employers to allow eligible employ-
ees to take a maximum of 12 weeks of unpaid, job-protected leave during any 
12-month period for the following situations:100

•	 Birth of a child and care for the newborn within one year of birth
•	 Adoption or foster care placement of a child
•	 Caring for a spouse, child, or parent with a serious health condition
•	 Serious health condition of the employee

00709_ch13_ptg01_482-526.indd   515 21/10/15   11:20 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



516 S e c t i o n  4   Compensation

•	 Military family members who must handle the affairs for military members 
called to active duty

•	 Twenty-six weeks leave to care for a military servicemember injured while on 
active duty

A serious health condition is an illness or injury that requires inpatient care or 
continuing treatment by a health care provider for medical problems that exist beyond 
three days. An employer may require a medical certificate from a health care provider 
to support the reason for the employee’s leave. The Department of Labor has issued 
many guidelines regarding FMLA employee leaves, as shown in Figure 13-13.

Serious health 
condition
An illness or injury that 
requires inpatient care 
or continuing treatment 
by a health care provider 
for medical problems that 
exist beyond three days

Helping Employees Realize the American Dream

Among the list of creative benefits some com-
panies offer, a few have implemented programs 
that help their employees realize the dream of 
home ownership. These programs are a low-
cost, high-reward way to increase employee 
commitment and retention.

CVS Caremark, Northrop Grumman Ship-
building, and Loyola University have all found ways 
to assist their employees with buying a home. Ele-
ments of their programs include the following:

•	 Educating workers about home ownership
•	 Counseling workers on how to improve 

their credit score
•	 Steering them to affordable neighborhoods 

with dependable public transit
•	 Assisting with down payment or closing costs
•	 Forgiving loans if the employee stays with 

the company for a required number of years

The city of Chicago is a hotbed of this activity 
because of a program started by the Metropolitan 
Planning Council several years ago that offers free 
real estate and credit counseling to employees of 
local firms. The program was so successful that the 
state of Illinois now offers tax credits and matches 
incentives paid by companies to help with em-
ployee home purchases. Over 50 Illinois employers 
now take advantage of the state’s program.

Of course, companies located outside of 
Illinois also offer these opportunities to their 
employees. Aurora Health Care, a Milwaukee-
based hospital system with 29,000 employees, 
provides a $3,000 forgivable loan to employees 

who buy homes in the city. Over 400 employ-
ees, including dieticians and nursing assistants, 
have purchased homes through the assistance 
program. The hospital has benefited by im-
proved employee productivity and loyalty, along 
with a significant reduction in turnover.

CVS employees typically earn between 
$30,000 and $50,000 and are therefore very 
grateful for the counseling and financial help 
extended by the company. CVS uses a learning 
center staffed by a local faith-based organization 
because many of their employees don’t trust 
banks and don’t want the company to know too 
much about their personal finances. At Loyola Uni-
versity, to be eligible for help with buying a home, 
employees must buy near specific mass transit 
lines because the institution has a green initiative 
to reduce reliance on cars for commuting.

With or without government incentives, 
employers find that programs aimed at helping 
employees become homeowners provide win-
win situations. This is an example of employers 
providing creative and useful benefits to em-
ployees who can really use them.101

Based on these issues, answer the follow-
ing questions:

1. Do you think offering home ownership 
benefits will improve employees’ work 
satisfaction? If so, why? 

2. What other benefits could be offered by 
companies to encourage and facilitate 
 employee home ownership?
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The FMLA has been revised and/or reevaluated at various times. Noteworthy 
revisions were made in 2009 regarding military servicemembers and their families. 
Expanded coverage allows families of injured active military servicemembers to take 
caregiving leave for up to 26 weeks to assist servicemembers who were injured on 
active duty. The law was further expanded to help families of National Guard or 
Reserves personnel manage their affairs while the member is on active duty in sup-
port of a contingency operation. A recent interpretation by the Department of Labor 
suggests that employees will be able to request leave under the FMLA to take care of 
adult children who are suffering from a serious illness under certain conditions.102

impact of the FMLA Since the enactment of the FMLA, a significant percentage of 
employees have taken family and medical leave. Although FMLA leave is unpaid, em-
ployers have to cover the workload for employees on family leave. There is sometimes 
concern that employees who use such leave might not be meeting work expectations 
or are negatively impacting company operations, so accommodation efforts, reason-
able scheduling, and performance appraisals can be challenging.103 As many employees 
seek to balance work demands with family and medical situations, significant demands 
have been placed on HR professionals to ensure compliance with FMLA provisions.

13-9b Family-Care Benefits
Family issues are important for many organizations and workers. Companies may 
offer work–life balance options to all employees regardless of family status. A vari-
ety of family benefits can be provided.

Adoption Benefits A number of employers provide maternity and paternity ben-
efits to employees who give birth to children. Some employees adopt children, and 
in the interest of fairness and life enrichment, some organizations provide specific 
benefits to support adoption. The following “HR Perspective: Robins & Morton 

Source: http://www.dol.gov/whd/fmla.
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Figure 13-13 Guidelines Regarding FMLA Administration
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Builds Morale with Adoption Assistance” feature discusses how adoption assistance 
can be used to enhance how individuals perceive their employers.

Child-Care and elder-Care Assistance Balancing work and family responsi-
bilities is a major challenge for many workers. Whether they are single parents or part 
of dual-career couples, employees often experience difficulty obtaining high-quality, 
affordable child care. Further, employees may be “sandwiched” between raising their 
own children and caring for aging parents. Figure 13-14 highlights programs to help 
employees deal with child-care and elder-care issues. These programs can be benefi-
cial to companies because they can enhance employees’ work attitudes and retention.

13-10 Paid-Time-Off Benefits
Time-off benefits represent a significant portion of total benefit costs. Employers 
give employees paid time off for a variety of circumstances. Paid lunch breaks and 
rest periods, holidays, and vacations are common. But time off is given for many 
other purposes as well, including various leaves of absence. Employees place high 
value on paid time off, and some prefer time off rather than extra pay.

13-10a  Vacation Pay
Paid vacations are a common benefit. Employers often use graduated vacation time 
scales based on employees’ lengths of service. Some companies have a “use it or lose 
it” policy whereby employees forfeit any vacation not used during the year. Other 
companies have policies to buy back unused vacation time, or they allow employees 
to donate unused vacation days to a pool that can be used by other workers.

Figure 13-14 Child-Care and Elder-Care Programs

Referral services to help parents locate child-care and elder-care providers

Discounts at day-care centers, which may be subsidized by the employer

Sick-child programs partially paid for by the employer

After-school programs for older school-age children

On-site child-care and elder-care centers

Emergency elder-care assistance
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13-10b Holiday Pay
Most employers provide pay for a variety of holidays. Employers in the United 
States commonly offer fewer paid holidays than those in many other countries. The 
number of paid holidays can vary depending on state/provincial laws and union 
contracts.

As an abuse-control measure, employers can require employees to work the last 
scheduled day before a holiday and the first scheduled workday after a holiday to 
be eligible for holiday pay. Some employers pay time-and-a-half to hourly employ-
ees who must work on holidays.

Robins & Morton Builds Morale with  
Adoption Assistance

More and more companies are offering adoption 
assistance to their employees. About 39% of 
U.S. organizations offered adoption assistance 
just over a decade ago. However, a more re-
cent survey indicated that over half of employ-
ers offer such services. It is more common for 
firms that are listed in Working Mother maga-
zine’s top 100 family-friendly companies to offer 
adoption services to their employees. A survey 
sponsored by the Society for Human Resource 
Management found that 11% of companies pro-
vided money to help with adoptions, and 16% 
even provided paid leave. Further, the number of 
organizations that report their adoption practices 
in association with the Dave Thomas Founda-
tion has been steadily increasing each year. The 
foundation’s leader, Rita Soronen, thinks that 
more companies would offer such benefits if 
they knew how much employee morale can be 
increased at very modest costs.

The Birmingham-based construction and 
engineering firm Robins & Morton, which em-
ploys over 1,000 individuals at multiple work-
sites located in the Southeast, is one company 
that has enjoyed these positive experiences. 
The company initially offered its employees fi-
nancial support for fertility treatments to aid 
with pregnancy. However, Aimee Comer, the 
firm’s HR Director, realized the company’s 

benefits could be improved by providing adop-
tion support as an additional benefit. The com-
pany now provides up to $10,000 to its workers 
for assistance with adoption. Robins & Morton 
also provides employees with up to eight weeks 
of paid time off, as well as other leave options, 
to help with adoptions. It is expected that these 
additional benefits will cost much less than the 
expenses associated with a regular pregnancy.

Several families (an estimated 0.5% of 
the workforce at Robins & Morton) have used 
the adoption support. This number is similar 
to national rates of use identified by the Dave 
Thomas Foundation. These opportunities have 
increased employees’ satisfaction with the 
company because they believe it cares about 
families. Consequently, other firms should 
consider offering similar benefits to improve 
employee loyalty.104 Based on these issues, 
consider the following questions:

1. Do you think companies should be involved 
in family matters such as adoption? How 
should HR professionals be involved in this 
process?

2. What kind of adoption support do you think 
organizations should offer employees? 
What kinds of cost constraints do you think 
should be considered?

pe
rS
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13-10c   Leaves of Absence
Employers grant leaves of absence, taken as time off with or without pay, for a 
variety of reasons. All the leaves discussed here add to employer costs even if they 
are unpaid because the missing employee’s work must be covered, either by other 
employees doing extra work or by temporary employees working under contract.

Leaves are given for a variety of purposes. Some, such as military leave, election 
leave, and jury leave, are required by various state and federal laws. Employers can 
pay the difference between the employee’s regular pay and the military, election, or 
jury pay. Federal law prohibits discriminating against military reservists by requir-
ing them to take vacation time when deployed or in training.

Funeral leave, or bereavement leave, is another common type of leave offered. An 
absence of up to three days for the death of immediate family members is often granted. 
Some policies also allow unpaid time off for the death of more distant relatives.

Family Leave As mentioned earlier in the chapter, the FMLA guarantees unpaid 
leave for certain family and medical reasons. Even though paternity leave for male 
workers is available under the FMLA, a relatively low percentage of men take it. 
The primary reason for the low usage is a perception that it is not as socially accept-
able for men to stay home for child-related reasons. This view has begun changing 
as Gen X fathers are participating more actively in childrearing duties.

Sick Leave Many employers allow employees to miss a limited number of days 
because of illness without losing pay. The majority of U.S. workers receive paid 
sick leave. Some employers allow employees to accumulate unused sick leave, which 
may be used in case of catastrophic illnesses. Others pay their employees for un-
used sick leave. If an organization does not pay workers for sick time, it might be 
encouraging them to come to work when they are ill, causing lower productivity, or 
spreading illness and disease.

13-10d Paid-Time-Off Plans
A growing number of employers have made use of a paid-time-off (PTO) plans. 
These plans combine all sick leave, vacation time, and holidays into a total number 
of hours or days that employees can take off with pay. Many employers have found 
PTO plans to be more effective than other means of reducing absenteeism, schedul-
ing time off, increasing employee understanding of leave policies, and assisting with 
recruiting and retention.

13-10e  Employee-Paid Group Benefits
To combat the high cost of benefit programs, some companies offer employees the 
opportunity to purchase benefits through payroll deductions. The cost for these 
benefits is typically less than if the employee purchased them on his or her own. 
This occurs because the buying power of the group reduces the cost.

Adding employee-paid voluntary benefits is becoming a popular and cost-
effective strategy for many companies. It is part of a trend that gives employees 
choices but also makes them responsible for selecting and funding the benefits they 

paid-time-off 
(pto) plans
Plans that combine all 
sick leave, vacation time, 
and holidays into a total 
number of hours or days 
that employees can take 
off with pay
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find valuable. In particular, employees are willing to pay for the cost of income 
protection insurance in the case of disability. Other employee-paid benefits include 
pet health care insurance, critical illness coverage (cancer care), and supplemental 
life insurance. Payroll deductions make employee participation in these plans con-
venient and simple.

SUMMARy  
•	 Benefits provide additional compensation 

to employees as a reward for organizational 
membership.

•	 Because benefits generally are not taxed, they 
are highly desired by employees.

•	 Benefit design and cost-control actions are 
crucial to strategic benefit efforts.

•	 Companies in most nations outside the United 
States are required to provide more generous 
benefits for their employees than are companies 
in the United States.

•	 Public-sector employees in the United States 
frequently receive richer benefits than 
employees working in the private sector.

•	 Benefit administration is often outsourced to 
third-party administrators.

•	 Benefits can be viewed as mandatory or 
voluntary. The general types of benefits include 
security, health care, retirement, financial, 
family oriented, and time off.

•	 Major legally required benefits are Social 
Security, Medicare, workers’ compensation, and 
unemployment compensation.

•	 Organizations provide retirement benefits 
through defined benefit or defined contribution 
plans. Use of defined contribution and cash 
balance retirement plans is growing.

•	 Retirement programs are governed by several 
federal laws, including ERISA and ADEA.

•	 Recent federal legislation requires employers to 
provide health care benefits to their employees.

•	 Because health care benefit costs have increased 
significantly, employers are managing their 
health benefit costs more aggressively by 
increasing employee copayments and employee 
contributions, limiting spousal coverage, using 
managed care, and switching to consumer-
driven health (CDH) plans.

•	 Federal laws allow former employees to 
continue their group medical insurance after 
leaving employment and limit the use of 
pre-existing condition limits for new plan 
participants.

•	 Various types of financial services, insurance 
benefits, relocation assistance, education 
assistance, and other benefits enhance the 
appeal of an organization to employees.

•	 Family-oriented benefits include complying with 
the Family and Medical Leave Act (FMLA) of 
1993 and offering adoption benefits, child-care 
assistance, and elder-care assistance.

•	 Holiday pay, vacation pay, various leaves of 
absence, and paid-time-off plans are another 
means of providing benefits to employees.

CRITICAL THINkING CHALLENGES  
1. Why are benefits strategically important to 

employers, and what are some key strategic 
considerations?

2. Discuss the following statement: “Health care 
costs are out of control in the United States, 
and increasing conflicts between employers and 
employees are likely as employers try to reduce 
their health benefit costs.”

3. Assume that as an HR staff member, you have 
been asked to research consumer-driven health 
plans because your employer is considering 
implementing one. Go to a leading benefits 
information resource, Employee Benefit News, 
at www.benefitnews.com, and identify elements 
of a successful CDH plan and some examples of 
firms that use such a plan.
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4. Based on the information discussed in the 
chapter, how would you oversee the design 
(or redesign) of a benefits program in a large 
organization? What issues would you consider?

5. Your company now has more than 
60 employees. The controller has been 
handling all of the HR functions, including 
administration of the company’s benefits. 
You are considering outsourcing the benefit 
administration function to enable the 
controller to focus more on the company’s 

accounting needs. Information to assist you 
in determining the type of services that would 
best meet the company’s needs can be found 
at www.corbanone.com.

A. What are the differences between the 
services offered by an HRO, ASO,  
and PEO?

B. Based upon the company’s size and  
the types of benefits offered, which  
service will best meet the needs of 
the company?

CASE The Limited Taps Technology to 
Communicate Benefits

Employees’ satisfaction with their benefits is driven 
in part by a company’s ability to effectively commu-
nicate available services and opportunities. A number 
of companies are now relying on technology in the 
form of social media and employee blogs that provide 
employees with important information about their 
benefit options. These technology-based strategies 
can be further supported by reaching out to employ-
ees with more traditional forms of communication.

The Limited, a medium-sized women’s apparel 
retailer located in the United States, is one company 
that has adopted these approaches. Since the firm 
has thousands of employees spread across many 
storefronts located in 42 states, it had to develop 
a way to communicate appropriately about benefits 
in a way that would be appreciated by its work-
force, which tends to be young and female. It was 
decided that all communication content would be 
developed in house to minimize costs. Messages fo-
cus on how to develop healthy lifestyles such as eat-
ing better and minimizing stress, as well as how to 
improve financial well-being.

Another important part of The Limited’s ben-
efit strategy focused on using social media to en-
hance communication with employees. This was 
a practical approach since employees used blogs, 
Facebook, and other forms of online communica-
tion. The approach also enabled the company to 

contact individuals on a more frequent basis to pro-
vide them with up-to-date information about ben-
efits, and it provided employees with instant access 
to benefit support. For instance, some of the avail-
able options included around-the-clock access to 
physicians, assigned health consultants, and support 
for child-related matters.

The Limited also created a program called To-
tal Value of Health that educates employees about 
their benefits. A website, benefit guide, blogs, and 
newsletters were all offered to better inform indi-
viduals. These communication efforts have resulted 
in greater familiarization with, understanding of, 
and utilization of the company’s benefits. They also 
demonstrate how well technology can help HR pro-
fessionals promote benefits to employees.105

QueStionS

1. How would you evaluate The Limited’s ap-
proach for communicating information about 
benefits to its employees? What might you have 
done differently if you were an HR professional 
in the company?

2. If you were to use technology to assist with 
communicating about benefits, how would you 
approach doing it? What are the potential chal-
lenges associated with your strategy?
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SUPPLEMENTAL CASES  

creative Benefits tie employees to the company

This case investigates how a number of companies 
offer creative benefits to employees to enhance their 
work engagement and job performance. (For the 
case, go to www.cengage.com/management/mathis.)

delivering Benefits

This case explores how FedEx provides benefits to 
its employees. (For the case, go to www.cengage.
com/management/mathis.)

Benefiting connie

This case describes the problems that can occur 
when trying to coordinate time-off leaves for em-
ployees. (For the case, go to www.cengage.com/
management/mathis.)

Strategic Benefits at KpMg canada

This case explores how KPMG Canada updated its 
benefit program by involving employees in the de-
sign process. (For the case, go to www.cengage.com/
management/mathis.)
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RiSk MAnAgeMent  

And WoRkeR PRotection
Health, safety, and security issues are becoming more important to employ-
ers and their workers as threats from natural and manmade disasters con-
tinue to impact the workplace. Companies must remain vigilant to protect 
workers and other stakeholders from potential losses.  Here are some lead-
ing trends in risk management and worker protection.

1. Activist federal safety agency actions include new accident reporting 
rules and attempts to publicize company safety records. The Occupa-
tional Health and Safety Administration (OSHA) is focused on making all 
safety reporting information easily and widely available, and on requiring 
injury prevention programs.

2. A spotlight has begun to show on global suppliers in developing coun-
tries where workers are subject to unsafe working conditions. Several 
highly publicized cases of fires and other disasters have highlighted the 
lack of proper safety standards in many nations.

3. Companies are introducing more wellness programs to decrease the 
costs of health care, especially in light of Patient Protection and Afford-
able Care Act requirements. Employers are becoming more proactive by 
using carrots and sticks to incentivize workers and their families to adopt 
healthy practices. Health concerns such as the popularity of  e-cigarettes 
and legalized marijuana in several states pose new challenges for 
 organizations that must determine how to control these substances in 
workplaces while complying with myriad laws and regulations.

4. Data security breaches at many large retailers, financial institutions, 
and government agencies highlight a need for extreme vigilance on the 
part of everyone who handles data for organizations. New employment 
policies, screening practices, and other measures are being taken to 
prevent large-scale data theft or misuse.

Learning Objectives

After you have read this 
chapter, you should be  
able to:

LO1 Understand risk 
management and 
identify its components.

LO2 Discuss important legal 
areas regarding safety 
and health.

LO3 Outline the basic 
provisions of the 
Occupational Safety 
and Health Act of 1970 
and recordkeeping 
and inspection 
requirements.

LO4 Recognize the activities 
that constitute effective 
safety management.

LO5 List three workplace 
health issues and 
highlight how 
employers are 
responding to them.

LO6 Define workplace 
security concerns and 
discuss some elements 
of an effective security 
program.

LO7 Describe the nature and 
importance of disaster 
preparation and recovery 
planning for HR.

Risk Management  
and Worker Protection14

c H A P t e R
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Over 7,000 drivers at UPS have driven accident-free for 

25 years or more in their careers. They have collectively 

driven over 5 billion miles, and their achievement rep-

resents over 198,000 years of safe driving. That is enough miles 

to drive round trip to Mars and back 19 times! The top driver has 

actually gone 52 years without an accident.

For these drivers, avoiding fender-benders on the road is no 

accident. It takes careful planning and attention while on the job. 

Plotting a course to avoid making left turns, fully stopping at red 

lights and stop signs, and driving at or below posted speed limits 

all add up to preventing avoidable accidents. And UPS considers 

nearly every accident avoidable.

How do drivers get started on a journey of safe driving? All 

new drivers attend an intensive mandatory weeklong training pro-

gram that emphasizes safety and ethics. Award-winning UPS driv-

ers are required to memorize more than 600 compulsory methods 

such as frequently checking their mirrors and leaving exactly one 

full car length of space in front of their vehicle when they stop. 

The drivers face a wide range of driving obstacles. For instance, 

in Alaska black bears and deer make regular appearances on the 

road, and snow and ice are common challenges. Drivers find ways 

to avoid these problems and still complete their deliveries on time, 

and that is no small feat. Drivers who drive for 25 years without an 

accident become members of the Circle of Honor, and they make 

up about 7% of all UPS drivers. They are rewarded with a coveted 

leather bomber jacket along with other accolades.

UPS is not alone in recognizing safe drivers. Frito-Lay honors 

those who drive 1 million miles 

without an accident, which typically 

takes 12 years to achieve. Con-way 

Freight gives drivers with 2 million 

accident-free miles an embroidered 

jacket along with a class ring.

Of course, these companies 

save untold amounts of money and 

time by fostering a culture of safe 

driving. Putting rewards behind 
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safety programs shows employees that it really does matter, and that they can ben-

efit from following safe practices. The next time you receive a package at your door, 

an “honored” driver might be delivering it.1

Organizations can take steps to anticipate threats to business assets and operations. 
Understanding and preparing for these challenges is the focus of risk management. 
Even though managers may realistically have a limited capacity to predict future 
events and plan ahead, it is important to consider the possibilities for losses and 
disruptions and to develop a game plan to respond to these issues.

Planning for risk helps mitigate negative impacts and enhances the capacity to 
realize possible opportunities. Managers can use various tools such as “heat maps” 
that compare risk factors and “traffic light” diagrams that convey levels of risk 
intensity (color-coded as red, yellow, and green).2 Risk management involves the 
responsibility to consider physical, human, and financial factors to protect both 
organizational and individual interests.

Risk management involves these essential issues:

•	 How big is the threat to our organization?
•	 How likely is the threat to occur?
•	 What options do we have to reduce its impact?
•	 What is the preferred course of action to prevent a major loss?3

Even though risk management is often a distinct business function, there are 
specific and separate risks associated with employees. In the United States and other 
developed nations, HR departments are included in the prevention, minimization, 
and elimination of workplace risks. For example, there have been more workers’ 
compensation and employment liability insurance payments because of rightsizing 
efforts and accusations of unfair employment practices.4 These issues call for col-
laboration between risk managers and HR executives to develop plans that protect 
companies. When HR is involved in risk management, the organization may save 
both financial and human assets.

There are a variety of risk management issues linked to HR, including pre-
venting accidents and health problems at work, protecting employees from work-
place violence, and ensuring HR data security. Other issues can involve preparing 
for natural disasters, terrorist attacks, and global disease outbreaks. A major part 
of HR-based risk management in most organizations involves health, safety, and 
security, as shown in Figure 14-1. The terms health, safety, and security are closely 
related and—because they affect each other in practice—can often be considered to-
gether when policies are created. The broader and somewhat more nebulous term is 
health, which refers to a general state of physical, mental, and emotional well- being. 
A healthy person is free from illness, injury, or mental and emotional problems 
that impair normal human activity. Health management practices in organizations 
strive to maintain that overall well-being. For instance, a company might provide its 
workers and their families with preventive flu shots as part of a generalized health 
and wellness plan so that individuals are encouraged to be healthier.

LO1 Understand 
risk management 
and identify its 
components.

Risk management
Involves the responsibil-
ity to consider physical, 
human, and financial 
factors to protect orga-
nizational and individual 
interests

Health
General state of physical, 
mental, and emotional 
well-being
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Typically, safety refers to a condition in which people’s physical well-being is 
protected. The main purpose of effective safety programs in organizations is to 
prevent work-related injuries and accidents. For example, a manufacturing opera-
tion that involves saws and cutting tools would provide guards and devices to 
lessen the risk of harm to workers. Finally, the purpose of security is the  protection 
of employees and organizational facilities from forces that may harm them. With 
the growth of workplace violence and issues such as data breaches, terrorism, 
and sabotage, security has become a concern for both employers and employees. 
 Education can help; for instance, an insurance company could offer workplace 
violence seminars to educate its employees on the warning signs that often lead to 
danger to others on the job.

14-1 Safety and Health Regulations
Employers must comply with a variety of federal and state laws when developing 
and maintaining healthy, safe, and secure work environments. Major legal concerns 
are workers’ compensation legislation, the Americans with Disabilities Act, child 
labor laws, civil rights nondiscrimination provisions, and collective bargaining laws.

14-1a Workers’ Compensation
First enacted in the early 1900s, workers’ compensation laws are on the books in all 
states today. As noted in Chapter 13, under these laws employers purchase insurance 
to compensate employees for injuries received while on the job. Experience-rated 
premiums reflect the company’s accident rate. Employers that have higher accident 
rates pay higher premiums. Figure 14-2 shows the typical elements of benefits paid 
to injured workers or their survivors. Depending on the amount of lost time and the 
injured workers’ wage level, these laws often require payments be made to an em-
ployee for the time away from work because of an injury, to cover medical bills, and 

Safety
Condition in which peo-
ple’s physical well-being 
is protected

Security
Protection of employees 
and organizational facili-
ties from forces that may 
harm them

LO2 Discuss 
important legal areas 
regarding safety and 
health.

Figure 14-1 Key Facets of HR-Based Risk Management

Health

Safety

Security

HR-Based Risk Management  
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for retraining if a new job is required as a result of the incident. Most state laws also 
set a maximum weekly amount for determining workers’ compensation benefits. 
Frequently, workers’ compensation benefits also make up for the permanent loss of 
some functionality or inability to perform the previous job.

Workers’ compensation coverage in many states includes emotional impairment 
that may have resulted from physical injury, as well as job-related strain, stress, anx-
iety, and pressure. Some cases of suicide have also been determined to be job related 
in some states, with payments made under workers’ compensation. Companies with 
operations in multiple states must pay particular attention to the specific require-
ments in each state, as they differ widely.

Another aspect of workers’ compensation coverage relates to employees who tele-
commute. In most situations, while working at home for employers, individuals are 
covered under workers’ compensation laws. Therefore, if an employee is injured while 
doing employer-related work at home, the employer is likely liable for the injury.

Controlling Workers’ Compensation Costs Workers’ compensation costs 
have become a major issue and can represent from 2% to 10% of payroll for em-
ployers. Given these cost concerns, companies should focus on preventing injuries 
and accidents. An accident that doesn’t happen saves a worker from physical and 
emotional trauma, and it saves the company financial and management resources. 
Accident prevention is the primary way to keep workers’ compensation costs low. 
A number of detailed recommendations are presented in the “Safety Management” 
section later in this chapter.

Another key to reducing these expenses are return to work plans. These plans 
monitor employees who are off work because of injuries and illness with the goal 

Figure 14-2 Elements of Workers’ Compensation Benefits

Families of workers killed on the job
Survivor 
Bene�ts

Occupational rehabilitation
Skill training and education

Retraining
Costs

Medical
Care

Medical treatment
Physical therapy
Prescription medications

Replacement 
Income

Short term during recovery
Long term for permanent disabilities

Source: Adapted from http://injury.findlaw.com/workers-compensation.html

00709_ch14_ptg01_527-569.indd   532 12/10/15   3:06 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c H A P t e R  1 4   Risk Management and Worker Protection 533

of having them return to do restricted duty work that is less physically demanding 
until they are able to perform their full range of job duties. While restricted duty 
return to work programs can save workers’ compensation costs, employers still 
incur the costs of lower productivity and workload distribution issues.5 Human 
resource professionals work to integrate benefits from workers’ compensation with 
requirements under the Family and Medical Leave Act (FMLA). Injured workers 
may be entitled to time off under the FMLA while recuperating from injuries sus-
tained on the job.

Workers’ compensation fraud is an expensive problem. It is estimated that 
about one-fourth of the workers’ compensation claims filed are fraudulent. False 
and exaggerated claims make up the bulk of the fraud and cost employers billions 
of dollars annually. Employees may fabricate injuries or malinger on disability leave 
to obtain greater benefits. Employers must continually monitor their workers’ com-
pensation expenditures. Efforts to reduce workplace injuries, illnesses, and fraud 
can reduce workers’ compensation premiums and claims costs. Many of the safety 
and health management suggestions discussed later in this chapter can help reduce 
workers’ compensation costs.

Fraud may also be committed by employers who underreport injuries or mis-
classify employees to avoid paying high premiums. Line managers and HR staff may 
be tempted to deny claims in order to lower workers’ compensation costs. However, 
the ethical treatment of workers means that legitimate injuries are appropriately in-
vestigated and handled according to established company standards. The organiza-
tion’s culture and reward programs should align to promote accurate recordkeeping 
related to safety and prompt treatment for injured workers.

14-1b Americans with Disabilities Act  
and Safety Issues

When employers try to return injured workers to restricted duty work to reduce 
workers’ compensation costs, they may encounter issues with the Americans with 
Disabilities Act (ADA). When making accommodations for injured employees by 
offering restricted duty work, employers may undercut what are really essential job 
functions. Making such accommodations for injured employees for an extended pe-
riod of time may require employers to make similar accommodations for job appli-
cants with disabilities. Therefore, limiting the duration of restricted duty work may 
help the company avoid future ADA issues.

HR professionals understand ADA guidelines as they affect physical disabili-
ties. However, it becomes more difficult when mental illness is at issue. Employees 
might not be aware of the extent to which their disabilities (such as depression) 
might be affecting their job performance. To the extent that workplace miscon-
duct is an issue, management should follow normal procedures. If an employee 
shows signs of violence, managers should carefully assess the situation, and per-
haps input from mental health professionals will assist in formulating a course 
of action that preserves the employee’s dignity while providing for a safe work 
environment.

Navigating between workers’ compensation, FMLA, ADA, and many other 
state laws can be a complex situation for the injured worker and the company. 
Sound policies and procedures established by human resources can make the pro-
cess smoother and easier to manage.6

etHicS
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14-1c Child Labor Laws
Safety concerns affecting younger workers, especially those under the age of 18, 
have resulted in restrictions on the type of work they can perform and the sched-
ules they can work. Child labor provisions in the Fair Labor Standards Act (FLSA) 
set the minimum age for most employment at 16 years, with some exceptions for 
individuals who are 14 or 15 years old. Figure 14-3 details the permissible and pro-
hibited work schedules and duties for young workers. There are certain exceptions 
for family-owned businesses and particular restrictions for hazardous occupations. 
In fact, teens working for farms and family-owned firms may be exposed to fewer 
hazards and incur fewer injuries.7

Penalties for violating these provisions can be costly; a single charge may  result 
in a minimum fine of $8,000. Therefore, companies need to be very careful in how 
they employ young workers.8 Two grocery store chains in Iowa—Fareway and 
 HyVee—were recently cited for allowing workers under the age of 18 to operate 
compactors and cardboard bailers, work that is considered dangerous. Both situa-
tions resulted in enforcement actions and fines for violating the FLSA.9

Employers with many young employees find that work-related injuries of teen-
aged workers are a significant issue. The retail and restaurant sectors consistently 
face safety and health issues with these workers. Since many young workers take 
more risks at work, much like they do when they drive cars, they are more likely 

Figure 14-3 Child Labor Law Restrictions

Age Restrictions

◆  Permitted to deliver newspapers
◆  Permitted to work as an entertainer
◆  Permitted to work for a family-based farm or other
    business that is owned and operated by their parents
◆  Cannot work in manufacturing or mining jobs regardless
    of ownership

◆   Can work a maximum of 3 hours/day up to 18 hours/week
    when school is in session
◆   Can work between the hours of 7:00 a.m. and 7:00 p.m.
    when school is in session
◆   Can work a maximum of 8 hours/day up to 40 hours/week
    when school is not in session
◆   Can work until 9:00 p.m. when school is not in session

◆   Can work unlimited hours in permissible jobs
◆   May perform any farm job
◆   May perform any nonhazardous job
◆   May not drive on public roads or perform duties of a
    delivery driver

Any age

Ages 14 to 15

Ages 16 to 18

Age 18 ◆   Minimum age for employment in hazardous occupations
◆   No longer subject to child labor provisions

Source: Adapted from Department of Labor, http://www.dol.gov/whd/childlabor.htm.
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to get injured.10 In response, OSHA has created a special section on its website that 
addresses teens and provides videos, photos, and text explanations of work-related 
hazards along with worker rights and responsibilities. Teenage workers might be 
less cautious than older employees on the job, so extra steps should be taken by 
managers to highlight workplace safety issues. In addition, properly training man-
agers and employees in permissible tasks for younger workers and safe practices is 
critical in the effort to prevent injuries to these higher-risk workers.

14-1d Legal Issues Related to Work Assignments
The rights of employees in work assignments are addressed as part of various regu-
lations. Two primary areas where work assignments and concerns about safety and 
health intersect are reproductive health and unsafe work.

Work Assignments and reproductive Health Assigning employees to work 
in areas where their ability to have children may be affected by exposure to chemi-
cal hazards or radiation is an issue. Women who are able to bear children or are 
pregnant present the primary concerns, but in some situations, the possibility that 
men might become sterile is also an issue. Based on standards specified in the Civil 
Rights Act and the Pregnancy Discrimination Act, employers should not prevent 
women (or men) from working in hazardous jobs because of reproductive con-
cerns. Although employers have no absolute protection from liability, the following 
 actions can help:

•	 Maintain a safe workplace for all by seeking the safest working methods.
•	 Comply with all state and federal safety laws.
•	 Inform employees of any known risks.
•	 Document employee acceptance of any risks.

refusing unsafe Work Under labor laws, workers may challenge unsafe work 
assignments, whether or not they are members of a labor union. Both union and 
nonunion workers have refused to work when they considered the work unsafe, and 
several court cases support their actions. The conditions for refusing work because 
of safety concerns include the following:

•	 The employee’s fear is objectively reasonable.
•	 The employee has tried to have the dangerous condition corrected.
•	 Using normal procedures to solve the problem has not worked.

14-1e Global Safety, Health, and Security Issues
HR managers must also consider risk management when dealing with employees 
around the world. Safety and health laws and regulations vary from country to 
country, ranging from virtually nonexistent to more stringent than those in the 
United States. The importance placed on health, safety, and security relates some-
what to the level of regulation and other factors in each country.

When sending workers on international assignments, special care must be 
taken to protect them from personal assault, theft, natural disasters, disease, poor 
health care, and other issues.11 Organizations in the United States and other nations 
such as Germany, Australia, and the United Kingdom have instituted duty-of-care 
 requirements specifying that companies take active steps to protect the well-being 

globAl
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of employees and their families when they are required to work and live overseas. 
In addition to concerns over security and logistics, HR departments must also be 
aware of the tax and immigration risks that individuals potentially face when they 
travel abroad for shorter periods to conduct business.12

A recent uptick in the number of well-publicized industrial accidents in devel-
oping countries has begun to shed light on dangerous working conditions common 
in other countries. Fires in Bangladeshi garment factories and suicides at Chinese 
electronics manufacturers show how lax safety standards and oppressive work en-
vironments can lead to tragedy. The following “HR Ethics: What Is the Real Cost 
of Your iPhone?” feature discusses the challenges for companies seeking to purchase 
low-cost products from suppliers in less-progressive countries.

etHicS

What Is the Real Cost of Your iPhone?

Consumers often look for products with unique 
features or those that are very inexpensive. In 
response, companies try to find suppliers that 
can produce these products at the lowest cost 
so that they can sell them at a profit. What 
many consumers may not realize is that often 
the real cost of the product is not dollars and 
cents, but human loss and suffering.

Most electronics, including the wildly popu-
lar iPhone, are produced primarily in China and 
other developing nations. Safety and health laws 
in these countries lag behind those in the United 
States, and workers there are subjected to stren-
uous work schedules and poor working condi-
tions. Workers are often housed in overcrowded 
dormitories. They are frequently required to work 
excessive overtime schedules—they often work 
seven days a week—and may be required to 
handle toxic chemicals while producing the elec-
tronic devices. Worker suicides occurred with 
alarming regularity at Hon Hai’s facilities in re-
cent years. Workers have also staged walkouts 
and pickets to obtain higher wages.

Companies such as Apple, HP, and Sam-
sung deal with these suppliers because doing 
so is cheaper than manufacturing in the United 
States. It can take years to develop a produc-
tive working relationship with a supplier to en-
sure product quality and that delivery schedules 
are met. The companies are naturally reluctant 

to drop a supplier unless violations are serious 
and ongoing. Samsung recently determined 
that the majority of its suppliers fail to comply 
with safety regulations such as providing ad-
equate safety equipment, conducting evacua-
tion drills, and maintaining reasonable overtime 
schedules.

Auditing suppliers is now a regular practice 
for U.S.-based companies, and they are making 
an effort to reduce safety problems and worker 
abuse around the world. However, the allure 
of low-cost products and consumer demand 
for constant innovation make it difficult to put 
worker safety first. As long as customers con-
tinue to buy iPhones and other electronics and 
do not object to hazardous work conditions at 
production facilities, companies are not likely to 
be motivated to change their practices.13

With worker safety issues in mind, con-
sider the following questions:

1. How can consumers learn about supply 
chain issues and worker safety concerns 
when shopping for electronic devices? How 
could an HR department help?

2. What can companies do to ensure that 
their suppliers comply with worker safety 
and health regulations? How should HR 
professionals ensure that safety and health 
are key issues in the workplace?

et
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In addition to complying with workers’ compensation, ADA, and child labor 
laws, most employers must comply with the Occupational Safety and Health Act 
of 1970. This act, which is administered by the Occupational Safety and Health 
 Administration, has had a tremendous impact on the workplace.

14-2 Occupational Safety and Health Act
The Occupational Safety and Health Act of 1970 was enacted to ensure that the 
health and safety of workers would be protected. Every employer that is engaged in 
commerce and has one or more employees must comply with the act. Farmers with 
fewer than 10 employees are exempt. Employers in specific industries, such as rail-
roads and mining, are covered under other health and safety acts. Federal, state, and 
local governments are covered by separate statutes and provisions.

The Occupational Safety and Health Act of 1970 established three agencies 
within the Department of Labor to oversee various aspects of workplace safety:

1. The Occupational Safety and Health Administration, known as OSHA, 
 administers the provisions of the law, conducts workplace inspections, and 
works with companies to improve worker safety.

2. The National Institute for Occupational Safety and Health (NIOSH) is a 
 supporting body that conducts research and develops safety standards.

3. The Occupational Safety and Health Review Commission (OSHRC) reviews 
OSHA enforcement actions and addresses disputes between OSHA and 
 employers that are cited by OSHA inspectors.

By making employers and employees more aware of safety and health consid-
erations, OSHA has significantly affected organizations. OSHA regulations and its 
on-site presence appear to have contributed to reductions in the number of acci-
dents and injuries. OSHA leaders recently announced plans for additional rules and 
guidelines regarding permissible exposure levels of certain hazardous chemicals and 
tougher whistleblower protection standards. On the other hand, they dropped a 
proposed requirement for employers to maintain injury and illness prevention pro-
grams. As priorities change in the federal administration, the emphasis OSHA places 
on various issues also changes.14

14-2a OSHA Enforcement Actions and Results
A major responsibility of OSHA is to enforce safety regulations in an effort to re-
duce injuries and illnesses in the workplace. Enforcement includes creating guide-
lines and rules, investigating, inspecting, and levying fines. Compliance officers have 
great discretion and authority to ensure worker safety.

The results of OSHA’s enforcement process are evident in accident statistics 
since passage of the law. Since 2003, incidences of both fatal and nonfatal occupa-
tional injuries and illnesses have steadily declined.15 Figures 14-4 and 14-5 show 
these positive trends. Specific accident and illness rates vary depending on the indus-
try, type of job, and other factors. The number of workplace injuries and illnesses 
also varies by employer size, with medium-sized companies having the highest 
 reported rates and small businesses having the lowest rates.16

Unfortunately, while occupational fatalities are at their lowest level in decades, 
Hispanic workers experience a much higher proportion of fatal injuries than their 

LO3 Outline the 
basic provisions of the 
Occupational Safety 
and Health Act of 1970 
and recordkeeping 
and inspection 
requirements.
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Figure 14-4 Nonfatal Occupational Injury and Illness Incidence Rates, 2004–2013
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Figure 14-5 Workplace Fatalities, 2004–2013
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numbers would warrant. This disturbing trend has continued for a number of years. 
Experts believe that language barriers, fear of speaking out, and working in more 
dangerous occupations (such as construction) all contribute to their higher rates of 
fatal injury.17 Industries that employ a high percentage of Latinos should make ex-
tra efforts to ensure that workers understand safe practices and are equipped with 
proper protective gear.

Twenty percent of all workplace fatalities occur in the construction industry. 
Leading causes for those deaths include falls, being struck by an object, and electro-
cution. This has led OSHA to beef up requirements for fall protection, especially in 
the residential construction sector. Many building contractors believe that they pro-
vide adequate protection to workers, and they are opposing stricter regulations.18

OSHA has initiated stronger enforcement efforts on behalf of temporary work-
ers. Temporary workers make up a significant share of the workforce and unfortu-
nately, they have a much higher risk of occupational injury. Staffing agencies and 
the companies who employ temporary workers both bear some responsibility for 
ensuring that these individuals are properly trained and equipped for any workplace 
hazards that they may encounter.19

While national safety statistics show improvement, there are still noteworthy 
tragic accidents that result in significant human and financial loss. For example, 
Behr Iron & Steel in Illinois was cited for numerous violations and fined nearly 
$500,000 following the death of a worker at the company’s scrap metal facility who 
sustained multiple injuries after his arm was caught in a conveyor belt. Similarly, 
Republic Steel was fined $2.4 million for failing to provide workers with adequate 
protection from falls on girders several stories above furnaces and failing to provide 
machine guards on hazardous machinery.20, 21 These examples show that although 
workplace safety is improving overall, many companies and their employees con-
tinue to suffer due to unsafe conditions.

14-2b Workplace Safety Standards
To foster workplace safety, OSHA has established specific standards to regulate 
equipment and other aspects of the work environment. National standards devel-
oped by engineering and quality control groups are often used by OSHA to estab-
lish its own standards. OSHA rules and standards are frequently complicated and 
technical. While many industries, like construction and health care, have specific 
workplace requirements, all companies must adhere to two key provisions:

•	 General duty: The act requires that the employer has a general duty to provide 
safe and healthy working conditions, even in areas where OSHA standards 
have not been set. Employers that know or reasonably should know of unsafe 
or unhealthy conditions can be cited for violating the general duty clause.

•	 Notification and posters: Employers are required to inform their employees of 
OSHA safety and health standards. OSHA posters must also be displayed in 
prominent locations in workplaces.

Hazard Communication OSHA has established process safety management 
(PSM) standards that focus on hazardous chemicals. Hazard communication 
standards require manufacturers, importers, distributors, and users of hazardous 
chemicals to evaluate, classify, and label those substances using standardized sym-
bols. Employers must make information about hazardous substances available to 
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employees, their representatives, and health professionals. This information is con-
tained in material safety data sheets (MSDSs), which must be readily accessible to 
those who work with chemicals and certain other dangerous substances. The  MSDSs 
indicate antidotes or actions to be taken should someone be exposed to the sub-
stances. If the organization employs many workers for whom English is not the 
primary language, then the MSDSs should be available in the necessary languages. 
Also, workers should be trained in how to access and use the MSDS information.

Additional process safety management requirements include lockout/tag-out 
regulations. Firms must control hazardous energy such as electrical or hydraulic 
power by providing mechanics and tradespeople with locks and tags to make equip-
ment inoperable during repair or adjustment to prevent accidental start-up of defec-
tive machinery. Strict procedures regarding removal of the device help ensure that 
equipment is safe to operate.

Personal Protective equipment Standards for personal protective equipment 
(PPE) require that employers analyze job hazards, provide adequate PPE to employ-
ees in hazardous jobs, and train them in the use of PPE items. Common PPE items 
include safety glasses, hard hats, and safety shoes. Employers are required to provide 
PPE to all employees (at no cost) who work in an environment that presents hazards 
or who might have contact with hazardous chemicals and substances on the job. 
Some courts have ruled that employees are entitled to be paid for the time it takes to 
put on and take off protective equipment, while others have ruled that they are not 
entitled to pay. Claims of this nature are case specific, and no broad generalizations 
can be made. If a company requires significant “donning and doffing” for safety pur-
poses, managers should work with HR to determine if payment is warranted.22

Bloodborne Pathogens and infectious Diseases OSHA has established a 
standard regarding exposure to bloodborne pathogens such as the hepatitis B virus 
(HBV) and the human immunodeficiency virus (HIV). This regulation was devel-
oped to protect employees who are regularly exposed to blood and other such sub-
stances from contracting AIDS and other serious diseases. Obviously, health care 
laboratory workers, nurses, and medical technicians are at greatest risk. Providing 
workers with protective equipment such as gloves and masks along with training 
in proper handling of bodily fluids are important precautions that help avoid the 
spread of infectious diseases.

The recent outbreak of Ebola highlights that the requirements under this stan-
dard as universal precautions to prevent infection are important when facing this 
virus. Workers at particular risk may include those in the health care, mortuary and 
death care, airline, and other travel service industries. Training and protective equip-
ment are important preventive measures for companies to implement.23

Pandemic guidelines In addition to regulations, OSHA issues guidelines to 
protect people at work in matters of health and safety. One such set of guidelines 
can help employers prepare for a pandemic such as West Nile virus, bird flu, or 
swine flu. These guidelines provide information about how organizations can man-
age a serious disease outbreak with proper procedures and safety equipment. In 
addition, guidelines are provided to help a company continue operations with a 
depleted workforce.

Cumulative trauma disorders (CTDs) are muscle and skeletal injuries that 
 occur when workers repetitively use the same muscles when performing tasks.  

cumulative trauma 
disorders (ctds)
Muscle and skeletal 
injuries that occur when 
workers repetitively use 
the same motions when 
performing tasks
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Carpal tunnel syndrome, a cumulative trauma disorder, is an injury common to 
people who put their hands through repetitive motions such as typing, playing cer-
tain musical instruments, cutting, and sewing.

Problems caused by repetitive and cumulative injuries occur in a variety of work 
settings. The meatpacking industry has a very high level of CTDs. Grocery cashiers 
experience CTDs from repetitively twisting their wrists when they scan bar codes 
on canned goods. Office workers experience CTDs too, primarily from doing exten-
sive typing and data entry on computers and computer-related equipment. Worksta-
tion design that encourages proper posture, assistive devices, and job rotation may 
alleviate some of these repetitive motion injuries. Ergonomic studies and solutions 
are explored later in this chapter’s “Safety Management” section.

14-2c OSHA Recordkeeping Requirements
Employers are generally required to maintain a detailed annual record of the vari-
ous types of injuries, accidents, and fatalities for inspection by OSHA representa-
tives and for submission to the agency. Most organizations must complete OSHA 
Form 300 to report workplace accidents and injuries and retain it for five years.

reporting injuries and illnesses The OSHA 300 log is the primary reporting 
document that companies must prepare and maintain related to workplace injuries. 
The log is not sent to OSHA unless specifically requested by the agency. The re-
quired information recorded on the log includes:

•	 Employee’s name and job title
•	 Date and place of injury
•	 Description of injury or illness
•	 Injury classification (as explained later in this discussion)

Employers must keep a log for each establishment on site. Employees have the right 
to review these records. Each year, employers are also required to summarize data 
from the log and post it in the workplace from February 1 through April 30. In-
juries to direct and indirect (temporary, contract, and other contingent workers) 
workers must all be recorded.

Categories of recordable injury include:

•	 Death: Fatality at the workplace or caused by work-related actions
•	 Injuries causing days away from work: Job-related injuries or disabling 

 occurrences that cause an employee to miss regularly scheduled work on the 
day following the accident

•	 Injuries or illnesses causing job transfer or restricted duty: Job-related injuries 
or illnesses that lead to an employee working in a job outside his or her normal 
assignment

•	 Other recordable cases: Injuries that require treatment by a physician but do 
not cause an employee to miss a regularly scheduled work turn24

The recordkeeping requirements for these injuries and illnesses are summa-
rized in Figure 14-6. Notice that only very minor injuries (those requiring only 
first aid) do not have to be recorded for OSHA. For example, an employee who 
closes his hand in a door and is treated by a first aid responder with an ice pack 
but does not seek further medical treatment would not be considered to have a 
recordable injury.
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New reporting requirements effective in 2015 expanded the list of incidents 
that must be reported directly to OSHA shortly after they occur. Occupational fa-
talities and hospitalizations of three or more employees must be reported directly to 
OSHA within eight hours of the occurrence. In addition, injuries that result in am-
putation, loss of an eye, or one employee being hospitalized must also be reported 
directly to OSHA within 24 hours of their occurrence. OSHA officials are focusing 
on these severe incidents that lead to major human loss because they indicate that 
serious hazards are likely to be found in such workplaces.25

OSHA dropped a proposed rule that would have made all OSHA 300 logs pub-
licly available on its website. Safety experts expressed concern that such public dis-
closure might endanger the anonymity of injured workers. They were also worried 
that it might drive employers to underreport accidents,26 a concern that is not with-
out merit, as there is reason to believe that some organizations misrepresent how 
often injuries and illnesses occur in the workplace. Nearly half of employers investi-
gated by OSHA for documentation problems failed to report every worker illness or 
injury. Health care providers also claim that some companies have encouraged them 
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Figure 14-6  Determining Recordability of Cases under the Occupational Safety  

and Health Act
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to deemphasize illnesses and injuries, as well as to give inadequate treatment to em-
ployees. Accurate reporting is more likely to occur in organizations with a positive 
safety climate and when supervisors consistently enforce safety behaviors. Manag-
ers must realize that companies can incur hefty fines—in the millions of  dollars—for 
not properly disclosing incidents. In an effort to mitigate these concerns, companies 
should carefully review manager performance assessment and reward programs to 
ensure that managers are not motivated to inaccurately report accident occurrences 
in order to earn a bonus or other reward.27

14-2d OSHA Inspections
The Occupational Safety and Health Act provides for on-the-spot inspections by 
OSHA compliance officers or inspectors. Inspections may also occur as part of an 
investigation of a complaint or as part of targeted enforcement in high-hazard in-
dustries. In Marshall vs. Barlow’s, Inc., the U.S. Supreme Court held that safety in-
spectors must produce a search warrant if an employer refuses to voluntarily allow 
the inspectors into the facility. The Court also ruled that an inspector does not have 
to show probable cause to obtain a search warrant. A warrant can be obtained eas-
ily if a search is part of a general enforcement plan.28

Dealing with an inspection When an OSHA compliance officer arrives, man-
agers should ask to see the inspector’s credentials. Next, the company HR repre-
sentative or safety professional should insist on an initial conference with the 
compliance officer. The compliance officer may request that a union representative, 
an employee, and a company representative be present while the inspection is con-
ducted. During the inspection, the officer checks organizational records to see if 
they are being maintained and to determine the number of accidents that have oc-
curred. Following this review of the safety records, the officer conducts an on-the-
spot inspection and may use a wide variety of equipment to verify compliance with 
standards. After the inspection, the compliance officer can issue citations for any 
violations of standards and provisions of the act.

Citations and Violations Although OSHA inspectors can issue citations for 
violations of the act, whether a citation is issued depends on the severity and extent 
of the problems, and on the employer’s knowledge of them. In addition, depending 
on the nature and number of violations, monetary penalties can be assessed against 
employers. The nature and extent of the penalties depend on the type and severity of 
the violations as determined by OSHA officials.

Many types of violations are cited by OSHA. Ranging from the most severe to 
minimal, including a special category for repeated violations, the most common are 
as follows:

•	 Imminent danger: When there is reasonable certainty that the condition will 
cause death or serious physical harm if it is not corrected immediately, an 
 imminent danger citation is issued, and the inspector posts a notice. Imminent 
danger situations are handled on the highest-priority basis. If the  condition 
is serious enough and the employer does not cooperate, a representative of 
OSHA may obtain a federal injunction to close the worksite until the  condition 
is corrected. The absence of guardrails to prevent employees from falling into 
heavy machinery is one example of an imminent danger.
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•	 Serious: When a condition could probably cause death or serious physical 
harm, and the employer should know of the condition, OSHA issues a serious 
violation citation and may impose a fine up to $7,000 per violation. Examples 
of serious violations are the absence of a protective screen on a lathe and the 
lack of a blade guard on an electric saw.

•	 Other than serious: Violations that could impact employees’ health or safety 
but probably would not cause death or serious harm are called other than 
 serious. Violators may be fined up to $7,000 per violation. Having loose ropes 
in a work area might be classified as an other than serious violation.

•	 De minimis: A de minimis condition is one not directly and immediately 
 related to employees’ safety or health. No citation or fines are issued, but 
the condition is mentioned to the employer. Lack of doors on toilet stalls is a 
 common example of a de minimis violation.

•	 Willful and repeated: Citations for willful and repeated violations are issued to 
employers that have been previously cited for violations. If an employer knows 
about a safety violation or has been warned of a violation and does not correct 
the problem, a second citation is issued. The penalty for a willful and repeated 
violation can be high, ranging from $5,000 to $70,000 per violation.

Federal OSHA compliance officers conducted over 39,000 inspections and 
found over 70,000 violations in a recent year. The most common violations are 
 related to fall protection, hazard communication, scaffolding, respiratory  protection, 
and powered industrial trucks. The construction industry is cited more often than 
any other industry.29

14-3 Safety Management
Accidents can be costly for organizations because there are direct, indirect, and im-
measurable costs associated with occupational safety incidents. Figure 14-7 shows 
that the direct costs of accidents and illnesses are only a small part of the total costs, 
and organizations should estimate all the expenses associated with health and safety 
issues, particularly any indirect costs that might be overlooked.

Well-designed and effectively managed safety programs can result in reduced 
accidents and associated costs. Further, a variety of safety problems often decline as 
a result of management efforts that emphasize a safe work environment. Compa-
nies that proactively manage safety efforts tend to perform better financially than 
those that do not. Often, the difference between high-performing firms with good 
occupational safety records and other firms is that the former have effective safety 
management programs. The HR unit and operating managers share responsibility 
for coordinating health, safety, and security efforts.

Organizations with effective safety management programs take many of the fol-
lowing steps to reduce accidents:

•	 Organizational commitment to safety
•	 Safety policies, discipline, and recordkeeping
•	 Safety training and communication
•	 Effective safety committees
•	 Inspection, investigation, and evaluation
•	 Accident reduction using ergonomics

LO4 Recognize 
the activities that 
constitute effective 
safety management.
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14-3a Organizational Commitment to Safety
At the heart of safety management is an organizational commitment to a compre-
hensive safety effort that should be coordinated at the top level of management 
and include all members of the organization. The actions of managers should also 
support this effort. For instance, a manager in a metal stamping plant who fails to 
use hearing protection can hardly be surprised when employees neglect to wear ear-
plugs or earmuffs.

Balancing the competing demands for safety and productivity can be difficult, 
especially for front-line supervisors. Executives must lead the effort by establishing 
a culture that emphasizes safety as the highest priority. Enlightened managers adopt 
a long-term view by recognizing that safe operations also result in higher productiv-
ity and better organizational outcomes.30

14-3b Safety Policies, Discipline, and Recordkeeping
Designing safety policies and rules along with disciplining violators are important 
components of safety efforts. Frequently reinforcing the need for safe behavior and 
frequently supplying feedback on positive safety practices are also effective ways 
of improving worker safety. Such safety-conscious efforts must involve employees, 
supervisors, managers, safety specialists, and HR personnel.

For policies about safety to be effective, good recordkeeping about accidents, 
causes, and other details is necessary. Without records, an employer cannot track 

Direct Costs
Medical treatment
(medication, rehabilitation, surgery)
Disability bene�t payments for lost time
Durable medical equipment
Workers’ Compensation premiums
Fines for safety violations
Damage to work equipment

Indirect Costs
Decreased/lost productivity
Management time for accident
investigation
Claims administration
Time and production lost by coworkers
Reduced work group ef�ciency
Time lost by supervisor
Cost to replace injured workers and
train new workers

Immeasurable Costs
Negative publicity and damaged
reputation 
Negative in�uence on employees’
esprit de corps

Figure 14-7 Examples of Direct, Indirect, and Immeasurable Costs of Accidents

Source: Based partly on http://www.fit2wrk.com/_forms/ARTICLE_Fit2wrk_ClinicalEd_vol1-16.pdf.
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safety performance or compare benchmarks against other employers, and the  
employer may not even realize the extent of the safety problems.

14-3c Safety Training and Communication
Accidents in the workplace are often reduced with safety training that is conducted 
in various ways. Regular sessions with supervisors, managers, and employees can 
be coordinated by HR staff members. Communicating about safety procedures, 
reasons accidents occurred, and what to do in an emergency is critical. Without 
effective communication about safety, training is insufficient. To reinforce safety 
training, continuous communication to develop safety consciousness is necessary. 
Many companies hold brief monthly safety meetings conducted by front-line super-
visors. This keeps safety on everyone’s mind and provides a regular forum to remind 
employees about safe work practices and accident prevention.31

Employers may need to communicate in a variety of media and languages. 
Such efforts are important to address the special needs of workers who have vi-
sion, speech, or hearing impairments; who are not proficient in English; or who face 
other challenges. Multiple training approaches might be needed to enhance indi-
vidual learning, including the use of role-playing and other active practice exercises, 
behavioral examples, and extensive discussion.

14-3d Effective Safety Committees
Employees frequently participate in safety planning through safety committees, 
which are often composed of workers from a variety of levels and departments. 
A safety committee generally meets at regularly scheduled times, has specific 
 responsibilities for conducting safety reviews, identifying risks, and making recom-
mendations for changes necessary to avoid future accidents. At least one member of 
the committee usually comes from the HR department.

Some best practices for utilizing safety committees include:

•	 Leadership involvement: Senior leaders need to endorse and support safety 
committee efforts. Middle managers and front-line supervisors must actively 
assist the committee and address concerns.

•	 Committee selection: To ensure commitment, employees who are already safety 
advocates should be assigned to the committee. Member terms should be 
 staggered to provide a fresh perspective and continuous energy.

•	 Committee structure: Typically, equal representation from management and 
employees keeps the committee in balance. Smaller committees (up to  
12  members) normally function better than do larger committees.32

14-3e Inspection, Investigation, and Evaluation
It is not necessary to wait for an OSHA inspector to check the work area for safety 
hazards. Regular inspections can be performed by a safety committee or by a com-
pany safety coordinator. Problem areas should be addressed immediately to prevent 
accidents and keep work productivity at the highest possible levels. Also, OSHA 
inspects organizations with above-average rates of lost workdays more frequently. 
Therefore, reducing accidents can lower the frequency of on-site OSHA visits.

The accident investigation process is shown in Figure 14-8. Identifying why an 
accident occurred is extremely important to determine the workplace conditions 
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and worker behaviors that led to the incident. Talking with the injured worker and 
witnesses helps establish the facts and time line so that the root cause of the acci-
dent can be determined. This information is critical to prevent future occurrences.33

Closely related to accident investigation is research to determine ways of pre-
venting accidents. Employing safety engineers or having outside experts evaluate the 
safety of working conditions may be useful. If many similar accidents seem to occur 
in an organizational unit, a safety training program may be necessary to emphasize 
safe working practices. As an example, a medical center reported a greater than 
average number of back injuries among employees who were lifting heavy patients. 
Installing patient-lifting devices and safety training on the proper way of using them 
was initiated. As a result, the number of worker injuries was reduced.

14-3f Accident Reduction Using Ergonomics
Ergonomics is the study and design of the work environment to address physical de-
mands placed on individuals as they perform their jobs. The primary goal is to make 
work more human friendly and to reduce work-related injuries, particularly repeti-
tive motion problems. In a work setting, ergonomic studies look at factors such as 
fatigue, lighting, tools, equipment layout, and placement of controls. Ergonomics 
can provide economic value to employers by reducing injuries.

For specific problem industries and jobs, OSHA has voluntary guidelines that 
identify industries with serious ergonomic problems and give employers tools to 
help highlight and control ergonomics hazards. Among the industries receiving 
guidelines are nursing homes, poultry processors, and retail grocery stores.

Ergonomics analysis includes reviewing physical, environmental, and psycho-
logical stressors and finding ways to reduce their impact on workers. Management 
must commit to reducing injuries caused by repetition and cumulative trauma, 
along with poor workstation design and workflow.34 Getting employees involved is 
the key to successfully implementing an ergonomics program.

14-3g Approaches for Effective Safety Management
Companies typically use elements from each of three basic approaches to man-
age safety. Figure 14-9 shows the organizational, engineering, and individual ap-
proaches and their components.

ergonomics
Study and design of the 
work environment to ad-
dress physical demands 
placed on individuals as 
they perform their jobs

Emergency Response;
Secure the Accident
Site

Initial Investigation;
Review Site

Collect Data from
Injured Worker,
Witnesses, Historical
Records

Analyze Data and
Determine Root
Cause

Institute Corrective
Measures

Figure 14-8 Accident Investigation Process
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Organizational Approach Companies can effectively manage safety by design-
ing safer jobs and creating policies that encourage safety. Safety committees can be 
used to increase awareness and involve employees in safety issues. Guidelines for 
accident investigations can help managers identify the causes of safety incidents. 
Finally, reward and recognition programs are a common method of keeping safety 
at the top of employees’ priority list.35

engineering Approach Employers can prevent some accidents by design-
ing machines, equipment, and work areas so that it is much more difficult for 
workers who perform potentially dangerous jobs to injure themselves and oth-
ers. Providing safety equipment and guards on machinery, installing emergency 
switches and safety rails, keeping aisles clear, and installing adequate ventila-
tion, lighting, heating, and air conditioning can all help make work environ-
ments safer. The use of ergonomic techniques further advances injury prevention 
through workstation design.

individual Approach Engineers approach safety from the perspective of re-
designing the machinery or the work area. Industrial psychologists and human 
factors experts see safety differently. They address the proper match of individu-
als to jobs and emphasize employee training in safety methods, fatigue reduction, 
and health awareness. The results of many field studies involving thousands of 
workers show a definite relationship between human factors and occupational 
safety. Behavior-based safety (BBS) approaches are efforts to reduce risky behav-
ior and increase safe behavior by defining unsafe behavior and attempting to 
change it. While BBS is beneficial, it does not constitute a complete approach to 
dealing with safety.

By combining organizational, engineering, and individual elements, companies 
can create an integrated approach to injury prevention. The most effective safety 

Organizational Approach

Engineering Approach

Individual Approach

Designing safe jobs.
Develop and implement safety policies.
Use safety committees.
Coordinate accident investigations.
Create a safety culture.
Establish reward and recognition programs.

Design appropriate work settings and equipment.
Utilize proper guarding and alert systems.
Evaluate and use equipment and assistive devices.
Apply ergonomic principles.
Implement safety procedures in the workplace.

Reinforce safety motivation and attitudes.
Provide employee safety training.
Rewarding safety through incentive programs.
Discussing safety in meetings and at worksites.

Figure 14-9 Approaches for Effective Safety Management
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management program is one that is consistent with the organization’s culture and 
management philosophy.

14-3h Measuring Safety Efforts
Organizations should monitor and evaluate their safety efforts. Just as organi-
zational accounting records are audited, a firm’s safety efforts should be audited 

MeASuRe

Calculating Incidence Rates

An organization’s leaders frequently compare 
their safety results to other organizations in their 
industry and to their own organization over time. 
However, companies vary widely in size, making 
comparisons difficult and perhaps meaningless.

Take two manufacturing companies as an 
example:

•	 Company A has 2,500 employees and 
incurred 45 recordable accidents.

•	 Company B has 200 employees and 
 incurred 7 recordable accidents.

Which company is running a safer operation? 
It looks like Company B because it had fewer 
 injuries. But Company A employs a lot more 
workers. How can you compare the two?

There is a useful formula that easily 
determines the answer to this question. The 
incidence rate of injuries and illnesses can be 
computed as follows:

incidence rate 
= (number of injuries and  illnesses × 200,000) 

÷ employee hours worked

The 200,000 hours in the formula represents 
the equivalent of 100 employees working 40 
hours per week, 50 weeks per year and pro-
vides the standard base for the incidence rates. 
Therefore, no matter how many employees 
a company has, it is possible to compare inci-
dence rates within an industry or over time.

So, which company is doing a better job? 
Let’s calculate their incidence rates:

Company A Company B

a45 × 200,000b 
= 1.8

5,000,000
a7 × 200,000b 

= 3.5
400,000

Now we can see that Company B is incurring 
injuries at the rate of 3.5 for every 100 work-
ers, while Company A is incurring only 1.8 inju-
ries for every 100 workers. So, Company A is 
keeping its workers safer. You can use the same 
formula to compute incidence rates for all re-
cordable injuries, injuries with lost work days, 
and any other category of illnesses or injuries.

Each year, the Bureau of Labor Statistics 
publishes national incidence rates detailed by 
industry and employer size to help companies 
track their results against others in the same 
industry or of similar size. OSHA also uses 
this information to identify worksites with high 
incidence rates so that stepped-up enforcement 
and preventive action can be taken.36

Now that you understand how incidence 
rates can be computed, answer the following 
questions:

1. How might safety committees use this 
information when working on accident 
prevention programs? Could an HR depart-
ment provide any assistance?

2. How might reward programs for managers 
take into account incidence rates for inju-
ries and illnesses? What could HR profes-
sionals do to facilitate any changes made to 
the reward system?
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periodically as well. Accident and injury statistics should be compared with previ-
ous accident patterns to identify any significant changes. This analysis should be 
designed to measure progress in safety management.

Organizational safety efforts are measureable. Common metrics are workers’ 
compensation costs per injury/illness; percentage of injuries/illnesses by department, 
work shifts, and job categories; and incident rate comparisons with industry and 
benchmark targets. Regardless of the specific measures used, it is critical to use rel-
evant HR metrics to track and evaluate safety management efforts. The preceding 
“HR Competencies & Applications: Calculating Incidence Rates” feature explains 
how to determine the frequency of injuries to enable comparison.

Employers in a variety of industries have found that emphasizing health and 
safety pays off in many ways. Lower employee benefits costs for health care, fewer 
work-related accidents, lower workers’ compensation costs, and more productive 
employees can all result from employer efforts to stress health and safety.

14-4 Employee Health and Wellness
Employee health problems are varied—and somewhat inevitable. They can range 
from minor illnesses such as colds to serious illnesses related to the jobs performed. 
Some employees have emotional health problems; others have alcohol or drug prob-
lems. Some problems are chronic; others are transitory. All may affect organiza-
tional operations and individual employee productivity.

Employers face a variety of workplace health issues. Previously in this chapter, 
cumulative trauma injuries and exposure to hazardous chemicals were discussed be-
cause OSHA has addressed these concerns through regulations or standards. Other 
concerns associated with employee health include substance abuse, emotional/ 
mental health, older workers, smoking, and obesity.

14-4a Substance Abuse
Use of illicit substances or misuse of controlled substances, alcohol, or other drugs is 
called substance abuse. The millions of substance abusers in the workforce cost global 
employers billions of dollars annually. Recent studies show confounding results re-
garding the trend in illegal drug use by employees. Drug testing companies report an 
overall decline; however, they also report a rise in the use of heroin and painkillers.37

Employers’ concerns about substance abuse stem from the ways it alters work 
behaviors, causing increased tardiness and absenteeism, lower productivity, a higher 
rate of mistakes, and more industrial accidents. It can also cause an increase in with-
drawal (physical and psychological) and antagonistic behaviors, which may lead 
to workplace violence.38 Many companies have instituted drug screening programs 
that include pre-employment testing and testing after workplace accidents, along 
with zero-tolerance policies that address employees’ use of alcohol and drugs.

A company should also consider utilizing an employee assistance program (EAP) 
for support and counseling related to substance abuse. EAPs assist troubled employ-
ees so that they can remain employed. HR professionals get involved in substance 
abuse issues by taking actions such as training supervisors to identify and help pre-
vent problems. They also work with supervisors and managers to institute progressive 
discipline for substance abusers that provides them with a chance to seek assistance.

LO5 List three 
workplace health 
issues and highlight 
how employers are 
responding to them.

Substance abuse
Use of illicit substances 
or misuse of controlled 
substances, alcohol, or 
other drugs
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HR professionals and managers should refrain from diagnosing employees, as 
this is a task best left to those trained in mental health and substance abuse issues. 
Rather, all management actions should focus on work behaviors and job perfor-
mance. Figure 14-10 shows common signs of substance abuse that HR professionals 
and managers can monitor. However, not all signs may manifest in any one case. 
A pattern that includes some of these behaviors should indicate the need to pay 
closer attention.

Many companies use alcohol and drug testing, especially following an acci-
dent or some other reasonable cause. A majority of companies require some or all 
 applicants to take a drug test before they are hired. Using these tests can improve 
employee productivity and attendance, and reduce injuries and workers’ compensa-
tion claim costs.39 Some employers also use random testing programs.

The U.S. Department of Transportation requires drug testing for transporta-
tion workers in aviation, trucking, railroad, mass transit, pipeline, and commercial 
vessel operations. The U.S. Department of Labor provides extensive guidance on its 
website to help employers implement legal and effective drug testing programs. Key 
points include careful selection of a certified testing lab, proper policy and notifica-
tion to applicants and employees, precise chain of custody, and confirmatory testing 
of positive results.

Psychological
Depression
Emotional instability
Helplessness
Insecurity/low self-concept
Dif�culty remembering details

Physical
Fatigue
Slurred speech
Flushed cheeks
Dif�culty walking
Tiredness

Behavioral
Inconsistency
Missed deadlines
High absenteeism (especially
Mondays/Fridays)
Frequently borrowing money
Poor job performance

Interactional
Irritability
Overreacting
Argumentative behavior
Bullying
Violence

Figure 14-10 Common Signs of Substance Abuse
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Types of Drug Tests There are several types of tests to detect drug use: urinalysis, 
radioimmunoassay of hair, surface swiping, and fitness-for-duty testing. The innova-
tive fitness-for-duty tests can be used alone or in conjunction with focused drug test-
ing. These tests can identify individuals under the influence of alcohol or prescription 
drugs to the extent that their abilities to perform their jobs are impaired. Some firms 
use fitness-for-duty tests to detect work performance safety problems before permit-
ting an employee to operate dangerous equipment. As an example, in one firm when 
a crew of delivery truck drivers comes to work, they are asked to “play” a video 
game—one that can have serious consequences. Unless the video game machine pres-
ents receipts saying they passed the test, they are not allowed to drive their trucks that 
day. It works like this—the computer has an established baseline for each employee. 
Subsequent testing measures each employee against his or her baseline. Interestingly, 
most test failures are unrelated to drugs or alcohol. Rather, fatigue, illness, and per-
sonal problems more frequently render a person unfit to perform a hazardous job.

Handling Substance Abuse Cases The ADA affects how management can 
handle substance abuse cases. Currently, users of illegal drugs are specifically ex-
cluded from the definition of disabled under the act. However, those addicted to 
legal substances (e.g., alcohol and prescription drugs) are considered disabled under 
the ADA, as are recovering substance abusers.

To encourage employees to seek help for their substance abuse problems, a firm 
choice option is usually recommended and has been endorsed legally. In this pro-
cedure, a supervisor or a manager confronts the employee privately about unsatis-
factory work-related behaviors. Then, in keeping with the disciplinary system, the 
employee is offered a choice between help and discipline. Treatment options and 
consequences of further unsatisfactory performance are clearly discussed, including 
what the employer will do. Confidentiality and follow-up are important when em-
ployers use the firm choice option.40

Legalized Marijuana The legal use of marijuana for medical reasons has been 
authorized in nearly half of the states in the United States. In addition, several states 
have also legalized the recreational use of marijuana. This poses some dilemmas for 
companies located in those states. However, even though consumption of alcohol is 
legal, employers are still permitted to limit its use in the workplace. Conflicting state 
and federal treatment of marijuana adds to the problem for employers as they work 
to maintain a safe work environment.41

An organization might consider developing a zero-tolerance policy if it is not 
currently required by state regulations to make accommodations for users of medical 
marijuana. Consumption of the drug is still illegal under federal law. Another option 
involves placing users of medical marijuana on disability leave (or time off associated 
with the Family and Medical Leave Act) so that these individuals can assess their cur-
rent situation in the company. Finally, companies might utilize fitness-for-duty tests 
to ensure that workers can safely and effectively perform their job duties. There may 
be liability if an employee who is known by the employer to be using marijuana is in-
volved in an accident. Employers should continue to monitor legal decisions regard-
ing the legalization of marijuana and adapt their policies as needed.

14-4b Emotional/Mental Health
A variety of emotional/mental health issues arise at work that must be addressed by 
employers. Many individuals are facing work, family, and personal life pressures. 
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Although most people manage these pressures successfully, some individuals have 
difficulty handling the demands. Due to the stigma associated with such concerns, 
many employees conceal these illnesses and fail to get the help they need. This only 
makes the problem worse, and their work performance and overall well-being can 
suffer as a result.42 Specific events, such as death of a spouse, divorce, or medical 
problems, can affect individuals who otherwise have been coping successfully with 
life’s pressures. Depression is another common emotional/mental health concern. 
The effects of depression are seen at all organizational levels, from warehouses and 
accounting offices to executive suites.

Beyond trying to communicate with employees and relieving some workload 
pressures, it is generally recommended that supervisors and managers contact HR 
personnel, who can intervene and then refer affected employees to outside resources 
through employee assistance programs. It is also important to note that emotional/
mental illnesses such as schizophrenia and depression are considered disabilities under 
the ADA, and employers may need to accommodate employees with these conditions.

14-4c Stress
Individuals who feel that they lack control and resources to deal with the many 
pressures they face can experience stress and burnout. Stress is the harmful physical 
or psychological reaction that occurs when people are subject to excessive demands 
or expectations. In fact, the most common reason for long-term work absence is 
stress.43 Health and safety professionals cite stress as the number one concern in 
modern workplaces.44 Absenteeism, reduced productivity, interpersonal conflict, 
and employee turnover are just a few of the negative outcomes when stress is not 
resolved.45 Figure 14-11 provides examples of sources of workplace stress and pos-
sible ways to address them.

14-4d Smoking at Work
In response to health studies, complaints by nonsmokers, and resulting state laws, 
many employers have instituted no-smoking policies throughout their workplaces. 
Some companies refuse to hire smokers or nicotine users because they want to improve 
job performance, reduce health-related expenses, and promote healthier lifestyles.

Stress
The harmful physical or 
psychological reaction 
that occurs when people 
are subject to excessive 
demands or expectations

 Workplace Stressors Ways to Combat 
Workplace Stress

Increased volume of work

Longer work hours

Increased pace of work and

tight deadlines

Increased performance

expectations and pressures

Learn coping strategies

Get enough sleep

Get Regular exercise

Relax

Eat healthy, nutritious meals

Seek support from sympathetic

colleagues 

Figure 14-11 Workplace Stressors and Ways to Combat Workplace Stress

Source: Adapted from Donna Owens, “Stressed Out,” HR Magazine, March 2014, pp. 44–45.
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The emergence of e-cigarettes has complicated matters for employers. While  
e-cigarettes do not produce smoke, the vaporized liquids contain nicotine, and 
 federal agencies have not yet agreed on their legal status. The Food and Drug 
 Administration does not consider them a drug or medical device, and they are there-
fore not subject to FDA oversight. The Department of Transportation prohibits 
their use on airplanes. Several states (e.g., New Jersey, North Dakota, and Utah) and 
municipalities (e.g., Chicago) have banned e-cigarettes in public places and places 
of employment. Companies should develop appropriate polices in accordance with 
legal requirements and organizational culture and standards.46

14-4e Health Promotion
Employers concerned about maintaining a healthy workforce try to move beyond 
simply providing healthy working conditions and promote employee health and 
wellness in other ways. Health promotion is a supportive approach of facilitating 
and encouraging healthy actions and lifestyles among employees. Health promotion 
efforts can range from providing information and increasing employee awareness 
of health issues to creating an organizational culture supportive of employee health 
enhancements, as Figure 14-12 indicates. Going beyond simple compliance with 
workplace safety and health regulations, organizations engage in health promotion 
by encouraging employees to make physiological, mental, and social choices that 
improve their health.

The first level of health promotion (information and awareness) leaves much 
to individual initiatives for following through and making changes in actions and 
behaviors. Employers provide information on topics such as weight control, stress 
management, nutrition, exercise, and smoking cessation. Even though such efforts 
may be beneficial for some employees, employers that wish to impact employees’ 
health must also offer second-level efforts, such as more comprehensive programs 
and actions that focus on employees’ lifestyle and wellness. The third level requires 
a commitment to wellness that is seldom seen in employers.

Obesity Nearly one-third of U.S. adults are obese, and another one-third are over-
weight.47 Obesity is a fact of modern life and a concern to employers due to related 
economic costs, including doctor visits, diabetes, high blood pressure, higher health 
care premiums, and lost workdays. Obesity affects employees both mentally and 

Health promotion
Supportive approach of 
facilitating and encour-
aging healthy actions 
and lifestyles among 
employees

Level 1
Information and Awareness

Brochures and materials
Health risk screenings
Health tests and
measurements
Special events and classes

Level 2
Lifestyle/Wellness

Wellness education program
Regular health classes
Employee assistance
programs
Support groups
Health incentives

Level 3
Health Emphasis

Bene�ts integrated with
programs
Dedicated resources and
facilities
Continuous health promotion
Health education curriculum

Figure 14-12 Health Promotion Levels
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physically, so programs to combat it should address both aspects.48 Companies can 
take steps to address the increasing problem of obese employees. Some firms of-
fer incentives to workers who are involved in physical fitness programs and lose 
weight. In one firm with an active program focusing on obese employees, more than 
2,000 employees lost over 61,000 pounds as part of the program.

Wellness Programs Companies’ drive to improve productivity, decrease absen-
teeism, and control health care costs has merged into programs to improve employee 
well-being. Wellness programs are programs designed to maintain or improve em-
ployee health before problems arise. They encourage self-directed lifestyle changes, 
including reducing cholesterol and heart disease risks and implementing individu-
alized exercise programs and follow-up. Employer-sponsored support groups have 
been established for individuals dealing with health issues such as weight loss, nutri-
tion, and the need to break unhealthy habits.

Managing employee health may involve offering incentives to individuals who 
participate in wellness programs and meet or exceed various health targets and met-
rics. An alternative to incentives is penalizing employees who don’t undergo screen-
ings or fail to follow prescribed treatment regimens for chronic health problems. 
Employees far prefer “carrots” to “sticks,” and there are some potential issues un-
der the Affordable Care Act related to imposing penalties for health compliance.49 
Companies spend an average of $600 per employee on wellness-based incentives. 
Lifestyle management programs such as weight management, physical activity, and 
stress management are the most frequently used approaches.50

Wellness apps for mobile devices have become the latest trend, with employers 
using technology such as biometrics and personalized wellness plans. Redbox Au-
tomated Retail gave its employees trackers when they joined a company-sponsored 
walking challenge. They urged the employees to take selfies when they were wearing 
their trackers in unusual locations. Keeping wellness programs fresh and interesting 
helps maintain employee participation and success.51

employee Assistance Programs As previously mentioned, organizations can 
respond to specific and difficult health issues with an employee assistance  program 
(EAP), which is a program that provides counseling and other help to employees 
having emotional, physical, or other personal problems. An employer typically con-
tracts with a third-party counseling agency for the service. Employees who have 
problems may then contact the agency, either voluntarily or by employer referral, 
for assistance with a broad range of problems. The employer or the health care plan 
pays for counseling costs.

EAPs ideally help improve employee performance (lower absenteeism/ turnover 
and higher involvement), reduce expenses associated with benefits (decreased claims 
and workers’ compensation costs), and enhance organizational well-being ( better 
wellness, lower risk/security problems, drug testing follow-up).52 These  programs 
often provide help for troubled employees, identifying problems, allowing for 
short-term interventions, and referring employees who need more complex ser-
vices.  Employees’ EAP utilization rates are under 5%. A high percentage of calls 
are  related to child care and elder care.53 Other areas commonly addressed by EAPs 
include mental health and substance abuse problems, relationship issues, legal and 
financial problems, and career advice. Companies can encourage employees to use 
these resources when needed and protect individuals’ confidentiality so that they 
feel safe in using the EAP.

Wellness programs
Programs designed to 
maintain or improve 
employee health before 
problems arise

employee assistance 
program (eAP)
Program that provides 
counseling and other 
help to employees having 
emotional, physical, or 
other personal problems
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14-5 Workplace Security Concerns
Traditionally, when employers have addressed worker risk management, the main 
focus has been on reducing workplace accidents, improving safety practices, and 
reducing health hazards at work. However, providing security for employees is be-
coming more important. Threats can involve physical harm, financial damage, or 
data theft and misuse. Virtually all of these areas have significant HR implications.

14-5a Security Management
A comprehensive approach to security management is needed to address a wide 
range of possible threats to an organization’s assets and workers. These threats 
may come from outside the organization or may be due to employee misbehavior. 
HR managers may be responsible for security programs or may work closely with 
security managers or consultants.

Security Audit A security audit is a comprehensive review of organizational se-
curity. Sometimes called a vulnerability analysis, such an audit uses managers inside 
the organization (e.g., the HR manager and the facilities manager) and outsiders 
(e.g., security consultants, police officers, fire officials, and computer security ex-
perts) to assess security issues and risks.

Typically, a security audit begins with a survey of the area around the facility. 
Factors that can be evaluated include lighting in parking lots, traffic flow, location 
of emergency response services, crime in the surrounding neighborhood, and the 
layout of the buildings and grounds. Vulnerabilities in data systems have become an 
ever-growing issue, and cybersecurity protections should be included in the security 
audit.54 The audit may also include a review of the security available within the 
firm, including the capabilities of guards. Another part of the security audit reviews 
disaster plans, which address how to deal with events such as earthquakes, floods, 
tornadoes, hurricanes, and fires.

Controlled Physical Access A key part of security involves controlling access 
to the organization’s physical facilities. Many workplace homicides occur during 
robberies. Therefore, employees who are most vulnerable, such as taxi drivers and 
convenience store clerks, can be protected with bulletproof partitions and restricted 
access areas.

Many organizations limit access to facilities and work areas by using electronic 
access or keycard systems. Although not foolproof, these systems can make it more 
difficult for an unauthorized person, such as an estranged spouse or a disgruntled 
former employee, to enter the premises. Access controls can also be used in eleva-
tors and stairwells to prevent unauthorized people from entering designated areas 
within a facility.

Access to Hr Data Controlling computer access is an important part of safe-
guarding employees’ personal data. Coordinating with information technology staff 
to change passwords and access codes, and otherwise protect company information 
are important steps to secure IT resources. Threats to business data include hackers 
breaching computer systems, remotely installed malware, theft of laptops and mobile 
storage devices, and insider threats. Preventing access and downloading capabilities 

LO6 Define 
workplace security 
concerns and discuss 
some elements of 
an effective security 
program.

Security audit
Comprehensive review of 
organizational security
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decreases the chance of employees either intentionally or accidently  exposing com-
pany data.55 The following “HR Competencies & Applications:  Dangers of BYOD” 
feature discusses issues related to employees using their personal devices to perform 
work-related tasks.

Since HR information systems are a treasure trove of valuable personal data, 
special precautions should be taken to secure these data. Using third-party  vendors 
and cloud-based data storage increases the risk of data theft or breaches. For 
 example, a recent breach of HR systems at the U.S. Postal Service compromised the 

Dangers of BYOD

Bring your own device (BYOD) policies are be-
coming common in most workplaces because 
employees want to stay in touch using their 
smartphones, and companies save resources 
by not having to provide technology to all em-
ployees. However, this trend is not without risk. 
Nearly half of Generation Y employees admit 
that they don’t follow corporate security guide-
lines, and over 10% wouldn’t report an incident 
in which their device has been compromised.

Think about all of the photos, messages, 
and other data you might store on your personal 
mobile phone or tablet. If your employer enforces 
strict procedures when employees terminate, 
you might find that your device has been wiped 
clean, and all of your personal data is lost when 
you leave the company; to protect company 
data, some firms do just that. It sounds like a 
harsh solution, but what’s a company to do?

Here are some things to consider as mana-
gers create policies to deal with the BYOD trend:

•	 Are employees’ personal devices as secure 
as office-based equipment?

•	 How can companies protect corporate data 
when employees can access it from mobile 
devices?

•	 Are there procedures in place to promptly 
and effectively address breaches from 
 mobile devices?

•	 Has the company established a protocol 
to wipe a compromised device clean of all 
data files?

•	 What controls are in place to  manage 
 employees’ use of apps to protect 
against malware and other attacks?

Setting up security measures to restrict 
access to sensitive company data from mobile 
devices, training employees in data security 
procedures, and coordinating between HR 
and IT personnel when employees terminate 
their employment are critical steps in efforts 
to protect vital data resources. Ensuring that 
employees understand the implications of using 
their own devices to access company data can 
prevent loss of personal data.56

Consider the advantages and disad-
vantages of allowing employees to bring their 
own devices to work and answer the following 
questions:

1. How can companies encourage employees 
to report when their devices are compro-
mised? How could HR departments assist 
with these efforts?

2. What is your opinion on using your own 
mobile phone or tablet to perform your  
job duties?
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personal data of over 800,000 employees, potentially disclosing their names,  Social 
Security numbers, dates of birth, and other sensitive data.57 Information  security 
experts believe that data security is 20% technical and 80% managerial. This em-
phasizes the importance of policies, training, and employee awareness and vigilance 
for all who handle HR data.58

14-5b Employee Screening and Selection
A key facet of providing security is screening job applicants. Legal constraints some-
what limit what HR management can do, particularly regarding the use of  psycho-
logical tests and checking references. However, firms that do not screen  employees 
adequately may be subject to liability if an employee later commits crimes. For 
 instance, an individual with a criminal record for assault was hired by a firm to 
maintain sound equipment in clients’ homes. The employee used a passkey to enter 
a home and assaulted the owner; consequently, the employer was held  responsible 
for not doing an adequate background check. Of course, when selecting employees, 
 employers must be careful to use only valid, job-related screening means and to 
avoid violating federal equal employment opportunity (EEO) laws and ADA.

14-5c Security Personnel
Providing adequately trained security personnel in sufficient numbers is part of se-
curity management. Many employers contract with firms specializing in security. 
If security is provided in-house, security personnel must be selected and trained to 
handle a variety of workplace security problems, ranging from dealing with an em-
ployee’s violent behavior to taking charge in natural disasters. Many states require 
security guards to be registered and often require ongoing training to maintain that 
status. Essential skills for a security guard include decision-making skills, patience, 
observation skills, and physical strength.59

14-5d Workplace Violence
Workplace violence consists of violent acts directed at someone who is at work or 
on duty. For example, physical assault, threats, harassment, intimidation, and bully-
ing all qualify as violent behaviors at work. Workplace violence can be instigated by 
several categories of individuals:

•	 Criminal: A crime is committed in conjunction with the violence by a  person 
with no legitimate relationship with the business (e.g., robber, arsonist, 
trespasser).

•	 Customer: A person with a legitimate relationship with the business becomes 
violent (e.g., patient, student, inmate, customer).

•	 Coworker: A current or past employee attacks or threatens another employee 
(e.g., contractor, temp).

•	 Domestic: A person who has no legitimate relationship with a business but has 
a personal relationship with the victim commits some form of violence against 
an employee (e.g., family member, boyfriend).

Since acts of violence in the workplace can be committed by employees inside the 
firm, as well as those outside the firm, all workers should be trained to identify signs 
that might indicate an impending violent act.
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Workplace Violence Warning Signs In many cases, the perpetrator of a vio-
lent act exhibits signs well before committing the act.60 However, these signals are 
often given inadequate attention or dismissed. Fears of litigation cause some HR 
professionals and managers to wait for clearer evidence that an employee will act 
violently. Although a cautious approach may seem legally defendable, companies 
also have a duty to protect their workers from workplace danger. Taking threats 
seriously and acting proactively if an employee poses a threat are appropriate steps 
to take.61

Warning signs may be exhibited at various levels, as shown in Figure 14-13. All 
employees should receive awareness training to emphasize the shared responsibility 
for maintaining a safe workplace. Supervisors should observe and document odd 
behavior. Involving HR staff and mental health experts along with law enforcement 
personnel when situations escalate can help contain a potentially violent incident. 
Balancing the rights of individual employees with the right for all to work in a safe 
and secure worksite is not easy, and companies must work to establish policies and 
procedures that reduce threats of violence.62

Violence Prevention Training Managers, HR staff members, supervisors, and 
employees should be trained on how to recognize the signs of a potentially violent 
employee and what to do when violence occurs.63 During training at many firms, 
participants learn the typical profile of potentially violent employees and are trained 
to notify the HR department and to refer employees to outside counseling profes-
sionals. Such training requires observers to notice individuals’ verbal and nonverbal 
reactions that may indicate anger or hostility and to listen to individuals who are 
exhibiting such reactions.

Figure 14-13 Levels of Workplace Violence Warning Signs

Intimidating/bullying
Discourteous/disrespectful
Uncooperative
Verbally abusive

Argumentative with customers,
coworkers, and management
Insubordination
Sabotage of equipment or stealing
property for revenge
Verbal or written threats to hurt
coworkers or managers

Threats of suicide
Physical altercation
Destruction of property
Extreme rage
Brandishing weapons to harm others

Level 1
Early Warning

Signs

Level 2
Escalating
Situation

Level 3
Further

Escalation

Source: Adapted from DOL.gov, http://www.dol.gov/oasam/hrc/policies/dol-workplace-violence-program.htm.
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Specific suggestions addressed in training for dealing with potentially violent 
employees typically include the following:

•	 Ask questions requiring explanations and longer answers that allow the 
 individual to vent.

•	 Respond calmly and nonthreateningly to the individual’s emotions, acknowl-
edge concerns, and demonstrate understanding about how the individual feels.

•	 Get assistance from others, perhaps a manager not directly affected by the 
 situation being discussed.

•	 Indicate the need for time to respond to the concerns voiced and then set up 
another time for follow-up.

•	 Notify security and HR personnel whenever an employee’s behaviors change 
dramatically or when a job disciplinary action may provoke significant 
 reactions from an employee.

Workplace incivility and Bullying Dysfunctional workplace interactions 
can create a workplace filled with hostility and disrespect. Incivility occurs 
when rude behavior by ill-mannered coworkers or bosses makes the targets 
of incivility feel annoyed, frustrated, or offended. Most employees do not find 
incivility serious enough to file a formal complaint.64 But incivility can escalate 
into bullying and lead to other destructive workplace behaviors that are likely 
to require action.65

Bullying is behavior that the victim perceives as oppressive, humiliating, threat-
ening, or infringing on the target’s human rights and that occurs over an extended 
period of time. Bullying, especially by supervisors, can result in damage to the em-
ployee and to the organization, leading to increased turnover.66 Bullying can lead to 
serious physical and emotional damage to targets and result in lost time from work 
and lower productivity.67 Both supervisors and coworkers have been found to bully, 
and targets typically quit their jobs rather than stay and attempt to work things out 
through the organization’s complaint mechanisms.68 Instituting effective policies, 
training employees and supervisors, and providing a confidential reporting process 
can help reduce workplace bullying.69

Dealing with Workplace Violence The increase in workplace violence has 
led many employers to develop policies and practices that aim to prevent and 
respond to it. Policies can specify  how workplace violence is to be dealt with 
in conjunction with disciplinary actions and referrals to EAPs. Training manag-
ers and others is an important part of successful practice. Utilizing case studies 
and providing definitions and examples are more effective than simply training 
employees on the company’s policy. Establishing a supportive, respectful organi-
zational climate can also mitigate concerns about workplace bullying and other 
counterproductive behaviors.70

One application of these policies is a violence response team. Composed of 
security personnel, key managers, HR staff members, and selected employees, this 
team functions much like a safety committee, but with a different focus. Such a 
team conducts analyses, responds to and investigates employee threats, and may 
even help calm angry, volatile employees.

Employers must be careful because they may face legal action for discrimina-
tion if they discharge employees for behaviors that often precede violent acts. For 
example, in several cases, employees who were terminated or suspended for making 

incivility
Rude behavior that of-
fends other employees

bullying
Behavior that the victim 
perceives as oppressive, 
humiliating, threaten-
ing, or infringing on the 
target’s human rights and 
that occurs over an ex-
tended period of time
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threats or even engaging in physical actions against their coworkers then sued their 
employers, claiming they had mental disabilities covered under the ADA.

Post-violence response is another aspect of managing workplace violence. 
Whether the violence results in physical injuries or death, or just intense interper-
sonal conflicts, it is important that employers have plans to respond afterward. 
Their response must reassure employees who may be fearful of returning to work 
or who experience anxiety and sleeplessness, among other reactions. Providing 
 referrals to EAP resources, allowing employees time to meet with HR staff, and 
arranging for on-site trained counselors are all possible elements of post-violence 
response efforts.

14-6 Disaster Preparation and  
Recovery Planning

During the past several years, many significant disasters have occurred. Some 
have been natural disasters, such as hurricanes, major snowstorms, flooding 
in various states, tornadoes, and wild fires. There has also been concern about 
terrorism, and fires and explosions have damaged some firms. According to a 
SHRM study, the 9/11 attacks encouraged many organizations to revisit and up-
date the plans used to prepare employees for various disasters, and while not 
every kind of problem can be foreseen, just having such a plan can be very ben-
eficial for building confidence.71 All of these issues have led to an expanded role 
for HR staff in disaster planning.

Crisis management has become important to prepare for any instance in which 
organizations and their employees are impacted by such events. Effectively manag-
ing a crisis that a company faces can be detailed in three basic steps:72

•	 Pre-crisis: Identify how crises can be avoided through proper preparation, risk 
assessment, and disaster prevention.

•	 Crisis: Craft a plan that enables the firm to adequately identify and respond to 
a crisis.

•	 Post-crisis: Identify how the organization can better respond to the same or a 
similar crisis if it were to happen again.

Such planning and preparation is particularly important when sending employ-
ees abroad for overseas assignments. Proper planning should be conducted before 
individuals leave their home worksites. If possible, HR professionals should visit 
foreign locations and discuss security with employees, and the degree to which a 
security presence and personal weapons are needed for protection should be deter-
mined. An evaluation should be made to determine the potential risks to employees 
and families who are being sent abroad.

14-6a Disaster Planning
Effective disaster planning involves  the three components shown in Figure 14-14. 
Imagine that a hurricane destroys a facility where employees work as well as many 
of the employees’ homes. Or picture an explosion or terrorist attack that prohib-
its workers from getting to their workplaces. These situations demonstrate the hu-
man dimensions to natural and human-caused disasters. However, many  employees 
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 report that their companies are not prepared to handle emergencies that might  affect 
them.73 Disaster planning should include consideration of organizational  factors, 
human impact analysis, and disaster training.

Organizational Assessment Organizational assessment includes establish-
ing a disaster planning team, often composed of representatives from HR, security, 
information technology, operations, and other areas. The purpose of this team is 
to conduct an organizational assessment of how various disasters might affect the 
 organization and its employees. Then a disaster recovery plan is developed to iden-
tify how the organization will respond to various situations.

Human impact Planning The impact of events on people should be assessed 
and contingency plans put in place. Issues such as having backup databases along 
with employee contact information are key considerations of such planning. Iden-
tifying who will take responsibility for various duties and how these efforts will be 
coordinated must also be determined.

Some organizations have done an effective job with such planning. For instance, 
after losing power and Internet service because of Hurricane Sandy, ICS Software, 
a New York–based provider of health administration programs, used cloud phone 
services offered by the firm 8×8 so that employees could continue talking to cus-
tomers from their residences.74

Disaster Training All planning efforts may be wasted if managers and employ-
ees are not trained on what to do when disasters occur. Training should take place 
regularly and reflect actual workplace conditions to simulate a real emergency as 
closely as possible. This training should cover a wide range of topics, including the 
following:

•	 First aid/CPR
•	 Hazardous materials containment
•	 Disaster escape means

Organizational
Assessment

Human Impact
Planning

Disaster
Training

Disaster Plan

Figure 14-14 Elements of a Disaster Plan
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•	 Employer contact methods
•	 Organizational restoration efforts

But this training is not sufficient without conducting exercises or simulations 
that allow managers and employees to use the training.75 Much like public schools 
have fire evacuation exercises, employers may have site evacuation drills. Regular 
tests to ensure that information technology and databases are securely accessible 
away from the main location should occur. Responses observed during exercises or 
simulations may identify additional training needs or modifications needed within 
the organization.

SUMMARY  
•	 The four components of risk management are 

workplace safety and health, employee health 
and wellness promotion, workplace and worker 
security, and disaster preparation and recover 
planning.

•	 Health is a general state of physical, mental, 
and emotional well-being. Safety is a condition 
in which the physical well-being of people 
is protected. Security is the protection of 
employees and organizational facilities.

•	 Workers’ compensation coverage is provided by 
employers to compensate employees who suffer 
job-related injuries and illnesses.

•	 Both the Family and Medical Leave Act 
(FMLA) and the Americans with Disabilities 
Act (ADA) affect employer health and safety 
policies and practices.

•	 The Fair Labor Standards Act (FLSA) limits 
the types of work that younger employees, 
especially those under the age of 18, can 
perform.

•	 Global security is of growing importance, and 
employers must plan carefully for employees 
who are traveling and working abroad.

•	 Companies that operate in multiple countries 
must evaluate various requirements and safety 
standards, and they then must plan accordingly.

•	 The Occupational Safety and Health Act states 
that employers have a general duty to provide 
safe and healthy working conditions.

•	 The Occupational Safety and Health 
Administration (OSHA) has established 
safety standards to provide guidance in many 
areas, including hazard communication and 
personal protective equipment. OSHA requires 
employers to keep records of occupational 
illnesses and injuries, inspects workplaces, 

and can issue citations for several levels 
of violations. Developing safety policies, 
disciplining violators, keeping safety records, 
conducting safety training, communicating on 
safety issues, establishing safety committees, 
inspecting work areas for safety concerns, 
investigating accidents, and evaluating safety 
efforts are all part of comprehensive safety 
management.

•	 Effective safety management requires 
integrating three approaches: organizational, 
engineering, and individual.

•	 Ergonomics looks at the physical demands of 
work. Employers can promote employee health 
at several levels to improve organizational 
operations and individual employee 
productivity.

•	 Substance abuse, emotional/mental health, and 
smoking at work are common health issues and 
thus a growing concerns for organizations and 
employees.

•	 Employers have responded to health problems 
by establishing and supporting wellness 
programs and employee assistance programs.

•	 Establishing and maintaining an organizational 
culture of health continues to pay off for many 
employers.

•	 Secure workplaces and corporate data are 
important, particularly as the frequency of 
computer hacking attacks increases.

•	 Employers can enhance security by conducting 
security audits, controlling access to workplaces 
and computer systems, screening employees 
adequately during the selection process, and 
providing security personnel.

•	 Disaster preparation and recovery planning 
have grown to be important HR concerns.
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CRITICAL THInkInG CHALLEnGES  
1. What can first-line supervisors do to help 

control workers’ compensation costs, and how 
might they be rewarded for doing so?

2. What should an employer do when facing an 
OSHA inspection?

3. As the HR manager of a distribution and 
warehouse firm with 600 employees, you plan 
to discuss a company wellness program at an 
executive staff meeting next week. The topics 
to cover include what a wellness program is, 
how it can benefit the company and employees, 
and the process for establishing it. To aid in 
developing your presentation to the executives, 
consult the website www.welcoa.org and other 
applicable websites you can locate.

4. What should be included in disaster planning 
for a large employer in Annapolis, Maryland, 
that is concerned about natural disasters such 
as floods and snowstorms that might shut down 
the company and parts of the city?

5. The number and magnitude of data breaches 
have been increasing at retailers, banks, 
government agencies, and other institutions. 
The management team at your company has 
decided to develop plans for dealing with data 
security breaches. Because your company has 
many employees who telecommute and you 
employ a high percentage of contract and 
temporary employees, there are many factors  
to consider.

A. What policies would you recommend to 
help ensure that insiders (including direct 
and indirect workers) do not steal sensitive 
corporate data or compromise the integrity 
of the computer system?

B. Write a suggested procedure for dealing 
with computer and data access when an 
employee (including direct and indirect 
workers) terminates employment. What 
steps should be taken to protect the 
company’s IT data?

CASE Building a Culture of Safety

The construction industry accounts for the most 
workplace fatalities of any sector and is generally 
considered a high-risk environment. One construc-
tion firm, Messer Construction, decided to address 
this problem by implementing a comprehensive 
safety program called Safety4Site for its employ-
ees and subcontractors. A major focus of the pro-
gram was creating a safety culture to improve safety 
awareness and prevent injuries.

Safety culture has three interdependent 
 elements—behavior (actions taken by employees 
that are safe or unsafe), person (employee percep-
tions and attitudes about safety), and environment 
(organizational safety management systems). Messer 
Construction’s approach included all three aspects 
and was aimed primarily at reducing incidents 

of the four major OSHA hazards in construction: 
falls, struck by, caught in or caught  between, and 
electrocution.

The three key pieces of Messer’s program were:

1. Universal use of eye protection. All employees 
were required to wear safety glasses when on a 
project site.

2. Daily safety talks. Called toolbox huddles, these 
daily briefings reminded employees of important 
safety precautions and discussed any incidents 
that had occurred.

3. Employee accountability. Based on 20 identi-
fied unsafe behaviors, all employees (managers 
as well as craftspeople) were expected to report 
any violations they witnessed on a project site.
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Before the program was launched, managers 
participated in a three-hour implementation train-
ing session, and all employees received four hours 
of hazard training. To emphasize expected compli-
ance, any employee who committed one of the 20 
unsafe behaviors would be taken off the job site 
for a day and upon returning the following day 
would lead the toolbox huddle before beginning 
work again. Second violations would result in a 
30-day unpaid suspension. Messer’s management 
was obviously serious about ensuring that everyone 
worked safely.

Data collected four years after the program’s 
introduction showed a 66% drop in violations 
over that time period. Managers identified and 
reported 60% of violations, 35% were reported 
by designated safety coordinators, and 5% were 
reported by front-line employees. Managers were 
actively involved in safety matters and commit-
ted to the program. Surveys taken after four years 
showed that 99% of workers were aware of the 
overall safety program. Most participants had pos-
itive views about Messer’s safety culture and per-
formance. An important outcome was that 99% of 
workers knew that they were accountable for their 
safety on the job site, and 79% felt responsible for 
their coworkers’ safety.

Managers stated that safety measures were a 
higher priority than the operating budget or meet-
ing scheduled build dates. In fact, they saw these 
safety efforts as a long-term program that would 
save money and reduce injuries. Further, the vast 
majority of workers stated that they would not take 
risks just to get a job done. The only change rec-
ommended by employees was to provide them with 
safety incentives or rewards.

Overall, Messer Construction instilled a safety 
culture that will give workers peace of mind know-
ing that their safety is nonnegotiable. They can 
build buildings with Safety4Site.76

QueStionS

1. What could be done to increase front-line work-
ers’ reports of violations? Why might they be re-
luctant to report violations they witness?

2. What rewards might be offered to front-line 
workers for working safely and preventing inju-
ries? What rewards might be offered to job site 
managers who safely lead projects?

3. Visit the Messer Construction company website 
at http://messer.com/process/safety4site. How 
has the Safety4Site program impacted Messer’s 
business outcomes? Has the company been 
awarded any recognition for its efforts?

SUPPLEMEnTAL CASES  

Wellness Programs Help the bottom line

This case explores the positive individual and orga-
nizational benefits of wellness programs. (For the 
case, go to www.cengage.com/management/mathis.)

data Security

This case explores the different challenges associ-
ated with managing data security. (For the case, go 
to www.cengage.com/management/mathis.)

What’s Happened to bob?

This case concerns warning signs of possible alco-
hol use and the consequences at work. (For the case, 
go to www.cengage.com/management/mathis.)

communicating Safety and Health Success

This case provides information on the success of 
safety and health efforts in the workplace. (For the 
case, go to www.cengage.com/management/mathis.)
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What’S trending in
employee rightS and  

reSponSibilitieS
Today’s workers expect their employers to provide a fair, safe workplace 
where they can perform rewarding work and attain personal fulfillment. 
 Employees are more willing to assert themselves and demand to be treated 
with dignity and respect, so employers are changing their policies and prac-
tices to ensure that workers find the workplace welcoming and professional. 
The following trends in employee relations reflect these issues:

1. There is heightened awareness and concern in organizations about data 
security and privacy. Recent breaches of databases in many large retail-
ers and government agencies have increased people’s concerns about 
protecting their personal information. Compromises in databases put 
people at risk for identity theft and other negative outcomes.

2. Privacy issues are in the forefront as websites, marketers, and now 
employers begin to collect data on every move we make. While many 
people appreciate customized services, they don’t approve of wide-
scale tracking and collecting of information about their movements on 
the Internet or in their workplaces.

3. The decline in union representation in the workforce means that em-
ployees have a more direct relationship with their employer. Lacking the 
protection and advocacy provided by a labor union puts employees in a 
challenging position to negotiate their terms of employment and defend 
their employment rights. Individuals with in-demand skills may negoti-
ate a personalized “deal,” but the power of companies often dictate the 
terms of employment.

4. Increased activism in government agencies and legislatures has 
 resulted in an expansion of worker protection laws and additional 
 restrictions on employer conduct. These laws and restrictions greatly 
influence the nature of employment in companies.

Learning Objectives

After you have read this 
 chapter, you should be  
able to:

LO1 Explain elements of 
employment contracts, 
including noncompete 
and intellectual property 
agreements.

LO2 Define employment at 
will and discuss how 
wrongful discharge, just 
cause, and due process 
are interrelated.

LO3 Discuss issues 
associated with 
employee privacy, 
free speech, and 
whistle-blowing.

LO4 Analyze workplace 
monitoring, employer 
investigations, and other 
steps taken to ensure 
a safe and productive 
workplace.

LO5 Understand the use of 
policies, procedures, and 
employee handbooks 
to communicate 
workplace behavior 
and performance 
expectations.

LO6 Outline approaches to 
employee discipline 
and termination of 
employment.

Employee Rights 
and Responsibilities15
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hr Sensing What Workers 
Are Doing

Most companies are interested in improving productiv-

ity and maximizing the use of space in their facilities. 

A growing trend is to use Big Data collected from 

sensors worn by employees or attached to furniture. That sounds 

a little invasive, doesn’t it? However, when managers are open 

about these studies and explain the purpose to employees, most 

workers cooperate willingly.

Cubist Pharmaceuticals in Lexington, Massachusetts asked 

its employees to wear iPhone-size badges for four weeks to 

collect details on their motions, whereabouts, voice levels, and 

conversation patterns. They combined this information with 

data from email and weekly employee surveys. The company 

found that face-to-face interactions led to higher productivity 

than emails. During lunchtime, personal interactions dropped 

substantially as people stayed at their desks to check email. In 

an effort to encourage more high-productive interactions,  Cubist 

redesigned its cafeteria and set up a mid-afternoon  coffee 

break.

Employees at Kimberly-Clark Corporation frequently com-

plained about a shortage of meeting space. The company put 

sensors on conference room chairs and learned that rooms 

designed to hold a dozen people were routinely being used by 

only three or four individuals. In response to this situation, the 

company created more small conference spaces to allow more 

groups to meet and collaborate. Complaints from employees fell 

considerably as a result of these 

efforts.

Typically, data in these studies 

are aggregated to show patterns 

of group interactions or space 

utilization. Of course, managers 

have to make sense of all of the 

data and use it appropriately—not 

to “catch” employees loafing 

around or doing nonwork tasks. 
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Employee anonymity and privacy are critical to making this type of data collection 

and analysis useful. Legitimate use of sensor technology can improve the work-

place for  workers and their managers, but only if everyone acts in a trustworthy and 

 professional manner.1

This chapter explores many interrelated issues that affect the management of  
human resources: employee rights, HR policies, and discipline. Employees have 
some basic rights as citizens, but those rights are further influenced by the HR poli-
cies and rules an employer establishes. For instance, disciplinary policies establish 
standards about how managers should deal with those who fail to follow organi-
zational requirements. The variations in how these policies are managed illustrate 
how the concepts of rights, policies, and discipline evolve as legal, societal, and  
organizational values change. At one time, there were few restrictions on how  
employers could operate an organization. However, there are now a multitude of 
laws and employee rights that affect employer–employee relationships. HR profes-
sionals must help create a work environment that honors fairness, protects individual 
privacy, treats all workers with dignity and respect, while at the same time allowing 
the business to succeed.

15-1 Employer and Employee Rights 
and Responsibilities

Rights generally do not exist in the abstract. Instead, rights are powers, privileges, 
or interests derived from law, nature, or tradition. Of course, defining a right pres-
ents considerable potential for disagreement. For example, does an employee have 
a right to privacy of communication in personal matters when using the employer’s 
computer on company time? Moreover, legal rights may or may not correspond to 
certain moral rights, which opens “rights” up to controversy and lawsuits.

Statutory rights are the result of specific laws or statutes passed by federal, state, 
or local governments. Various laws have granted employees certain rights at work, 
such as equal employment opportunity, collective bargaining, and workplace safety. 
These laws and their interpretations have also been the subjects of a considerable 
number of court cases because employers also have rights.

Rights are offset by responsibilities, which are obligations to perform certain 
tasks and duties. Employment is a reciprocal relationship in that both the em-
ployer and the employee have rights and obligations as depicted in Figure 15-1. 
For  example, if an employee has the right to a safe working environment, then the 
 employer has an obligation to provide a safe workplace. If the employer has a right 
to  expect uninterrupted, high-quality work from the employee, then the worker has 
the  responsibility to be on the job and to meet job performance standards. The recip-
rocal nature of rights and responsibilities suggests that each party in an employment 

rights
Powers, privileges, or 
 interests derived from 
law, nature, or tradition

Statutory rights
Rights based on specific 
laws or statutes passed 
by federal, state, or local 
governments

responsibilities
Obligations to perform 
certain tasks and duties

00709_ch15_ptg01_570-609.indd   572 21/10/15   11:19 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a p t e r  1 5   Employee Rights and Responsibilities 573

relationship should ideally regard the other as having rights and should treat others’ 
rights with respect.

The relationship between employers and their employees has evolved over time. 
Some companies have assumed a paternalistic approach to their workers, while others 
keep a hands-off approach. The following “HR Perspective: Building Cars by Building 
Workers” feature provides an historical perspective on how Henry Ford treated his 
employees. Compared to modern-day employee expectations, it shows how very much 
the world of work can impact people’s lives.

15-1a Contractual Rights
When individuals become employees, they take on both employment rights and 
responsibilities. Those obligations can be spelled out formally in a written em-
ployment contract or more likely in an employer handbook and policies dis-
seminated to employees. Contracts formalize the employment relationship. An 
employee’s  contractual rights are based on a specific contract with an employer. 
For instance, a union and an employer negotiate a labor contract that speci-
fies the terms, conditions, and rights that employees who are represented by the 
union have with the company. The contract also spells out the company’s rights 
and obligations.

Employment Contracts Traditionally, executives and senior managers have nego-
tiated individual employment contracts, but they are now becoming more common 
for highly specialized professional and technical employees who have scarce skills. An 
employment contract is a formal agreement that outlines the details of employment. 
An employment agreement should address all particulars of the employment relation-
ship, including:

•	 Base pay and incentive compensation
•	 Basic and supplementary benefits and perquisites

LO1 Explain 
elements of 
employment contracts, 
including noncompete 
and intellectual 
property agreements.

contractual rights
Rights based on a 
specific contract 
between an employer 
and an employee

employment contract
Formal agreement that 
outlines the details of 
employment

Employee rights
Employer responsibilities

Employee responsibilities
Employer rights

FigurE 15-1 Balancing Employee and Employer Rights and Responsibilities
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•	 Key job functions and performance criteria
•	 Contract term
•	 Terms and conditions for terminating employment

Companies are more likely to use a formal employment contract when employ-
ees are hired from outside the organization rather than being internally promoted, the 
employment situation is highly risky and uncertain, and compensation is unusually 
generous.

Noncompete Agreements Employment contracts may include noncompete 
agreements, which prohibit individuals who leave an organization from working 
with an employer in the same line of business for a specified period of time. A non-
compete agreement may be presented as a separate contract or as a clause in an 

noncompete 
agreements
Agreements that 
prohibit individuals who 
leave an organization 
from working with an 
employer in the same 
line of business for a 
specified period of time

Building Cars by Building Workers

As a leader in the industrial revolution, Henry Ford 
had a unique approach to managing workers in his 
automobile assembly plants. In the early 1900s, 
he doubled workers’ pay to $5 per day in an effort 
to reduce turnover. He also did so because he had 
a sincere interest in their well-being.

Henry Ford’s interest in his employees’ 
health and security went well beyond the fac-
tory floor. He required that his workers be 
“thrifty and neat.” He created a group within 
the company called the Sociological Depart-
ment whose job it was to visit employees at 
home and help them manage their household 
finances and family health. Eventually, the de-
partment had over 200 agents who worked 
with Ford’s 13,000 employees, many of whom 
were immigrants seeking to improve their lot 
in life.

Ford’s assembly l ine workers had to 
obtain authorization from the Sociologi-
cal Department if they wished to buy a car. 
They would be quizzed on their family status 
(whether they were married and had children), 
any outstanding debts, and whether they had 
life insurance. Only after proving their finan-
cial security were they granted permission to 
buy a car. Ford also provided the services of a 

legal team whose lawyers would help work-
ers with issues ranging from buying a home 
to obtaining U.S.  citizenship—all at no cost to 
the employee.

Jobs at Ford were highly coveted, and Ford 
Motor Company was viewed as an employer of 
choice because it paid the highest wages in the 
automotive industry. The paternalistic approach 
of Henry Ford has long since disappeared at 
the company, and the automotive industry has 
moved forward in the hundred years since the 
Sociological Department checked in on work-
ers and helped them become good employees 
and good citizens in their communities. Con-
sider Ford’s humanitarian way of dealing with 
his employees as you answer the following 
questions:2

1. How did Ford’s approach to employee 
relations impact employees? Do you think it 
was to their advantage or disadvantage for 
the company to take such an active interest 
in their lives?

2. What are some of the things Henry Ford 
did that you think have merit? If you were 
running a company, what practices of his 
might you adopt?
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employment contract. Though primarily used with newly hired employees, some 
firms have required current employees to sign noncompete agreements. In the past, 
noncompetes were required only at top executive levels, but now they often apply 
to sales representatives, engineers, and others involved in  research and innovation. 
The use of noncompete agreements can enhance manager  stability, reduce employee 
costs, and encourage greater expenditures on  human capital.3

Courts have ruled both for and against companies that have fired employees 
who refuse to sign noncompete agreements or violate them. Such lawsuits have 
 increased tremendously in the past decade. Consider the founder of a small tech-
nology startup who was sued by his former employer. They settled the legal  action 
after six months of negotiating. Startup firms often face greater financial issues 
when trying to recruit highly skilled talent. Restrictions imposed due to noncompete 
agreements make it very difficult for these companies to legally hire employees. A 
Cambridge, Massachusetts technology startup founder says that noncompete agree-
ments have made it difficult for him to hire software engineers at his year-old firm. 
However, he also requires newly hired employees to sign a noncompete to protect 
the intellectual value created at the firm.4

To create enforceable noncompete agreements, the specified criteria must bal-
ance the interests of both employees and employers. Reasonable geographical and 
time limitations should be imposed, and the agreement should be confined to jobs of 
a similar type. Some states more aggressively enforce noncompete agreements than 
do others. The courts use the following guidelines to determine whether a particular 
noncompete agreement is acceptable:

•	 Sets reasonable limits on the expectations of employees not looking for work 
elsewhere

•	 Typical duration under two years
•	 Restricts activity to a logical geographic scope
•	 Grants employees additional “consideration” beyond regular employment
•	 Limits employees from working within the current area of specialization but 

does not prohibit employment in new fields5

Contracts may also include nonpiracy agreements, which bar former employees 
from soliciting business from former customers and clients for a specified period of 
time. Clauses requiring nonsolicitation of current employees can be incorporated into 
the employment agreement. These limitations are created to protect the company 
from former employees attempting to recruit former coworkers or clients, essentially 
poaching talent or business.

intellectual Property An area often covered in employment contracts is pro-
tection of intellectual property and trade secrets. A 1996 law made theft of trade 
secrets a federal crime punishable by fines up to $5 million and 15 years in jail. 
Employer rights in this area include the following:

•	 The right to keep trade secrets confidential
•	 The right to have employees bring business opportunities to the employer first 

before pursuing them elsewhere
•	 A common-law copyright for works and other documents prepared by employees 

for their employers

The primary objectives of using employment contracts to help protect trade 
secrets are to notify workers that they will be privy to sensitive information on the 
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job, to limit employees’ discussion of trade secrets and competitive actions, and to 
indicate that innovations made by employees on the job fall under the management 
and control of the organization.6

15-1b Implied Contracts
The employment relationship is affected by both formal and informal agreements. The 
rights and responsibilities of the employee may be spelled out in a job description, an 
employment contract, HR policies, or a handbook, but often they are not. The rights 
and responsibilities of the employee may exist only as unwritten employer expecta-
tions about what is acceptable behavior or performance on the part of the employee. 
Some court decisions have held that if an employer hires someone for an indefinite 
period or promises job security, the employer has created an implied contract. An 
implied contract is an unwritten agreement created by the actions of the parties  
involved. Such promises establish employee expectations, especially if there has been a 
long-term business relationship.

When the employer fails to follow up on the implied promises, the employee 
may pursue remedies in court. Numerous federal and state court decisions have held 
that such implied promises, especially when contained in an employee handbook, 
constitute a contract between an employer and its employees, even without a signed 
contract document.

15-2 Rights Affecting the Employment 
Relationship

As the power of labor unions has declined in the United Stated and employees in-
creasingly regard themselves as free agents in the workplace, the struggle between 
individual employee and employer rights has become heightened. Several concepts 
from law and psychology influence rights in the employment relationship, including 
employment at will, wrongful or constructive discharge, just cause, due process, and 
organizational justice.

15-2a Employment at Will
Employment at will (EAW) is a common-law doctrine stating that employers have 
the right to hire, fire, demote, or promote whomever they choose, unless there is a 
law or a contract to the contrary, and employees can quit at any time with or with-
out notice. An EAW statement in an employee handbook usually contains wording 
such as the following:

The Company does not offer permanent or guaranteed employment. Either 
the Company or the employee can terminate the employment relationship 
at any time, with or without cause, with or without notice. This is called 
Employment at Will. This employment-at-will relationship exists regardless 
of any other written statements or policies contained in this Handbook or 
any other Company documents or any verbal statement to the contrary.7

National restrictions on EAW include prohibitions against the use of race, age, 
sex, national origin, religion, and/or disabilities as bases for termination. Restrictions 

implied contract
An unwritten agreement 
created by the actions of 
the parties involved

LO2 Define 
employment at will 
and discuss how 
wrongful discharge, 
just cause, and 
due process are 
interrelated.

employment at will 
(eaW)
A common-law doctrine 
states that employers 
have the right to hire, 
fire, demote, or promote 
whomever they choose, 
unless there is a law or a 
contract to the contrary, 
and employees may quit 
at any time with or with-
out notice
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on other factors vary from state to state. Nearly all states have enacted one or more 
statutes to limit an employer’s right to discharge employees.

EAW and the Courts The courts have recognized certain exceptions to EAW 
as follows:

•	 Public policy exception: This exception to EAW holds that  employees 
can sue if fired for a reason that violates public policy. For example, 
an  employee who was fired for filing a complaint with OSHA can sue 
the employer.

•	 Implied contract exception: This exception to EAW holds that employees 
should not be fired as long as they perform their jobs. Long service, promises 
of continued employment, and lack of criticism of job performance imply con-
tinuing employment.

•	 Good-faith and fair-dealing exception: This exception to EAW suggests that a 
covenant of good faith and fair dealing exists between employers and at-will 
employees. If an employer breaks this covenant by unreasonable behavior, the 
employee may seek legal recourse.

Over the past several decades, many state courts have revisited and revised  
EAW contractual provisions. Some courts have placed limits on the doctrine, includ-
ing situations when employers act harmfully toward workers.

Wrongful Discharge Employers that run afoul of EAW restrictions may be 
guilty of wrongful discharge, which involves the termination of an individual’s em-
ployment for reasons that are illegal or improper. Employers can take several pre-
cautions to reduce wrongful-discharge liabilities. Having a well-written employee 
handbook, training managers, and maintaining adequate documentation are key 
ways to prevent wrongful discharge.

A landmark court case regarding wrongful discharge was Fortune vs. Na-
tional Cash Register Company (1977). The case involved the firing of a sales-
person (Mr. Fortune) who had been with National Cash Register (NCR) for 
25 years.8 Mr. Fortune was terminated shortly after he sold a large customer 
order that would have earned him a substantial commission. After reviewing the 
evidence, the court concluded that he was wrongfully discharged because NCR 
dismissed him to avoid paying the commission, thus violating the covenant of 
good faith and fair dealing. Given the increase in wrongful-discharge lawsuits 
based on different interpretations of the law, companies are much more con-
cerned today about the potential for litigation. Organizations need an appropri-
ate defense against wrongful-discharge lawsuits, some of which are highlighted 
in Figure 15-2.

Constructive Discharge Closely related to wrongful discharge is constructive 
discharge, which is the process of deliberately making conditions intolerable to get 
an employee to quit. Under normal circumstances, an employee who resigns rather 
than being dismissed cannot later collect damages for violation of legal rights. An 
exception to this rule occurs when the courts find that the working conditions were 
made so intolerable as to force a reasonable employee to resign.9 Then, the resigna-
tion is no longer considered voluntary, but is effectively an involuntary termination. 
Dangerous duties, insulting comments, and failure to provide reasonable work are 
examples of actions that can lead to a claim of constructive discharge.

Wrongful discharge
Termination of an indi-
vidual’s employment for 
reasons that are illegal or 
improper

constructive discharge
Process of deliberately 
making conditions 
intolerable to get an 
 employee to quit
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15-2b Just Cause
Just cause is reasonable justification for taking employment-related action. Union 
contracts typically require an employer to provide a “good reason” for disciplin-
ary actions such as dismissal, but this protection does not exist in at-will situations. 
Even though definitions of just cause vary, the overall concern is fairness. To be 
viewed by others as just, any disciplinary action must be based on facts in the indi-
vidual case. Violations of these requirements can result in legal action. For instance, 
a court could easily rule that a high-performing worker was not fired for just cause 
if he had been terminated for poor performance after taking unpaid time off associ-
ated with the Family and Medical Leave Act to help a sick relative.

15-2c Due Process
Due process, like just cause, is about fairness. Due process protects employees from 
unjust or arbitrary discipline or termination. Due process occurs when an employer 
is determining if there has been employee wrongdoing and uses a fair process to 
give an employee a chance to explain and defend his or her actions. This typically 
involves thoroughly investigating all employment actions and giving individuals an 
opportunity to express their concerns to objective reviewers of the facts in the situ-
ation. Due process represents ethical and respectful treatment of employees, and 
companies that fail to utilize such a process risk being seen as unethical. Organiza-
tional justice is a key part of due process.
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FigurE 15-2 Keys for Preparing a Defense against Wrongful Discharge
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Figure 15-3 shows some factors to be considered when evaluating just cause 
and due process. Courts determine if employers’ actions are fair based on how man-
agers address these factors.

15-2d Organizational Justice
Organizational justice is the fairness of decisions and resource allocations in an or-
ganization. Employees’ perceptions of fairness and justice in the workplace influence 
their attitudes and behaviors. For example, employee job satisfaction and commit-
ment are affected by how fairly they believe they are treated by the company.10 A 
wide range of HR activities can affect these perceptions of justice, including selec-
tion processes, job performance reviews and appraisals, and disciplinary actions. A 
recent study showed that workers who are laid off are less likely to hold grudges if 
they understand how the decisions were made and believe they were treated fairly 
in the process.11

Individual perceptions of fairness or justice in the workplace depend on at least 
three different types of assessments—the process of decision making, the actual 
decision made, and how the decision is explained to an employee. The elements 
of organizational justice, as shown in Figure 15-4, are explained in the following 
sections.12

The first factor, procedural justice, focuses on whether the procedures that led 
to an action were appropriate and clearly understood, and whether they provided 
an opportunity for employee input. Procedural justice is the perceived fairness of 
the processes used to make decisions about employees. In other words, are the 
rules fair and fairly applied to everyone? Due process is a key part of procedural 
justice when making promotion, pay, discipline, and other HR decisions. If orga-
nizations provide procedural justice, employees may not always like a particular 
decision, but they tend to respond positively because they know it was reached in 
a fair way.

organizational justice
The fairness of decisions 
and resource allocations 
in an organization

procedural justice
Perceived fairness of 
the processes used to 
make decisions about 
employees

Just Cause Determinants

Was the employer’s rule
reasonable?
Was the employee warned of the
consequences of the conduct?
Did management investigate
before disciplining?
Was the investigation fair and
impartial?
Was there suf�cient evidence
of guilt?
Were the rules and penalties
applied consistently?
Was the penalty reasonable,
given the offense?

Due Process Considerations

How have precedents been
handled?
Was the employee asked for
his or her side of the story?
Is a complaint process available?
Was the complaint process used?
Did the company retaliate against
the employee?
Was the decision based on facts?
Were the actions and processes
viewed as fair by outside entities?

FigurE 15-3 Criteria for Evaluating Just Cause and Due Process
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Second, people obviously prefer favorable outcomes for themselves. They decide 
the favorability of their outcomes by comparing them with the outcomes of  others, 
given their relative situations. This decision involves the concept of  distributive 
 justice, which is the perceived fairness in the distribution of outcomes. Disciplinary 
action based on favoritism—when some are punished and others are not—would 
likely be viewed as unfair. Fairness depends on employee perceptions and is ulti-
mately a subjective determination.

Interactional justice is the extent to which a person affected by an employment 
decision feels treated with dignity and respect. Is an adequate explanation provided 
to explain the decision? Is the employee treated considerately and professionally? 
For example, if a manager gruffly delivers the news that an employee has not been 
selected for promotion and fails to explain why, the employee is likely to feel that 
the decision was unfair. In turn, the employee is more likely to treat coworkers 
negatively, and the perceived unfairness trickles down through the organization or 
work group.13

Employees who feel that they have not been treated fairly may respond in a 
number of ways, sometimes even counterproductively. For instance, some look for 
ways to “even the score” and seek revenge by acting destructively. Others may for-
give a single unfair decision if their overall opinion is that the organization acts 
fairly. Managers should continuously work to foster a reputation as fair and just 
since employees maintain a fairly stable perception of the organization’s level of 
justice and can excuse an exceptional episode of unfairness.14

Companies may improve perceptions of justice by providing procedures to deal 
with employee complaints. In union-free firms, the complaint procedures differ from 
those for unionized employees, who typically have a formal grievance procedure 
specified in the union contract. Due processes in union-free firms are more varied 
and may address a broader range of issues. Numerous employers use an open-door 
policy, which allows workers who have a complaint to talk directly to someone in 
management. However, this policy can be mishandled, so union-free firms benefit 
from having formal complaint procedures that are well defined to provide a more 
systematic due process for employees than do open-door policies.

distributive justice
Perceived fairness in the 
distribution of outcomes

interactional justice
The extent to which a 
person affected by an 
employment decision 
feels treated with dignity 
and respect

open-door policy
A policy that allows 
workers with a complaint 
to talk with someone in 
management

Procedural

Distributive

Interpersonal

FigurE 15-4 Interrelated Elements of Organizational Justice
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15-2e Alternative Dispute Resolution
Disputes between management and employees about work issues are normal and 
inevitable, but how the parties resolve their disputes is important. Open-door poli-
cies, formal grievance procedures, and lawsuits provide several resolution methods. 
However, companies are looking to alternative means of settlement. High litigation 
costs, delays in the court system, and damage to employer–employee relationships 
have prompted growth in alternative dispute resolution (ADR) methods such as  
arbitration, peer review panels, ombuds, and mediation. For employees to trust these 
methods, companies should communicate decisions clearly and give employees an 
opportunity to provide input.15

Arbitration Disagreements between employers and employees can result in law-
suits that are costly and time-consuming. Consequently, to settle disputes, some 
companies use the process of arbitration.

Arbitration is a process that uses a neutral third party to make a binding deci-
sion, thereby eliminating the need to involve the court. Arbitration has been a com-
mon feature in union contracts. However, it must be set up carefully if employers 
want to use it in union-free situations. Since employers often select the arbitrators, 
and because arbitrators may not be required to issue written decisions and opinions, 
some see the use of arbitration in employment-related situations as unfair.

Some firms use compulsory arbitration, which requires employees to sign a pre-
employment agreement stating that all disputes will be submitted to arbitration. 
These agreements require employees to waive their rights to pursue legal action 
until the completion of the arbitration process. A legal check of compulsory arbitra-
tion as part of ADR should be done before adopting the practice. In addition, com-
panies should ensure that arbitrators function in an equitable manner, arbitration 
decisions and awards reflect the law, and proper attempts are made by the organiza-
tion to communicate arbitration agreements to employees.16

Peer review Panels Some companies allow their employees to appeal disciplin-
ary actions to an internal committee of employees. This panel reviews the actions 
and makes recommendations or decisions. Peer review panels use fellow employees 
and perhaps a few managers to resolve employment disputes. Panel members are 
specially trained volunteers who sign confidentiality agreements, after which the 
company assigns them to hear appeals.

These panels have several advantages, including reduced lawsuits, provision of 
due process, decreased costs, and management and employee development. Also, peer 
review panels can complement a formal complaint process for at-will employees because 
solutions can be identified and implemented without court action. If an employee later 
files a lawsuit, the employer has a stronger case since a group of the employee’s peers 
previously reviewed the employer’s decision and found it to be appropriate.

Ombuds Some organizations ensure process fairness through ombuds— 
individuals outside the normal chain of command who act as independent prob-
lem solvers for both management and employees. At many large and medium-sized 
firms, ombuds have effectively addressed complaints about unfair treatment, 
 employee– supervisor conflicts, and other workplace behavior issues. Ombuds 
 address employees’  complaints and operate with a high degree of confidentiality; 
they can also improve employee perceptions of procedural justice.17

arbitration
Process that uses a neu-
tral third party to make a 
binding decision, thereby 
eliminating the need to 
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Mediation Ombuds, as well as other individuals and groups who oversee disputes, 
will sometimes use mediation as a tool for developing appropriate and fair out-
comes for all parties involved. Mediators may use either a facilitative or evaluative 

Setting Up an Alternative Dispute Resolution Process

Creating an internal process to settle employment-
related disputes and conflicts can benefit both the 
organization and its employees with faster resolu-
tion of complaints and issues. An alternative dis-
pute resolution (ADR) process can address issues 
such as employee discipline matters, violations of 
policy, and employment termination decisions.

ADR can take a number of forms, including 
arbitration, peer review, ombuds, and mediation. 
It is not necessary to include all forms of ADR— 
managers can choose the approaches that make 
the most sense for the organization. Here are some 
suggested steps in developing an ADR process:

1. Determine the organization’s readiness for 
ADR. Is ADR consistent with the organiza-
tion’s culture and other HR processes? 
There needs to be a good match between 
culture and process for ADR to work.

2. Identify key stakeholders among both formal 
and informal leaders. Top executives must sup-
port an ADR program. Don’t ignore the infor-
mal leaders, since they can influence the rest 
of the employees, and their support is critical.

3. Research the various ADR options to de-
termine which ones are the best fit for the 
organization. For example, peer review is 
most successful when there is a high level 
of trust within the workforce.

4. Design the program by using a cross-
functional team that includes HR, line 
managers, and senior managers. This way, 
input from many different areas of the 
 organizations is provided.

5. Get feedback from employees on the initial 
design. Use focus groups, town hall meet-
ings, suggestion systems, or email polls. 
Share all the details so that employees can 
effectively evaluate the process.

6. Design the rollout strategy and communica-
tion plan. Determine whether to “go live” 
right from the start or to use a pilot test 
of the process first. Decide how to get 
the word out to managers and employees 
so that they understand how the process 
works and what types of disputes are  
appropriate to bring to the ADR process.

7. Remind employees about the process pe-
riodically, such as once a year, so that they 
know it is operational and effective.

ADR can be effective only if all managers 
and employees understand the process and 
trust it to resolve their issues. The benefits it can 
provide mean that employers and employees will 
not be tied up in a lengthy, drawn-out process 
of resolving problems. Speedy, fair resolution  
allows everyone to move on from a situation and 
get back to productive work.18 As you consider 
the process of ADR, discuss these questions:

1. Have you worked at a job where ADR was 
used? If so, what type of ADR was there, 
and how effectively did it work?

2. If you were a manager, what would you see 
as the advantages and disadvantages of 
using the various forms of ADR to resolve 
employment disputes?
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approach to dispute resolution. Facilitative techniques foster communication among 
the parties to help uncover options for settling. Evaluative techniques, on the other 
hand, point out the potential weaknesses in each side’s case and offer potential set-
tlement options. Many mediators use a combination of those approaches depending 
on the circumstances of the dispute.19

The variety of ADR methods available to employers can be confusing. The pre-
ceding “HR Competencies & Applications: Setting Up an Alternative Dispute Reso-
lution Process” feature offers a step-by-step process to establish an effective means 
of resolving employment disputes without the high cost of litigation.

15-3 Managing Individual Employee  
and  Employer Rights Issues

Although the U.S. Constitution grants certain rights to citizens, over the years, laws 
and court decisions have limited their application in the workplace. Globally, laws 
and policies vary, which means employers with expatriates and local workers in 
different countries face a confusing array of obligations. Balancing both employers’ 
and employees’ rights is a growing HR concern because of increased litigation and 
an expanding global workforce. Employers have legitimate rights to ensure that em-
ployees are doing their jobs and working in a secure environment, while employees 
expect their rights, both on and off the job, to be protected.

The right to privacy is defined in legal terms as an individual’s freedom from 
unauthorized and unreasonable intrusion into personal affairs. Although the right 
to privacy is not specifically identified in the U.S. Constitution, past U.S. Supreme 
Court cases have established that such a right must be considered. Also, several 
states have enacted right-to-privacy statutes. A scope of privacy concerns exists in 
other countries as well.

The dramatic increase in Internet communications, social media, mobile de-
vices, and telecommunications systems is changing the nature of privacy issues in 
many workplaces. The use of technology by employers to monitor employee actions 
also increases concerns that the privacy rights of employees are being threatened.

15-3a Privacy Rights and Employee Records
The Privacy Act of 1974 was enacted to protect individual privacy rights in the 
United States. It includes provisions affecting HR recordkeeping systems. This law 
applies only to federal agencies and to organizations supplying services to the fed-
eral government. However, similar laws in some states, while somewhat broader in 
scope, have also been passed. For the most part, state rather than federal law regu-
lates private employers on this issue.

Employee Medical records Recordkeeping and retention practices have been 
affected by a provision in the Americans with Disabilities Act (ADA) requiring that 
all medical-related information be maintained separately from all other  confidential 
files. The Health Insurance Portability and Accountability Act (HIPAA) also includes 
regulations designed to protect the privacy of employee medical records. Both  paper 
and electronic files must be safeguarded. As a result of all the legal restrictions, 
many employers have established several separate files on each employee.

right to privacy
An individual’s freedom 
from unauthorized and 
unreasonable intrusion 
into personal affairs

LO3 Discuss issues 
associated with 
employee privacy, 
free speech, and 
whistle-blowing.
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Security of Employee records It is important to establish access restrictions 
and security procedures for employee records to protect the privacy of employees 
and protect employers from potential liability for improper disclosure of personal 
information. Individuals’ Social Security numbers, personal addresses, and other 
contact information should be protected.

The Data Protection Act requires employers to keep personnel records up to 
date and keep only the details that are needed.20 The following guidelines are offered 
regarding employer access and storage of employee records:

•	 Restrict access to records to a limited number of individuals.
•	 Use confidential passwords for accessing employee records in various 

HR databases.
•	 Set up separate files and restricted databases for particularly sensitive 

employee information.
•	 Inform employees about which types of data are retained.
•	 Purge employee records of outdated data.
•	 Release employee information only with employee consent.

Personnel files and records are usually maintained for three years. However, dif-
ferent types of records should be maintained for shorter or longer periods of time 
based on various legal and regulatory standards. Another concern is how electronic 
records are maintained and secured, especially given the advances in software, email, 
and mobile technology. Companies should establish an electronic records policy to 
ensure legal compliance and avoid violating individuals’ personal rights. Employers 
must comply with federal, state, and international records retention laws.

Data privacy is becoming increasingly important with the growth of mobile 
technologies and the use of applications (apps) that offer various functions. A large 
number of apps collect information about users. It is vital to ensure that company 
policies accurately and completely identify all data being collected so that users are 
aware of how their personal information is being handled.21

15-3b Employees’ Free Speech Rights
Individual right to freedom of speech is protected by the U.S. Constitution. 
However, that freedom is not unrestricted in the workplace, so employees and 
 companies need to be aware of appropriate boundaries.22 Three situations in 
which employees’ freedom of speech might be restricted include expressing 
 controversial views, whistle-blowing, and using the Internet and other communi-
cation-based technology.

Employee Advocacy of Controversial Views Questions of free speech can 
arise over the right of employees to advocate controversial viewpoints at work.  
Numerous examples can be cited. For instance, can an employee of a tobacco 
company join in antismoking demonstrations outside of work? Can a disgruntled 
employee at a union-free employer wear a union badge or a cap at work? Can an 
employer discipline employees in these situations? The answer is likely “yes” if the 
disciplinary actions can be justified by job-related reasons and the company follows 
a due process procedure. In one U.S. case, a court ruled against a white worker who 
displayed Confederate flags on his toolbox, which offended some African-American 
employees. The court said that the worker’s free speech right was not violated when 
the employer fired him for refusing to remove the flags.23
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However, simply because an employer might be able to punish employees who 
make inappropriate statements that embarrass the company, should the employer do 
so? Perhaps an employer shouldn’t because employees may view this as heavy-handed 
and an overreaction. It may cause other employees to quit their jobs or to lose respect 
for the employer. The best way to handle these concerns is to (1) attempt informal  
resolution first, (2) clearly outline the boundaries and standards for appropriate  
behavior in a formalized policy that addresses work expectations, and (3) have a 
signed nondisclosure privacy agreement.

Whistle-Blowing and Employee Protection Individuals who report real or 
perceived wrongs committed by their coworkers or employers are called whistle-
blowers. Many well-known whistle-blowing incidents have occurred in past years. 
A high-profile whistle-blowing case heard by the U.S. Supreme Court involved a 
former air marshal who disclosed to a journalist that the Transportation Security 
Administration (TSA) had reduced in-flight marshal protection due to budget rea-
sons despite credible threats of possible terrorist hijacking plots.24 The case shows 
the possible conflict between two legislative priorities—to prevent terrorist attacks 
and to encourage whistle-blowing. The Edward Snowden incident also exemplifies 
this conflict in national priorities.25 Cases of whistle-blowing often involve contro-
versial topics and are often very complex. No comprehensive whistle-blowing law 
fully protects the right to free speech of both public and private employees.

Several laws, such as the Sarbanes-Oxley Act and the Dodd-Frank Act, protect 
corporate whistle-blowers.26 For instance, the Sarbanes-Oxley Act is intended to 
remedy companies’ ethical breaches by requiring organizations to properly report 
financial results, encouraging ethical business practices, and providing protection 
for whistle-blowers.27 The Dodd-Frank Act also protects whistle-blowers and pro-
vides financial incentives to individuals who report wrongdoing. In addition to pay-
ing fines, a company that is found guilty of retaliation is required to (1) reinstate the 
individual back to his or her job, (2) provide back pay or double back pay to make 
up for lost compensation, and (3) cover any costs associated with legal counsel.28

Employers need to address two key questions in regard to whistle-blowing: 
(1) When do employees have the right to speak out, with protection from retribu-
tion? (2) When do employees violate the confidentiality of their jobs by speaking  
out? Even though the answers may be difficult to determine, retaliation against 
whistle-blowers is clearly not appropriate or legal. Whistle-blowers are often treated 
poorly by their employers because they are seen as disloyal and as a significant 
threat to the stability of the organization. This is why an ethical culture that in-
cludes reporting mechanisms that encourage employees to tell managers about 
problems and retaliation policies that prevent mistreatment of whistle-blowers  
are beneficial.29 The culture of the organization often affects the degree to which 
employees report inappropriate or illegal actions internally or resort to using outside  
contacts. Consequently, HR professionals should be actively involved in helping 
the company develop an ethical culture by creating fair and ethical policies.

15-3c Technology and Employer–Employee Issues
The extensive use of technology by employers and employees constantly creates new 
issues to be addressed.30 For example, terminating workers for openly complaining 
about an employer on social media has come under scrutiny based on recent court 
rulings. The National Labor Relations Board has ruled that disciplining employees 
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for posting negative comments about an employer’s practices may not be acceptable 
if the posting amounts to protected activity. However, interpretation of the ruling 
suggests that it does not condone excessive disloyalty or communication of highly 
sensitive content.31

An emerging counterpart to employers monitoring employees is the practice 
of employees recording conversations in the workplace. The popularity of mobile 
phones and many company policies allowing personal devices in the workplace 
have led to employees covertly recording closed-door meetings during which em-
ployment matters are discussed. The legal status of such recordings is still being 
determined as various state and federal laws are considered along with specific facts 
in any case. Employers are wise to implement a no recording policy to address the 
issue up front.32

Monitoring Electronic Communications The use of email, social media, 
and text messaging has led to major issues regarding employee and workplace pri-
vacy. Employers have good reason to monitor what is said and transmitted through 
their Internet and voicemail systems despite employees’ concerns about free speech. 
Organizations want to reduce employee misconduct, protect corporate resources,  
prevent hacking and virus attacks, ensure productivity, and follow federal guidelines.33 
Many employers have specialized software that can retrieve deleted email and other 
electronic communications, retrace web searches, and even record each keystroke 
made on employees’ computers. Monitoring, while perhaps needed, can harm work 
unit cohesion and trust among employees.34

Employees have varying opinions about electronic monitoring based on differ-
ent situational factors, which can present many challenges. They may understand 
the reasons companies monitor their electronic communications but also worry 
about their personal privacy and confidential data.35 Further, the standards and 
acceptance of monitoring vary greatly in different nations (e.g., France versus the 
United Kingdom), so companies need to consider these factors and inform manag-
ers about what actions are considered appropriate.36 Organizations need to con-
sider such issues when developing policies regarding the monitoring of electronic 
communications.

The practice of employees using their own mobile devices such as smartphones 
and digital tablets in the workplace raises additional issues. Bring your own  device 
(BYOD) is becoming increasingly common, and it presents both advantages and 
disadvantages for firms. Employees are already familiar with their own devices, 
which makes them more efficient and productive using this technology. However, 
concerns about data security, lost or stolen devices, and privacy should be addressed 
with a company policy.37

Hr Policies on Electronic Communications Since a great deal of work 
activity involves using technology, it is important for HR professionals to provide 
guidance to executives, managers, and employees. Many employers have developed 
and disseminated electronic communications policies. Figure 15-5 outlines recom-
mended employer actions for such policies, including monitoring. These policies 
should describe to employees why monitoring is needed, the methods used, and 
the amount of monitoring planned. Employees should also sign off to indicate that 
they understand the purpose and scope. Inappropriate communication and mate-
rial should be clearly discussed, and individuals should receive guidance about the 
company’s standards for using communication systems to send and receive private 
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messages. A proactive approach that attempts to balance the rights of the company 
with the privacy concerns of employees can preserve the dignity of all parties and 
lead to a professional and productive work environment.38

15-3d Employee Rights and Personal Behavior Issues
Another area employers should watch is employee personal behavior on or off the 
job. For example, an invasion of privacy claim might result if an employer investi-
gates off-the-job charges of illegal behavior. Failure to conduct due diligence can 
jeopardize disciplinary actions that should be taken by employers or can result in 
liability for negligent retention. Some of the more prevalent concerns in this area are 
discussed next.

Counterproductive Behavior Employers may decide to review unusual be-
havior by employees both on and off the job. The occurrence of various counter-
productive behaviors such as bullying, substance abuse, stealing, and sabotage can 
potentially hurt companies and their employees. Employees may commit some of 
these actions off the job site. For example, an employee may send threatening or 
harassing emails or text messages to a coworker’s personal accounts. This situation 
might warrant employer involvement to protect the targeted employee and reduce 
the chance of litigation.

Organizations must also deal with employees and/or managers who are hos-
tile, insulting, or extremely rude to customers, suppliers, and/or employees at dif-
ferent levels of the organization. To respond to such actions, managers and HR 

5. Enforce the Policy through Disciplinary Procedures

4. Monitor for Business Purposes Only

3. Obtain Signed Permission from Employees

2. Communicate the Policy to Employees

1. Develop an Electronic Communications Policy

FigurE 15-5 Recommended Employer Actions regarding Electronic Communications
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professionals should document inappropriate behaviors and meet privately with 
individuals to discuss concerns, give feedback, and explain expectations. Defining 
acceptable and unacceptable behaviors and communicating standards to all employ-
ees is also helpful. In an effort to reduce volatile behavior, companies can require 
employees to pass a fitness-for-duty test before reporting for work, particularly in 
occupations that are considered dangerous.39

Dress and Body Appearance Limitations Employers have put limits on 
employees’ dress and appearance in some situations, including items such as vis-
ible tattoos, certain clothing and accessories, and body piercings. Having a written 
dress policy is recommended to ensure consistency, safety, and fair treatment. One 
industry in which dress and appearance codes and policies are important is the food 
and beverage industry. For instance, a pizza firm prohibits visible tattoos and many 
kinds of body piercing.

To comply with civil rights laws, special consideration should be given to 
 assessing religious or ethnic attire. Job-related reasons for imposing specific dress 
 requirements are typically supported by the courts. The key is to give adequate 
 notice to employees and managers, consistently enforce restrictions, and answer 
concerns before a dress and appearance code is implemented.

Off-Duty Behavior An additional employee rights issue concerns personal behav-
ior off the job. Employee misconduct off the job has the potential to seriously dam-
age the reputation of the business, especially if individuals wear clothing or other 
identifying badges or logos that show the general public where they work. Employ-
ers encounter special difficulty in establishing just cause for disciplining employees 
for their off-the-job behavior. To protect intellectual property or trade secrets, some 
firms establish rules that restrict employees from dating or from “moonlighting” for 
a competitor.

Most people believe an organization should not control the lives of its 
 employees off the job except when there are clear job-related consequences. For 
 example, a company can take action if an employee who drives as part of his or 
her job is cited for drunk driving. But what should an employer do if an employee 
is an acknowledged transvestite, a member of an activist environmental group, a 
leader in a racist group, or an exotic dancer on weekends? In some of these cases, 
the employer should do nothing; in other cases, action might be taken. Employ-
ers must balance concerns about negligent retention with concerns for employee 
privacy.40

Weapons in the Workplace Companies face a vexing situation regarding  
employees who legally own firearms and believe they have the right to bring them 
to work. Highly publicized cases of employees who open fire in the workplace, 
espe cially  in response to being terminated, make everyone aware of the dangers of 
weapons. Although U.S. citizens have a constitutional right to bear arms, does that 
right transfer to the workplace? In private-sector workplaces, it does not. However, 
20 states have enacted legislation preserving the rights of employees to carry firearms, 
even on an employer’s premises. Employers are legally obligated to provide a safe 
working environment for all employees. Balancing that obligation with employees’ 
individual rights is still being decided in the courts. Suggestions for addressing this  
issue are presented in the following “HR Competencies & Applications: Caught in the 
Crosshairs” feature.
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15-4 Balancing Employer Security 
and  Employee Rights

Balancing employer and employee rights is difficult. On one side, employers have 
a legitimate need to ensure that employees are performing their jobs properly in 
a safe, secure environment. On the other side, employees expect their rights to be 
protected.

Caught in the Crosshairs

Finding a way to balance the individual right 
to bear arms with the requirement to create a 
safe workplace can challenge human resource 
professionals, and gun control is certainly a con-
troversial political topic. However, employers 
have legitimate concerns about weapons in the 
workplace for practical and business reasons. 
Three-fourths of all workplace fatalities are re-
lated to guns, and many tragic incidents of 
worker-committed gun violence have occurred 
in recent years.

The Second Amendment of the U.S. Con-
stitution protects a citizen’s right to own and 
bear arms and, as mentioned earlier, 20 states 
have enacted laws that allow employees and 
others to carry firearms on an employer’s prem-
ises. Some of these laws specifically address 
concealed weapons and affirmatively permit 
storing firearms in a privately owned vehicle 
in an employer’s parking lot. The courts have 
found that such laws are not pre-empted by 
OSHA’s general duty clause. This leaves em-
ployers to find a way to satisfy these competing 
mandates.

Important things to determine include:

1. How does the company define the term 
weapon? Is it only guns, or do other 
weapons such as knives or machetes also 
qualify as weapons?

2. How does the company define the term 
workplace? Does the workplace include an 
employer’s parking lot?

3. If the company decides to permit firearms 
in employees’ vehicles, what measures 
will be put in place to minimize risks? Must 
all weapons be locked in a vehicle’s trunk? 
Must ammunition be kept separately from 
the firearm itself?

4. If security guards are authorized to carry 
weapons, what steps are taken to ensure 
that they are properly screened and trained?

This is an evolving and controversial issue. 
HR professionals should stay informed about leg-
islation in all states in which the organization has 
employees and operations. The primary consider-
ation should be for a safe workplace for everyone. 
Employers should continue to monitor court rul-
ings and address the issue proactively.41 Based on 
these issues, consider the following questions:

1. How do you feel about the right to bear 
arms and whether companies should be 
limited in restricting employees from having 
weapons on the premises?

2. What restrictions would you recommend 
to companies regarding weapons in the 
workplace?
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Technology has made it easier and cheaper to monitor employees. It also  
increases the risks of data loss or other threats to companies’ information or reputa-
tion. Social media is the new gathering place for people to share legitimate as well 
as harmful comments about their employers. Monitoring social media sites may 
uncover employee misconduct that an employer has a right to know about. For 
example, several hospital employees were caught discussing a patient on Facebook 
in clear violation of hospital policy and HIPAA privacy regulations. Employers can 
monitor social media when there is a job-related reason to do so. However, the sheer 
volume of data generated on social media makes this a practice best conducted by 
exception rather than as an ongoing procedure.42

15-4a Workplace Monitoring
In the United States, the right of protection from unreasonable search and seizure 
concerns only such actions taken by government officials. Thus, employees of private-
sector employers can be monitored, observed, and searched at work by representa-
tives of the employer. Several court decisions have reaffirmed the principle that both 
private- and public-sector employers may search desks, files, lockers, and computer 
files without search warrants if they believe that work rules have been violated.  
Also, the terrorist attacks of September 11, 2001, led to passage of the USA PATRIOT 
Act, which expanded legislation to allow government investigators to engage in 
broader monitoring of individuals and workplaces, to protect national security.

Conducting Video Surveillance at Work Numerous employers have installed 
video surveillance systems in their workplaces. Some employers use these systems to 
ensure employee security, such as in parking lots, garages, and dimly lit exterior areas. 
Other employers have installed them on retail sales floors, in production areas, and 
parts and inventory rooms to reduce theft and shrinkage. When video surveillance is 
extended into employee restrooms, changing rooms, and other more private areas, em-
ployer rights and employee privacy collide. It is important that employers using such 
methods develop a video surveillance policy, inform employees about the policy, con-
duct the surveillance only for legitimate business purposes, and strictly limit those who 
view the surveillance results. Employee morale should be considered when developing 
policies because employees may see monitoring systems as a sign that they are not 
trusted, which can lower their commitment and positive impressions of the company.

Monitoring Employee Performance Employee activity may be monitored to 
measure performance, ensure performance quality and customer service, check for 
theft, and/or enforce company rules or laws. The common concerns in a monitored 
workplace usually center not on whether monitoring should be used but on how 
it should be conducted, how the information should be used, and how feedback 
should be communicated to employees. Companies should strive to collect informa-
tion that is needed to manage business operations but not track every detail just be-
cause they can.43 Research points to other considerations. A recent study determined 
that electronic monitoring processes that were utilized for employee development, 
that were adequately explained, and that provided good feedback resulted in more 
positive perceptions of organizational justice, which led to many positive work out-
comes such as supervisor trust, work satisfaction, and work performance.44

At a minimum, employers should obtain a signed consent form indicating that 
the employee knows performance will be monitored and phone calls will regularly 

LO4 Analyze 
workplace 
monitoring, employer 
investigations, and 
other steps taken to 
ensure a safe and 
productive workplace.
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be taped. It is further recommended that employers provide employees with feed-
back on monitoring results to help employees improve their performance and to 
commend them for good performance.46 For example, one call center allows 
 employees to listen to their customer service calls and rate their own performance. 
Then the employees meet with their supervisors to discuss both positive and  negative 
 performance issues. The preceding “HR Ethics: Is Somebody Out There Watching 
Me?” feature presents details of employee monitoring in the trucking industry.

15-4b Employer Investigations
Another area of concern regarding employee rights involves workplace investiga-
tions. The U.S. Constitution protects public-sector employees in the areas of due 

Is Somebody Out There Watching Me?

Employers have a right to expect that employees 
who are on the clock are performing their job du-
ties in a safe and efficient manner. Employees, 
on the other hand, prefer to work free from scru-
tiny and invasive management oversight. The 
two parties’ expectations can put them on a col-
lision course for employee relations problems.

Companies in trucking and service indus-
tries have started to utilize GPS technology to 
track drivers’ movement and operating practices. 
Over 37% of service-related companies track 
their workers’ locations using either handheld 
devices or their vehicles. Tracking can be used 
to improve customer service by notifying cli-
ents that a service technician is on the way or to  
verify that service was provided. It can also be 
used to uncover employee misconduct or unsafe 
driving practices.

Sophisticated tracking software can record 
if drivers brake too hard or speed. If a driver is 
too close to another vehicle, the software can 
intercede by slowing down the truck. In addi-
tion to using this type of tracking to discipline  
employees, some firms also use it to identify 
and reward drivers who demonstrate exem-
plary driving habits.

There are few regulations limiting employ-
ers’ ability to track employees, and no fed-
eral laws prohibit employers from using GPS. 

Further, with the exception of Delaware and 
Connecticut, there is no requirement that em-
ployers even tell workers that they are being 
tracked. However, keeping silent about track-
ing endangers the trust that employees have in 
their employers. There is also a benefit of letting 
workers know that they are being monitored, as 
it might deter them from breaking the rules. The 
owner of Accurid Pest Solutions says that since 
instituting monitoring, his drivers now call the 
dispatch center if they have to pull off the road 
or change their routing.

Employers and employees work hard to 
maintain a safe, productive work environment. 
Tracking worker activities should be done with 
consideration for both sides of the issue and  
using an approach of fairness and respect.45  
After reading about this practice, answer the 
following questions:

1. What are the costs and benefits of 
implementing a tracking program but 
not telling employees about it? Should 
companies tell employees that their actions 
are being tracked?

2. What are the possible reactions employees 
might have if they are advised up front that 
their activities will be tracked? What could 
be done to improve their reactions?
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process, search and seizure, and privacy at work, but private-sector employees are 
not protected. Whether it occurs on or off the job, employees’ unethical or illegal 
behavior can be a serious problem for organizations. Examples of employee miscon-
duct include illegal drug use, falsification of documents, misuse of company funds, 
disclosure of organizational secrets, workplace violence, employee harassment, and 
theft of corporate resources.

Conducting Work-related investigations Workplace investigations can 
be conducted by internal or external personnel. Often, HR staff and company 
 security personnel lead internal investigations. In the past, the use of outside 
 investigators such as the police, private investigators, or attorneys was restricted 
by the Fair Credit Reporting Act. However, passage of the Fair and Accurate Credit 
 Transactions (FACT) Act changed the situation, and now employers can hire outside 
investigators without first notifying the individuals under investigation or  getting 
their permission.

Technology is frequently used when workplace investigations are conducted. 
This allows employers to review emails, access computer logs, conduct video sur-
veillance, and use other investigative tactics. When using audiotaping, wiretapping, 
and other electronic methods, care should be taken to avoid violating privacy and 
legal regulations. In addition to these considerations, the following best practices 
should be used when conducting workplace investigations:

•	 Develop a good working plan that outlines how the company should respond 
to crises before they occur. Confidentiality should be a high priority through-
out investigations, and all important incidents should be properly documented.

•	 Specify whether HR or another party (e.g., an attorney or accountant) will 
conduct the actual investigation of workplace incidents. If possible, select an 
objective and impartial investigator who does not have any professional con-
nections with the individuals being investigated.

•	 Investigate problems quickly before evidence can be tampered with or de-
stroyed and begin interviewing key witnesses. Investigate wrongdoing within 
several days after being made aware of the incident and try to finish the inves-
tigation within two weeks.

•	 Assess the credibility of individuals providing information in an investigation 
by looking at the following factors: personal demeanor, reliability, chronology, 
credibility of answers provided, whether information can be corroborated, and 
past and present motives.

•	 Use the stories and information collected to conclude the investigation and rec-
ommend any remedial steps that should be taken. Present the results of investi-
gations to key decision makers and make appropriate recommendations.47

Employee Theft and Fraud Employee theft of property and company secrets 
does occur, and white-collar theft through embezzling, accepting bribes, and steal-
ing company property is also a concern. Evidence suggests that fraud is a significant 
challenge for businesses in the United States, with the average company losing 5% 
of its annual revenues to fraud. Not surprisingly, employees at higher levels in an 
organization commit more serious acts of fraud. For example, the average loss is 
$500,000 when an executive is involved compared to $75,000 when the fraud is 
committed by a lower-level employee.48 If the organizational culture encourages or 
allows such questionable behavior, employees are more likely to see theft as ac-
ceptable. In addition, the more pressure there is to achieve, opportunities to act 
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unethically, and ways to rationalize misconduct, the more likely organizations will 
experience fraud.49

There are a number of ways to address employee theft and other workplace 
 misconduct. Typical methods include conducting thorough pre-hire applicant screen-
ing and background investigations. Honesty tests may also be used both before 
and after a person is hired. After hire, workplace monitoring can be used to review 
 unusual behaviors. Developing an ethics code that outlines appropriate  behaviors 
and encouraging managers and business owners to model desired behavior help high-
light the organization’s expectations. Ethics training that focuses on enhancing  ethical 
 decision making in the workplace can also prevent employee misconduct. Finally, 
internal checks and balances along with splitting up critical job functions across dif-
ferent positions and random audits of inventory can help reduce employee fraud.50

Honesty and Polygraph Tests Paper-and-pencil honesty tests are alternatives to 
polygraph testing, as mentioned in Chapter 7. These tests are widely used in pre-hire 
screening, particularly in the retail industry and others. Polygraph tests may be used 
as part of an internal investigation for employees who are reasonably suspected of  
involvement in a workplace incident (theft, embezzlement, etc.) that resulted in spe-
cific economic loss or injury to the employer. The Employee Polygraph Protection 
Act prohibits the use of polygraphs for most pre-employment screening and also 
requires that employees must

•	 be advised of their rights to refuse to take a polygraph exam;
•	 be allowed to stop the exam at any time; and
•	 not be terminated because they refuse to take a polygraph test or solely be-

cause of the exam results.

If private-sector employers administer polygraph tests to employees or appli-
cants, they are required to use licensed, bonded examiners and to carefully guard 
the information obtained during the test.51 Organizations should thoroughly evalu-
ate the need for such tests and use them sparingly.

Substance Abuse, Drug Testing, and Employee rights Employee sub-
stance abuse and drug testing have received a great deal of attention. Concern about 
substance abuse at work is appropriate, given that absenteeism, accident and dam-
age rates, and theft and fraud are higher for workers using illegal substances or mis-
using legal substances such as prescription drugs and alcohol. The National Council 
on Alcohol and Drug Dependence (NCADD) estimates that 70% of people who 
illegally use drugs are employed.52 Figure 15-6 identifies some of the negative effects 
of substance abuse in the workplace. Ways to address substance abuse problems 
were discussed in Chapter 14. Employee rights associated with substance abuse are 
discussed in the following sections.

Laws Addressing Drug Testing The ADA specifies that alcoholism is a dis-
ability but that dependency on illegal drugs is not. Individuals in treatment or in 
a recovery program for an addictive substance are protected by provisions in the 
ADA. However, employees who are not capable of working because they are under 
the influence, have poor attendance records, or are poor performers regardless of 
their drinking and/or drug problems are subject to disciplinary action.

The U.S. Supreme Court has ruled that certain drug-testing plans do not violate 
the Constitution. Private-sector programs are governed mainly by state laws, which 
can be a confusing hodgepodge. The Drug-Free Workplace Act of 1988 requires 
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government contractors to take steps to eliminate employee drug use. Failure to do 
so can lead to disqualification for government contracts. Tobacco and alcohol do not 
qualify as controlled substances under the act, and off-the-job drug use is not included. 
The U.S. Department of Transportation (DOT) requires regular testing of truck and 
bus drivers, train crews, mass-transit employees, airline pilots and mechanics, pipe-
line workers, and licensed sailors. Firms that operate under DOT guidelines must use 
pre-employment, post-accident, and random drug exams to verify that individuals 
involved in transportation activities are fit for duty. Employees who fail an exam or 
refuse to participate are barred from working and must enroll in treatment. They must 
also pass a separate return-to-duty drug screen and be randomly tested six additional 
times over a 12-month period.

Drug Testing and Employee rights Unless federal, state, or local law prohib-
its testing, employers have a right to require applicants and employees to submit to 
drug testing. Pre-employment drug tests are widely used. Employers generally use 
one of three policies when current employees are required to undergo drug test-
ing: (1) random testing of everyone at periodic intervals, (2) testing only in cases of 
probable cause, or (3) testing after accidents. If testing is done for probable cause, it 
must be based on performance-related behaviors, such as excessive absenteeism or 
poor performance, not just the substance use itself. From a policy standpoint, it is 
most appropriate to test for drugs when the following conditions exist:

•	 Job-related consequences of the abuse are severe enough that they outweigh 
privacy concerns.

•	 Accurate test procedures are available.
•	 Written consent of the employee is obtained.
•	 Results are treated confidentially, as are any related medical records.
•	 Employer offers a complete drug rehabilitation program, including an 

employee assistance program.

The recent legalization of marijuana in some states adds additional complexity 
to this issue. However, employers are free to establish policies and work expecta-
tions to provide a safe and productive workplace. Employees reporting for duty 
who cannot perform their jobs properly are not immune from reprimand even in 
states where recreational marijuana use is legal.53

Inconsistent work quality
Increased absenteeism
Carelessness; mistakes
Risky, unsafe acts

Work Performance Personal Behavior Financial Costs

Blaming coworkers for
own errors
Complaints, excuses for
time off
Deteriorating personal
hygiene 
Avoiding colleagues

Inadequate production
Rework or replacement
for poor quality production
Coverage for absences
Workers’ compensation
and health care

FigurE 15-6 Negative Impacts of Substance Abuse in the Workplace

Source: Adapted from NCADD, https://ncadd.org/learn-about-drugs/workplace/242-drugs-and-the-workplace.
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15-5 Human Resource Policies, Procedures, 
and Rules

HR policies, procedures, and rules greatly affect the employment relationship. 
 Policies act as general guidelines that help focus organizational actions. Policies are 
general in nature, whereas procedures and rules are specific to various situations. 
The important role of all three requires that they be reviewed regularly.

Procedures provide customary methods of handling activities and are more spe-
cific than policies. For example, a policy may state that employees are awarded 
 vacations according to years of service, and a procedure establishes the specific 
steps for authorizing vacation time.

Rules are specific guidelines that regulate and restrict individuals’ behavior. 
They are similar to procedures in that they guide action and typically allow no 
discretion in their application. Rules reflect a management decision that action be 
taken—or not taken—in a given situation, and they provide more specific behav-
ioral guidelines than do policies. An example of a rule might be that a vacation day 
may not be scheduled the day before or after a holiday.

Perhaps more than any other part of the organization, the HR function needs 
policies, procedures, and rules. People react strongly to differential treatment re-
garding time off, pay, vacation time, discipline, and other factors. New and smaller 
employers often start without many of these HR issues well defined. But as these 
companies grow, issues become more complex, with policy decisions being made on 
an as-needed basis. Before long, the inconsistency and resulting employee complaints 
bring on the need for clear policies, procedures, and rules that apply to everyone. 
Therefore, it is advisable to establish and enforce specific HR policies, procedures, 
and rules.

Coordination and shared responsibility between the HR unit and operating 
managers are necessary for HR policies, procedures, and rules to be effective. As 
Figure 15-7 shows, managers are the main users and enforcers of policies, proce-
dures, and rules, and they should receive explanations about these topics and train-
ing in how to carry them out. The HR unit supports managers, reviews policies and 
disciplinary rules, and trains managers to use them. Often policies, procedures, and 
rules are provided in employee handbooks.

policies
General guidelines that 
help focus organizational 
actions

procedures
Customary methods of 
handling activities

rules
Specific guidelines that 
regulate and restrict indi-
viduals’ behavior

Designs formal mechanisms for
coordinating HR policies
Assists in developing organization-wide
HR policies, procedures, and rules
Provides information on application of
HR policies, procedures, and rules
Trains managers to administer policies,
procedures, and rules

Help in developing HR policies and rules
Review policies and rules with
all employees
Apply HR policies, procedures, and rules
Explain rules and policies to all employees
Give feedback on effectiveness of
policies and rules

HR Unit Managers

FigurE 15-7 Shared Responsibility for Policies, Procedures, and Rules
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global Considerations Organizations that have employees in several countries 
face particular complexities regarding employment policies and practices. Some U.S. 
laws apply to all U.S. citizens regardless of where their workplace is located. When 
employing workers in the European Community (EC), regulations within the EC 
and each specific country (such as Austria or France) must be followed. An employ-
ment law audit is recommended to ensure full compliance with all requirements. 
Terminating employees is especially difficult in many countries (such as Italy). Some 
organizations adopt a comprehensive set of work rules that meet the standards of 
the most restrictive nation. However, this can be costly, as it imposes the highest 
standard as a universal. Other organizations comply with each individual nation’s 
laws and requirements. This strategy can be costly to administer, as it entails manag-
ing a portfolio of legal mandates and policies. Typically, HR policy decisions should 
align with the organization’s overall philosophy and global strategy.54

15-5a Employee Handbooks
An employee handbook is a physical or electronic manual that explains a compa-
ny’s essential policies, procedures, and employee benefits. It is an important tool 
for communicating information about workplace culture, benefits, attendance, pay 
practices, safety issues, discipline, and other critical information for employees, and 
it can help prevent employment lawsuits.55 Handbooks are sometimes written in 
a formal legalistic fashion but are more effective when written so that employees 
can easily understand the contents. Using more common language can make the 
handbook more readable and usable. Even small organizations can use available 
computer software with sample policies to prepare handbooks relatively easily.

There are a number of best practices that a company should consider when devel-
oping an employee handbook. Managers should view handbooks as a mechanism that 
enables the firm to better communicate standards to workers. Given this viewpoint, 
handbooks should be customized to fit a company’s current situation instead of being 
too generalized. Also, the more personalized, easy to understand, and well organized 
(with many headings and subheadings) a handbook is, the more likely it will be accepted 
and appreciated by employees. Figure 15-8 suggests a range of topics that might be in-
cluded in a handbook. Each company will include those policies and subjects that are 
most important for their employees. Several  recommendations on creating an employee 
handbook include:

•	 Eliminate controversial phrases. For example, the phrases probationary and 
permanent employee may be misinterpreted to imply that employees are no 
longer employed at will once they have passed a training period. This wording 
can lead to disagreement over what the parties meant by permanent. A more 
appropriate phrase is regular employee.

•	 Use disclaimers. Disclaimers should be prominently displayed, not hidden in 
small text where they are essentially overlooked and meaningless. For instance, 
many companies include a disclaimer to highlight the at-will status of employ-
ees. If a company wishes to convey information about important employment 
limitations, it is critical that employees are aware of the disclaimers.

•	 Keep the handbook current. The contents in employee handbooks must be 
revisited and revised when new issues are encountered or the conditions 
of the workplace change. Doing so helps prevent employee grievances and 
complaints. Consequently, employee handbooks and HR policies should be 
 reviewed on an ongoing basis but at least once a year.56

global

LO5 Understand 
the use of policies, 
procedures, and 
employee handbooks 
to communicate 
workplace behavior 
and performance 
expectations.

employee handbook
A physical or electronic 
manual that explains 
a company’s essential 
policies, procedures, and 
employee benefits

00709_ch15_ptg01_570-609.indd   596 21/10/15   11:19 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a p t e r  1 5   Employee Rights and Responsibilities 597

To communicate and discuss HR information, a growing number of firms pro-
vide employee handbooks electronically using an intranet, which enables employees 
to access policies at any time. It also allows changes in policies to be made elec-
tronically rather than distributed as paper copies. Additionally, the handbook can 
be linked to related information that makes accessing details easier for employees. 
The following “HR Competencies & Applications: Taking Your Handbook Online” 
feature provides recommendations for moving from a paper to a digital handbook.

Legal Considerations and Best Practices The courts have used employee 
handbooks against employers in lawsuits by charging a broken “implied” contract. 
This should not eliminate the use of employee handbooks as a way of communicating 
policies to employees. In fact, not having an employee handbook with clear HR policies 
can leave an organization open to costly litigation as well. A sensible approach is to first 
develop sound HR policies and employee handbooks to communicate them and then 
have legal counsel review the language contained in the handbook.

15-5b Communicating Human Resource Information
HR communication focuses on the receipt and dissemination of HR data and in-
formation throughout the organization. Downward communication flows from top 
management to the rest of the organization, informing employees about what is 
and will be happening in the organization and what top management’s expectations 

Sources: Based on Susan Heathfield, “Need to Know what Goes in an Employee Handbook”;http://humanresources. 
about.com/od/handbookspolicies/a/sample_handbook.htm; Small Business Administration, “Employee Handbooks”; 
https://www.sba.gov/content/employee-handbooks.
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FigurE 15-8 Possible Topics for an Employee Handbook
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Taking Your Handbook Online

Moving from a paper handbook to a digital one 
can help companies cut costs, make updates 
easier and quicker, and provide employees 
with a more interactive format. Before jumping 
in and simply copying all the content from pa-
per to digital form, HR professionals and other 
managers should take some time to plan for a 
smooth transition. The following steps can help 
make the process go smoothly:

1. Put the acknowledgment up front. Set up 
the handbook so that employees must 
first read all disclaimers and complete an 
acknowledgment before gaining access to 
the handbook contents.

2. Require employees to log in. Required use 
of company passwords and sign-on creden-
tials limits access to this internal document 
to those who have a legitimate right to 
read it. The handbook is not generally made 
available to those outside the company.

3. Link handbook content to relevant informa-
tion. A powerful use of online handbooks is 
linking related documents and information 
for employees. For example, in the section 
that discusses payroll, link to tax withhold-
ing forms to make it easy for employees to 
find the correct documents.

4. Include email and telephone contact infor-
mation for HR staff. Many employees prefer 
to contact HR to ask questions or get clarifi-
cation of policies or benefits. Make HR easy 
to reach so that employees see the staff as 
supportive and available.

5. Proofread everything before it goes “live.” 
Model good practice and verify spelling, 
grammar, and punctuation before releasing 
content. The handbook should represent 
the professional image of HR and the 
company. Test all the hyperlinks and keep 

them current if linked content is moved or 
changed.

6. Notify employees of the change. Announce 
the change to an online handbook in a way 
that ensures all employees will know about 
the new format. Consider a mandatory 
sign-on within the transition period and 
required acknowledgement. Check in with 
employees that don’t respond so that you 
can answer any questions they may have.

7. Immediately notify employees of changes. Be 
sure to develop a process for maintaining the 
handbook and letting employees know when 
things change. While an online handbook can 
be easily updated, it is critical that employees 
are notified when important changes are 
made to policies and procedures.

8. Keep a few printed copies available. Some 
employees are not comfortable with tech-
nology and may prefer a hard copy of the 
handbook. Print a few and let employees 
know that they are available on an “as-
requested” basis. Be sure that the printed 
copies always reflect the most up-to-date 
version of the handbook.57

Using technology to disseminate policies 
and other important employment information 
can be efficient and effective. Consider the fol-
lowing questions about online handbooks:

1. What are some of the interactive features 
that you would incorporate into an online 
employee handbook? How do you think 
these features would enhance employee 
use of the handbook?

2. How often would you determine if changes 
to an employee handbook were needed? 
How would you notify employees of 
changes to handbook contents?
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and goals are. For instance, organizations communicate with employees through  
internal publications and media, including newsletters, company magazines, organi-
zational social media websites, videos, Internet postings, and email announcements. 
Whatever the formal means used, managers should make an honest attempt to  
communicate information employees need to know.

Upward communication enables managers to learn about employees’ ideas, 
concerns, and information needs. Companies use surveys and employee suggestion 
programs to encourage the upward communication of good ideas.58 For instance, 
the creation of Amazon Prime was a suggestion from a software engineer. The Prime 
loyalty program provides members with free two-day shipping and has resulted in 
billions of dollars of additional sales for Amazon.59 Companies also use frequent, 
short questionnaires called pulse surveys to solicit anonymous employee feedback. 
Often delivered as a mobile app, quick surveys are pushed out to employees who 
can safely inform company leaders about problems or concerns in the workplace. 
Canadian casual dining restaurant chain Earls discovered through a pulse survey 
that kitchen prep teams felt socially isolated from the rest of the workers due to 
their early starting time. With this information, Earls managers could then be 
more attentive to this group of workers and try to improve their commitment 
and engagement.60

Maintaining a healthy exchange in both top-down and bottom-up communi-
cation keeps all organization members informed and engaged with current initia-
tives and issues in the firm. Employees feel more connected to the organization and 
are more willing to offer their ideas when management supports and welcomes 
their input.61

15-6 Employee Discipline
The previous sections about employee rights and organizational rules provide the 
backdrop for a discussion of employee discipline because employee rights often are 
a key issue in disciplinary cases. Discipline is a process of corrective action used to 
enforce organizational rules. Problem employees are most often affected by the dis-
cipline system. Common disciplinary issues caused by problem employees include 
absenteeism, tardiness, productivity and quality deficiencies, safety violations, and 
insubordination. Fortunately, problem employees represent a small percentage of 
the workforce in most companies. However, if managers fail to deal with problem 
employees promptly, work outcomes are often negatively affected, and work unit 
relationships can become strained. Identifying violations and other behavior prob-
lems and taking steps to correct them is a responsibility primarily borne by line 
managers, but HR staff assists in dealing with disciplinary action.

15-6a Effective Discipline
Because of legal concerns as well as justice perceptions, managers must under-
stand discipline and know how to administer it properly. Effective discipline 
should be aimed at the problem behaviors, not at the employees personally, 
because the goal is to improve performance. If a manager tolerates or ignores 
unacceptable behavior, other employees will see this as tacit approval and 
may also misbehave. However, if selected employees are not reprimanded for 

pulse surveys
Frequent, short question-
naires used to solicit 
anonymous employee 
feedback

LO6 Outline 
approaches to 
employee discipline 
and termination of 
employment.

discipline
A process of corrective 
action used to enforce 
organizational rules
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violations, those who are punished may resent the unfairness of that action. These 
managerial decisions influence employees’ sense of organizational justice and can 
lead to lowered commitment and engagement.62

role of Human resources HR professionals assist line managers in dealing 
with disciplinary matters. While enforcing rules and handling discipline is primar-
ily the responsibility of line managers, HR managers oversee disciplinary proce-
dures to ensure that remedial actions follow corporate and legal guidelines, are 
done appropriately, and are fair and consistent. A recent study conducted in the 
United  Kingdom found that line managers were expected to handle discipline cases. 
HR was expected to function in a more objective, advisory role, performing ac-
tivities such as assisting inexperienced line managers during hearings and guiding 
the  actions of managers. However, evidence suggested that many managers were 
not  capable of handling some disciplinary situations, which meant that HR had to 
step in and manage cases in a more formal manner.63 These findings show that HR 
professionals must be adequately prepared to function as trainers and mediators in 
cases where discipline must be administered to employees.

Training of Supervisors Training supervisors and managers on when and how 
discipline should be used is crucial. Employees see disciplinary action as more fair 
when given by trained supervisors who base their actions on procedural justice 
than when discipline is carried out by untrained supervisors. Training in counseling 
and communication skills provides supervisors and managers with the tools neces-
sary to deal with employee performance problems, regardless of the disciplinary  
approaches used.

15-6b Approaches to Discipline
The disciplinary system can be viewed as an application of behavior modification 
to a problem or unproductive employee. The best discipline is clearly self-discipline, 
and most people can be counted on to do their jobs effectively when they under-
stand what is required at work. But for some people, the prospect of external disci-
pline helps their self-discipline. The two most common approaches to discipline are 
positive discipline and progressive discipline.64

Positive Discipline Approach The positive discipline approach builds on the 
philosophy that violations are actions that usually can be corrected constructively 
without penalty. When using this approach, managers focus on fact finding and 
guidance to encourage desirable behaviors, rather than penalties to discourage un-
desirable behaviors. The four steps to positive discipline are as follows:

1. Counseling: The goal of this phase is to heighten employee awareness of 
organizational policies and rules. Often, people simply need to be made 
aware of rules, and knowledge of possible disciplinary actions may  
prevent violations.

2. Written documentation: If an employee fails to correct behavior, then a second 
conference becomes necessary. Whereas the first stage occurs as a conversation 
between supervisor and employee, this stage is documented in written form, 
and written solutions are identified with the aim of preventing further 
problems from occurring.
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3. Final warning: If the employee does not follow the written solutions noted 
in the second step, a final warning conference is held. In that conference, the 
supervisor again emphasizes to the employee the importance of correcting the 
inappropriate actions. Some firms require the employee to take a day off with 
pay to develop a specific written action plan to remedy the problem behaviors. 
The decision day off emphasizes the seriousness of the problem and the man-
ager’s determination to see that the behavior is changed.

4. Discharge: If the employee fails to follow the action plan that was developed 
and problems continue, then the supervisor can discharge the employee.

The advantage of this positive approach to discipline is that it focuses on solv-
ing problems. The greatest difficulty with the positive approach to discipline is the 
extensive amount of training required for supervisors and managers to become effec-
tive counselors and the need for more supervisory time with this approach than with 
the progressive discipline approach. Utilizing a positive discipline approach must be 
an appropriate fit for an organization’s culture and employment philosophy.

Progressive Discipline Approach Progressive discipline incorporates steps 
that become progressively more severe and are designed to change the employee’s 
inappropriate behavior. Figure 15-9 shows a typical progressive discipline process; 
most progressive discipline procedures use verbal and written reprimands and sus-
pension before resorting to dismissal. For example, at a manufacturing firm, an em-
ployee’s failure to call in when absent from work might lead to a suspension without 
pay after the third offense in a year. Suspension sends employees a strong message 
that undesirable job behaviors must change, or termination is likely to follow.

Although it appears to be similar to positive discipline, progressive discipline 
is more administrative and process-oriented. Following the progressive sequence 
ensures that both the nature and the seriousness of the problem are clearly com-
municated to the employee. Not all steps in progressive discipline are followed in 
every case. Certain serious offenses are exempted from the progressive procedure 

First Offense

Second Offense

Third Offense

Fourth Offense
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Verbal Caution

Written Reprimand

Suspension

Termination
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Repr

FigurE 15-9 Progressive Discipline Process
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and may result in immediate termination. Some offenses that can lead to immedi-
ate termination include intoxication at work, alcohol or drug use at work, severe 
types of harassment, fighting, and theft. However, if a firm has a written progressive 
disciplinary policy, it should be followed when immediate termination is not appro-
priate; otherwise, an employee’s dismissal could be considered outside the normal 
disciplinary procedures.

15-6c Challenges in Employee Discipline
At-Will Employment A disciplinary process can demonstrate to employees the 
organization’s commitment to due process and just cause in employment actions. 
However, there is a potential for a formally stated discipline process to undercut an 
organization’s at-will provisions. Conferring with legal counsel in the development 
of both an at-will provision and a discipline procedure can help an organization 
reconcile these two issues.65

Fairness and Consistency Fairness in disciplining employees is not a simple 
matter. Does fairness require that all employees who commit the same infraction 
receive the same punishment? Does it mean that companies are forever tied to past 
practices? An emphasis on equity is key. Consider two employees who both violate 
an attendance requirement to call in before the start time in case of absence. One 
employee has violated this rule numerous times, while it is the first offense for the 
other employee. Clearly, the repeat offender would receive a harsher punishment 
than the first-time offender.66 Likewise, if work conditions have changed over the 
years, a company is not prevented from updating work rules and levels of repri-
mand simply because in the past different decisions were made. It is, however, very 
important to ensure that disciplinary action is taken without regard to employees’ 
protected status characteristics such as age, gender, race, or religion.67

Documentation Problems While managers are typically advised to “docu-
ment, document, document,” there can be a downside if documentation is sloppy, 
inconsistent, or incomplete. Documenting employee conduct issues is critical to 
ensure that the process is done correctly. Documentation should include (1) com-
pany performance and behavior expectations, (2) the employee’s specific failure to 
comply, (3) prior warnings or counseling with the employee, (4) expectations for  
future conduct, and (5) consequences for failure to correct the deficiencies. Managers  
sometimes get distracted when documenting issues and focus on the employee’s 
intentions rather than results, include too much detail, fail to lay out specific conse-
quences, or fail to provide any specific examples of the employee’s behavior. Training 
for managers with regard to the discipline process should include detailed, hands-on 
practice in recording and documenting employee performance problems in addition 
to how to hold a disciplinary meeting.68

reluctance to Discipline Managers may be reluctant to use discipline for many 
reasons. Some of the main reasons include the following:

•	 Organizational culture of avoiding discipline: If the organizational “norm” is 
to avoid penalizing problem employees, then managers are less likely to use 
discipline or to dismiss problem employees.

•	 Lack of support: Some managers do not want to use discipline because they 
fear that their decisions will not be supported by higher management. All levels 
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of management should be in agreement with respect to disciplinary  actions. 
Reversing frontline supervisors’ decisions can seriously undermine their 
 authority and harm their effectiveness.

•	 Guilt: Managers realize that before they became managers, they may have 
committed the same violations as their employees, and therefore they do not 
discipline others for similar actions because of their previous conduct.

•	 Fear of loss of friendship: Managers may fear losing friendships or damaging 
personal relationships if they discipline employees.

•	 Avoidance of time loss: Discipline often requires considerable time and  effort. 
Sometimes it is easier for managers to avoid taking the time required for 
proper discipline, especially if their actions may be overturned on review by 
higher management.

•	 Fear of lawsuits: Managers are sometimes concerned about being sued for 
 disciplining an employee, particularly if the discipline leads to termination.

Support from HR can help reluctant managers promptly deal with employee 
performance and behavioral problems. As a part of their own performance expecta-
tions, managers should be held accountable for enforcing all organizational policies.

15-6d Termination: The Final Disciplinary Step
The final stage in the disciplinary process may be called discharge, firing, dismissal, 
or termination, among other terms. Regardless of the word used, termination occurs 
when an employee is removed from a job at an organization. Both positive and pro-
gressive approaches to discipline clearly provide employees with warnings about the 
seriousness of their performance problems before dismissal occurs.

Terminating an individual’s employment is a serious matter and one that should 
be taken only after conferring with HR and confirming that the decision is free of 
bias. Terminations should not take place in the heat of the moment. Even in cases 
that involve very serious infractions, such as an employee found drinking alcohol on 
the job, the employee should be suspended without pay pending an investigation. 
The time taken to thoroughly review the situation may save the company time and 
litigation costs in the end.69

Termination issues Terminations occur for a wide range of reasons. For in-
stance, excessive violations of attendance policies commonly lead to employee ter-
minations. Other causes involve breaking company rules, behavioral issues such as 
sexual harassment and other unethical acts, and poor execution of work-related 
duties. Misconduct due to substance abuse and addiction can also lead to termination, 
particularly in jobs that require driving.

Terminating an employee should be done face-to-face. Using email or voicemail 
to terminate an employee is too impersonal but may be necessary when dealing with 
remote workers.70 Another concern is when managers must terminate potentially 
violent employees. Managers must be careful not to move forward with these ter-
minations too hastily, and they should get assistance from individuals in security, 
HR, and legal counsel when handling such cases. Utilizing an employee assistance 
program (EAP) professional can also help defuse a potentially violent situation.71

As previously mentioned, HR professionals and managers may face wrongful 
termination claims and lawsuits when they terminate employees. These legal chal-
lenges can be based on federal, state, and local laws. At face value, terminating 

termination
Occurs when an em-
ployee is removed from a 
job at an organization
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workers because they do not keep their promises would seem equitable and defen-
sible in many courts. However, to win wrongful termination lawsuits, employers 
need to follow appropriate HR processes and disciplinary procedures, as well as 
consistently document reasons for termination.

One difficult phase of employee termination is the removal of dismissed employ-
ees and their personal possessions from company facilities. The standard advice from 
legal experts is to physically remove the employee as quickly as possible. Ex-employees 
are often escorted out of the building by security guards. Some firms allow terminated 
employees to return to their desks, offices, or lockers to retrieve personal items under 
the observation of security personnel and the department supervisor/manager, but 
this means the ex-employee may be seen by and talk to coworkers while still upset 
or angry. It is unwise to give terminated employees access to computer systems or 
company databases after they are terminated, so HR should work closely with IT to 
immediately block ex-employees’ sign-on credentials.

In all cases involving employee termination, treating the employee with dignity 
and respect is an ethical approach that may lead to fewer lawsuits and better per-
ceptions of the company by employees. Harsh, inhumane treatment of employees 
being terminated can have a chilling effect throughout an organization and serves 
no legitimate business purpose.

Separation Agreements In some termination situations, formal contracts may 
be used. One type is a separation agreement, an agreement in which a terminated 
employee agrees not to sue the employer in exchange for specified benefits, such as 
additional severance pay or other consideration.

For such agreements to be legally enforceable, the consideration is usually ad-
ditional benefits not part of a normal termination package. For example, a firm may 
provide more generous severance pay or extended outplacement as consideration. 
For international employees, different legal requirements may exist in various coun-
tries, including certain requirements for severance pay and benefits. When using 
separation agreements, care must be taken to avoid the appearance of constructive 
discharge of employees. These agreements should be reviewed by legal counsel and 
comply with all regulations, including the WARN Act and the Older Workers’ Benefit 
Protection Act.

Separation agreement
Agreement in which a 
terminated employee 
agrees not to sue the 
employer in exchange for 
specified benefits

SUMMARY  
•	 The employment relationship is a reciprocal  

one in which both employers and employees 
have statutory and contractual rights, as  
well as responsibilities.

•	 Contractual rights can be spelled out in an 
employment contract or be implied as a result 
of employer actions or promises.

•	 Employment at will gives employers  
the right to hire and terminate employees 
with or without notice or cause 
and gives employees the right to quit 
with or without notice.

•	 Court decisions have led to exceptions 
in employment-at-will relationships 
for violations of public policy, an implied 
contract, and good faith and  fair dealing.

•	 Wrongful discharge occurs when an 
employer improperly or illegally terminates 
an individual’s employment.

•	 Constructive discharge is the process  
of making conditions intolerable to get 
an employee to “voluntarily” quit a job.

•	 Just cause and due process are steps taken to protect 
employees from unfair employment-related actions.
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•	 Organizational justice is based on assessment 
of three elements: procedural, distributive, and 
interactional justice.

•	 Alternative dispute resolution (ADR) 
approaches such as arbitration, peer review 
panels, ombuds, and mediation can be used to 
address employee complaints or disputes.

•	 Balancing employer and employee rights 
becomes an issue when dealing with privacy 
rights, access to employee records, free speech, 
and whistle-blowing situations.

•	 Employers are increasingly being called upon 
to safeguard employees’ personal information, 
especially as the uses of technology and 
electronic records grows.

•	 The rights of employees for personal behavior 
must be balanced by employers’ rights, 
particularly in regard to individuals’ display of 
behaviors, unique dress or appearance, bringing 

weapons to work, and questionable  
off-duty actions.

•	 Companies have great latitude to monitor 
employee actions via technology and on  
the job site.

•	 Employer investigations, including drug testing, 
protect both employer and employee rights.

•	 HR policies, procedures, rules, and 
handbooks should be carefully developed 
and communicated to employees. Courts 
sometimes view employee handbooks as 
implied contracts.

•	 Disciplinary processes are used to enforce 
organizational rules and ensure a safe, 
productive workplace.

•	 The final disciplinary phase is termination 
of an individual’s employment, which 
might include a separation agreement 
and severance benefits.

CRITICAL THInkIng CHALLEngES  
1. Identify how overreliance on the employment-

at-will doctrine can create problems for 
supervisors and employees. What are the 
ramifications if companies default to EAW 
rather than dealing directly with employee 
conduct problems?

2. Discuss the impact on an individual employee 
and work unit if organizational justice is not 
honored by managers. Recall any past work 
experience you may have in which a supervisor 
“played favorites.” How did that impact your 
job performance and commitment to the 
company? How did you react to the injustice?

3. Give some examples of how technology is 
creating employer–employee rights and policy 
issues. Then suggest some possible actions that 
may be needed.

4. Assume that as the HR manager, you have 
decided to prepare some guidelines for 
supervisors to use when they have to discipline 
employees. Gather the information needed, 
using Internet resources such as www.blr.com 
and www.workforce.com for sample policies 
and other details. Then prepare a guide for 

supervisors on implementing both positive and 
progressive discipline.

5. Management is developing a company 
workplace monitoring program to track 
compliance with safety procedures at an 
offshore oil rig platform in the Gulf of Mexico. 
The monitoring program is expected to help 
improve workplace safety compliance and 
reduce injuries to workers as well as possible 
environmental problems. To assist HR in 
developing the monitoring program, visit the 
SHRM website and conduct your own research 
to identify best practices regarding monitoring 
of workplace activity.

A. What key components should be included 
in your company’s employee monitoring 
program to best meet the needs of both 
employees and the company?

B. Explain how you will introduce this 
program to workers. Provide your rationale 
for instituting monitoring equipment and 
reporting procedures. Convince workers that 
this program is for their benefit as well as 
for the benefit of the company.
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CASE How Special Is That Sandwich?

Companies have every right to protect their intellec-
tual property and trade secrets. In fact, they have a 
responsibility to shareholders to do so because this 
proprietary information is often the source of com-
petitive advantage. Careful safeguarding of secrets 
is an important part of ensuring the sustainability 
of the firm.

But what exactly qualifies as a trade secret? 
For instance, one fast food company advertises 
its “secret sauce,” and a producer of baked beans’ 
“secret family recipe” has been widely featured in 
its television commercials. Would anyone argue 
that the search algorithm developed and used by 
Google is a trade secret? Probably not. Trade se-
crets are pretty broadly defined and can include 
things like customer lists, recipes, formulas, and 
software. So, is a sandwich recipe a trade secret? 
Jimmy John’s management certainly thinks so. The 
recipe consisting of a quarter pound of roast beef 
with provolone cheese on a pita is a trade secret in 
the company’s eyes.

The New Jersey–based sandwich company re-
quires all of its workers—including entry-level 
workers who are earning starting wages—to sign 
a stringent “noncompetition” clause as part of the 
hiring process. When employees sign the agreement, 
they agree not to work “at any business which de-
rives more than 10% of its revenue from selling sub-
marine, hero-type, deli-style, pita and/or wrapped 
or rolled sandwiches.” That would seem to cover an 
awful lot of establishments, from direct competitors 
in the food industry to the gas stations, convenience 
stores, and the neighborhood hospital cafeteria.

Former employees are prohibited from work-
ing in such a place for two years after they leave 
Jimmy John’s employment. The geographic limit 
is set at three miles of either the Jimmy John’s 

location where the individual previously worked 
or any other Jimmy John’s shop (there are 2,000 
U.S. store locations). That’s a fairly broad swath 
of geography. Because Jimmy John’s operates in 
43 states, it is difficult to state without exception 
that the noncompete clause would not be upheld 
in a court proceeding. However, most legal experts  
believe that it is overly broad and the company 
would be unlikely to prevail in a lawsuit. It hasn’t 
been tested in court yet.

Why would a company implement and require 
such a tough restriction on low-wage workers? That 
is anybody’s guess, and the company’s manage-
ment wouldn’t respond to reporters who uncovered 
the story. So, we can only speculate on why such a 
policy exists. Lawmakers have become interested in 
the case because it appears to almost border on in-
timidation and bullying of workers. Companies are 
certainly free to set policies and practices to protect 
legitimate business concerns. But it seems to be a 
stretch to consider meat, cheese, and bread as any-
thing special that needs the special protection of a 
noncompete agreement.72

QueStionS

1. Based on your understanding of this case, what 
possible reasons could Jimmy John’s manage-
ment have for adopting this policy? If you were 
the HR manager at Jimmy John’s, what pros and 
cons would you point out to management in 
terms of the effect of having this policy?

2. If you were an entry-level worker at Jimmy 
John’s, how would the requirement to sign a 
noncompete agreement influence your opinion 
of the company? What likely steps might you 
take when you leave employment there?
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SUPPLEMEnTAL CASES  

dealing with Workplace bullying

This case explores the problems that occur when 
“bullying” bosses or employees are present in the 
workplace. (For the case, go to www.cengage.com/
management/mathis.)

george Faces challenges

This case describes the problem facing a new 
 department supervisor when HR policies and 
 discipline have been handled poorly in the past. 
(For the case, go to www.cengage.com/manage-
ment/mathis.)

employer liable for “appearance actions”

This case discusses a California court ruling on 
 terminating a female for her personal appearance. 
(For the case, go to www.cengage.com/manage-
ment/mathis.)
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What’S trending in 
Labor reLationS?

Workers in union and nonunion workplaces are impacted by the existence 
of labor laws and decisions rendered by the National Labor Relations Board 
(NLRB). In particular, these factors influence how employers and employees 
interact with each other at work, whether unions are present or not. Support 
for unions also fluctuates among workers and lawmakers based on changing 
preferences. Several key trends in the labor relations field include the following:

1. There is a dilution of public employee union power in many states. Law-
makers in Wisconsin, Michigan, Indiana, and Ohio recently took steps to 
reduce the power of public-sector labor unions. Changes such as elimi-
nating the automatic withdrawal of union dues have led to decreased 
support for public unions.

2. An activist labor board has extended its decisions to encompass more 
and more workers, both union and nonunion. The labor board’s rulings 
modify the timing of representation elections and lead to additional 
changes in workplace practices.

3. Highly skilled workers in technology industries are rejecting union orga-
nizing attempts, preferring to negotiate their own terms and conditions 
of employment.

4. Right-to-work laws are becoming more prevalent in the United States, 
with 25 states now limiting the power of labor unions in the private and 
public sectors. Workers in those states now have greater freedom  
regarding membership in a union.

The landscape is constantly shifting with respect to regulations of work-
place practices. Labor laws continue to evolve as workers and lawmakers 
respond to changes in how managers operate their companies and treat 
their workers. As labor board rulings and workforce dynamics evolve, man-
agers and HR professionals need to remain current on how human resource 
practices must be modified.1

Learning Objectives

After you have read this 
chapter, you should be  
able to:

LO1 Discuss what a union 
is and explain why 
employees join and 
employers resist unions.

LO2 Outline the current 
state of union activity 
in the United States 
and identify several 
reasons for the decline 
in union membership.

LO3 Explain the provisions 
of each of the major 
U.S. labor laws 
and recognize the 
impact of these laws 
and National Labor 
Relations Board 
(NLRB) rulings on 
nonunion workplaces.

LO4 Describe the phases 
of unionization and 
the typical collective 
bargaining process.

LO5 Define a grievance 
and identify the stages 
in a dispute resolution 
procedure.

LO6 Understand the 
differences in how 
unions operate in the 
global arena.

Union–Management 
Relations16

c h a p t e r
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While no one would argue that college football is a big 

business on many campuses, a recent decision by 

the NLRB might have led to players being treated as 

employees first and students second. Athletes on scholarship 

at Northwestern University in Chicago asked the NLRB to 

determine their right to organize a labor union. The initiative 

was started by the Wildcat’s former quarterback with help 

from the United Steelworkers and the College Athletes Players 

Association.

Football players’ schedules are tightly controlled by coaching 

staff and National Collegiate Athletic Association (NCAA) 

regulations. Several weeks before the academic school year 

begins, players report for training camp and follow a rigid daily 

program that prepares them for the upcoming football season. 

The month-long training camp usually requires approximately 

50 to 60 hours per week of activities devoted to conditioning and 

practicing plays and strategies. Once classes start, they typically 

spend 40 to 50 hours per week on sports-related obligations and 

20 hours on their academic coursework. The players’ contend 

that the majority of their time is spent on football “work” as 

opposed to schoolwork.

A decision by the regional director of the NLRB allowing 

these college athletes to organize applied only to players on 

scholarship. The athletes hoped to 

negotiate over the additional costs 

associated with attending Northwestern 

such as health benefits, travel for home 

visits,  utility bills, mobile phone bills, and 

so forth. 

The NLRB’s decision would have 

applied only to private universities, not 

public institutions. However, the full labor 

board in Washington, DC, overturned 

the regional director’s decision. For now, 
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612 S e c t i o n  5   Employee Relations

A union is a formal association of workers that promotes the interests of its mem-
bers through collective action. In the United States, unions typically try to increase 
compensation, improve working conditions, and influence workplace rules. When 
workers are represented by a union, these issues are decided through collective 
 bargaining agreements and specified in formal contracts that have been negotiated 
by management and labor.

Unions did not seem to have a bright future in the 1930s when the National 
Labor Relations Act (NLRA) was passed, giving unions a legal right to exist. Then 
they grew to represent over one-third of workers in the 1950s, only to see their 
strength in the private sector drop to less than 8% recently. However, in the pub-
lic sector, unions are more common. These trends illustrate the inherent political 
nature of unionization, particularly because government and public opinion play 
such prominent roles in union strength.

While many managers think that they do not need to understand labor laws 
because they work in union-free workplaces, this is simply not the case. In recent 
years, the government has broadened its interpretation and application of labor 
laws to include employees who are not represented by labor unions. Therefore, a 
basic understanding of labor laws and NLRB rulings is important for all managers 
and HR professionals.3

Exactly how political, economic, and workforce changes affect employers and 
unions will be factors in the future of the labor–management relationship. Even 
though fewer workers have chosen to join unions in recent years than in the past, 
employers and HR professionals still need to understand the system of laws, regula-
tions, court decisions, and administrative rulings related to the nature of unions. This 
is important because unions remain a strong alternative for employees in the event of 
poor HR practices.

16-1 Perspectives on Unionization
Union representation has many advantages and disadvantages. For instance, unions 
give employees an opportunity to provide feedback to employers about their concerns 
and suggestions that would be difficult to express otherwise. Unions can provide a 
balance to the unchallenged decision-making power of management when needed. 
Increases in job tenure, performance, and employee earnings are often associated with 
unionization. Alternatively, unions can negatively impact the allocation of organiza-
tional resources, decrease profitability, and hurt productivity as a result of increased 
compensation and rigid work practices. These points should be considered when  
exploring why employees join unions and why employers resist unionization.

LO1 Discuss what 
a union is and explain 
why employees join 
and employers resist 
unions.

union
Formal association of 
workers that promotes the 
interests of its members 
through collective action

college football players remain students; not employees who are eligible to form 

a  labor union make the final decision in this case. This issue brings a whole new 

 meaning to Wildcat strikes.2
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c h a p t e r  1 6   Union–Management Relations 613

16-1a Why Employees Unionize
Over the years employees have joined unions for two general reasons: (1) they 
are dissatisfied with how they are treated by their employers, and (2) they believe 
that unions can improve their work situations. If employees believe they are being 
treated unfairly by their companies, they may turn to unions to get assistance with 
their concerns. As Figure 16-1 shows, the major factors that can trigger unionization 
are issues of compensation, working conditions, management style, and employee 
treatment.

One of the primary determinants of whether employees want to unionize is how 
well their companies are managed. Unions function as a watchdog for workplace 
equity and make sure that employees are treated fairly. Without union represen-
tation, employees may be paid unfairly and treated poorly. Employees expect to  
receive reasonably competitive compensation, a good working environment, effective 
management and supervision, and fair and responsive treatment. When these basic 
expectations are not met, employees may seek out a labor union. Unionization often 
occurs when employees feel disrespected, unsafe, underpaid, and unappreciated; they 
see a union as a viable option for change.

The opinions people have about unions in general along with the actions and 
decisions of managers influence whether they favor union representation.4 This 
implies that general opinions of organized labor create a certain mind-set among 
workers either for or against unions, regardless of the practices they immediately 
experience on the job. Once unionization occurs, the ability of the union to foster 
commitment from members and to remain as their bargaining agent depends on 
how well the union succeeds in providing the services that its members want, which 
can further strengthen or weaken workers’ perceptions of unions.

Figure 16-1 Factors Leading to Employee Unionization

Desirability of Unionization

1. Working Conditions
Inadequate staf�ng
Mandatory overtime
Unsatisfactory work requirements
Unrealistic expectations

3. Management Style
Arbitrary decision making
Use of fear/intimidation
Lack of recognition
Autocratic leadership

2. Compensation
Noncompetitive pay
Inadequate bene�ts
Inequitable pay raises
Unfair allocation of resources

4. Employee Treatment
Job insecurity
Unfair discipline/policies
Lack of response to complaints
Harassment/abusive behaviors
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614 S e c t i o n  5   Employee Relations

16-1b Why Employers Resist Unions
Some employers would rather not have to negotiate with unions because they affect 
how employees and workplaces are managed.5 Unions are criticized for creating 
inefficiencies at work that cause waste and poor performance. For instance, the 
merger between American Airlines and US Airways has taken much longer than 
expected because the unions representing pilots and flight attendants cannot agree 
on a consistent set of work rules and compensation plans. Integrating the two com-
panies requires approval from labor unions, and the company has not been able 
to finalize terms and conditions of employment. The matters are likely to move to 
mediation or arbitration for resolution.6 The delays result in added costs and lower 
customer service as workers and managers face a standoff.

Union workers frequently receive higher compensation than nonunion 
workers, but on the flipside, higher pay and benefits might be related to lon-
ger job tenure and better job performance, if union leadership is aligned with 
company goals.7 Despite this higher productivity, managers still try to identify 
labor-saving ways of doing work to offset increased expenses. For instance, per-
formance-based compensation and profit sharing were explored at General Mo-
tors as a way of increasing productivity and reducing the risks associated with  
non-incentive-based raises.8

Some employers seek to build a cooperative relationship with labor unions, 
while others choose an aggressive, adversarial approach.9 However, there are nu-
merous strategies that can be employed to prevent unionization from occurring 
in the first place. As stated previously, employees become interested in organizing 
a union when they feel mistreated by their employers and/or operate in an unfair, 
undesirable, or even dangerous work environment. To remain union free, compa-
nies must be proactive and develop good employment practices; earn employee 
trust; encourage employee feedback; offer fair, competitive compensation; and 
build supportive supervisory relationships with workers. Both HR professionals 
and operating managers must be attentive and responsive to employees. Primary 
responsibility for dealing with labor unions may fall to HR or line managers 
depending on the organization’s philosophy and history. For example, in the rail-
road industry, there is typically a separate function for labor relations since there 
are multiple unions representing various segments of the workforce and the con-
tracts are quite complex.

16-2 Union Membership in the United States
Unions played a critical role in improving the lives of American workers. Early 
forms of labor unions began in the eighteenth century with craft unions for 
skilled workers in jobs such as newspaper typesetters, boot makers, and shoe-
makers. With a focus on better wages, reasonable work hours, and safer work-
ing conditions, these organizations evolved as the Industrial Revolution took 
hold in the early twentieth century. Factories began springing up all across the 
nation, and demand for workers was high. Many jobs in factories were un-
skilled because assembly lines replaced the handwork of previous craftsmen. 

LO2 Outline the 
current state of union 
activity in the United 
States and identify 
several reasons for 
the decline in union 
membership.
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c h a p t e r  1 6   Union–Management Relations 615

Immigration was flourishing at the time, and countless individuals landed on 
our shores with limited English language skills but hearty souls and a strong 
work ethic.10

In many workplaces, conditions were deplorable, and workers were required 
to work long hours with few breaks for relatively little compensation. The “sweat-
shop” was common, and unsafe worksites were typical. A tragic fire at the Triangle 
Shirtwaist Company in 1911 resulted in the deaths of 147 workers, mostly women 
and young girls. Employment of children was not unusual, and employees had few 
protections for their safety and security.

Company owners and managers did not take kindly to the perceived interference 
from labor unions. They resisted all attempts to organize workers and on several  
occasions the military, National Guard, and police were sent to help keep the 
peace. Impassioned workers rioted in New York, Chicago, and other industrial cen-
ters. In the West, miners were killed or arrested in response to a number of work 
stoppages. In 1914, the Ludlow Massacre led to the deaths of 5 men, 2 women, 
and 12 children. Company “guards” hired by the mine operators attacked a union 
tent camp with machine guns and then set it afire in an effort to persuade striking 
workers to return to the mine. These examples show that during the early part of 
the twentieth century, labor and management fought bitterly, with management 
often prevailing in the courts.11

The financial crisis of the Great Depression in 1929 and the resulting economic 
hardship on workers and their families led to enactment of legislation to provide 
for worker financial and physical safety and security. To counteract the power of 
company owners, labor union membership was encouraged and supported by law. 
Workers gained the right to form labor unions and to negotiate with their employers 
regarding terms and conditions of their employment. Although companies were not 
necessarily happy with this turn of events, the playing field was being leveled, and 
workers now had a voice protected by law.

In the years immediately following enactment of labor-friendly legislation, 
membership in unions was at an all-time high. More than 30% of the work-
force was represented by unions from 1945 to 1960. However, as shown in  
Figure 16-2, since 1983, membership in unions has steadily declined, and unions 
in the United States now represent only 12.4% of eligible workers. Unions are 
more prevalent in the public sector; in recent years, public employees were 
more than five times more likely to be union members than employees in the 
private sector.12

Figure 16-3 shows the significant difference between the private and public sec-
tors. Private-sector employees are far less likely to belong to labor unions, with only 
6.7% represented in 2013. A very different story is seen in the public sector, with 
35.3% of workers represented by labor unions. Of course, the public sector makes 
up a smaller proportion of the total workforce. Thus, the overall trend has been a 
decline for several decades.13

However, it’s not all bad news for unions, with some of them prospering. In 
the past several years, unions have used publicity, pickets, boycotts, and strikes to 
organize thousands of janitors, health care workers, cleaners, and other low-paid 
workers. More women and black workers are now represented by unions than 
historically.14

00709_ch16_ptg01_610-652.indd   615 19/11/15   3:46 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



616 S e c t i o n  5   Employee Relations

Figure 16-2 Percentage of Employed U.S. Workers Belonging to Unions
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Figure 16-3 Union Membership by Sector, 1983–2013
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c h a p t e r  1 6   Union–Management Relations 617

16-2a Reasons for U.S. Union Membership  
Long-Term Decline

Several general trends have contributed to the decline of U.S. union membership, 
including deregulation, foreign competition, lack of individual support, increased 
right-to-work legislation, and an increasing use of temporary or contingent workers. 
Managers in many companies have become more proactive and aggressively work 
to counteract union arguments through improved workplace practices.15

To some extent, unions may be victims of their own successes. Unions in the 
United States have historically emphasized helping workers obtain higher wages and 
benefits, shorter working hours, job security, and safe working conditions from their 
employers. Some believe that one cause for the decline of unions has been their suc-
cess in getting those important issues passed into law for everyone. Therefore, unions 
may no longer be seen as necessary by many workers, even though they enjoy the 
results of past union efforts to influence legislation that has benefited them.16

geographic Changes During the past decade, job growth in the United States 
has been the greatest in states located in the South, the Southwest, and the Rocky 
Mountains, places traditionally less open to unions and more “employer friendly.” 
For example, Ohio once ruled as the “rubber capital,” but it has now been surpassed 
by Oklahoma and South Carolina, the two biggest producers of rubber tires in North 
America. Tire manufacturers moved south to take advantage of government-provided 
tax incentives and a right-to-work labor climate that offers greater latitude to man-
agement in running its operations.17

Another geographic issue involves the movement of many low-skill jobs outside 
the United States. Many manufacturers with heavily unionized U.S. workforces have 
moved a significant number of low-skill jobs to the Philippines, China, Thailand, 
and Mexico to take advantage of cheaper labor and fewer employment restrictions. 
However, recent worker protests in some developing countries have led to higher 
wages and increased labor regulations, which reduce the cost advantage of moving 
work offshore.18

industrial Changes Much of the decline of union membership can be attributed 
to the shift in U.S. jobs from industries such as manufacturing, construction, and 
mining to service industries. Private-sector union membership is primarily concen-
trated in the shrinking part of the economy, and unions are not making significant 
progress in the fastest-growing segments of the U.S. economy. For example, there 
are small percentages of union members in wholesale/retail industries and financial 
services, the sectors in which many new jobs have been added, whereas the number 
of manufacturing jobs continues to shrink. A look at Figure 16-4 shows that non-
governmental union members are heavily concentrated in utilities, transportation 
and warehousing, and other industrial jobs.

Unions have had difficulties making inroads with the growing number of work-
ers in service-related jobs. Amazon has aggressively opposed labor unions for years 
and uses the services of a law firm that specializes in fighting union organizing efforts 
when the situation gets serious. Managers at fulfillment centers have reacted quickly 
to labor organizers distributing union literature to Amazon workers. Until recently, 
no union efforts led to a representation election. However, employees in Delaware 
voted down union representation in a first-ever union election.19 The union message 
and tactics seem less effective with workers in nonindustrial occupations.
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618 S e c t i o n  5   Employee Relations

Workforce Changes Many of the workforce changes discussed in earlier chapters  
have contributed to the decrease in union representation of the labor force. The  
decline in many blue-collar jobs in heavy industry has been especially significant. For 
example, the United Mine Workers of America was once one of the nation’s most 
powerful unions with 800,000 members. Today, there are only 35,000 members and 
of those, only 20,000 work in coal mining.20

There are growing numbers of white-collar employees such as clerical work-
ers, insurance claims representatives, data input processors, mental health aides, 
computer technicians, loan officers, auditors, and retail sales workers. Unions 
have increased efforts to organize white-collar workers because advances in tech-
nology have boosted their numbers in the workforce. However, unions have faced 
challenges in organizing these workers. Many white-collar workers see unions 
as resistant to change and not in touch with the concerns of the more educated 
workers in technical and professional jobs. In addition, many white-collar work-
ers exhibit attitudes and preferences quite different from those held by blue-collar 
union members and they tend to view unions as being oriented primarily toward 
blue-collar workers.

The growing percentage of women in the U.S. workforce presents another chal-
lenge to unions. In the past, unions have not been as successful in organizing female 
workers as they have been in organizing male workers. Some unions are trying to 
focus more on recruiting female members, and unions have been in the forefront 
in the push for legislation on such family-related practices as child care, maternity 
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c h a p t e r  1 6   Union–Management Relations 619

and paternity leave, pay equity, and flexible work arrangements. Women in “pink-
collar,” low-skill service jobs have been somewhat more likely to join unions than 
women working in white-collar jobs. More women tend to work in pink-collar jobs, 
and women overall tend to have a lower opinion of unions than do men.21

16-2b Public-Sector Unionism
Unions have historically enjoyed significant success in the public sector. The pub-
lic sector (federal, state, and local) is the most highly unionized segment of the U.S. 
workforce, with more than 35% of government workers represented by unions. Local 
(city and county) government workers have the highest unionization percentage of 
any group in the U.S. workforce.

Unionization of state and local government employees presents some unique 
challenges. First, some employees work in critical service areas such as police and 
firefighting. Granting these workers the right to strike endangers public health and 
safety. Consequently, more than 30 states have laws prohibiting work stoppages by 
public employees. These laws also specify a variety of ways to resolve negotiation 
impasses, including arbitration. But many government employees seem to believe 
that unions still give employees in these areas greater security and better ability to 
influence decisions on wages and benefits compared to nonunion workers.

Public-sector unions have come under attack in recent years.22 The high cost 
of union benefits, particularly retirement plans, has become a flashpoint between 
lawmakers and labor representatives. Public unions have been slow to change 
from traditional defined benefit pensions to the more contemporary defined con-
tribution (401[k]) plans. Serious issues with inadequately funded pensions are 
causing city and state officials to consider drastic changes to public employees’ 
union rights.23 Indiana, Wisconsin, and Michigan recently enacted right-to-work 
laws that reduce the bargaining power of unions. A key element of most union 
contracts is the automatic deduction of union dues from workers’ paychecks. 
In Wisconsin, such deductions were outlawed, which led to a substantial drop 
in union membership there.24 Controversy continues to plague public employee 
unions and their government employers. Finding common ground and mutually 
beneficial resolution will be a challenge for elected officials in the future.

16-2c Unions Fighting for Survival
The continuing losses have led to disagreements among unions about how to fight 
the decline. A number of unions have devised creative strategies to remain relevant 
and in the public eye. Some companies are more forceful in their attempts to com-
bat these efforts, while others ignore them and go about their business.25 Creating 
partnerships with outside organizations, protesting on behalf of low-wage work-
ers, and holding work stoppages of short duration at selected employers are all 
attempts to show the impact of the collective worker voice. In addition, unions are 
targeting specific groups of workers who they believe will be most supportive of 
joining the cause.

Partnerships and Worker Centers By building ties to environmental  
advocacy groups, plaintiffs’ attorneys, racial and feminist groups, and other liberal 
organizations, unions are working to develop a coalition that could hold sway in 
state legislatures as well as Washington, DC. Banding together to apply pressure 
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620 S e c t i o n  5   Employee Relations

to lawmakers on a variety of worker-centered issues keeps labor unions at the  
forefront of protecting rank-and-file employees’ interests.26

Worker centers usually operate as nonprofit organizations that offer their mem-
bers a variety of services. They often serve as a front for unions and provide worker 
advocacy, lobbying, legal advice, and training services. Over 230 such centers focus 
on immigrant populations and low-wage workers with the overall purpose of help-
ing members achieve economic justice and obtain safer and overall better working 
conditions. The centers are not subject to labor board oversight because their activi-
ties are broad in scope and do not amount to formal collective bargaining. Some 
worker centers have staged work stoppages at fast food establishments and big-box 
retailers to highlight low wages and other unacceptable working conditions. Worker 
centers start by trying to influence the general public about workers’ plight but pri-
marily encourage workers to join organized labor unions.27

Protests and Work Stoppages Walmart is a perennial target of union orga-
nizers, and busy shopping times like Black Friday are designated as protest days at 
many stores. Protesters, who are often joined by union members from the United 
Food & Commercial Workers, picket outside stores to demand higher wages and 
better working conditions. Walmart has disciplined some protesting employees un-
der its attendance policy. The issue is under review by the NLRB, and it is not certain 
if workers have the right to “strike” when they are not part of a labor union.28

Fast food chains have also been affected by employees walking out in an effort 
to secure higher pay. McDonald’s, Wendy’s, and Burger King establishments in major 
cities have been subjected to protests staged by the Service Employees International 
Union (SEIU). Restaurant workers joined SEIU members to picket fast food loca-
tions. Both fast food chains and big-box retailers experience high employee turnover, 
which makes union organizing difficult.

Low-Skilled Workers Unions also target low-skilled workers, many of whom 
have jobs that pay less and are less desirable. Janitors, building cleaners, nursing 
home aides, and meatpacking workers are examples of groups that unions have suc-
cessfully targeted. For instance, in the health care industry, workers in nursing homes 
are a fast-growing segment of the workforce. Many employees in this industry are 
relatively dissatisfied. The industry is often noted for its low pay and difficult, heavy 
work, and many employees are women who work as nurses’ aides, cooks, launderers, 
and other low-wage laborers.

Immigrant workers in low-skill jobs comprise another group of individuals 
targeted by unions. Some unions have also been politically active in supporting 
legislation to allow illegal immigrant workers to get work permits and citizen-
ship over time. Although these efforts are not always successful, unions are likely 
to continue pursuing industries and employers with numerous low-skill jobs and 
low-skilled workers. The advantages of unionization are especially strong for these 
employees.

Contingent Workers and “Joint employer” Status Since many employers 
have added contingent workers instead of full-time employees, unions have tried to 
target part-time, temporary, and other employees who are not standard full-time 
workers.29 A controversial decision by the NLRB treats temporary or contract work-
ers as part of a primary employer’s workforce. This joint employer status means that 
a company that uses temporary workers bears as much responsibility for complying 
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c h a p t e r  1 6   Union–Management Relations 621

with employment laws as the temporary agency that actually employs the workers. If 
the primary employer’s workforce is unionized, contingent workers are also eligible 
to become union members. Subcontracted employment is prevalent throughout the 
U.S. workforce, and this labor board decision would have far-reaching, unpredict-
able consequences. Labor advocates and employers are closely watching the decision 
to determine how it will impact union organizing and other employment practices.30

16-3 U.S. Labor Laws
Several key labor laws have been enacted in the United States over the years. The “pen-
dulum” has swung from a highly union-friendly stance to a more employer-friendly 
one. Federal lawmakers have taken actions both to hamper unions and to protect them.

16-3a Early Labor Legislation
Early in the twentieth century, two important federal laws were passed that fostered 
employees’ rights to form labor unions. These laws were intended to ensure economic 
prosperity in the United States and to provide workers with some basic rights and 
protections from unrestrained companies.

railway Labor Act The Railway Labor Act (RLA) of 1926 represented a shift in 
government regulation of unions. The result of a joint effort between railroad man-
agement and unions to reduce transportation strikes, this act gave railroad employees  
“the right to organize and bargain collectively through representatives of their 
own choosing.” In 1936, airlines and their employees were added to those covered 
by the RLA.

The RLA mandates a complex and cumbersome dispute resolution process. This 
process allows either the unions or the management to use the NLRB, a multistage 
dispute resolution process, and even the power of the president of the United States 
to appoint an emergency board. The end result of having a prolonged process that 
is subject to political interference has been that unions often work for two or more 
years after the expiration of their old contracts.

Norris-Laguardia Act The stock market crash and the onset of the Great  
Depression in 1929 led to massive employer cutbacks. In some industries, employee 
resistance led to strikes and violence. Under laws at that time, employers could ask 
a federal judge to issue an injunction ordering workers to return to work. In 1932, 
Congress passed the Norris-LaGuardia Act, which guaranteed workers some rights 
to organize and restricted the issuance of court injunctions in labor disputes. An 
important provision of the law was to prohibit employers from asking employees to 
sign yellow dog contracts, which were pledges by workers not to join a labor union. 
Employees who joined a labor union after they signed such contracts were subject 
to discipline or termination. The Norris-LaGuardia Act thus freed employees from 
some of the constraints and punishments that employers had previously used to 
thwart their efforts to organize.31

Labor Law Foundation The economic crises of the early 1930s and the con-
tinuing restrictions on workers’ ability to organize into unions led to the passage 

LO3 Explain the 
provisions of each of 
the major U.S. labor 
laws and recognize the 
impact of these laws 
and NLRB rulings on 
nonunion workplaces.
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Pledges by workers not to 
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622 S e c t i o n  5   Employee Relations

of landmark labor legislation, the Wagner Act, in 1935. Later acts reflected other 
pressures and issues that required legislative attention. Three acts—passed over a 
period of almost 25 years—constitute the core of U.S. labor law: (1) the Wagner Act, 
(2) the Taft-Hartley Act, and (3) the Landrum-Griffin Act. Figure 16-5 indicates the 
primary focus of each act.

16-3b Wagner Act (National Labor Relations Act)
The National Labor Relations Act, more commonly referred to as the Wagner Act, 
has been called the Magna Carta of labor and was, by anyone’s standards, pro-
union. Passed in 1935, the Wagner Act was an outgrowth of the Great Depression. 
With employers having to close or cut back their business operations, workers 
were left with little job security. However, the high rate of unemployment and the 
large percentage of workers who were recent immigrants allowed companies to 
hold down wages and pay little heed to workers’ concerns. Workers were reluctant 
to speak out, as they could be easily replaced at a time when unemployment rates 
exceeded 20%.

Unions stepped in to provide a feeling of solidarity and strength for many work-
ers. The Wagner Act declared, in effect, that the official policy of the U.S. government 
was to encourage collective bargaining. Specifically, it established the right of workers  
to organize free from management interference. Workers were provided with the 
right to participate or not participate in union membership. The basic provisions of 
the law, spelled out in Section 7, protect employees’ rights as follows:

1. Employees shall have the right to self-organization, to form, join, or assist  
labor organizations,

2. To bargain collectively through representatives of their own choosing,

Taft-Hartley Act
Rights of

management

Major National
Labor Laws

Wagner Act
Rights of unions

and workers

Landrum-Grif�n Act
Rights of union members

in their unions

Figure 16-5 Major National Labor Laws
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3. And to engage in other concerted activities for the purpose of collective 
bargaining or other mutual aid or protection.

4. Employees shall also have the right to refrain from any or all of such activities 
except to the extent that an agreement requires membership in a labor 
organization as a condition of employment.32

These Section 7 rights have broad application, in particular the right to engage 
in protected concerted activities, actions taken by employees working together to 
try to improve their pay and working conditions, with or without a union. This is 
discussed at greater length later in this chapter. In addition to these rights, Section 8 
of the law defined a number of actions that employers are legally prohibited from 
taking to prevent employees from unionizing. These are called unfair labor practices. 
The following “HR Competencies & Applications: Unfair Labor Practices” feature 
explains this in detail.

National Labor relations Board Enforcement of the Wagner Act was assigned 
to the newly created National Labor Relations Board (NLRB), and today, the NLRB 
administers all provisions of this and all subsequent labor laws. The primary func-
tions of the NLRB include conducting union representation elections, investigating 
complaints by employers or unions through its fact-finding process, issuing opin-
ions on its findings, and prosecuting violations in court. The five members of the 
NLRB are appointed by the president of the United States and are confirmed by the 
U.S. Senate. Significant decisions and activities of the NLRB are discussed at the end 
of this section.

16-3c Taft-Hartley Act (Labor Management  
Relations Act)

The Labor Management Relations Act, better known as the Taft-Hartley Act, was 
passed in 1947 as a means to offset the pro-union Wagner Act by limiting union 
actions. It was considered to be pro-management and became the second major 
labor law.

The new law amended or qualified in some respect major provisions of the 
Wagner Act and established an entirely new code of conduct for unions. The Taft-
Hartley Act confirmed employees’ Section 7 rights and further protected them from 
restraint by unions. Several changes were made to the process of representation 
elections, most notably excluding supervisors from inclusion in the bargaining unit. 
Congress also added new types of elections. Of note, union members were given 
the right to hold elections to deauthorize or decertify the union thus reversing the 
process of representation. The law allowed states to enact right-to-work laws that 
gave workers greater freedom to reject union membership.

A primary feature of the Taft-Hartley Act was the identification of unfair labor 
practices that might be committed by unions. Lawmakers recognized that companies 
may not be the only party that might violate workers’ rights. The following “HR 
Competencies & Applications: Unfair Labor Practices” feature explains the illegal 
acts of unions that were defined as unfair labor practices. The act expanded the NLRB 
from three to five members and established the Federal Mediation and Conciliation 
Service (FMCS) as an agency to help management and labor settle labor contract dis-
putes. The act required that the FMCS be notified of disputes over contract renewals 
or modifications if they were not settled within 30 days after the designated date.33

protected concerted 
activities
Actions taken by employ-
ees working together to 
try to improve their pay 
and working conditions, 
with or without a union

unfair labor practices
Actions that employers 
are legally prohibited 
from taking to pre-
vent employees from 
unionizing
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624 S e c t i o n  5   Employee Relations

National emergency Strikes The Taft-Hartley Act allows the president of the 
United States to declare that a strike constitutes a national emergency. A national 
emergency strike is one that would impact an industry or a major part of it in such 
a way that the national economy would be significantly affected. The act allows the 
president to declare an 80-day cooling-off period during which the union and man-
agement continue negotiations. Only after that period can they strike if a settlement 
has not been reached.

Unfair Labor Practices

Specific actions taken by employers and unions 
have been designated as illegal by various labor 
laws. These unfair labor practices (ULPs) typi-
cally work at cross-purposes to workers’ inter-
ests for fair treatment and representation.

To protect union rights, the Wagner Act 
prohibited employers from committing unfair 
labor practices. Several of those practices were 
identified as follows:

•	 Interfering with, restraining, or coercing 
employees in the exercise of their right to 
organize or to bargain collectively

•	 Dominating or interfering with the formation 
or administration of any labor organization

•	 Encouraging or discouraging membership 
in any labor organization by discriminating 
with regard to hiring, tenure, or conditions 
of employment

•	 Discharging or otherwise discriminating 
against an employee because the employee 
filed charges or gave testimony under the act

•	 Refusing to bargain collectively with  
representatives of the employees

To protect workers and companies from 
inappropriate labor union actions, the Taft-Hartley 
Act prohibited the following unfair labor practices:

•	 Refusing to engage in good-faith 
negotiations with employers

•	 Engaging in activities that might cause 
employers to discriminate against 

employees because of their union 
or nonunion status

•	 Coercing or discriminating against 
members

•	 Charging members excessive  
membership fees

•	 Failing to adequately represent all 
those covered by a collective bargaining 
agreement

•	 Engaging in secondary boycotts with 
neutral parties if the company and union 
are in a labor dispute

Unions, companies, and employees can 
file a ULP charge with the NLRB depending 
upon the issue at hand. The NLRB investigates 
and resolves these charges. Over the past 
decade, the NLRB has handled an average 
of 22,000 complaints each year. Less than 
10% typically result in a formal complaint 
being issued against the alleged wrongdoer.34 
Answer the following questions after reading 
the previous section on ULPs:

1. What should companies do to reduce 
the chance of ULPs? Who should receive 
training regarding these labor issues?

2. If the NLRB files a ULP charge against 
a company, what recourse does the 
company have? How can the company 
respond if it believes that the ULP 
is without merit?

 c
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c h a p t e r  1 6   Union–Management Relations 625

Over the decades, national emergencies have been designated in the railroad, 
airline, and other industries. For example, the national emergency provisions were 
involved in a strike of transportation and dock workers throughout the U.S. West 
Coast states. During the 80-day period, a contract agreement was reached, so a 
strike was averted.

right-to-Work Provision One provision of the Taft-Hartley Act, section 
14(b), deserves special explanation. This section allows states to pass laws that 
restrict compulsory union membership. Accordingly, several states have passed 
right-to-work laws, which prohibit requiring employees to join unions as a condi-
tion of obtaining or continuing employment. The laws were so named because they 
allow a person the right to work without having to join a union.

While the majority of right-to-work state laws were enacted between 1947 and 
1963, in the recent past, several union stronghold states have also joined the list. 
There are now 25 states with right-to-work laws in effect, as shown in Figure 16-6. 
Employment levels tend to be higher in right-to-work states, but wages tend to be 
lower. However, many right-to-work states have lower costs of living; therefore, wage 
differences may not be as great as they appear.35 There is also some research showing 
that use of contingent workers is lower in right-to-work states.36 The impact of right-
to-work laws on state employment outcomes is complex and is determined by many 
factors in each state.

right-to-work laws
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In states with right-to-work laws, employers may have an open shop, which 
indicates workers cannot be required to join or pay dues to a union. Thus, even 
though a union may represent a group of employees at a company, individual work-
ers cannot be required or coerced to join the union or pay dues. However, those 
workers are still subject to the terms and conditions negotiated by the union, and 
the union must represent them in any disputes. Consequently, in many right-to-work 
states, individual membership in union groups is significantly lower. The NLRB is 
considering overturning existing law and allowing unions to charge nonmembers a 
fee to process grievances in right-to-work states. Such a ruling would enhance the 
power of unions and reduce the impact of these state laws.37

The nature of union−management relations is affected by the right-to-work 
provisions of the Taft-Hartley Act. Right-to-work generally prohibits an employer 
from having a closed shop, which requires individuals to join a union before they 
can be hired. Because of concerns that a closed shop allows a union to control who 
may be considered for employment and who must be hired by an employer, section 
14(b) prohibits closed shops except in construction-related occupations.

In states that do not have right-to-work laws, different types of arrangements 
exist. Three of the different types of “shops” are as follows:

•	 Union shop: Workers must join the union, usually 30 to 60 days after being hired.
•	 Agency shop: Workers who don’t join the union must make payments equal 

to union dues and fees to get union representation services.
•	 Maintenance-of-membership shop: Workers must remain members of the 

union for the period of the labor contract.

The nature of the shop is negotiated between the union and the employer. Employees 
who fail to meet the requirements are often terminated from their jobs.

16-3d Landrum-Griffin Act (Labor Management  
Reporting and Disclosure Act)

The third major labor law in the United States, the Landrum-Griffin Act, was 
passed in 1959 to protect the democratic rights of union members. The need for 
these member protections grew from instances of corruption within the Teamsters 
and other unions. Some unethical union officials embezzled funds for their own 
use, basically stealing from their own members. Under the Landrum-Griffin Act, 
unions are required to establish bylaws, make financial reports, and provide union 
members with a bill of rights. The law appointed the U.S. secretary of labor to act 
as a watchdog of union conduct.38

As required by the Landrum-Griffin Act, unions must file a financial report detail-
ing all receipts and disbursements of funds along with a breakdown of payments made 
for the following activities:

•	 Representational activities
•	 Political activity and lobbying
•	 Contributions, gifts, and grants
•	 General overhead
•	 Union administration

The Office of Labor-Management Standards within the Department of Labor  
collects and retains all reports. In addition to these annual financial reports, copies 

closed shop
Employer that requires 
individuals to join a union 
before they can be hired

open shop
Employer in which 
workers are not required 
to join or pay dues to a 
union

00709_ch16_ptg01_610-652.indd   626 19/11/15   3:46 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



c h a p t e r  1 6   Union–Management Relations 627

of collective bargaining agreements that cover more than 1,000 workers are publicly 
available on the agency’s website.39 This transparency is similar to the reporting that 
public corporations provide to government officials and other stakeholders.

16-3e Significant NLRB Activities and Rulings
The NLRB is an appointed body whose members are nominated by the president 
of the United States and confirmed by Senate. There are four board members who 
each serve a five-year term and one general counsel who serves a four-year term. 
The nomination process can be politically charged and in recent years, disagreement 
over the confirmation procedures led to a Supreme Court decision in NLRB v. Noel 
Canning 134 S.Ct. 2550 (2014) that overturned the appointment of several board 
members. The trickle-down impact of that decision is a possible rehearing of over 
400 cases decided during the disputed period.40

The NLRB’s position on workplace issues is often influenced by national politics 
and executive branch priorities. The current board has issued far-reaching decisions that 
impact many aspects of employment policies and practices, particularly in nonunion set-
tings. Taking an expansive view of employees’ Section 7 rights has resulted in several 
contentious rulings regarding language in employee handbooks and the definition of 
protected concerted activity. Key rulings by the labor board include company policies on 
employees’ use of social media, company policies on courteous or respectful behavior, 
company confidentiality rules, and bargaining unit determination and elections.

Policies on employees’ use of Social Media and electronic  
Communications Employers’ ability to limit what employees say about them 
on social media has been severely limited. While a company can restrict employees’ 
use of its logo or trademarks, it cannot prohibit people from identifying where they 
work and posting derogatory comments about the company, as long as it is done 
with the intention of prompting coworkers to take group action. Such postings are 
considered protected concerted activity if their goal is collective action to improve 
workplace conditions. Employees are not permitted to “rant” online by posting 
inappropriate comments, but discussing workplace treatment, compensation, and 
other relevant issues is permissible. Companies can forbid employees from com-
mitting sexual harassment, threats of violence, sabotage, and abusive or malicious 
activity on social media. It is advisable to craft a narrow policy and include specific 
examples of what constitutes inappropriate verbiage or behavior.41

The NLRB recently ruled on how far employers can go in restricting use of email 
and other communications technology. Employees were granted the right to use com-
pany email systems to organize a union and communicate with coworkers about 
wages and working condition during nonworking hours. This is advantageous to 
labor unions since email is an efficient and easy way to broadly notify employees 
about union organizing activities. Companies may have policies that restrict the use 
of electronic communications to nonworking hours but, in reality, they are not rig-
idly enforced. Employers may choose to restrict overall use of email by employees in 
order to reduce congestion and traffic on their email systems. Union and nonunion 
employers are affected by any labor board ruling on this matter.42

Courteous or respectful Behavior Many companies have created personal 
conduct policies to prohibit discourteous behavior or language in the workplace. 
The goal is typically to set expectations of professional demeanor. The labor board 
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has called these policies overbroad and “chilling.” For example, First Transit’s policy 
that prohibited “discourteous or inappropriate attitude or behavior to passengers, 
other employees, or members of the public, as well as disorderly conduct during 
working hours” was called imprecise and ambiguous and as such could be consid-
ered to restrict employees’ Section 7 rights. The labor board’s ruling was issued to 
ensure that employees are free to express dissatisfaction with company policies and 
practices, and to disagree with management actions. Further board guidance has 
condoned the use of profanity by employees when talking to their bosses and even 
in front of customers. To comply with this ruling, companies should cite specific 
examples of prohibited behavior and clearly communicate these to employees.43

Company Confidentiality rules The labor board has limited policies that 
restrict employees from sharing certain confidential information. Employers can-
not ban employees from discussing personal or financial information (such as their 
individual pay rates) or other sensitive information. This is especially troubling with 
regard to a workplace investigation about misconduct. This ruling puts companies 
in a no-win situation, as the Equal Employment Opportunity Commission (EEOC) 
requires confidentiality during investigations. A blanket confidentiality policy will 
likely be outlawed by the NLRB. Companies can protect trade secrets and propri-
etary information. They should also state the right to conduct a confidential investi-
gation if circumstances warrant it.44

Bargaining unit Determination and elections While union organizers  
typically attempt to create large bargaining units that will generate substantial dues 
revenue, in recent years, they have sought to establish labor unions within a microunit 
that includes only one job category or department within a company. Forty-one 
employees in Macy’s Department Store working in the cosmetics and fragrances 
 department were permitted to form a labor union, while the rest of the 150 store em-
ployees remained union-free. Taking on these microunits makes organizing easier be-
cause there are often pockets of discontent within an organization. Companies must 
show that additional employees or departments should be added to the bargaining 
unit because of shared common interests with those seeking to organize the union.45

In addition to the definition of a bargaining unit, the labor board has also insti-
tuted rules and procedures to speed up representation elections. Commonly referred 
to as “ambush” or “quickie,” these election rules give companies and employees as 
little as 10 days to campaign and educate workers from the time a petition is filed 
with the NLRB until a vote occurs. This strategy is favorable to unions since sup-
port for representation is often highest when the petition is filed, and managers are 
often caught off guard. Previous procedures usually provided a six-week campaign 
period. Aggressive union-free actions by employers were more successful with a 
longer time to convince employees not to support the union.46

Franchisors as Joint employer A recent decision by the NLRB states that  
McDonald’s USA and its franchisees are joint employers for the purposes of compli-
ance with labor laws. The labor board’s opinion is that the franchisor is liable for 
labor violations at all operations bearing the company’s name, regardless of who 
owns the restaurant.47 This aggregate workforce is far more attractive to a labor 
union seeking to organize workers. Previously, each franchise operated independently 
with relatively few employees, not usually enough to expend a lot of union resources 
to establish a local union.48 The ruling certainly changes the nature of the franchise 
business model in the United States.

microunit
Bargaining unit that 
includes only one job 
category or department 
within a company
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These rulings by the labor board highlight the need for companies to maintain 
effective two-way communication with their workers and to address workplace 
issues promptly and fairly. Companies that fail to establish good employee rela-
tions programs may find that their employees turn to labor unions to resolve their 
problems.

16-4 The Union Organizing Process
The typical union organizing process is outlined in Figure 16-7. The process of 
unionizing workers may begin in one of two primary ways: (1) a union targets an 
industry, a region, or a company or (2) employees request union representation.  
In the first case, the local or national union identifies a firm, industry, or region 
in which it believes unionization can succeed. The logic for targeting is that if the 
union succeeds in one firm or a portion of an industry or a region, then many other  
workers in the industry or region will be more willing to consider unionizing.  
In the second case, the impetus for union organizing occurs when individual work-
ers at an employer contact a union and express a desire to unionize. The employees 
themselves—and/or the union—may then begin to campaign to win support among 
the other employees. In these situations, the union knows that there is already some 
worker dissatisfaction, which makes organizing a bit easier.

16-4a Organizing Campaign
Like other entities seeking members, a union usually mounts a systematic campaign 
to persuade individuals to join. As would be expected, employers respond to union-
ization efforts by taking various steps to oppose the union.

employers’ union Prevention efforts Employers may make strategic decisions 
and take aggressive steps to remain union free. Such a choice is perfectly rational but 
may require some specific HR policies and philosophies. For example, “preventive” 
employee relations may emphasize good morale and loyalty based on concern for 
employees, competitive wages and benefits, a fair system for dealing with employee 
complaints, and safe working conditions. Other factors may also play a part in  
employees’ decisions to remain union free, but if employers adequately address 
the points just listed, fewer workers are likely to feel the need for a union to rep-
resent them.49 Some companies address the issue with a union-free statement in 

LO4 Describe 
the phases of the 
unionization process 
and the typical 
collective bargaining 
process.

Figure 16-7 Typical Unionization Process

Representation
election

Authorization
cards/petition

ling

Organizing
campaign

Certication

Collective
bargaining/

contract
negotiation

00709_ch16_ptg01_610-652.indd   629 19/11/15   3:46 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



630 S e c t i o n  5   Employee Relations

the employee handbook explaining to workers the company’s employee relations  
philosophy. The newly enacted rules for “quickie” elections mean that companies that 
wish to remain union free should proactively engage with employees and maintain an 
ongoing dialogue about their union-free philosophy.

Many employers have created a no-solicitation policy to restrict employees 
and outsiders from distributing literature or soliciting union membership on com-
pany premises. Employers without such a policy may be unable to prevent those 
acts. A policy against solicitation must be a long-term, established approach, not 
a single action taken to counter a specific and immediate unionization attempt. 
Company no-solicitation rules must be applied uniformly such that all solicitations 
are treated alike. Therefore, employees who solicit coworkers to raise money for 
local charities should be treated the same as those who solicit coworkers to join 
a union. This issue is complex, and it is wise to obtain legal advice before creating a 
policy statement.50

Management representatives may use various tactics to defeat a union organiz-
ing attempt. The management campaign often begins when union literature appears 
or workers begin talking about unionizing. Some employers hire consultants who 
specialize in combating unionization efforts. Using these “union busters,” as they 
are called by unions, appears to enhance employers’ chances of winning the rep-
resentation election. Companies should carefully confer with legal counsel before 
engaging these services. A pending NLRB rule would require disclosure of these 
arrangements.51

unions’ Organizing efforts The organizing and negotiating successes of 
unions are tied to the economy and economic trends. Union persuasion efforts 
can take many forms, including personally contacting employees outside of work, 
mailing materials to employees’ homes, emailing information about the union to 
employees, inviting employees to attend special meetings away from the company, 
and publicizing the advantages of union membership. Brochures and leaflets can 
be given to employees as they leave work, mailed to their homes, or even attached 
to their vehicles, as long as the union complies with the rules established by laws 
and the NLRB. The purpose of all this publicity is to encourage employees to sign 
authorization cards. Having union supporters inside the company is a powerful tool 
for organizing, particularly in instances where unhappy employees have initiated 
contact with the union.

To encourage individuals to become involved in unionization efforts, unions 
have adopted electronic approaches, such as establishing websites where interested 
workers can read about benefits of unionization. Virtually all labor unions have 
websites on which they explain how their efforts help workers. They discuss issues 
of interest to potential members to encourage them to join. Successes in unioniz-
ing groups of employees are described. Also, the differences between wages, ben-
efits, and job security are contrasted before and after unionization occurred.

Unions sometimes pay organizers to infiltrate a targeted employer and try 
to organize workers. In this practice, known as salting, the unions hire and 
pay people to apply for jobs at certain companies to begin organizing efforts. 
The U.S. Supreme Court has ruled that refusing to hire otherwise-qualified ap-
plicants, solely because they are also paid by a union, violates the Wagner Act. 
However, employers may refuse to hire “salts” for job-related and nondiscrimi-
natory reasons.52

Salting
Practice in which unions 
hire and pay people to 
apply for jobs at certain 
companies to begin orga-
nizing efforts

no-solicitation policy
Policy that restricts 
employees and outsiders 
from distributing 
literature or soliciting 
union membership on 
company premises
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16-4b Authorization Cards
A union authorization card is signed by employees to designate a union as their 
collective bargaining agent. An example of a union authorization card is shown in 
Figure 16-8. At least 30% of the employees in the targeted group must sign authori-
zation cards before a representation election can be scheduled.

Union advocates have lobbied for changing laws so that elections are not 
needed if more than 50% of the eligible employees sign authorization cards. Some 
states have enacted such laws for public-sector unionization. Also, some employ-
ers have taken a neutral approach and agree to recognize unions if a majority of 
workers sign authorization cards. During an organizing campaign, union supporters 
work hard to convince each coworker to sign an authorization card. It is critical 
that employees understand that an authorization card is not simply a request to 
hold a representation election. If enough employees sign cards, it is possible that the 
union will be designated as their representative without an election. The fact that an 
employee signs an authorization card does not necessarily mean that the employee 
is in favor of a union. Employees who do not want a union might sign authorization 
cards because they want management to know they are disgruntled or because they 
want to avoid upsetting coworkers who are advocating for unionization.

16-4c Representation Election
An election to determine if a union will represent the employees is supervised by 
the NLRB for private-sector organizations and by other agencies for public-sector 
organizations. If two unions are attempting to represent employees, the employees 
will have three choices: union A, union B, and no union.

union authorization 
card
Card signed by 
employees to designate 
a union as their collective 
bargaining agent

SAMPLE
AUTHORIZATION FOR REPRESENTATION

I hereby authorize Teamsters Union Local No. 315, I.B.T., under the National Labor
Relation Act. I, to be my exclusive collective bargaining representative in negotiations
for better wages and working conditions.

Name

Address Telephones

City State Zip

Name of Company

Kind of Work Dept. Salary

Date

Date Hired
Print

Your Signature

This card is strictly con�dential. Please remove tape and seal.

Figure 16-8 Example of a Union Authorization Card

Source: Adapted from http://www.cintasfreedomtochoose.com/card-anatomy.asp.
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Bargaining unit Before any election, the appropriate bargaining unit must be 
determined. A bargaining unit is composed of all employees eligible to select a 
single union to represent and bargain collectively for them. If management and 
the union do not agree on who is and who is not included in the unit, the regional  
office of the NLRB must make the determination. A major criterion in deciding the 
composition of a bargaining unit is what the NLRB calls a community of interest. 
For example, at an airline, pilots, flight attendants, and mechanics would probably 
not be included in the same bargaining unit; these employees have widely varying 
jobs, areas of work, physical locations, and other differences that would likely 
negate a community of interest. As mentioned in the previous section, new smaller 
microunits may be formed rather than company-wide bargaining units. Employees 
who constitute a bargaining unit have mutual interests in the following areas:

•	 Wages, hours, and working conditions
•	 Traditional industry groupings for bargaining purposes
•	 Physical location and amount of interaction and working relationships  

between employee groups
•	 Supervision by similar levels of management

Supervisors and union ineligibility The Taft-Hartley Act excludes supervi-
sors from voting for or joining unions. As a result, supervisors cannot be included 
in bargaining units for unionization purposes, except in industries covered by the 
RLA. But who qualifies as a supervisor is not always clear. The NLRB expanded 
its definition to classify a supervisor as any individual with authority to hire, trans-
fer, discharge, discipline, and use independent judgment with employees. Numer-
ous NLRB and court rulings have been issued regarding supervisory designation 
in various situations. A major case decided by the U.S. Supreme Court found that 
charge nurses with RN degrees were supervisors because they exercised indepen-
dent judgment. This case and others have provided employers and unions with 
some guidance about who should be considered supervisors and thus excluded 
from bargaining units.53

election unfair Labor Practices Employers and unions engage in many activ-
ities before an election. Both the Wagner Act and the Taft-Hartley Act place restric-
tions on these activities. Once unionizing efforts begin, all activities must conform 
to the requirements established by applicable labor laws. Both management and 
the union must adhere to those requirements, or the results of the effort can be ap-
pealed to the NLRB and overturned. The following “HR Competencies & Applica-
tions: Unionization Do’s and Don’ts” feature highlights some of the legal and illegal 
actions managers must be aware of during unionization efforts. Figure 16-9 shows a 
commonly used acronym, TIPS, that concisely represents the actions employers can-
not engage in during a campaign.

election Process If an election is held, the union must receive only a simple  
majority of the votes to win. For example, if a group of 200 employees is the identi-
fied bargaining unit, and only 50 people vote, only 26 (50% of those voting plus 1) 
need to vote yes for the union to be named as the representative of all 200 employees. 
Typically, with a smaller number of employees in the bargaining unit, there is a higher 
likelihood that the union will win.

bargaining unit
Employees eligible to 
select a single union 
to represent and bargain 
collectively for them
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If either side believes that the other side committed unfair labor practices, the 
election results can be appealed to the NLRB. If the NLRB finds evidence of unfair 
practices, it can order a new election. If no unfair practices were committed and the 
union obtains a majority in the election, the NLRB then certifies the union to serve 
as representative of employees in the bargaining unit.

16-4d Certification and Decertification
Official certification of a union as the legal representative for designated private-
sector employees is given by the NLRB, and for public-sector employees, it is given 
by an equivalent body. Once certified, the union attempts to negotiate a contract 
with the employer. The employer must bargain; refusing to bargain with a certified 
union constitutes an unfair labor practice.

If members no longer wish to be represented by the union, they can use the 
election process to sever the relationship between themselves and the union. Simi-
lar to the unionization process, decertification is a process whereby a union is re-
moved as the representative of a group of employees. Employees attempting to oust 
a union must obtain decertification authorization cards signed by at least 30% of 
the employees in the bargaining unit before an election may be held. If a majority 
of those voting in the election vote to remove the union, the decertification effort 
succeeds. Some reasons that employees might decide to vote out a union are that 
the treatment provided by the employer has improved, the union has been unable 
to address the changing needs of the organizational workforce, or the image of the 
union has declined. Current regulations prohibit employers from initiating or sup-
porting decertification because it is a matter between employees and unions, and 
employers must stay out of the process.

decertification
Process whereby a 
union is removed as the 
representative of a group 
of employees

Figure 16-9 TIPS: Unfair Labor Practices during Organizing Campaigns
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Threaten

Interrogate

Promise

Spy

Threaten to reduce pay, �re workers, or take
other negative steps to prevent workers
from voting for a union.

Grill or quiz employees to learn the identity of
the workers who initiated the organizing 
attempt. Question employees about how
individual workers are planning to vote.

Promise pay raises, promotions, better working
conditions, or other perks and bene�ts in
exchange for employees rejecting the union.

Follow/tail employees, visit employee gathering
places, write down license numbers, and
investigate who is participating in union
organizing activities.
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16-4e Contract Negotiation (Collective Bargaining)
Collective bargaining, the last step in unionization, is the process whereby rep-
resentatives of management and workers negotiate over wages, hours, and other 
terms and conditions of employment. The goal of this give-and-take process  
between representatives of the two organizations is to establish conditions benefi-
cial to both. A collective bargaining agreement will typically be in force for several 
years; therefore, both sides attempt to negotiate terms that they can live with for 
some time. The bargaining process balances the power between the parties.

Management−union relations in collective bargaining can follow one of several 
patterns. Figure 16-10 depicts them as a continuum, ranging from conflict to collusion. 

Unionization Do’s and Don’ts

Employers can take numerous actions to pre-
vent unionization. All managers and supervisors 
must adhere to NLRB and other requirements 
to avoid unfair labor practices. Listed below are 
some common do’s and don’ts.54

✔ Do (LegAL)

•	 Tell employees that the employer opposes 
unionization and explain why.

•	 Tell employees how current wages and 
benefits compare with those in other firms.

•	 Correct any inaccurate information 
presented by union supporters.

•	 Tell employees the disadvantages of having 
a union (dues, assessments, etc.).

•	 Show employees articles about unions and 
relate negative experiences elsewhere.

•	 Explain the unionization process to 
employees accurately.

•	 Forbid distribution of union literature during 
work hours in work areas.

•	 Enforce disciplinary policies and rules 
consistently and appropriately.

✘ Don’t (iLLegAL)

•	 Tell employees that they will be given pay 
increases or promotions if they vote against 
the union.

•	 Suggest that the company will close down 
or move if a union is voted in.

•	 Monitor union meetings.
•	 Discriminate against employees who are 

taking part in union activities.
•	 Visit employees’ homes to talk them out of 

voting for the union.
•	 Make a speech to employees or groups at 

work within 24 hours of the election.
•	 Ask employees how they plan to vote or if 

they have signed authorization cards.
•	 Encourage employees to persuade others 

to vote against the union.
•	 Tell employees that they will be terminated 

or disciplined if they advocate the union.

After you have read these Dos and Don’ts,  
consider the following questions:

1. What are the advantages and 
disadvantages of hiring a “union buster” 
expert to assist if a company is faced with a 
union organizing attempt?

2. What recommendations would you give to line 
managers who are dealing with the inevitable 
disagreements between employees who 
support the union and those who do not? How 
can work unit dynamics and performance be 
affected during a union organizing campaign?

 c
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collective bargaining
Process whereby 
representatives of 
management and 
workers negotiate over 
wages, hours, and other 
terms and conditions of 
employment

Key competencies: Communication, Ethical Practice, Relationship Management; HR Expertise: 
Organization/Employee Relations, Workplace/Employment Law & Regulations
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On the left side of the continuum, management and the union see each other as en-
emies. On the right side, the two entities join in collusion, which is relatively rare in 
U.S. labor history and is illegal. Most positions fall between these two extremes.

The power relationship in collective bargaining involves conflict, and the threat 
of conflict seems necessary to maintain the relationship. Perhaps the most significant 
aspect of collective bargaining is that it is a continuing relationship that does not 
end immediately after an agreement is reached. Instead, it continues for the life of 
the labor agreement and beyond.55 Therefore, the more cooperative the parties are, 
the less hostility and conflict will carry over into the workplace. However, this co-
operation does not mean that the either party agrees to all demands from the other.

16-5 Collective Bargaining Issues
A number of issues can be addressed during collective bargaining. Management rights, 
union security, and dues checkoff are important issues subject to collective bargaining. 
These and other issues common to collective bargaining are discussed next.

16-5a Management Rights
Virtually all labor contracts include management rights, which are rights reserved 
so that the employer can manage, direct, and control its business. By including such 
a provision, management attempts to preserve its unilateral right to make changes 
in areas not identified in a labor contract. Management naturally tries to retain as 
much latitude and freedom to run its operations as possible.

16-5b Union Security
A major concern of union representatives when bargaining is the negotiation of union 
security provisions, contract clauses that help the union obtain and retain members 
and collect union dues. One type of union security clause in labor contracts is the 
no-layoff policy, or job security guarantee. Such a provision is especially important to 
many union workers because of all the mergers, downsizings, and job reductions tak-
ing place. However, management is often unwilling to consider this type of provision.

management rights
Rights reserved so 
that the employer can 
manage, direct, and 
control its business

union security 
provisions
Contract clauses to 
help the union obtain 
and retain members and 
collect union dues

Distance
between the

Parties during
Negotiation

Management

Union

Con�ict Armed
Truce

Power
Bargaining

Accom-
modation

Cooperation Collusion

Bargaining Pattern

Figure 16-10 Continuum of Collective Bargaining Relations
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Types of required union Membership Another union security provision is 
requiring union membership of all employees, subject to state right-to-work laws. 
As mentioned earlier, a closed shop is illegal except in limited situations within the 
construction industry. But other types of arrangements can be developed, including 
union shops, agency shops, and maintenance-of-membership shops, which were dis-
cussed earlier.

union Dues issues A common union security provision is the dues checkoff clause, 
which provides for the automatic deduction of union dues from the payroll checks of 
union members. The dues checkoff provision makes it much easier for the union to 
collect its funds, and without it, the union must collect dues by billing each member 
separately. For instance, when the state of Wisconsin eliminated dues checkoff for pub-
lic union members, participation in the union dropped dramatically and was accom-
panied by a substantial loss of dues revenue. Ironically, Wisconsin was the first state 
to grant public-sector unions the right to organize and collectively bargain in 1959.56

16-5c Classification of Bargaining Issues
The NLRB has classified collective bargaining issues into three categories: manda-
tory, permissive, and illegal.

Mandatory issues Negotiating topics and collective bargaining issues identified 
specifically by labor laws or court decisions as subject to bargaining are mandatory 
issues. If either party demands to negotiate on these issues, then they must be in-
cluded in bargaining. Generally, mandatory issues relate to wages, benefits, nature of 
jobs, and other work-related subjects. Mandatory subjects for bargaining are shown 

dues checkoff clause
Provides for the 
automatic deduction 
of union dues from the 
payroll checks of union 
members

mandatory issues
Negotiation topics and 
collective bargaining 
issues identified 
specifically by labor laws 
or court decisions as 
subject to bargaining

◆  Wages

◆  Merit increases

◆  Bonuses

Compensation

Bene�ts

Working
conditions

◆  Pensions

◆  Pro�t sharing

◆  Health and welfare plans

◆  Grievance procedures

◆  Disciplinary procedures

◆  Drug testing

◆  Seniority

◆  Promotions and transfers

◆  Worker health and safety

◆  Work assignments

◆  Plant closings

Figure 16-11 Mandatory Subjects of Collective Bargaining

Source: Adapted from SHRM.org, http://www.shrm.org/templatestools/hrqa/pages/collectivebargainingsubjects.aspx.
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in Figure 16-11. Refusing to bargain over these issues by either management or the 
union constitutes an unfair labor practice.

Permissive issues In addition to the mandatory subjects of bargaining, there are 
collective bargaining issues that are not required but might relate to certain jobs or 
practices. These are categorized as permissive issues, which can be negotiated if both 
parties agree. Examples of permissive issues include benefits for retired employees, 
internal union business, designation of negotiators, and use of union labels.57

illegal issues A final category, illegal issues, includes those collective bargaining 
issues that would require either party to take illegal action. Examples would be 
giving preference to union members when hiring employees or demanding a closed-
shop provision in the contract. If one side wants to bargain over an illegal issue, the 
other side can refuse.

16-6 Collective Bargaining Process
The collective bargaining process involved in negotiating a contract consists of four 
possible stages: preparation and initial demands, negotiations, settlement or im-
passe, and strikes and lockouts. Throughout the process, management and labor 
representatives determine the terms and conditions for their ongoing relationship.

16-6a Preparation and Initial Demands
Management and union representatives have a great deal at stake; therefore, they 
spend substantial time and effort preparing for negotiations. Employer and industry 
data concerning wages, benefits, working conditions, management and union rights, 
productivity, safety, and absenteeism are gathered.

Each side presents its list of demands to the other to begin the bargaining pro-
cess. If the organization argues that it cannot afford to pay what the union is asking, 
then it must provide evidence of its financial status. The primary focus of bargaining 
for both union and management is on the mandatory areas of wages, benefits, and 
working hours and conditions. The amount of rancor or calmness exhibited may set 
the tone for future negotiations between the parties.

16-6b Continuing Negotiations
After taking initial positions, each side attempts to determine what the other side 
values highly so that the best bargain can be struck. For example, the union may 
be asking the employer to pay for dental benefits as part of a package that also 
includes wage increases and retirement benefits. However, the union may be most 
interested in the retirement benefits and may be willing to trade the dental payments 
for better retirement benefits. Management must determine the union’s priorities 
and then decide exactly what to trade in order to reach agreement.

good Faith Provisions in federal law require that both employer and union 
bargaining representatives negotiate in good faith. In good-faith negotiations, 
the parties agree to send negotiators who can bargain and make decisions, rather 

permissive issues
Collective bargaining 
issues that are not 
required but might 
relate to certain jobs or 
practices

illegal issues
Collective bargaining issues 
that would require either 
party to take illegal action
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than people who do not have the authority to commit either group to a decision.  
To be more effective, meetings between the parties should be conducted professionally 
and address issues, rather than being confrontational. Refusing to bargain, scheduling 
meetings at absurdly inconvenient hours, and/or using other conflicting tactics may 
lead to employers or unions filing complaints with the NLRB.

16-6c Settlement and Contract Agreement
After reaching an initial agreement, the bargaining parties usually return to their  
respective constituencies to determine if the informal agreement is acceptable. 
A particularly crucial stage is ratification of the labor agreement, which a process 
by which union members vote to accept the terms of a negotiated labor agreement. 
Before ratification, the union negotiating team explains the agreement to the union 
members and presents it for a vote. If the members approve the agreement, it is then 
formalized into a contract. Figure 16-12 lists the typical items in a labor agreement.

16-6d Bargaining Impasse
Regardless of the structure of the bargaining process, labor and management do not 
always reach agreement on the issues. If they reach an impasse, then the disputes 
can be taken to conciliation, mediation, or arbitration.

Conciliation and Mediation When an impasse occurs, an outside party such 
as the Federal Mediation and Conciliation Service may help the two deadlocked 
parties continue negotiations and arrive at a solution. In conciliation, the third 
party facilitates the dialogue between union and management negotiators to reach 
a voluntary settlement but makes no proposals for solutions. In mediation, the third 
party suggests ideas for solutions to help the negotiators reach a settlement.

ratification
Process by which union 
members vote to accept 
the terms of a negotiated 
labor agreement

Labor Agreement

  1.  Purpose of agreement
  2.  Nondiscrimination clause
  3.  Management rights
  4.  Recognition of the union
  5.  Dues checkoff
  6.  Wages
  7.  Incentives
  8.  Hours of work
  9.  Vacations
10.  Sick/absence leaves

11.  Discipline
12.  Separation allowance
13.  Seniority
14.  Pension/insurance 
15.  Safety
16.  Grievance procedure
17.  No-strike or lockout clause
18.  De�nitions
19.  Terms of contract (dates)
20.  Appendices

Figure 16-12 Typical Items in a Labor Agreement

conciliation
Process by which a 
third party facilitates 
the dialogue between 
union and management 
negotiators to reach a 
voluntary settlement

mediation
Process by which a third 
party suggests ideas 
to help the negotiators 
reach a settlement
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In conciliation and mediation, the third party does not impose a solution. Some-
times fact finding helps clarify the issues of disagreement as an intermediate step 
 between mediation and arbitration.

Arbitration In arbitration, a neutral third party makes a decision. Arbitration 
can be conducted by an individual or a panel of individuals. “Interest” arbitration 
attempts to solve bargaining impasses, primarily in the public sector. This type of 
arbitration is uncommon in the private sector because companies generally do not 
want an outside party making decisions about their rights, wages, benefits, and 
other issues. Fortunately, in many situations, agreements are reached through nego-
tiations without the need for arbitration. When disagreements continue, strikes or 
lockouts may occur.

16-6e Strikes and Lockouts
If a deadlock cannot be resolved, an employer may revert to a lockout—or a union 
may revert to a strike. In a lockout, management shuts down company operations 
to prevent union members from working. This action may avert possible damage or 
sabotage to company facilities or injury to employees who continue to work. It also 
gives management leverage in negotiations.

During a strike, union members refuse to work in order to put pressure on 
an employer. Often, the striking union members picket or demonstrate against the 
employer outside the place of business by carrying placards and signs. Five types of 
strikes can occur, as shown in Figure 16-13.

Between 1947 and 1982, there were typically 200 to 300 work stoppages annu-
ally. In 1981, President Reagan ended the air traffic controllers’ strike with replace-
ment workers. Since that time, the annual number of work stoppages has dropped to 

arbitration
Process that uses a 
neutral third party to 
make a decision

Lockout
Management shuts down 
company operations to 
prevent union members 
from working

Strike
Union members refuse 
to work in order to put 
pressure on an employer

Economic
Strikes

Unfair Labor
Practices Strikes

Wildcat
Strikes

Jurisdictional
Strikes

Sympathy
Strikes 

◆  Members of one union walk out to force the employer to assign
    work to them instead of to members of another union.

◆  One union chooses to express support for another union involved
    in a dispute, even though the �rst union has no disagreement
    with the employer.

◆  Union members leave their jobs over what they feel are illegal
    employer actions, such as refusal to bargain.

◆  The parties fail to reach agreement during collective bargaining.

◆  Occur during the life of the collective-bargaining agreement
    without approval of union leadership and violate a no-strike clause
    in a labor contract. Strikers can be discharged or disciplined.

Figure 16-13 Types of Strikes
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one-tenth of the previous rate.58 Many unions are reluctant to go on strike because of 
the financial losses their members would incur or the fear that a strike would cause 
the employer to go bankrupt. In addition, management has shown its willingness to 
hire replacements, and some strikes have ended with union workers losing their jobs. 
See “HR Perspective: Labor Agreement Takes Flight” feature for details about con-
tract negotiations at Boeing.

Labor Agreement Takes Flight

The threat of a work stoppage by the machin-
ists’ union at Boeing did not stop the company 
from demanding a labor contract that allows it to 
reduce costs and improve productivity. Boeing 
was determining where to produce the new ver-
sion of its 777 long-range jet at the time of labor 
negotiations with its union workers in Everett, 
Washington. Company officials told workers that 
production of major sections of the new aircraft 
might be assigned to its facility in South Carolina, 
a right-to-work state, or possibly at a not-yet-es-
tablished facility in the U.S. Southwest. Several 
states were wooing the company with tax incen-
tives and other economic rewards to set up op-
erations. The Washington State production facility 
is the company’s oldest and has traditionally been 
the hub of manufacturing. But high labor costs 
are making alternate locations more attractive.

The company’s threats to move production 
to a more labor-friendly location played against 
the union’s threat to reject a contract offer and 
hit the picket lines. Striking is the union’s most 
potent weapon to convince management that 
its demands are serious. The 32,000 employ-
ees represented by the International Associa-
tion of Machinists (IAM) have had a contentious 
relationship with Boeing for many years. Labor 
peace is critical in an industry with long lead 
times and significant capital investments. Both 
the company and union understand the impor-
tance of good relations, yet somehow they 
manage to come to terms only after each side 
has wielded its power.

Initially, the union workers rejected the 
proposed contract, which included deep 

concessions on wages, seniority, and retire-
ment benefits. A number of high-profile local 
and state civic leaders weighed in and urged 
the union members to accept the deal. Af-
ter several additional rounds of proposals and 
counterproposals, the labor agreement was rat-
ified in a 51% to 49% vote. The contract will run 
for eight years, giving both sides a long-term 
assurance of certainty. Likewise, the state also 
offered several financial incentives for Boeing to 
keep the work in Washington. The final contract 
delivered a critical element to the company, re-
placing an expensive defined benefit pension 
plan with a defined contribution 401(k) plan.

Despite the ability to withhold labor by 
striking against an employer, this tactic is rarely 
used because it is costly to employees as well 
as the company. Unions take to the streets only 
under circumstances that cannot be resolved 
in any other way. Boeing and the IAM can now 
work more cooperatively until the next contract 
in several years.59 Answer the following ques-
tions about Boeing’s business decision regard-
ing the location of its operations:

1. How much weight do you think companies 
should put on tax and other incentives to 
locate their operations in a particular state 
or city? Is it a good thing for taxpayers?

2. If you were a member of the IAM, how 
would you feel about the company’s threats 
to move the jobs elsewhere? After settling 
the contract disputes, what would be your 
level of loyalty and commitment to the 
company?

 p
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replacement of Workers on Strike Management retains and sometimes uses 
its ability to simply replace workers who strike. Workers’ rights vary depending 
on the type of strike that occurs. For example, in an economic strike, an employer 
is free to replace the striking workers. But in an unfair labor practices strike, the 
workers who want their jobs back at the end of the strike must be reinstated.

16-6f Trends in Union−Management Negotiations
A decline in membership, an increase in business competition, and the availability 
of more attractive options for handling employee issues have severely weakened 
interest in unions. These realities have encouraged unions in both the public and 
private sectors to make more concessions when negotiating with management. For 
example, the United Auto Workers agreed to a $1 billion reduction in employee 
benefits and other significant concessions to help American automotive companies 
after they were bailed out by the federal government.60 There even has been interest 
in cooperative arrangements between labor organizers and companies so that both 
parties achieve success, which is discussed in the next section.

In addition, courts have played a prominent role in clarifying the parameters of 
collective bargaining arrangements. For example, the Second U.S. Court of Appeals 
determined that Pratt & Whitney Division’s (of United Technology Corporation) 
plans to close two of its Connecticut-based airplane repair shops breached a col-
lective bargaining arrangement made with the District Lodge 26 union. The ruling 
was based on the idea that the company had not fully considered labor issues when 
deciding to close the facilities.61

16-7 Union−Management Cooperation
The adversarial relationship that naturally exists between unions and management 
may lead to strikes and lockouts. However, such conflicts today are relatively rare. 
Even more encouraging is the recognition on the part of some union leaders and em-
ployer representatives that cooperation between management and labor unions of-
fers a useful route if organizations are to compete effectively in the global economy.62

During the past decade, firms have engaged in organizational and workplace re-
structuring in response to competitive pressures in their industries. Restructurings have 
had significant effects such as lost jobs, changed work rules, and altered job responsi-
bilities. When restructurings occur, unions can take a number of approaches, ranging 
from resistance to cooperation. More successful organizational restructurings occur 
when unions have been able to obtain information and share that information with 
their members to work constructively with the company management at various levels.

16-7a Employee-Involvement Programs
It seems somewhat illogical to suggest that union−management cooperation or in-
volving employees in making suggestions and decisions could be bad, and yet some 
decisions by the NLRB appear to have done just that. Some historical perspective is 
required to understand the issues that surrounded the decisions.

In the 1930s, when the Wagner Act was enacted, some employers formed sham 
company unions, coercing workers into joining them to keep legitimate unions 
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from organizing the employees. As a result, the Wagner Act prohibits employer-
dominated labor organizations. These prohibitions were enforced, and company 
unions disappeared. But the use of employee-involvement programs in organizations 
today has raised new concerns along these lines.

Because of the Wagner Act, employee-involvement programs set up in past years 
may be illegal, according to an NLRB decision dealing with Electromation, an Elkhart, 
Indiana, firm. Electromation used teams of employees to solicit other employees’ 
views about such issues as wages and working conditions. The NLRB labeled these 
teams labor organizations, in line with Wagner Act requirements. It further found that 
the teams were dominated by management, which had formed them, set their goals, 
and decided how they would operate. The results of this and other decisions have 
forced many employers to rethink and restructure their employee-involvement efforts.

Federal court decisions have upheld the NLRB position in some cases and 
reversed it in others. One key to decisions allowing employee-involvement com-
mittees and programs seems to be that these entities should not deal directly with 
traditional collective bargaining issues such as wages, hours, and working condi-
tions. Other keys are that the committees should be composed primarily of workers 
and that they have broad authority to make operational suggestions and decisions.

Companies should keep these restrictions in mind when establishing affinity 
groups for employees with a common interest or characteristic. Affinity groups are 
usually built around protected status factors such as race, gender, or religion. While 
affinity groups can be established and encouraged to allow sharing among employ-
ees, companies should not seek recommendations about any workplace conditions 
from the group. It should also be clear that members of the group do not represent 
interests of other employees; they speak only for themselves.63

16-7b Unions and Employee Ownership
In some situations, unions have encouraged workers to become partial or full  owners  
of the companies that employ them. These efforts were spurred by concerns that 
firms were preparing to shut down, merge, or be bought out. Such results were 
likely to cut the number of union jobs and workers.

Employee stock ownership plans (ESOPs) for union members have even become 
popular. Such programs have been successful in some situations because members 
have purchased all or part of an organization. However, such programs might under-
mine union support by creating a closer identification with the concerns and goals of 
employers, instead of union solidarity.

16-8 Resolving Disputes
Employee dissatisfaction is a potential source of trouble for employers, whether it is 
expressed or not. Therefore, it is important that employees have an outlet to register 
dissatisfaction. A complaint, which is merely an indication of employee dissatisfac-
tion, is one outlet. If an employee who is represented by a union believes that the 
company has taken an action contrary to the collective bargaining agreement, and 
submits it in writing, then that complaint becomes a grievance. A grievance is a 
complaint formally stated in writing.

affinity groups
Groups for employees 
with a common interest 
or characteristic

LO5 Define a 
grievance and identify 
the stages in a dispute 
resolution procedure.

complaint
Indication of employee 
dissatisfaction

grievance
Complaint formally  
stated in writing
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Management should address both complaints and grievances because they 
highlight possible issues with workers and potential problems within the work-
force. Without a grievance procedure, management may be unaware of employee 
concerns and unable to respond appropriately. Therefore, a formal grievance 
procedure provides a valuable communication tool for organizations, whether 
a union is present or not. A wide variety of grievance procedures and dispute 
resolution approaches are used to address employee dissatisfaction, particularly 
in union-free workplaces. For instance, alternative dispute resolution techniques 
such as mediation, panel assessments, open-door policies, and peer reviews can 
be effective. Those processes are discussed in Chapter 15. When employees are 
represented by a union, a formal grievance process, which usually ends in arbitra-
tion, is used to resolve problems.64

The typical division of responsibilities between the HR unit and operating manag-
ers for handling grievances varies considerably from one organization to another, even 
among unionized firms. The HR unit usually has more general responsibilities. Man-
agers typically attempt to prevent and resolve grievances in order to maintain work 
unit harmony. Grievance resolutions may constrain future management decisions and 
actions, so it is important that managers actively participate in the process and handle 
grievances as quickly and professionally as possible.

16-8a Grievance Procedures
Grievance procedures are specific steps used to resolve grievances between employees 
and employers. Many times, first-line supervisors who are closest to a problem act 
as a primary problem solver in employee grievance cases. However, supervisors can 
be distracted by other work matters and may even be the subject of an employee’s 
grievance. Consequently, grievances need to be handled with a specified resolution 
approach so that problems are appropriately resolved.

union representation in grievance Procedures A unionized employee 
generally has a right to union representation if the employee is being questioned 
by management and if discipline may result. If these so-called Weingarten rights 
(named after the court case that established them) are violated and the employee 
is dismissed, he or she usually will be reinstated with back pay. Employers are not 
required to allow nonunion workers to have coworkers present in grievance pro-
cedure meetings. However, employers may voluntarily allow such presence.65

16-8b Steps in a Grievance Procedure
Grievance procedures can vary based on what is negotiated in the collective bargain-
ing agreement. At each stage of the process, the goal is to resolve the issue and not 
proceed to the next step. Figure 16-14 shows a typical grievance procedure, which 
consists of the following steps:66

1. The employee discusses the grievance with the union steward  
(the representative of the union on the job) and the supervisor.

2. The union steward discusses the grievance with the supervisor’s manager  
and/or the HR manager.

3. A committee of union officers discusses the grievance with appropriate 
company managers.

grievance procedures
Specific steps used to 
resolve grievances
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644 S e c t i o n  5   Employee Relations

4. The representative of the national union discusses the grievance with 
designated company executives or the corporate industrial relations officer.

5. If the grievance is not solved at this stage, it goes to arbitration. An impartial 
third party may ultimately dispose of the grievance.

Grievance arbitration is a means by which a third party settles disputes arising from 
different or conflicting interpretations of a labor contract.67 This process should not 
be confused with contract or issues arbitration, discussed earlier, in which arbitra-
tion is used to determine how a contract will be written. The U.S. Supreme Court has 
ruled that grievance arbitration decisions issued under labor contract provisions are 
enforceable and generally may not be overturned by the courts. In essence, the arbitrator 
has the final word on the decision. Grievance arbitration includes many topic areas, with 
discipline and discharge, safety and health, and security being common concerns.

16-9 Unions in the Global Arena
Globalization increases the degree to which there is economic competition among 
workers, companies, and nations. As such, the ability of a country to remain competi-
tive (i.e., increasing the availability of jobs and attracting foreign direct investment) is 
often influenced by its labor laws and attitude toward labor unions. In some nations, 
unions have relatively limited bargaining power compared to the bargaining power of 
employers. However, in other countries, this is not the case. Diverse legal requirements 
and social mores have created very different situations around the world, so HR pro-
fessionals should be aware of these variations when operating globally.

Many developing nations are experiencing many of the same issues regarding 
treatment of workers as U.S. employers did during the Industrial Revolution in the 

gLobaL

grievance arbitration
Means by which a third 
party settles disputes 
arising from different or 
conflicting interpretations 
of a labor contract

LO6 Understand 
the differences in how 
unions operate in the 
global arena.

Figure 16-14 Steps in a Typical Grievance Procedure
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early 1900s.68 As the world economy becomes more integrated, unions worldwide 
are facing changes. The status of global unions is being affected in several ways.

16-9a International Union Issues
The percentage of union membership varies significantly from country to country. 
The highest is in the Scandinavian countries, followed by countries in continental  
Europe.69 Collective bargaining is set in law as the way wages are to be determined in 
Europe. However, in many European countries, artificially high wages and generous 
benefits have kept the unemployment rate high. Given these realities, the pressures 
for change are increasing. The range of labor concerns is quite wide and varies from 
country to country, with some countries most concerned about child labor; others’ 
most pressing issues involve safety practices or employee participation in decisions.

In some countries, unions do not exist at all, are relatively weak, or are closely 
tied to political parties. For instance, in Italy and France, national strikes occur 
regularly to protest proposed changes in government policy on retirement, pension 
programs, and regulations regarding dismissal of employees. In recent years, pilots 
at French and German airlines staged strikes to protest proposed reductions in their 
generous benefit packages.70 Auto workers in South Africa have used work stop-
pages to demand higher pay, which has resulted in lower foreign investment in the 
country.71 Spain’s National Court invalidated the layoff of 800 Coca-Cola workers 
after the company cut back its operation due to decreasing revenues and overcapac-
ity in its facilities.72 Labor unrest is not uncommon, and work stoppages, protests, 
and strikes occur in many countries.

Some countries require the practice of codetermination in which union or 
worker representatives are given positions on a company’s board of directors. 
This practice is common in European countries, and it led to a clashing of cultures 
and practices at the Chattanooga, Tennessee, Volkswagen facility. Since the com-
pany is German owned and operated, management favored involving workers on 
the board of directors. This would have required that the employees form a labor 
union, a position that was supported by company managers. Workers disagreed and 
elected not to organize a union. The end-of-chapter case highlights the events at this  
facility.73 Differences from country to country in how collective bargaining occurs 
are also quite noticeable. In the United States, local unions bargain with individual 
employers to set wages and working conditions. In Australia, unions argue their 
cases before arbitration tribunals. In Scandinavia, national agreements with associa-
tions of employers are the norm. In France and Germany, industry-wide or regional 
agreements are common. In Japan, local unions bargain but combine at some point 
to determine national wage patterns.

16-9b Global Labor Organizations
Several organizations address global labor relations standards. The International  
Labour Organization, based in Switzerland, coordinates the efforts of labor unions 
worldwide and has issued some principles about rights at work. Such coordination 
is occurring as unions deal with multinational firms with operations in multiple 
countries.

Throughout the world, unions are also linking up as part of global labor federa-
tions. The Union International Network (UIN) is an entity composed of unions from 
numerous countries. This organization and other international groups are working to 
establish international policies on child labor, worker safety and health, and training. 

codetermination
Practice in which union 
or worker representatives 
are given positions on 
a company’s board of 
directors
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SUMMARy  
•	 A union is a formal association of workers that 

promotes the interests of its members through 
collective action.

•	 Workers join unions primarily because of 
management’s failure to address organizational 
and job-related concerns.

•	 In the early 1990s, unions fought difficult 
battles to overcome powerful companies 
and earned the right to organize.

•	 The history of unions in the United States 
indicates that they primarily focus on wages, 
hours, and working conditions.

•	 In the United States, current union membership as a 
percentage of the workforce is down dramatically, 
being less than 12% of the civilian workforce.

•	 Unions in general have experienced a decline in 
membership because of geographic, industrial, 
and workforce changes.

The UIN is also providing aid and guidance to unions in developing countries, such 
as those in Africa and Asia. Unions in the United States are very active in these global 
entities. In some situations, establishing agreements with employers based in the  
European Union has led to more U.S. union membership in multinational firms.

16-9c The United States and Global Differences
Union management relations in the United States addresses some issues differently from 
other countries. In the United States, the key union focuses have been the following:

•	 Economic issues vs. other concerns: In the United States, unions have typically 
focused on improving bread-and-butter issues for their members—wages, 
benefits, job security, and working conditions. In some other countries, 
integration with ruling governmental and political power and activism are 
equal concerns along with economic issues. In the United Kingdom, labor 
unions provide training programs that improve worker readiness and allow 
companies to hire a highly skilled workforce.

•	 Organization by kind of job and employer: In the United States, carpenters often 
belong to the carpenters’ union, truck drivers to the Teamsters, teachers to the 
American Federation of Teachers or the National Education Association, and so 
on. Also, unionization can be done on a company-by-company basis. In other 
countries, national unions bargain with the government or with employer groups.

•	 Collective agreements as “contracts”: In the United States, collective bargaining 
contracts usually spell out compensation, work rules, and the conditions of 
employment for several years. In other countries, the agreements are made 
with the government and employers, sometimes for only one year because of 
political and social issues.

•	 Competitive relations: In the United States, management and labor 
traditionally take the roles of competing adversaries who often clash to reach 
agreement. In many other countries, tripartite bargaining occurs between the 
national government, employers’ associations, and national labor federations 
with little conflict or obstruction.

Labor laws impact the relationship between companies and their workers, 
whether a union represents employees or not. Managers and HR professionals strive 
to create a work environment that is productive, fair, and respectful. Taking steps to 
identify and address worker concerns can set the stage for positive interactions and 
outcomes for employers and employees alike.
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•	 In attempts to grow, unions are targeting 
professionals, low-skilled workers, and 
contingent and part-time workers.

•	 Public-sector unions have recently come 
under attack, and some states have limited 
their power.

•	 Three laws provide the foundation of labor 
law and the legal basis for labor relations 
today: the Wagner Act, the Taft-Hartley Act, 
and the Landrum-Griffin Act.

•	 The Wagner Act was designed to protect 
unions and workers; the Taft-Hartley Act 
restored some powers to management; and the 
Landrum-Griffin Act was passed to protect 
individual union members.

•	 Issues addressed by the different acts include 
unfair labor practices, national emergency 
strikes, and right-to-work provisions.

•	 The NLRB has issued a number of 
controversial rulings that impact both union 
and union-free workplaces.

•	 The unionization process includes an 
organizing campaign, authorization cards, 
a representation election, certification and 
decertification, and contract negotiation 
through collective bargaining.

•	 Collective bargaining occurs when management 
negotiates with representatives of workers over 
wages, hours, and working conditions.

•	 The issues subject to collective bargaining fall 
into three categories: mandatory, permissive, 
and illegal.

•	 The collective bargaining process includes 
preparation and initial demands, negotiations, 
and settlement and contract agreement.

•	 When an impasse occurs during bargaining, 
work stoppages through strikes or lockouts can 
be used to pressure the other party.

•	 Union−management cooperation has been 
beneficial in many situations, although care 
must be taken to avoid violations of NLRB 
provisions.

•	 Grievances express workers’ written dissatisfac-
tions or differences in contract interpretations.

•	 A grievance procedure begins with the first-level 
supervisor and may end—if the grievance is not 
resolved along the way—with arbitration by a 
third party.

•	 Unions are becoming more global as the 
world economy expands, and global labor 
federations are expanding, despite differences 
in approaches.

CRITICAL THINkING CHALLENGES
1. Discuss the following statement: If 

management gets a union, it deserves one.

2. Suppose a coworker just brought you 
a union leaflet urging employees to sign an 
authorization card. What questions would 
you ask of the union supporter? What may 
happen from this point on?

3. As the HR manager, you have heard rumors about 
potential efforts to unionize your warehouse 
employees. Use the Employment Law Information 
Network (www.elinfonet.com/human-resources/
Union-Avoidance) website to develop a set 
of guidelines for supervisors if they are asked 
questions by employees about unionization as 
part of a “union prevention” approach.

4. Several states have limited public-sector union 
power. What are some reasons for lawmakers 
taking this stand? What are the advantages and 

disadvantages of workers in the public sector 
belonging to labor unions? How does this 
impact taxpayers?

5. There has been some discussion among the 
employees in your company’s insurance 
claims processing unit about forming a union. 
Company management has asked you to 
research existing labor agreements in the 
industry. You utilize the Department of Labor’s 
Office of Labor-Management Standards website 
and access a collective bargaining agreement 
from the Online Public Disclosure Room 
(http://www.dol.gov/olms/regs/compliance/rrlo/
lmrda.htm). You find the contract between the 
American National Insurance Company and 
the United Food and Commercial Workers. 
The UFCW is the union your employees are 
talking to, so you want to see how they have 
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CASE Driving Away the UAW

Volkswagen (VW) Motors is a German-headquar-
tered automobile manufacturer. A common practice in 
German companies is to utilize a “works council,” a 
supervisory body made up of workers and managers 
who consult on business operations. U.S. labor laws 
strictly forbid such worker involvement without the 
official recognition of a labor union. So, the UAW saw 
an opportunity to organize workers at the VW Chatta-
nooga, Tennessee, plant with the blessing of company 
management. Since the plant is overseen by German 
leadership, the union felt it would be supported in its 
efforts. However, workers at the plant would have the 
final say regarding union representation.

VW management did, in fact, seem to be on the 
UAW’s side and had agreed to allow the union to be 
recognized based on a card check procedure rather 
than a representation election. The company allowed 
union organizers to campaign inside the plant, a 
highly unusual move. The labor union in Germany, 
a “cousin” of the UAW, had pushed for the welcom-
ing posture to the U.S. union. Company and German 
union officials were highly committed to establishing 
a works council and felt that allowing the UAW to or-
ganize workers would allow that process to happen.

The company had pledged to remain neutral, but 
many of its actions appeared to strongly assist the 
union in its efforts. Not all employees at the plant 
favored representation by the union, but they were 
denied the right to hold meetings or campaign inside 
the plant. Such collusion between a company and 
union is potentially a violation of the Taft-Hartley 
Act. Workers insisted on the right to a secret ballot 
election, and the company eventually agreed.

In the highly contested battle, workers voted 
712−626 not to join the UAW. With the undeni-
able support from the company, the UAW could 
hardly look for unfair labor practice violations. 
The vote was clear. Workers prefer dealing directly 
with plant management and working without  
labor union representation. In the weeks and 
months following the election, the UAW initially  
requested that the NLRB schedule a do-over election. 
Their contention was that local and state politicians 
had swayed workers with a promise of economic 
benefits if the workforce remained union free. They 
eventually dropped their request and accepted the no 
vote from the workers.

Since the election, the UAW has established an 
“American-style works council,” a nonbargaining-unit 
local of the union. The group will meet with company 
representatives to discuss workplace issues but will 
not be empowered to negotiate a contract. The UAW 
remains hopeful that this works council will serve as 
a jumping off point for a full-fledged union in the 
future.74

QueStionS

1. Under what circumstances might a company 
side with a union in its attempt to organize em-
ployees? How would you, as an employee, feel if 
your employer supported you joining a union?

2. What role should politicians and lawmakers play 
in union votes such as the one in Chattanooga? 
Do lawmakers have a vested interest in the suc-
cess of businesses within their legislative territory?

worked with other employers. You review the 
contract and highlight points that you think are 
interesting and notable.
A. Assess the Management Rights clause. 

Has the company retained important 
rights, or does it appear that the union 
has substantial power to direct business 
operations? Are there additional rights you 
think should be retained by the company? 

Has the union included language to protect 
its own security and interests?

B. Evaluate the compensation and benefits 
that employees receive. Is paid time off 
adequate or overly generous? Do employees 
receive generous retirement benefits? What 
is your overall evaluation of how “tough” 
the union is likely to be if your employees 
elect it as a representative?
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A p p e n d i x  A

PHR® and SPHR® Bodies of Knowledge and Test  Specifications1

The Professional in Human Resources (PHR®) and Senior Professional in Human 
Resources (SPHR®) exams are created using the PHR and SPHR Body of Knowl-
edge, which outlines the responsibilities of and knowledge needed by today’s HR 
professional. The PHR and SPHR Body of Knowledge is created by HR subject 
matter experts through a rigorous practice analysis study and validated by HR pro-
fessionals working in the field through an extensive survey instrument. It is updated 
periodically to ensure it is consistent with current practices in the HR field.

01: Business Management & 
Strategy (11%/30%)
Developing, contributing to, and supporting the  
organization’s mission, vision, values, strategic goals 
and objectives; formulating policies; guiding and 
leading the change process; and evaluating organi-
zational effectiveness as an organizational leader.

Responsibilities:

01  Interpret and apply information related to 
the organization’s operations from internal 
sources, including finance, accounting, business 
development, marketing, sales, operations, and 
information technology, to contribute to the de-
velopment of the organization’s strategic plan.

02  Interpret information from external sources 
related to the general business environment, 
industry practices and developments, techno-
logical advances, economic environment, labor 
force, and the legal and regulatory environ-
ment, to contribute to the development of the 
organization’s strategic plan.

03  Participate as a contributing partner in the orga-
nization’s strategic planning process (e.g., provide 
and lead workforce planning discussion with 
management, develop and present long-term 
forecast of human capital needs at the organiza-
tional level). SPHR only

04  Establish strategic relationships with key indi-
viduals in the organization to influence organi-
zational decision making.

05  Establish relationships/alliances with key indi-
viduals and outside organizations to assist in 
achieving the organization’s strategic goals and 
objectives (e.g., corporate social responsibility 
and community partnership).

06  Develop and utilize business metrics to measure 
the achievement of the organization’s strategic 
goals and objectives (e.g., key performance in-
dicators, balanced scorecard). SPHR only

07  Develop, influence, and execute strategies for 
managing organizational change that balance 
the expectations and needs of the organization, 
its employees, and other stakeholders.

1  Information taken from PHR® and SPHR® BODIES OF KNOWLEDGE document (HRCI), http://www.hrci.org/
docs/default-source/web-files/phr_sphr-body-of-knowledge-pdf.pdf?sfvrsn=14.

Functional Areas:
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08  Develop and align the human resource strate-
gic plan with the organization’s strategic plan. 
SPHR only

09  Facilitate the development and communication 
of the organization’s core values, vision, mis-
sion, and ethical behaviors.

10  Reinforce the organization’s core values and 
behavioral expectations through modeling, 
communication, and coaching.

11  Provide data such as human capital projections 
and costs that support the organization’s over-
all budget.

12  Develop and execute business plans (i.e., annual  
goals and objectives) that correlate with the 
organization’s strategic plan’s performance  
expectations to include growth targets, new 
programs/services, and net income expecta-
tions. SPHR only

13  Perform cost-benefit analyses on proposed 
projects. SPHR only

14  Develop and manage an HR budget that sup-
ports the organization’s strategic goals, objec-
tives, and values. SPHR only

15  Monitor the legislative and regulatory environ-
ment for proposed changes and their potential 
impact to the organization, taking appropriate 
proactive steps to support, modify, or oppose 
the proposed change.

16  Develop policies and procedures to support 
corporate governance initiatives (e.g., whistle-
blower protection, code of ethics). SPHR only

17  Participate in enterprise risk management by 
ensuring that policies contribute to protecting 
the organization from potential risks.

18  Identify and evaluate alternatives and recom-
mend strategies for vendor selection and/or 
out-sourcing. SPHR only

19  Oversee or lead the transition and/or imple-
mentation of new systems, service centers, and 
outsourcing. SPHR only

20  Participate in strategic decision-making and 
due-diligence activities related to organizational 
structure and design (e.g., corporate restructur-
ing, mergers and acquisitions [M&A], divesti-
tures). SPHR only

21  Determine strategic application of integrated 
technical tools and systems (e.g., new enter-
prise software, performance management tools, 
self-service technologies). SPHR only

Knowledge of:

01  The organization’s mission, vision, values, 
business goals, objectives, plans, and processes

02  Legislative and regulatory processes
03  Strategic planning process, design, implemen-

tation, and evaluation
04  Management functions, including planning, 

organizing, directing, and controlling
05  Corporate governance procedures and com-

pliance (e.g., Sarbanes-Oxley Act)
06  Due diligence processes (e.g., M&A, divesti-

tures). SPHR only
07  Transition techniques for corporate restruc-

turing, M&A, off-shoring, and divestitures. 
SPHR only

08  Elements of a cost-benefit analysis during the 
life cycle of the business (such as scenarios 
for growth, including expected, economic 
stressed, and worst-case conditions) and the 
impact to net worth/earnings for short-, mid-, 
and long-term horizons

09  Business concepts (e.g., competitive advan-
tage, organizational branding, business case 
development, corporate responsibility)

02: Workforce Planning 
and Employment (24%/17%)
Developing, implementing, and evaluating sourc-
ing, recruitment, hiring, orientation, succession 
planning, retention, and organizational exit pro-
grams necessary to ensure the workforce’s ability to 
achieve the organization’s goals and objectives.

Responsibilities:

01  Ensure that workforce planning and employ-
ment activities are compliant with applicable 
federal laws and regulations.

02  Identify workforce requirements to achieve 
the organization’s short- and long-term goals 
and objectives (e.g., corporate restructuring, 
workforce expansion or reduction).

03  Conduct job analyses to create and/or update 
job descriptions and identify job competencies.

04  Identify, review, document, and update essen-
tial job functions for positions.
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05  Influence and establish criteria for hiring,  
retaining, and promoting on the basis of job 
descriptions and required competencies.

06  Analyze labor market for trends that impact 
the ability to meet workforce requirements 
(e.g., federal/state data reports).

07  Assess skill sets of internal workforce and 
external labor market to determine the avail-
ability of qualified candidates, utilizing third-
party vendors or agencies as appropriate.

08  Identify internal and external recruitment 
sources (e.g., employee referrals, diversity 
groups, social media) and implement selected 
recruitment methods.

09  Establish metrics for workforce planning (e.g., 
recruitment and turnover statistics, costs).

10  Brand and market the organization to poten-
tial qualified applicants.

11  Develop and implement selection procedures 
(e.g., applicant tracking, interviewing, refer-
ence and background checking).

12  Develop and extend employment offers and 
conduct negotiations as necessary.

13  Administer post-offer employment activities 
(e.g., execute employment agreements, com-
plete I-9/E-Verify process, coordinate reloca-
tions, and immigration).

14  Develop, implement, and evaluate orientation 
and on-boarding processes for new hires, re-
hires, and transfers.

15  Develop, implement, and evaluate employee-
retention strategies and practices.

16  Develop, implement, and evaluate the succes-
sion planning process. SPHR only

17  Develop and implement the organizational 
exit/off-boarding process for both voluntary 
and involuntary terminations, including plan-
ning for reductions in force (RIF).

18  Develop, implement, and evaluate an affirma-
tive action plan (AAP) as required.

19  Develop and implement a record-retention 
process for handling documents and employee 
files (e.g., pre-employment files, medical files, 
and benefits files).

Knowledge of:

11  Applicable federal laws and regulations re-
lated to workforce planning and employment 
activities (e.g., Title VII, ADA, EEOC Uniform 

Guidelines on Employee Selection Procedures, 
Immigration Reform and Control Act)

12  Methods to assess past and future staffing ef-
fectiveness (e.g., costs per hire, selection ratios, 
adverse impact)

13  Recruitment sources (e.g., employee referral, 
social networking/social media) for targeting 
passive, semi-active and active candidates

14  Recruitment strategies
15  Staffing alternatives (e.g., outsourcing, job 

sharing, phased retirement)
16  Planning techniques (e.g., succession planning, 

forecasting)
17  Reliability and validity of selection tests/tools/

methods
18  Use and interpretation of selection tests (e.g., 

psychological/personality, cognitive, motor/
physical assessments, performance, assessment 
center)

19  Interviewing techniques (e.g., behavioral, situ-
ational, panel)

20  Impact of compensation and benefits on re-
cruitment and retention

21  International HR and implications of global 
workforce for workforce planning and em-
ployment; SPHR only

22  Voluntary and involuntary terminations, 
downsizing, restructuring, and outplacement 
strategies and practices

23  Internal workforce assessment techniques 
(e.g., skills testing, skills inventory, workforce 
demographic analysis)

24  Employment policies, practices, and proce-
dures (e.g., orientation, on-boarding, and 
retention)

25  Employer marketing and branding techniques
26  Negotiation skills and techniques

03: Human Resource 
Development (18%/19%)
Developing, implementing, and evaluating activi-
ties and programs that address employee training 
and development, performance appraisal, and tal-
ent and performance management to ensure that 
the knowledge, skills, abilities, and performance of 
the workforce meet current and future organiza-
tional and individual needs.

00709_AppA_ptg01_653-660.indd   655 10/12/15   8:48 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



A p p e n d i x  A656

Responsibilities:

01 Ensure that human resources development  
activities are compliant with all applicable 
federal laws and regulations.

02 Conduct a needs assessment to identify and 
establish priorities regarding human resource 
development activities.

03 Develop/select and implement employee train-
ing programs (e.g., leadership skills, harassment 
prevention, computer skills) to increase individ-
ual and organizational effectiveness.

04 Evaluate effectiveness of employee training pro-
grams through the use of metrics (e.g., partici-
pant surveys, pre- and post-testing). SPHR only

05 Develop, implement, and evaluate talent-
management programs that include assessing 
talent, developing career paths, and managing 
the placement of high-potential employees.

06 Develop, select, and evaluate performance ap-
praisal processes (e.g., instruments, ranking 
and rating scales) to increase individual and 
organizational effectiveness.

07 Develop, implement, and evaluate perfor-
mance management programs and procedures 
(includes training for evaluators).

08 Develop/select, implement, and evaluate pro-
grams (e.g., telecommuting, diversity initia-
tives, repatriation) to meet the changing needs 
of employees and the organization. SPHR only

09 Provide coaching to managers and executives 
regarding effectively managing organizational 
talent.

Knowledge of:

27 Applicable federal laws and regulations related 
to Human Resources development activities 
(e.g., Title VII, ADA, Title 17 [Copyright law])

28 Career development and leadership develop-
ment theories and applications (e.g., succes-
sion planning, dual career ladders)

29 Organizational development (OD) theories 
and applications

30 Training program development techniques to 
create general and specialized training programs

31 Facilitation techniques, instructional methods, 
and program delivery mechanisms

32 Task/process analysis
33 Performance appraisal methods (e.g., instru-

ments, ranking and rating scales)

34 Performance management methods (e.g., goal 
setting, relationship to compensation, job 
placements/promotions)

35 Applicable global issues (e.g., international 
law, culture, local management approaches/
practices, societal norms); SPHR only

36 Techniques to assess training program effec-
tiveness, including use of applicable metrics 
(e.g., participant surveys, pre- and post-testing)

37 Mentoring and executive coaching

04: Compensation and Benefits 
(19%/13%)
Developing/selecting, implementing/administering, 
and evaluating compensation and benefits pro-
grams for all employee groups in order to support 
the organization’s goals, objectives, and values.

Responsibilities:

01 Ensure that compensation and benefits pro-
grams are compliant with applicable federal 
laws and regulations.

02 Develop, implement, and evaluate compensa-
tion policies/programs (e.g., pay structures, 
performance-based pay, internal and external 
equity).

03 Manage payroll-related information (e.g., new 
hires, adjustments, terminations).

04 Manage outsourced compensation and bene-
fits components (e.g., payroll vendors, COBRA 
administration, employee recognition vendors). 
PHR only

05 Conduct compensation and benefits programs 
needs assessments (e.g., benchmarking, em-
ployee surveys, trend analysis).

06 Develop/select, implement/administer, update 
and evaluate benefit programs (e.g., health and 
welfare, wellness, retirement, stock purchase).

07 Communicate and train the workforce in the 
compensation and benefits programs, policies 
and processes (e.g., self-service technologies).

08 Develop/select, implement/administer, update, 
and evaluate an ethically sound executive com-
pensation program (e.g., stock options, bonuses, 
supplemental retirement plans). SPHR only

09 Develop, implement/administer and evaluate 
expatriate and foreign national compensation 
and benefits programs. SPHR only
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Knowledge of:
38 Applicable federal laws and regulations re-

lated to compensation, benefits, and tax (e.g., 
FLSA, ERISA, FMLA, USERRA)

39 Compensation and benefits strategies
40 Budgeting and accounting practices related to 

compensation and benefits
41 Job evaluation methods
42 Job pricing and pay structures
43 External labor markets and/or economic factors
44 Pay programs (e.g., variable, merit)
45 Executive compensation methods; SPHR only
46 Noncash compensation methods (e.g., equity 

programs, noncash rewards)
47 Benefits programs (e.g., health and welfare, 

retirement, Employee Assistance Programs 
[EAPs])

48 International compensation laws and practices 
(e.g., expatriate compensation, entitlements, 
choice of law codes); SPHR only

49 Fiduciary responsibilities related to compensa-
tion and benefits

05: Employee and Labor 
Relations (20%/14%)
Developing, implementing/administering, and 
evaluating the workplace in order to maintain re-
lationships and working conditions that balance 
employer/employee needs and rights in support of 
the organization’s goals and objectives.

Responsibilities:

01 Ensure that employee and labor relations ac-
tivities are compliant with applicable federal 
laws and regulations.

02 Assess organizational climate by obtaining 
employee input (e.g., focus groups, employee 
surveys, staff meetings).

03 Develop and implement employee-relations 
programs (e.g., recognition, special events,  
diversity programs) that promote a positive 
organizational culture.

04 Evaluate effectiveness of employee relations 
programs through the use of metrics (e.g., exit 
interviews, employee surveys, turnover rates).

05 Establish, update, and communicate workplace 
policies and procedures (e.g., employee hand-
book, reference guides, or standard operating 

procedures), and monitor their application 
and enforcement to ensure consistency.

06 Develop and implement a discipline policy on 
the basis of organizational code of conduct/
ethics, ensuring that no disparate impact or 
other legal issues arise.

07 Create and administer a termination process 
(e.g., reductions in force [RIF], policy violations, 
poor performance) ensuring that no disparate 
impact or other legal issues arise.

08 Develop, administer, and evaluate grievance/
dispute-resolution and performance-improve-
ment policies and procedures.

09 Investigate and resolve employee complaints 
filed with federal agencies involving employ-
ment practices or working conditions, utilizing 
professional resources as necessary (e.g., le-
gal counsel, mediation/arbitration specialists, 
investigators).

10 Develop and direct proactive employee rela-
tions strategies for remaining union-free in 
nonorganized locations. SPHR only

11 Direct and/or participate in collective bargain-
ing activities, including contract negotiation, 
costing, and administration.

Knowledge of:

50 Applicable federal laws affecting employment 
in union and nonunion environments, such 
as laws regarding antidiscrimination policies, 
sexual harassment, labor relations, and pri-
vacy (e.g., WARN Act, Title VII, NLRA)

51 Techniques and tools for facilitating positive 
employee relations (e.g., employee surveys, 
dispute/conflict resolution, labor/management 
cooperative strategies)

52 Employee involvement strategies (e.g., em-
ployee management committees, self-directed 
work teams, staff meetings)

53 Individual employment rights issues and prac-
tices (e.g., employment at will, negligent hiring, 
defamation)

54 Workplace behavior issues/practices (e.g.,  
absenteeism and performance improvement)

55 Unfair labor practices
56 The collective bargaining process, strategies, 

and concepts (e.g., contract negotiation, cost-
ing, and administration)

57 Legal disciplinary procedures
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58 Positive employee relations strategies and 
non-monetary rewards

59 Techniques  for  conduct ing  unbiased 
investigations

60 Legal termination procedures

06: Risk Management (8%/7%)
Developing, implementing/administering, and eval-
uating programs, procedures, and policies in order 
to provide a safe, secure working environment and 
to protect the organization from potential liability.

Responsibilities:

01 Ensure that workplace health, safety, security, 
and privacy activities are compliant with ap-
plicable federal laws and regulations.

02 Conduct a needs analysis to identify the orga-
nization’s safety requirements.

03 Develop/select and implement/administer 
occupational injury and illness prevention 
programs (i.e., OSHA, workers’ compensa-
tion). PHR only

04 Establish and administer a return-to-work 
process after illness or injury to ensure a safe 
workplace (e.g., modified duty assignment, 
reasonable accommodations, independent 
medical exam).

05 Develop/select, implement, and evaluate 
plans and policies to protect employees and 
other individuals, and to minimize the orga-
nization’s loss and liability (e.g., emergency 
response, workplace violence, substance 
abuse).

06 Communicate and train the workforce on se-
curity plans and policies.

07 Develop, monitor, and test business continu-
ity and disaster recovery plans.

08 Communicate and train the workforce on 
the business continuity and disaster recovery 
plans.

09 Develop policies and procedures to direct the 
appropriate use of electronic media and hard-
ware (e.g., e-mail, social media, and appropriate 
Web site access).

10 Develop and administer internal and external 
privacy policies (e.g., identity theft, data pro-
tection, workplace monitoring).

Knowledge of:

61 Applicable federal laws and regulations related 
to workplace health, safety, security, and pri-
vacy (e.g., OSHA, Drug-Free Workplace Act, 
ADA, HIPAA, Sarbanes-Oxley Act)

62 Occupational injury and illness prevention 
(safety) and compensation programs

63 Investigation procedures of workplace safety, 
health and security enforcement agencies

64 Return-to-work procedures (e.g., interactive 
dialog, job modification, accommodations)

65 Workplace safety risks (e.g., trip hazards, 
bloodborne pathogens)

66 Workplace security risks (e.g., theft, corporate 
espionage, sabotage)

67 Potential violent behavior and workplace vio-
lence conditions

68 General health and safety practices (e.g., evac-
uation, hazard communication, ergonomic 
evaluations)

69 Organizational incident and emergency re-
sponse plans

70 Internal investigation, monitoring, and sur-
veillance techniques

71 Employer/employee rights related to substance 
abuse

72 Business continuity and disaster recovery plans 
(e.g., data storage and backup, alternative 
work locations, procedures)

73 Data integrity techniques and technology 
(e.g., data sharing, password usage, social 
engineering)

74 Technology and applications (e.g., social media, 
monitoring software, biometrics)

75 Financial management practices (e.g., pro-
curement policies, credit card policies and 
guidelines, expense policies)

Core Knowledge
76 Needs assessment and analysis
77 Third-party or vendor selection, contract ne-

gotiation, and management, including devel-
opment of requests for proposals (RFPs)

78 Communication skills and strategies (e.g., pre-
sentation, collaboration, sensitivity)

79 Organizational documentation requirements 
to meet federal and state guidelines

80 Adult learning processes
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81 Motivation concepts and applications
82 Training techniques (e.g., virtual, classroom, 

on-the-job)
83 Leadership concepts and applications
84 Project management concepts and applications
85 Diversity concepts and applications (e.g., gen-

erational, cultural competency, learning styles)
86 Human relations concepts and applications 

(e.g., emotional intelligence, organizational 
behavior)

87 Ethical and professional standards
88 Technology to support HR activities (e.g., HR 

Information Systems, employee self-service,  
e-learning, applicant tracking systems)

89 Qualitative and quantitative methods and tools 
for analysis, interpretation, and decision-making 
purposes (e.g., metrics and measurements, cost/
benefit analysis, financial statement analysis)

90 Change management theory, methods, and 
application

91 Job analysis and job description methods
92 Employee records management (e.g., electronic/

paper, retention, disposal)
93 Techniques for forecasting, planning, and pre-

dicting the impact of HR activities and programs 
across functional areas

94 Types of organizational structures (e.g., matrix, 
hierarchy)

95 Environmental scanning concepts and appli-
cations (e.g., Strengths, Weaknesses, Oppor-
tunities, and Threats [SWOT], and Political, 
Economic, Social, and Technological [PEST])

96 Methods for assessing employee attitudes, 
opinions, and satisfaction (e.g., surveys, focus 
groups/panels)

97 Budgeting, accounting, and financial concepts
98 Risk-management techniques

The HR Certification Institute, established in 
1976, is an internationally recognized certifying or-
ganization for the human resource profession. Today, 
more than 115,000 HR professionals worldwide 
proudly maintain the HR Certification Institute’s 
credentials as a mark of high professional distinction.

The HR Certification Institute is a global leader 
in developing rigorous exams to demonstrate mas-
tery and real-world application of forward-thinking 
HR practices, policies and principles.

To learn more, visit www.hrci.org
The PHR, SPHR, GPHR, PHR-CA and SPHR-CA  

are trademarks of the HR Certification Institute, 
registered in the United States and other coun-
tries. The PHR, SPHR, GPHR, PHR-CA and 
SPHR-CA Bodies of Knowledge are copyrighted 
by the HR Certification Institute. ©2014–2015 HR  
Certification Institute. All rights reserved.
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Professional
in Human
Resources
(PHR®)

Senior
Professional
in Human
Resources
(SPHR®)

Global
Professional in
Human
Resources
(GPHR®)

Exam Eligibility
Requirements

Pro�le of a
Successful
Candidate

Minimum of one
year of experience
with a Master’s
degree or higher,
OR two years of
experience with a
Bachelor’s degree,
OR four years of
experience with
less than a
Bachelor’s degree.

Minimum of four
years of experience
with a Master’s
degree or higher,
OR �ve years of
experience with a
Bachelor’s degree,
OR seven years of
experience with
less than a
Bachelor’s degree.

Minimum of two
years global
experience with a
Master’s degree,
OR three years
experience with a
Bachelor’s degree,
OR four years
experience with a
less than a
Bachelor’s degree.

Has one to four
years of
professional
(exempt-level)
generalist
experience.

Has four to seven
years of
progressive
professional
(exempt-level)
experience.

Responsible for
HR activities in
more than one
country.

Focuses on
program
implementation
rather than
creation.

Designs and plans
rather than
implementation.

Focuses within
the HR function
rather than
organization-wide.

Makes decisions
that have an
impact within
and outside the
organization.

Develops and
implements
international HR
strategies that
affect
international
HR assignments
and operations.

Establishes HR
policies and
practices to
support
organizational’s
global growth
and reputation.
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Human Resource Management Resources

Students are expected to be familiar with the professional resources and literature in 
their areas of study. Four groups of resources are listed in this appendix.

A. Research-Oriented Journals
In the field of HR management, academic journals are often a communication link 
between researchers and practicing managers. These journals contain articles that 
report on original research studies that expand the discipline. They often contain 
quantitative verifications of the author’s findings or conceptual models and litera-
ture reviews of previous research.

Academy of Management Journal
Academy of Management Review
Administrative Science Quarterly
American Behavioral Scientist
American Journal of Health Promotion
American Journal of Psychology
American Journal of Sociology
American Psychologist
American Sociological Review
Annual Review of Psychology
Applied Psychology: An International Review
British Journal of Industrial Relations
British Journal of Management
Business Ethics Quarterly
Career Development Quarterly
Decision Sciences
Dispute Resolution Quarterly
Employee Relations
Employee Responsibilities and Rights Journal
Entrepreneurship Theory and Practice
Ethics and Critical Thinking Journal
Group & Organization Management
Human Organization
Human Relations
Human Resources Development Quarterly
Human Resource Development Review
Human Resource Management
Human Resource Management Journal
Human Resource Management Review

Human Resources Abstracts
Industrial and Labor Relations Review
Industrial Relations
Industrial Relations Journal
Industrial Relations Law Journal
International Journal of Entrepreneurial Behavior 

and Research
International Journal of Human Resource 

Management Education
International Journal of Management Reviews
International Journal of Selection and Assessment
International Journal of Training and Development
Journal of Abnormal Psychology
Journal of Applied Behavioral Science
Journal of Applied Business Research
Journal of Applied Psychology
Journal of Applied Social Psychology
Journal of Business and Industrial Marketing
Journal of Business and Psychology
Journal of Business Communication
Journal of Business Ethics
Journal of Business Research
Journal of Business Strategy
Journal of Collective Negotiations
Journal of Comparative International 

Management
Journal of Compensation and Benefits
Journal of Counseling Psychology
Journal of Employment Counseling
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Journal of Experimental Social Psychology
Journal of Human Resources
Journal of Industrial Relations
Journal of International Business Studies
Journal of International Management
Journal of Knowledge Management
Journal of Labor Economics
Journal of Labor Research
Journal of Leadership and Organizational Studies
Journal of Management
Journal of Management Development
Journal of Management Education
Journal of Management Studies
Journal of Managerial Psychology
Journal of Occupational and Organizational 

Psychology
Journal of Organizational Behavior
Journal of Organizational Change Management
Journal of Organizational Excellence
Journal of Personality and Social Psychology
Journal of Personal Selling & Sales Management
Journal of Quality and Participation
Journal of Social Issues
Journal of Social Psychology
Journal of Vocational Behavior
Journal of Workplace Learning
Journal of Workplace Rights
Management Communication Quarterly
New Technology, Work, and Employment
Organization Behavior and Human Decision 

Processes
Personnel Psychology
Personnel Review
Psychological Bulletin
Psychological Review
Public Personnel Management
Quarterly Review of Distance Education
Small Group Research
Social Forces
Social Science Research
Work and Occupations

B. Selected Professional/
Managerial Journals
These journals generally cover a wide range of ap-
plied topics. Articles in these publications are often 
aimed at HR professionals, organizational managers, 
and other business leaders. Most articles in these pub-
lication outlets are written to interpret, summarize, or 

discuss the implications of research. They also provide 
operational and administrative ideas.

Academy of Management Perspectives
Australian Journal of Management
Benefits and Compensation Solutions
Berkeley Journal of Employment and Labor Law
Business Horizons
Business Journal
Business Week
California Management Review
Columbia Journal of World Business
Compensation and Benefits Review
Corporate Governance
Directors and Boards
Economist
Employee Benefit Plan Review
Employee Benefits News
Employee Relations
Employment Relations Today
Forbes
Fortune
Global HR
Harvard Business Review
Health Resources and Services Administration
HR Magazine
Human Capital Management
Human Resource Development International
Human Resource Executive
Human Resource Management International 

Digest
IHRIM Link
INC.
Industry Week
International Management
Journal of Network and Systems Management
Labor Law Journal
Long Range Planning
Management Research News
Management Review
Management Today
Managers Magazine
Monthly Labor Review
Nation’s Business
Occupational Health and Safety
Occupational Outlook Quarterly
Organizational Dynamics
Pension World
People & Strategy Journal
Personnel Management
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Psychology Today
Public Administration Review
Public Manager
Public Opinion Quarterly
SAM Advanced Management Journal
Security Management
Sloan Management Review
TD Magazine
Training
Training and Development
Workforce Management
Working Woman
Workplace Visions
Workspan
WorldatWork Journal

C. Selected Human Resource 
Associations/Organizations
Academy of Management
www.aom.pace.edu
American Arbitration Association
www.adr.org
American Federation of Labor/Congress 

of Industrial Organizations (AFL-CIO)
www.aflcio.org
American Institute for Managing Diversity
www.aimd.org
American Management Association
www.amanet.org
American Payroll Association
www.americanpayroll.org
American Psychological Association
www.apa.org
American Society for Industrial Security
www.asisonline.org
Association for Talent Development
www.td.org
Australian Human Resource Institute
www.ahri.com.au
Chartered Institute of Personnel  

and Development (UK)
www.cipd.co.uk
CPR International Institute for Conflict  

Prevention and Resolution
www.cpradr.org
Employee Benefit Research Institute
www.ebri.org
Foundation for Enterprise Development
www.fed.org

Hong Kong Institute of Human Resource 
Management

www.hkihrm.org
HR People & Strategy
www.hrps.org
Human Resource Certification Institute
www.hrci.org
International Association for Human Resource 

Information Management
www.ihrim.org
International Association of Industrial Accident 

Boards and Commissions
www.iaiabc.org
International Foundation of Employee 

Benefit Plans (IFEBP)
www.ifebp.org
International Institute of Human Resource 

Management
www.iihrm.org
International Personnel Assessment Council
www.ipacweb.org
International Personnel Management Association
www.ipma-hr.org
Labor and Employment Relations Association
www.lera.uiuc.edu
National Center for Employee Ownership
www.nceo.org
National Health Information Resource Center
www.nhirc.org
Social Media Policies 
Society for Industrial and Organizational 

Psychology
www.socialmediagovernance.com
Society for Human Resource Management
www.shrm.org
Union Resource Network
www.unions.org
World at Work
www.worldatwork.org
World Federation of People Management 

Associations
www.wfpma.com

D. Selected Government 
Agencies Related to HR
Bureau of Labor Statistics
www.bls.gov
Census Bureau
www.census.gov
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Department of Labor
www.dol.gov
Employment and Training Administration
www.doleta.gov
Equal Employment Opportunity Commission
www.eeoc.gov
FedStats
www.fedstats.gov
National Institute of Environmental  

Health Sciences
www.niehs.nih.gov
National Institute for Occupational Safety 

and Health (NIOSH)
www.cdc.gov/niosh
National Labor Relations Board
www.nlrb.gov

Occupational Safety and Health Administration
www.osha.gov
Office of Personnel Management
www.opm.gov
Pension and Welfare Benefits Administration
www.dol.gov/ebsa
Pension Benefit Guaranty Corporation
www.pbgc.gov
Small Business Administration
www.sba.gov
Social Security Administration
www.ssa.gov
U.S. House of Representatives
www.house.gov
U.S. Senate
www.senate.gov
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A p p e n d i x  C 

Major Federal Equal Employment Opportunity Laws 
and Regulations

Act Year Key Provisions Covered Employers

Broad-Based Discrimination

Title VII, Civil  
Rights Act of 1964

1964 Prohibits discrimination in employment  
on the basis of race, color, religion, sex,  
or national origin

Employers with  
15+ employees

Executive Orders  
11246 and 11375

1965
1967

Require federal contractors and  
sub contractors to eliminate employment  
discrimination and prior discrimination  
through affirmative action

Federal contractors 
with 50+ employees  
and a government 
contract of $50,000 
or more

Civil Rights Act  
of 1991

1991 Overturns several past Supreme Court  
decisions and changes damage claims  
provisions

Employers with  
15+ employees

Congressional  
Accountability Act

1995 Extends EEO and Civil Rights Act  
provisions to U.S. congressional staff

U.S. Congress

Military Status

Vietnam Era Veterans’ 
Readjustment  
Assistance Act

1974 Prohibits discriminations against  
Vietnam-era veterans; requires affirmative  
action and annual reporting of veteran  
employment

Federal contractors 
and subcontractors 
with a contract of 
$25,000 or more

Uniformed Services  
Employment and  
Reemployment 
Rights Act

1994 Protects members of the uniformed services  
from discrimination in employment and  
provides for reinstatement to their job  
upon return from active duty

All employers

National Origin Discrimination

Immigration  
Reform and  
Control Act

1986
1990
1996

Establishes penalties for employers who  
knowingly hire illegal aliens/immigrants;  
prohibits employment discrimination  
on the basis of national origin or citizenship

Employers with  
15+ employees

(Continued)
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Act Year Key Provisions Covered Employers

Gender/Sex Discrimination

Equal Pay Act 1963 Requires equal pay for men and women  
performing substantially the same work

All employers

Pregnancy  
Discrimination Act

1978 Prohibits discrimination against women  
affected by pregnancy, childbirth, or  
related medical conditions; requires that 
they be treated as all other employees for  
employment-related purposes, including 
benefits

Employers with  
15+ employees

Age Discrimination

Age Discrimination  
in Employment Act  
(as amended in 1978 
and 1986)

1967 Prohibits discrimination against persons 
over age 40 and restricts mandatory  
retirement requirements, except where age  
is a bona fide occupational qualification

Employers with  
20+ employees

Older Workers  
Benefit Protection  
Act of 1990

1990 Prohibits age-based discrimination in early  
retirement and other benefit plans

Employers with  
20+ employees

Disability Discrimination

Vocational  
Rehabilitation Act  
and Rehabilitation  
Act of 1974

1973
1974

Prohibits federal contractors from  
discriminating against individuals 
with disabilities

Federal contractors 
and subcontractors 
with a contract of 
$25,000 or more

Americans with  
Disabilities Act

1990 Requires employer accommodations  
for individuals with disabilities

Employers with  
15+ employees

Genetic Information 
Nondiscrimination  
Act

2009 Prohibits employers and health insurers  
from using genetic information in  
employment and insurance coverage  
decisions

Employers with  
20+ employees
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A p p e n d i x  d 

Uniform Guidelines on Employee Selection

The 1978 Uniform Guidelines on Employee Selection Procedures are used by the 
U.S. Equal Employment Opportunity Commission (EEOC), the U.S. Department 
of Labor’s Office of Federal Contract Compliance Programs (OFCCP), the U.S.  
Department of Justice, and the U.S. Office of Personnel Management. These guidelines  
explain how an employer should deal with hiring, retention, promotion, transfer, 
demotion, dismissal, and referral. Under the uniform guidelines, if sued, employers 
can choose one of two routes to prove they are not illegally discriminating against 
employees: no disparate impact and job-related validity.

No Disparate Impact Approach
In general, the most important issue regarding discrimination in organizations is 
the effect of employment policies and procedures, regardless of the intent of the  
employer. Disparate impact occurs when members of a protected class are substantially  
underrepresented in employment decisions. Under the guidelines, disparate impact 
is determined with the 4/5ths rule. If the selection rate for a protected group is less 
than 80% (4/5) of the selection rate for the majority group or less than 80% of the 
majority group’s representation in the relevant labor market, discrimination exists. 
Thus, the guidelines have attempted to define discrimination in statistical terms. The 
use of the statistical means has been researched, and some methodological issues 
have been identified. However, the guidelines continue to be used because disparate 
impact is checked by employers both internally and externally.

Internal Metrics for Disparate Impact Internal disparate impact metrics 
compare the results of employer actions involving by protected-class members with 
those involving nonprotected-class members within the organization. HR activi-
ties that can be checked most frequently for internal disparate impact include the 
following:

•	 Selection of candidates for interviews from those recruited
•	 Pass rates for various selection tests
•	 Performance appraisal ratings as they affect pay increases
•	 Promotions, demotions, and terminations
•	 Identification of individuals for layoffs

The calculation that follows computes the internal disparate impact for men 
and women who were interviewed for jobs at a firm. In this case, the figure indi-
cates that the selection process does have a disparate impact internally. The practical 
meaning of these calculations is that statistically, women have less chance of being 
selected for jobs than men do. Thus, illegal discrimination may exist unless the firm 
can demonstrate that its selection activities are specifically job related.
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External Metrics for Disparate Impact Employers can check for disparate 
impact externally by comparing the percentage of protected-class members in their 
workforces with the percentage of protected-class members in the relevant labor 
markets. The relevant labor markets consist of the areas where the firm recruits 
workers, not just where those who are employed live. External comparisons can 
also consider the percentage of protected-class members who are recruited and who 
apply for jobs to ensure that the employer has drawn a “representative sample” 
from the relevant labor markets. Although employers are not required to maintain 
exact proportionate equality, they must be “close.” Courts have applied statistical 
analyses to determine if any disparities that exist are too high.

The following example illustrates external disparate impact metrics using analy-
ses for a sample metropolitan area, Valleyville. Assume that a firm in that area, Acme 
Company, has 500 employees, including 50 African Americans and 75 Latinos/ 
Hispanics. To determine if the company’s workforce reflects external disparate impact, 
it is possible to make the following comparisons:

Protected Class
% of Total Employees at 

Acme Company
4/5 of Group in the 

Population Disparate Impact?

African American 10% (50/500) 13.6% Yes (10% < 13.6%)

Latino/Hispanic 15% (75/500) 14.4% No (15% > 14.4%)

At Acme, external disparate impact exists for African Americans because the company  
employs fewer of them than the 4/5 threshold of 13.6%. However, because Acme 
has more Latino/Hispanic employees than the 4/5 threshold of 14.4%, there is no 
disparate impact for this group.

Statistical comparisons for determining disparate impact may use more complex 
methods. HR professionals need to know how to perform such calculations because 
external disparate impact must be computed and reported in affirmative action plans 
that government contractors submit to regulatory agencies.

Internal Disparate Impact Example

Female applicants: 25% were selected for jobs
Male applicants: 45% were selected for jobs

Disparate Impact Determination (4/5 5 80%)

   Male selection rate of 45% 3 (80%) 5 36%
   Female selection rate 5 25%

Disparate impact exists because the female selection rate is less than 4/5
of the male selection rate.
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Job-related Validation Approach
Under the job-related validation approach, virtually every factor used to make employ-
ment-related decisions is considered an employment “test.” Such activities as recruit-
ing, selection, promotion, termination, discipline, and performance appraisal all must 
be shown to be job related. Hence, two basic concepts, reliability and validity, affect 
many of the common means used to make HR decisions. Ideally, employment-related 
tests will be both reliable and valid.

Reliability and Validity Reliability refers to the consistency with which a test 
measures an item. For a test to be reliable, an individual’s score should be about the 
same every time the individual takes the test (allowing for the effects of practice). 
Unless a test measures a factor consistently (reliably), it is of little value in predicting 
job performance.

Validity is simply the extent to which a test actually measures what it says it 
measures. The concept relates to inferences made from tests. For instance, it may be 
valid to assume that performance on a mechanical knowledge test may predict per-
formance of a machinist in a manufacturing plant. However, it is probably not valid 
to assume that the same test scores indicate general intelligence or promotability for a 
manufacturing sales representative. Another example would be a general intelligence 
test; for it to be valid, it must actually measure intelligence, not just a person’s vocab-
ulary. Therefore, an employment test that is valid must measure the person’s ability to 
perform the job for which she or he is being hired.

Validity and Equal Employment If a charge of discrimination is brought 
against an employer on the basis of disparate impact, a prima facie case must be 
established. The employer then must be able to demonstrate that its employment 
procedures are valid and job related. A key element in establishing job relatedness 
is conducting a job analysis to identify the knowledge, skills, and abilities (KSAs) 
along with other characteristics needed to perform a job satisfactorily. In one sense, 
then, current requirements have done management a favor by forcing employers to 
use job-related employment procedures.
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There are two categories of validity in which employment tests attempt to pre-
dict how well an individual will perform on the job. In measuring criterion-related 
validity, a test is the predictor, and the measures for job performance are the criterion 
variables. Job analysis determines as exactly as possible what KSAs and behaviors 
are needed for each task in the job. Two types of criterion-related validity are predic-
tive validity and concurrent validity.

Content validity is validity measured by a logical, nonstatistical method to identify 
the KSAs and other characteristics necessary to perform a job. Managers, supervisors, 
and HR specialists must then identify the most important KSAs needed for the job. 
Finally, a “test” is devised to determine if individuals have the necessary KSAs. The  
test may be an interview question about previous supervisory experience, an ability 
test in which someone types a letter using a word-processing software program, or a 
knowledge test about consumer credit regulations.

A test has content validity if it reflects an actual sample of the work done on the 
job in question. For example, an arithmetic test for a retail cashier might contain  
problems about determining amounts for refunds, purchases, and merchandise  
exchanges. Content validity is especially useful if the workforce is not large enough 
to allow other, more complex statistical approaches.

Many practitioners and specialists see content validity as a commonsense stan-
dard for validating staffing and other employment dimensions and as more realistic 
than other means. Research and court decisions have shown that content validity is 
consistent with the Uniform Guidelines. Consequently, content validity approaches 
are growing in use.
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Pre-Employment Inquiries

Many equal employment opportunity (EEO) complaints occur because of in-
appropriate pre-employment inquiries. Questions asked of applicants may 
be viewed as discriminatory or biased against applicants of a protected class. 
This appendix identifies pre-employment inquiries that may or may not be dis-
criminatory. Based on the findings of court cases, the pre-employment inqui-
ries labeled “may be discriminatory” should be avoided in almost all cases. Those  
labeled “may not be discriminatory” are legal, but only if they reflect a business 
necessity or are job related. Once an employer tells an applicant he or she is hired 
(the “point of hire”), inquiries that were prohibited earlier may be made. After  
hiring, medical examination forms, group insurance cards, and other enrollment 
cards containing inquiries related directly or indirectly to sex, age, or other bases 
may be requested.

Guidelines to Lawful and Unlawful Pre-Employment Inquiries

Subject of Inquiry
It May Not Be Discriminatory to 
Inquire about …

It May Be Discriminatory to  
Inquire about …

1. Name a.  Whether applicant has ever 
worked under a different name

a. The original name of applicant 
whose name has been legally 
changed

b. The ethnic association of  
applicant’s name

2. Age a. If applicant is over the age of 18
b. If applicant is under the age of  

18 or 21 if that information is 
job related (e.g., for selling  
liquor in a retail store)

a. Date of birth
b. Date of high  school graduation

3. Residence a. Applicant’s place of residence
b. Alternative contact information

a. Previous addresses
b. Birthplace of applicant or  

applicant’s parents
c. Length lived at current and  

previous addresses

4. Race or color a. Applicant’s race or color of  
applicant’s skin

(Continued)

00709_AppE_ptg01_671-674.indd   671 12/10/15   3:13 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



A p p e n d i x  e 672

Subject of Inquiry
It May Not Be Discriminatory to 
Inquire about …

It May Be Discriminatory to  
Inquire about …

 5.  National origin  
and ancestry

a. Applicant’s lineage, ancestry, 
national origin, parentage, or 
nationality

b. Nationality of applicant’s  
parents or spouse

 6.  Sex and family 
composition

a. Sex of applicant
b. Marital status of applicant
c. Dependents of applicant or child 

care arrangements
d. Whom to contact in case of 

emergency

 7. Creed or religion a. Applicant’s religious affiliation
b. Applicant’s church, parish, mosque, 

or synagogue
c. Holidays observed by applicant

 8. Citizenship a. Whether the applicant is a U.S.  
citizen or has a current permit/visa 
to work in the United States

a. Whether applicant is a citizen of 
a country other than the United 
States

b. Date of citizenship

 9. Language a. Language applicant speaks and/or 
writes fluently, if job related

a. Applicant’s native language
b. Language used at home

10. References a. Names of persons willing to  
provide professional and/or  
character references for applicant

b. Previous work contacts

a. Name of applicant’s religious leader
b. Political affiliation and contacts

11. Relatives a. Names of relatives already  
employed by the employer

a. Name and/or address of any  
relative of applicant

b. Whom to contact in case of 
emergency

12. Organizations a. Applicant’s membership in any 
professional, service, or trade 
organization

a. All clubs or social organizations 
to which applicant belongs

13.  Arrest record 
and convictions

a. Convictions, if related to job 
performance (disclaimer should 
accompany)

a. Number and kinds of arrests
b. Convictions, unless related to job 

requirements and performance

14. Photographs a. Photographs with application, with 
résumé, or before hiring

15.  Height and  
weight

a. Any inquiry into height and weight 
of applicant, except where a bona 
fide occupational qualification 
(BFOQ) exists

(Continued)
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Subject of Inquiry
It May Not Be Discriminatory to 
Inquire about …

It May Be Discriminatory to  
Inquire about …

16.  Physical 
limitations

a. Whether applicant has the ability to 
perform job-related functions with 
or without accommodation

a. The nature or severity of an illness 
or physical condition

b. Whether applicant has ever filed a 
workers’ compensation claim

c. Any recent or past operations, 
treatments, or surgeries and dates

17. Education a. Training applicant has received, if 
related to the job

b. Highest level of education applicant 
has attained, if validated that having 
certain educational background 
(e.g., high school diploma or college 
degree) is needed to perform the 
specific job

a. Date of high school graduation

18. Military a. Branch of the military applicant 
served in and ranks attained

b. Type of education or training  
received in military

a. Military discharge details
b. Military service records

19. Financial status a. Applicant’s debts or assets
b. Garnishments
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A p p e n d i x  F

Equal Employment Opportunity Enforcement

Enforcement of equal employment opportunity (EEO) laws and regulations in the 
United States is often viewed as a work in progress that can be inconsistent and 
confusing for managers. The court system is left to resolve the disputes and interpret 
the laws, but the lower courts often issue conflicting rulings and interpretations. 
The ultimate interpretation rests on decisions by the U.S. Supreme Court, although 
those rulings have also been interpreted differently.

EEO Enforcement Agencies
Government agencies at several levels can investigate illegal discriminatory practices. 
At the federal level, the two most prominent agencies are the Equal Employment 
Opportunity Commission (EEOC) and the Office of Federal Contract Compliance 
Programs (OFCCP).

Equal Employment Opportunity Commission The EEOC has enforcement 
authority for charges brought under a number of federal laws. Further, the EEOC issues 
policy guidelines on many topics that influence EEO. Although the policy statements 
are not “law,” they are “persuasive authority” in most cases.

Office of Federal Contract Compliance Programs While the EEOC is an 
independent agency, the OFCCP is part of the U.S. Department of Labor and ensures 
that federal contractors and subcontractors use nondiscriminatory practices. A major 
goal of the OFCCP efforts is to ensure that covered employers take affirmative action 
to counter prior discriminatory practices.

State and Local Agencies In addition to federal laws and orders, many states 
and municipalities have enacted their own laws prohibiting discrimination on a  
variety of bases, and state and local enforcement bodies have been established. Com-
pared with federal laws, state and local laws sometimes provide greater remedies, 
require different actions, or prohibit discrimination in more areas.

EEO Compliance
Employers must comply with a variety of EEO regulations and guidelines, and to 
do so, it is crucial that all employers have a written EEO policy statement. They 
should widely communicate this policy by posting it on bulletin boards, printing it in 
employee handbooks, reproducing it in organizational newsletters, and reinforcing 
it in training programs. The contents of the policy should clearly state the organiza-
tion’s commitment to equal employment and incorporate a list of the appropriate 
protected classes.
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Additionally, employers with 15 or more employees may be required to keep cer-
tain records that can be requested by the EEOC, the OFCCP, or numerous other state 
and local enforcement agencies. Under various laws, employers are also required to post 
an “officially approved notice” in a prominent place for employees. The notice must 
state that the employer is an equal opportunity employer and does not discriminate.

EEO Records Retention All employment records must be maintained as required 
by the EEOC. Such records include application forms and documents concerning hir-
ing, promotion, demotion, transfer, layoff, termination, rates of pay or other terms of 
compensation, and selection for training and apprenticeship. Even application forms 
or test papers completed by unsuccessful applicants may be requested. The length of 
time documents must be kept varied, but generally three years is recommended as a 
minimum. Complete records are necessary to enable an employer to respond should a 
charge of discrimination be made.

EEOC Reporting Forms Many private-sector employers must file a basic report 
annually with the EEOC. Slightly different reports must be filed biennially by state/
local governments, local unions, and school districts. The following private-sector 
employers must file the EEO-1 report annually:

•	 All employers with 100 or more employees, except state and local governments
•	 Subsidiaries of other companies if the total number of all combined employees 

equals 100 or more
•	 Federal contractors with at least 50 employees and contracts of $50,000 or more
•	 Financial institutions with at least 50 employees, in which government funds 

are held or saving bonds are issued

Details on employees must be reported by gender, race/ethnic group, and job 
levels. Employees may be classified as belonging to two or more races which reflects 
the diverse nature of a growing proportion of the workforce.

Applicant-Flow Data Under EEO laws and regulations, employers may be re-
quired to show that they do not discriminate when recruiting and selecting mem-
bers of protected classes. Because employers are not allowed to collect such data 
on application forms and other pre-employment records, the EEOC allows them to 
do so with a separate applicant-flow form that is not used in the selection process. 
Applicants voluntarily complete applicant-flow forms, and the data must be main-
tained separately from other selection-related materials. Since many applications 
are submitted online, employers must collect this data electronically to comply 
with regulations on who is an applicant. Analyses of the data collected in applicant-
flow forms may help to show whether an employer has underutilized a protected 
class because of an inadequate flow of applicants from that class, in spite of special 
efforts to recruit them. Also, these data are reported as part of affirmative action 
plans that are filed with the OFCCP.

EEOC Compliance Investigation Process When a discrimination complaint 
is received by an employer, it must be processed, whether it is made internally by a 
disgruntled employee or by an outside agency. The following chart shows the steps 
required in an employer’s response to an EEO complaint.

Notice that the employer should have a formal complaint process in place and 
should be sure that no retaliatory action occurs. Internal investigations can be conducted 
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by HR staff, but HR departments often utilize outside legal counsel to provide expert 
guidance when dealing with agency investigations. Internal investigations should also 
occur when employees make complaints without filing them with outside agencies. 
Once the employer has completed the investigation, the decision must be made whether 
to negotiate and settle the complaint or oppose the complaint.

EEOC Complaint Process To handle the growing number of complaints, the 
EEOC and other agencies have instituted a system that puts complaints into three 
categories: priority, needing further investigation, and immediate dismissal. If 
the EEOC decides to pursue a complaint, the process outlined here is used, and the 
employer must determine how to respond.

Stages in the Employer’s Response to an EEO Complaint

Determine Employer Action

Negotiate/Settle Complaint Oppose Complaint in Court

Reasonably Cooperate with
Agency Investigators

Conduct Internal Investigation

Take No Retaliatory Action

Review Formal Complaint and
Employee Personnel Records

Receive EEO Complaint

00709_AppF_ptg01_675-678.indd   677 21/10/15   11:30 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



A p p e n d i x  F678

A typical EEO complaint goes through several stages before the compliance 
process is completed. On average, a complaint takes 182 days to resolve. First, 
the charges are filed by an individual, a group of individuals, or a representative.  
A charge must be filed within 180 days of the alleged discriminatory action. Then the  
EEOC staff reviews the specifics of the charge to determine if it has jurisdiction, 
which means that the agency is authorized to investigate that type of charge. If the 
EEOC has jurisdiction, it must serve a notice of the charge on the employer within 
10 days of the filing. Then the employer is asked to respond. Following the charge 
notification, the major effort of the EEOC turns to investigating the complaint.

Prior to undertaking its investigation, the EEOC will attempt to resolve the 
charge through mediation or settlement. This voluntary process must be agreed to 
by both parties, and it can greatly reduce the documentation burden on the company 
and save time. However, electing to mediate or settle is a business decision that the 
company should consider carefully before choosing a course of action.

If the parties elect not to mediate or settle, then the EEOC will begin its  
investigation. The investigation may involve interviews with the complainants, 
other employees, company managers, and supervisors. The agency may also request 
additional records and documents from the employer and ask for a position state-
ment detailing the employer’s side of the story. In some cases, EEOC investigators 
will conduct an on-site visit to gather additional information. After all information 
has been collected and evaluated, the EEOC investigator will come to a conclusion 
on the merits of the charge.

The EEOC may determine that there is no reasonable cause to believe that illegal 
discrimination has occurred. In such a case, the charging party is issued a dismissal 
and notice of rights letter. The charging party may then file a lawsuit in federal court 
within 90 days of receiving the letter.

If sufficient cause is found to support charges that alleged discrimination  
occurred, then both parties are invited to resolve the complaint through a voluntary  
conciliation process. The EEOC strongly encourages the use of conciliation, and 
47% of charges were resolved in this manner in 2014. If the employer agrees that 
discrimination has occurred and accepts the proposed settlement, then the employer 
posts a notice of relief within the company and takes the agreed-on actions.

In cases where the EEOC determines that illegal discrimination has occurred 
but the parties cannot resolve the matter in conciliation, then the agency will file 
a lawsuit in federal court and prosecute the issue. In the litigation stage, a trial 
takes place in the appropriate state or federal court. At that point, both sides retain 
lawyers and rely on the court to render a decision. The Civil Rights Act of 1991 
provides for jury trials in most EEO cases. If either party disagrees with the court 
ruling, an appeal can be filed with a higher court. The U.S. Supreme Court becomes 
the ultimate adjudication body.

00709_AppF_ptg01_675-678.indd   678 21/10/15   11:30 AM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



679

A p p e n d i x  G

Sample HR-Related Job Descriptions and Job Specifications

Identifi cation Section:
Position Title: Human Resource Manager

/MO :ssalC COEE secruoseR namuH :tnemtrapeD
tpmexE :sutatS ASLF tnediserP :ot stropeR

General Summary: Directs HR activities of the firm to ensure compliance with laws and policies, and assists
 President with overall HR planning

Essential Job Functions:
1. Manages compensation and benefits programs for all employees, resolves compensation and benefits 

questions from employees, and negotiates with benefits carriers (20%)
2. Ensures compliance with both internal policies and applicable state and federal regulations and laws, 

including EEO, OSHA, and FLSA (20%)
3. Identifies HR planning issues and suggests approaches to President and other senior managers (15%)
4. Assists managers and supervisors to create, plan, and conduct training and various development programs
     for new and existing employees (15%)
5. Recruits candidates for employment over telephone and in person; interviews and selects internal and 

external candidates for open positions (10%)
6. Reviews and updates job descriptions, assisted by department supervisors, and coordinates performance 

appraisal process to ensure timely reviews are completed for all employees (10%)
7. Administers various HR policies and procedures and helps managers resolve employee performance and 

policy issues (10%)
8. Performs other duties as needed and directed by President

Knowledge, Skills, and Abilities:

Education and Experience:  Bachelor’s degree in HR management or equivalent, plus 3–5 years’ experience

ytivitcA no tnepS emiT kroW fo egatnecreP :stnemeriuqeR lacisyhP

 –%0 24% 25%– 49% 50%– 74% 75%– 100%

Seeing: Must be able to read computer screen     X
and various reports

Hearing: Must be able to hear well enough    X
to communicate with employees and others

Standing/walking X

Climbing/stooping/kneeling X

Lifting/pulling/pushing X

Fingering/grasping/feeling: Must be able to     X
write, type, and use phone system

Working Conditions:  Good working conditions with the absence of disagreeable conditions
Note: The statements herein are intended to describe the general nature and level of work performed by employees, are not a complete list of
responsibilities, duties, and skills required of personnel so classified. Furthermore, they do not establish a contract for employment and are subject to
change at the discretion of the employer.

Knowledge of HR policies, HR practices, and HR-related laws and regulations
Knowledge of company products, services, policies, and procedures
Knowledge of management principles and practices
Skill in operating equipment such as personal computer, software, and IT systems
Skill in oral and written communication
Ability to communicate with employees and various business contacts in a professional and courteous 
manner
Ability to organize multiple work assignments and establish priorities
Ability to negotiate with others and resolve conflicts, particularly in sensitive situations
Ability to pay close attention to detail and to ensure accuracy of reports and data
Ability to make sound decisions using available information while maintaining confidentiality
Ability to create a team environment and sustain employee commitment

Sample Job Description and Job Specification for Human Resource Manager
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Job Title: Compensation Manager JOB CODE:                        
Supervisor’s Title: Vice President of Human Resources GRADE:                             
Department: Human Resources FLSA STATUS: Exempt         
 EEOC CLASS: O/M              

General Summary: Responsible for the design and administration of all cash compensation programs, ensures proper 
consideration of the relationship of compensation to performance of each employee, and provides consultation on 
 compensation administration to managers and supervisors

Essential Duties and Responsibilities:
1. Prepares and maintains job descriptions for all jobs and periodically reviews and updates them; responds 

to  questions from employees and supervisors regarding job descriptions (25%)
2. Ensures that Company compensation rates are in line with pay structures; obtains or conducts pay surveys as 

 necessary and presents recommendations on pay structures on an annual basis (20%)
3. Develops and administers the performance appraisal program and monitors the use of the performance appraisal 

instruments to ensure the integrity of the system and its proper use (20%)
4. Directs the job evaluation process by coordinating committee activities and resolves disputes over job values; 

conducts initial evaluation of new jobs prior to hiring and assigns jobs to pay ranges (15%)
5. Researches and provides recommendations on executive compensation issues; assists in the development and 

 oversees the administration of all annual bonus payments for senior managers and executives (15%)
6. Coordinates the development of an integrated HR information system and interfaces with the Management 

Information Systems Department to achieve departmental goals for information needs (5%)
7. Performs related duties as assigned or as the situation dictates

Required Knowledge, Skills, and Abilities:
1. Knowledge of compensation and HR management practices and approaches
2. Knowledge of effective job analysis methods and survey development and interpretation practices and principles
3. Knowledge of performance management program design and administration
4. Knowledge of federal and state wage and hour regulations
5. Skill in writing job descriptions, memorandums, letters, and proposals
6. Skill in use of word processing, spreadsheet, and database software
7. Ability to make presentations to groups on compensation policies and practices
8. Ability to plan and prioritize work

Education and Experience: Equivalent of a college degree in Business Administration, Psychology, or related �eld plus 
3–5 years’ experience in HR management, 2–3 of which should include compensation administration experience. An 
advanced degree in Industrial Psychology, Business Administration, or HR Management preferred, but not required.

Physical Requirements:
Rarely 

(0%–12%)
Occasionally 
(12%–33%)

Frequently 
(34%–66%)

Regularly 
(67%–100%)

Seeing: Must be able to read reports and use computers X

Hearing: Must be able to hear well enough to 
 communicate with coworkers

X

Standing/walking X

Climbing/stooping/kneeling X

Lifting/pulling/pushing X

Fingering/grasping/feeling: Must be able to write, type, 
and use phone system

X

Working Conditions: Normal of�ce working conditions with the absence of disagreeable elements

Note: The statements herein are intended to describe the general nature and level of work being performed by  employees, and are not to be construed as an exhaustive 
list of responsibilities, duties, and skills required of personnel so classi�ed. Furthermore, they do not establish a contract for employment and are subject to change at 
the discretion of the employer.

Sample Job Description and Job Specification for Compensation Manager
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A
Absenteeism Any failure by an 
employee to report for work as 
scheduled or to stay at work when 
scheduled.

Acceptance rate Percentage of 
applicants hired divided by total 
number of applicants offered jobs.

Active practice Trainees perform 
job-related tasks and duties during 
training.

Adult learning (also known as 
andragogy) Ways in which adults 
learn differently than do younger 
people.

Adverse selection Situation in 
which only higher-risk employees 
select and use certain benefits.

Affinity groups Groups for em-
ployees with a common interest or 
characteristic.

Affirmative action Proactive em-
ployment practices to make up for 
historical discrimination against 
women, minorities, and individuals 
with disabilities.

Affirmative action program 
(AAP) A document that outlines 
proactive steps the organization 
will take to attract and hire mem-
bers of underrepresented groups.

Alternate work arrangements  
Nontraditional schedules that 
 provide flexibility to employees.

Applicant pool All persons who 
are actually evaluated for selection.

Applicant population A subset of 
the labor force population that is 
available for selection using a par-
ticular recruiting approach.

Arbitration Process that uses a 
neutral third party to make a bind-
ing decision.

Assessment centers Collections of 
test instruments and exercises de-
signed to diagnose an individual’s 
development needs.

Attitude survey A survey that fo-
cuses on employees’ feelings and 
beliefs about their jobs and the 
organization.

Attraction-selection-attrition 
(ASA) theory Job candidates are 
attracted to and selected by firms 
where similar types of individuals 
are employed, and individuals who 
are very different quit their jobs to 
work elsewhere.

Auto-enrollment Process by which 
employee contributions to a 401(k) 
plan are started automatically 
when an employee is eligible to 
join the plan.

Autonomy Extent of individual 
freedom and discretion in the work 
and its scheduling.

B
Balanced scorecard A  framework 
organizations use to report on a   
diverse set of performance measures.

Bargaining unit Employees eligible 
to select a single union to represent 
and bargain collectively for them.

Base pay Basic compensation that 
an employee receives, often as a an 
hourly wage or salary.

Behavioral interview Interview 
in which applicants give specific 
examples of how they have per-
formed a certain task or handled 
a problem in the past.

Behavioral modeling Copying 
someone else’s behavior.

Behaviorally anchored rating scale  
Scale that describes specific exam-
ples of job behavior, which are then 

“anchored” or measured against 
a  scale of performance levels.

Benchmark jobs Jobs that are 
found in many other organizations 
that can be used for the purposes 
of comparison.

Benchmarking The process of 
comparing an organization’s busi-
ness results to industry standards 
or best practices.

Benefit Indirect reward given 
to an employee or group of 
 employees as part of membership 
in the organization, regardless of 
performance.

Blended learning Learning 
 approach that combines  
short, fast-paced, interactive  
computer-based lessons and  
teleconferencing with tradi-
tional classroom  instruction 
and simulation.

Bona fide occupational qualifi-
cation (BFOQ) Characteristic 
providing a legitimate reason an 
employer can exclude persons 
on otherwise illegal bases of 
consideration.

Bonus One-time payment that 
does not become part of the 
 employee’s base pay.

Bring your own device 
(BYOD) The practice of employ-
ees using their own mobile devices 
such as smartphones and digital 
tablets in the workplace.

Broadbanding Practice of  using 
fewer pay grades with much 
broader ranges than in traditional 
compensation systems.

Bullying Behavior that the target 
perceives as oppressive, humiliat-
ing, threatening, or infringing on 
the target’s human rights and that 
occurs over an extended period  
of time.
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Burden of proof What individu-
als who file suit against employers 
must prove to establish that illegal 
discrimination has occurred.

Business necessity A practice 
 necessary for safe and efficient 
 organizational operations.

C
Cafeteria benefit plan  Employees 
are given a budget and can 
 purchase the bundle of benefits 
most important to them from the 
“menu” of options offered by the 
employer.

Career Series of work-related 
 position a person occupies 
throughout life.

Career paths Represent employ-
ees’ movements through opportu-
nities over time.

Cash balance plan Retirement pro-
gram in which benefits are deter-
mined on the basis of accumulation 
of annual company contributions 
plus interest credited each year.

Central tendency error Occurs 
when a rater gives all employees a 
score within a narrow range in the 
middle of the scale.

Churn Hiring new workers while 
laying off others.

Closed shop Firm that requires 
individuals to join a union before 
they can be hired.

Coaching A collaborative process 
focused on improving individual 
performance.

Codetermination Practice in which 
union or worker representatives 
are given positions on a company’s 
board of directors.

Cognitive ability tests Tests that 
measure an individual’s thinking, 
memory, reasoning, verbal, and 
mathematical abilities.

Collective bargaining Process 
whereby representatives of man-
agement and workers negotiate 
over wages, hours, and other terms 
and conditions of employment.

Commission Compensation com-
puted as a percentage of sales in 
units or dollars.

Compa-ratio Pay level divided by 
the midpoint of the pay range.

Compensable factor Job  dimen-
sion commonly present throughout 
a group of jobs within an organi-
zation that can be rated for  
each job.

Competencies Individual capabili-
ties that can be linked to enhanced 
performance by individuals or 
teams.

Competency-based pay Rewards 
individuals for the capabilities they 
demonstrate and acquire.

Complaint Indication of employee 
dissatisfaction.

Compressed workweek A 
 workweek in which a full week’s 
work is accomplished in fewer 
than five days of eight working 
hours each.

Conciliation Process by which 
a third party facilitates the  
dialogue between opposing 
parties to reach a voluntary 
settlement.

Concurrent validity Measured 
when an employer tests current 
employees and correlates the 
scores with their performance 
ratings.

Constructive discharge Process  
of deliberately making conditions 
intolerable to get an employee  
to quit.

Consumer-driven health (CDH) 
plan Health plan that provides 
employer financial contributions 
to employees to help cover their 
health related expenses.

Contingent worker Someone who 
is not an employee but is a tem-
porary or part-time worker for a 
specific period of time and type  
of work.

Contractual rights Rights based 
on a specific contract between an 
employer and an employee.

Contrast error Tendency to 
rate people relative to others 
rather than against performance 
standards.

Copayment The portion of medi-
cal expenses paid by the insured 
individual.

Core competency A unique capa-
bility that creates high value for a 
company.

Core workers Employees that are 
foundational to the business.

Cost–benefit analysis Comparison 
of costs and benefits associated 
with human resource practices.

Cross-training Training people to 
do more than one job.

Cumulative trauma disorders 
(CTDs) Musculoskeletal injuries 
that occur when workers repeti-
tively use the same muscles when 
performing tasks.

D
Decertification Process whereby a 
union is removed as the represen-
tative of a group of employees.

Deductible Money paid by an 
insured individual before a health 
plan pays for medical expenses.

Defined benefit plan Retirement 
program in which employees are 
promised a pension amount based 
on age and service.

Defined contribution plan Retire-
ment program in which the 
employer or employee makes an 
annual payment to an employee’s 
pension account.

Development Efforts to improve 
employees’ abilities to handle a 
variety of assignments and to culti-
vate their capabilities beyond those 
required by the current job.

Discipline A process of corrective 
action used to enforce organiza-
tional rules.

Disparate impact Occurs when 
an employment practice that does 
not appear to be discriminatory 
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adversely affects individuals with 
a particular characteristic so that 
they are substantially underrep-
resented as a result of employ-
ment decisions that work to their 
disadvantage.

Disparate treatment Occurs when 
individuals with particular charac-
teristics that are not job related are 
treated differently from others.

Distributive justice Perceived 
 fairness of how rewards and other 
outcomes are distributed.

Draw Amount advanced against, 
and repaid from, future commis-
sions earned by the employee.

Dual-career ladder System that al-
lows a person to advance through 
either a management or a technical/  
professional ladder.

Due diligence A comprehensive 
 assessment of all aspects of a  
business being acquired.

Due process Occurs when an 
employer is determining if there 
has been employee wrongdoing 
and uses a fair process to give an 
employee a chance to explain and 
defend his or her actions.

Dues checkoff clause Provides for 
the automatic deduction of union 
dues from the payroll checks of 
union members.

Duty Larger work segment com-
prised of several tasks that are 
 performed by individuals.

E
Effectiveness The ability to pro-
duce a specific desired effect or 
result that can be measured.

Efficiency The degree to which 
operations are carried out in an 
economical manner.

E-learning Use of web-based tech-
nology to conduct training online.

Emotional intelligence The ability 
to recognize and manage our  
own feelings and the feelings of 
others.

Employee assistance program 
(EAP) Program that provides 
counseling and other help to em-
ployees having emotional, physical, 
or other personal problems.

Employee engagement The extent 
to which an employee’s thoughts an 
behaviors are focused on his or her 
work and their employer’s success.

Employee handbook A physical or 
electronic manual that explains a 
company’s essential policies, proce-
dures, and employee benefits.

Employee stock ownership plan 
(ESOP) Designed to give employ-
ees significant stock ownership in 
their organizations.

Employment at will (EAW) A 
common-law doctrine states that 
employers have the right to hire, 
fire, demote, or promote whom-
ever they choose, unless there is a 
law or a contract to the contrary, 
and employees may quit at any 
time with or without notice.

Employment brand Distinct image 
of the organization that captures 
the essence of the company to en-
gage employees and outsiders.

Employment contract Formal 
agreement that outlines the details 
of employment.

Entitlement philosophy Assumes 
that individuals who have worked 
another year with the company 
are entitled to pay increases with 
little regard for performance 
differences.

Environmental scanning The as-
sessment of external and internal 
environmental conditions that af-
fect the organization.

Equal employment opportunity  
Employment that is not affected by 
illegal discrimination.

Equity The perceived fairness of 
what the person does compared 
with what the person receives for 
doing it.

Equity theory States that indi-
viduals judge fairness (equity) in 
compensation by comparing their 

inputs and outcomes against the 
inputs and outcomes of referent 
others.

Ergonomics Study and design 
of the work environment to ad-
dress physical demands placed on 
individuals.

Essential job functions Fundamen-
tal job duties.

Exclusive remedy Workers’ com-
pensation benefits are the only 
benefits injured workers may 
receive to compensate for a work-
related injury.

Exempt employees Employees 
who hold positions for which they 
are not paid overtime.

Exit interview An interview in 
which individuals who are leav-
ing an organization are asked to 
 explain their reasons.

Expatriate A citizen of one coun-
try who is working in a second 
country and employed by an orga-
nization headquartered in the first 
country.

Expectancy theory States that an 
employee’s motivation is based 
on the probability that his or her 
 efforts will lead to an expected 
level of performance that is linked 
to a valued reward.

Extrinsic rewards Rewards that 
are external to the individual.

F
Feedback Information employees 
receive about how well or how 
poorly they have performed.

Flexible benefits plan Program 
that allows employees to select the 
benefits they prefer from groups 
of benefits established by the 
employer.

Flexible workers Employees that 
are hired on an “as-needed”  
basis.

Forced distribution Performance 
appraisal method in which ratings 
of employees’ performance levels 
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are distributed along a bell-shaped 
curve.

Forecasting Using information 
from the past and present to predict 
future conditions.

401(k) plan Plan in which a 
percentage of an employee’s pay 
is withheld and invested in a tax-
deferred account.

Free rider A member of the group 
who contributes little.

G
Gainsharing System of shar-
ing with employees greater than 
expected gains in profits and/or 
productivity.

Games Exercises that entertain 
and engage.

Gamification Using game thinking 
and software to engage people in 
solving problems.

Garnishment A court order that 
directs an employer to set aside a 
portion of an employee’s wages to 
pay a debt owed to a creditor.

Glass ceiling Discriminatory prac-
tices that have prevented women 
and minority status employees from 
advancing to executive-level jobs.

Graphic rating scale Scale that al-
lows the rater to mark an employ-
ee’s performance on a continuum 
indicating low to high levels of a 
particular characteristic.

Green-circled employee Incumbent 
who is paid below the range set for 
a job.

Grievance Complaint formally 
stated in writing.

Grievance arbitration Means by 
which a third party settles disputes 
arising from different interpreta-
tions of a labor contract.

Grievance procedures Specific 
steps used to resolve grievances.

Gross-up To increase the net 
amount of what the employee re-
ceives to include the taxes owed on 
the amount.

Group interview Several job can-
didates are interviewed together by 
a hiring authority.

H
Halo effect Occurs when a rater 
scores an employee high on all job 
criteria because of performance 
in one area of the assigned work 
responsibilities.

Headhunters Employment agen-
cies that focus their efforts on 
executive, managerial, and profes-
sional positions.

Health General state of physical, 
mental, and emotional well-being.

Health promotion Supportive ap-
proach of facilitating and encour-
aging healthy actions and lifestyles 
among employees.

HiPos Individuals who show high 
promise for advancement in the 
organization.

Home country–based approach  
Maintains the standard of living 
the expatriate had in the home 
country.

Horns effect Occurs when a low 
rating on one characteristic leads 
to an overall low rating.

Host country–based approach  
Compensates the expatriate at the 
same level as workers from the 
host country.

Hostile environment Sexual 
harassment occur when an 
 individual’s work performance or 
psychological well-being is unrea-
sonably affected by intimidating or 
offensive working conditions.

HR analytics An evidence-based 
approach to making HR decisions 
on the basis of quantitative tools 
and models.

HR audit A formal research effort 
to assess the current state of an or-
ganization’s HR practices.

HR generalist A person who has 
responsibility for performing a 
 variety of HR activities.

HR metrics Specific measures of 
HR practices.

HR specialist A person who has 
in-depth knowledge and expertise 
in a specific area of HR.

Human capital The collective 
value of the capabilities, knowl-
edge, skills, life experiences, and 
motivation of an organization’s 
workforce.

Human capital return on invest-
ment (HCROI) Directly shows the 
amount of operating profit derived 
from investments in labor.

Human capital value added 
(HCVA) Calculated by subtracting 
all expenses except labor expenses 
from revenue and dividing by the 
total full-time head count.

Human economic value added 
(HEVA) Wealth created per 
employee.

Human resource management   
Designing formal systems in an 
organization to manage human 
talent for accomplishing organiza-
tional goals.

Human resource planning  
The process of analyzing and 
 identifying the need for and 
availability of people so that the 
 organization can meet its strategic 
objectives.

I
Illegal issues Collective bargaining 
issues that would require either 
party to take illegal action.

Immediate confirmation Based 
on the idea that people learn best 
if they receive reinforcement and 
feedback as soon as possible after 
training.

Implied contract An unwritten 
agreement created by the actions 
of the parties involved.

Incentives Tangible rewards that 
encourage or motivate action.

Incivility Rude behavior that of-
fends other employees.

00709_Gloss_ptg01_681-690.indd   684 12/10/15   3:13 PM

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



G l o s s a ry 685

Individual-centered career planning  
Career planning that focuses on an 
individual’s responsibility for a ca-
reer rather than on organizational 
needs.

Informal training Training that 
occurs through interactions and 
feedback among employees.

Instructional systems design (ISD)  
A step-by-step process to ensure 
that the right learning materials 
are provided to the right people at 
the right time.

Intangible rewards Elements of 
compensation that cannot be as 
easily measured or quantified.

Integrated talent management (ITM)  
A holistic approach to leveraging 
and building human capital.

Interactional justice The extent 
to which a person affected by an 
employment decision feels treated 
with dignity and respect.

Intrinsic rewards Rewards that are 
internal to the individual.

J
Job Grouping of tasks, duties, and 
responsibilities that constitutes 
the total work assignment for an 
employee.

Job analysis Systematic way of 
gathering and analyzing informa-
tion about the content, context, 
and human requirements of jobs.

Job description Identifies a job’s 
tasks, duties, and responsibilities.

Job design Organizing tasks, du-
ties, responsibilities, and other  
elements into a productive unit  
of work.

Job duties Important elements in a 
given job.

Job enlargement Broadening the 
scope of a job by expanding the 
number of different tasks that are 
performed.

Job enrichment Increasing the 
depth of a job by adding respon-
sibility for planning, organizing, 

controlling, and/or evaluating  
the job.

Job evaluation Formal,  systematic 
means to determine the  relative 
worth of jobs within an 
organization.

Job posting System in which the 
employer provides notices of job 
openings, and employees respond 
by applying for specific openings.

Job redesign Changing existing 
jobs in different ways to improve 
them.

Job rotation Process of moving a 
person from job to job.

Job satisfaction The positive feel-
ings and evaluations derived from 
an individual’s employment in  
a job.

Job sharing Scheduling arrange-
ment that has two employees 
 perform the work of one  
full-time job.

Job specifications The knowledge, 
skills, and abilities (KSAs) an in-
dividual needs to perform a job 
satisfactorily.

Job-relatedness A qualification 
or requirement in selection that is 
significantly related to successful 
performance of job duties.

Just cause Reasonable justifica-
tion for taking employment related 
action.

K
Key performance indicators 
(KPIs) Measures that tell  managers 
how well the organization is per-
forming relative to critical success 
factors.

Knowledge management The way 
an organization identifies and  
leverages knowledge to be 
competitive.

L
Labor force participation rate The 
percentage of the population that 
is working or seeking work.

Labor force population All individ-
uals who are available for selection 
if all possible recruitment strategies 
are used.

Labor markets The supply pool 
from which employers attract 
employees.

Leniency error Occurs when  
ratings of all employees fall at the 
high end of the scale.

Line of sight Idea that employees 
can clearly see how their actions 
and decisions lead to desired 
outcomes.

Lockout Shutdown of company 
operations undertaken by manage-
ment to prevent union members 
from working.

Loyalty Being faithful to an insti-
tution or employer.

Lump-sum increase (LSI) One-
time payment of all or part of a 
yearly pay increase.

M
Make-or-buy Develop competitive 
human resources or hire individu-
als who are already developed from 
somewhere else.

Managed care Approaches that 
monitor and reduce medical costs 
through restrictions and market 
system alternatives.

Management by objectives  
(MBO) A specific performance 
 appraisal method that highlights 
the performance goals that an 
individual and manager identify 
together.

Management mentoring A re-
lationship in which experienced 
managers aid individuals in the 
earlier stages of their careers.

Management rights Rights reserved 
so that the employer can manage, 
direct, and control its business.

Mandatory issues Collective bar-
gaining issues identified specifically 
by labor laws or court decisions as 
subject to bargaining.
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Marginal job functions Duties that 
are part of a job but that are inci-
dental or ancillary to the purpose 
and nature of the job.

Market banding Grouping jobs 
into pay grades based on similar 
market survey amounts.

Market line Graph line that shows 
the relationship between job value 
as determined by job evaluation 
points and job value as determined 
pay survey rates.

Market pricing Use market pay 
data to identify the relative value 
of jobs based on what other em-
ployers pay for similar jobs.

Mediation Process by which a 
third party suggests ideas to help 
the negotiators reach a settlement.

Microunit Bargaining unit that 
includes only one job category or 
department within a company.

M-learning Use of mobile technol-
ogy to conduct training.

Modeling Copying someone else’s 
behavior.

MOOCs Massive open enrollment 
online courses.

Motivation The desire that exists 
within a person that causes that 
individual to act.

Multinational corporation (MNC)  
An organization that has  facilities  
and other assets in at least 
one country other than its 
home country.

N
Negligent hiring Occurs when an 
employer fails to check an employ-
ee’s background and the employee 
injures someone on the job.

Negligent retention Occurs when 
an employer becomes aware that 
an employee may be unfit for work 
but continues to employ the person, 
and the person injures someone.

Nepotism Practice of allowing 
relatives to work for the same 
employer.

Nine-Box Talent Grid A matrix 
showing past performance and 
 future potential of all employees.

No-fault insurance Injured work-
ers receive benefits even if the 
 accident was their fault.

Noncompete agreements Agree-
ments that prohibit individuals 
who leave an organization from 
working with an employer in the 
same line of business for a speci-
fied period of time.

Nondirective interview Interview 
that uses questions developed from 
the answers to previous questions.

Nonexempt employees Employees 
who must be paid overtime.

O
Offshoring A company’s relocation 
of a business process or operation 
from one country to another.

Ombuds Individual outside the 
normal chain of command who 
acts as independent problem 
 solver for both management 
and employees.

On-the-job training The most 
common training because it is 
 flexible and relevant.

Open enrollment A time when 
employees can change their par-
ticipation level in various benefit 
plans and switch between benefit 
options.

Open shop Firm in which work-
ers are not required to join or pay 
dues to a union.

Open-door policy A policy that 
allows anyone with a complaint to 
talk with someone in management.

Organizational citizenship behav-
ior Occurs when an employee acts 
in a way that improves the psycho-
logical well-being and social envi-
ronment of an organization.

Organizational commitment The 
degree to which workers believe in 
and accept organizational objec-
tives and want to remain employed 
at a company.

Organizational culture The shared 
values and beliefs that give mem-
bers of an organization meaning 
and provide them with rules for 
behavior.

Organizational justice The fairness 
of decisions and resource alloca-
tions in an organization.

Organizational mission The core 
reason for the existence of the 
 organization and what makes  
it unique.

Organization-centered career  
planning Career planning that 
focuses on identifying career paths 
that provide for the logical pro-
gression of people between jobs in 
an organization.

Orientation Planned introduction 
of new employees to their jobs, 
 coworkers, and the organization.

Outsourcing Transferring the 
management and performance of 
a business function to an external 
service provider.

P
Paid-time-off (PTO) plans  
Plans that combine all sick leave, 
vacation time, and holidays into 
a total number of hours or days 
that employees can take off with 
pay.

Panel interview Interview in which 
several interviewers meet with the 
candidate at the same time.

Passive job candidates Qualified 
individuals who aren’t actively 
looking for work but might be 
interested if the right job comes 
along.

Pay compression Occurs when 
the pay differences among in-
dividuals with different levels 
of  experience and performance 
 become small.

Pay equity The idea that pay for 
jobs requiring comparable levels 
of knowledge, skill, and ability 
should be similar, even if actual 
duties differ significantly.
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Pay grades Groupings of individ-
ual jobs that have approximately 
the same value to the organization.

Pay survey Collection of data on 
compensation rates for workers 
performing similar jobs in other 
organizations.

Pay-for-performance philosophy  
Assumes that compensation 
changes reflect performance 
differences.

Performance appraisal Process of 
determining how well employees 
do their jobs relative to a standard 
and communicating that informa-
tion to them.

Performance management Series 
of activities designed to ensure that 
the organization gets the perfor-
mance it needs from its employees.

Performance standards Indicators 
of what the job accomplishes and 
how performance is measured in 
key areas of the job description.

Permissive issues Collective bar-
gaining issues that are not required 
but might relate to certain jobs or 
practices.

Perquisites (perks) Special 
 benefits—usually noncash items—
for executives.

Person with a disability Someone 
who has a mental or physical 
challenge that greatly reduces the 
ability to perform important life 
functions, who possesses a record 
of such a challenge, or who is 
thought to have such a challenge.

Person/group fit The congruence 
between individuals and group or 
work unit dynamics.

Person/job fit Matching the 
knowledge, skills, abilities, and 
motivations of individuals with the 
requirements of the job.

Person/organization fit The con-
gruence between individuals and 
organizational factors.

Phased retirement Approach that 
enables employees to gradually 
reduce their workloads and pay 
levels.

Physical ability tests Tests that 
measure an individual’s physical 
abilities such as strength, endur-
ance, and muscular movement.

Piece-rate system Pay system in 
which wages are determined by 
multiplying the number of units 
produced by the piece rate for one 
unit.

Placement Fitting a person to the 
right job.

Policies General guidelines that 
focus organizational actions.

Portability A pension plan feature 
that allows employees to move 
their pension benefits from one 
employer to another.

Predictive validity Measured 
when applicants’ test results are 
compared with subsequent job 
performance.

Predictors of selection criteria  
Measurable or visible indicators of 
selection criteria.

Prevailing wage An hourly wage 
determined by a formula that con-
siders the rate paid for a job by a 
majority of the employers in the 
appropriate geographic area.

Previous job tenure A measure of 
how long the applicant has stayed 
on jobs held in the past.

Primacy effect Occurs when a 
rater gives greater weight to  
information received first when 
appraising an individual’s 
performance.

Procedural justice Perceived fair-
ness of the process and procedures 
used to make decisions about 
 employees, including their pay.

Procedures Customary methods of 
handling activities.

Productivity Measure of the 
 quantity and quality of work done,  
considering the cost of the 
 resources used.

Profit sharing System to distrib-
ute a portion of an organization’s 
profits to employees.

Protean career A process 
whereby an individual makes 
conscious career plans to achieve 
self-fulfillment.

Protected characteristics Individual  
attributes that are protected under 
EEO laws and regulations.

Protected concerted activities  
Actions taken by employees work-
ing together to try to improve their 
pay and working conditions, with 
or without a union.

Psychological contract The unwrit-
ten expectations employees and 
employers have about the nature 
of their work relationships.

Psychomotor tests Tests that mea-
sure dexterity, hand–eye coordina-
tion, arm–hand steadiness, and 
other factors.

Pulse surveys Short questionnaires 
used to solicit anonymous em-
ployee feedback.

Q
Qualifying event An event that 
causes a plan participant to lose 
group health benefits.

Quid pro quo Sexual harassment 
that links employment outcomes to 
the granting of sexual favors.

R
Ranking Performance appraisal 
method in which employees are 
listed from highest to lowest based 
on their performance levels and 
relative contributions.

Rater bias Occurs when a rater’s 
values or prejudices distort the 
rating.

Ratification Process by which 
union members vote to accept 
the terms of a negotiated labor 
agreement.

Realistic job previews Process 
through which a job applicant 
 receives an accurate picture of  
a job.
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Reasonable accommodation A 
modification to a job or work 
environment that gives a  qualified 
disabled individual an equal 
 employment opportunity to 
perform.

Recency effect Occurs when a 
rater gives greater weight to recent 
events when appraising an indi-
vidual’s Performance.

Recruiting Process of generating 
a pool of qualified applicants for 
organizational jobs.

Red-circled employee Incumbent 
who is paid above the range set for 
a job.

Reinforcement Based on the idea 
that people tend to repeat re-
sponses that give them some type 
of positive reward and to avoid 
actions associated with negative 
consequences.

Reliability The extent to which 
a test or measure repeatedly pro-
duces the same results over time.

Repatriation Process that involves 
planning and training for the reas-
signment of global employees back 
to their home countries.

Rerecruiting Seeking out former 
employees and recruiting them 
again to work for an organization.

Responsibilities Obligations that 
individual have to perform certain 
tasks and duties within a job.

Restricted stock option  Company 
stock shares paid as a grant of 
shares to individuals,  usually 
linked to achieving specific 
 performance criteria.

Retaliation Punitive actions taken 
by employers against individuals 
who exercise their legal rights.

Retirement plan Retirement pro-
gram established and funded by 
the employer and employees.

Return on investment (ROI)  
 Calculation showing the value of 
 investments in human capital.

Right to privacy An individual’s 
freedom from unauthorized 

and unreasonable intrusion into 
 personal affairs.

Rights Powers, privileges, or inter-
ests derived from law, nature, or 
tradition.

Right-to-work laws State laws that 
prohibit requiring employees to 
join unions as a condition of ob-
taining or continuing employment.

Risk management Involves the 
responsibility to consider physical, 
human, and financial factors to 
protect organizational and indi-
vidual interests.

Rules Specific guidelines that 
regulate and restrict individuals’ 
behavior.

S
Sabbatical Time off the job to de-
velop and rejuvenate.

Safety Condition in which people’s 
physical well-being is protected.

Salary Consistent payments made 
each period regardless of the num-
ber of hours worked.

Salary inversion Occurs when the 
pay given to new hires is higher 
than the compensation provided to 
more senior employees.

Salary plus commission Combines  
the stability of a salary with 
a commission based on sales 
generated.

Salting Practice in which unions 
hire and pay people to apply for 
jobs at certain companies to begin 
organizing efforts.

Security Protection of employees 
and organizational facilities.

Security audit Comprehensive re-
view of organizational security.

Selection The process of choosing 
individuals with the correct quali-
fications needed to fill jobs in an 
organization.

Selection criterion Characteristic 
that a person must possess to suc-
cessfully perform job duties.

Selection rate Percentage hired 
from a given group of  
candidates.

Self-directed team Organizational 
team comprised of individuals 
who are assigned a cluster of tasks, 
duties, and responsibilities to be 
accomplished.

Self-efficacy People’s belief that 
they can successfully learn the 
training program content.

Self-service Technology that 
 allows employees to change their 
benefit choices, track their benefit 
balances, and submit questions to 
HR staff members and external 
benefit providers.

Seniority Time spent in an organiza-
tion or working in a particular job.

Separation agreement Agreement 
in which a terminated employee 
agrees not to sue the employer  
in exchange for specified  
benefits.

Serious health condition An illness 
or injury that requires inpatient 
care or continuing treatment by a 
health care provider for medical 
problems that exist beyond  
three days.

Severance benefits Temporary  
 payments made to laid-off 
 employees to ease the financial 
burden of unemployment.

Sexual harassment Unwelcome 
verbal, visual, or physical conduct 
of a sexual nature that is severe 
and affects working  conditions 
or creates a hostile work 
environment.

Simulations Reproduce parts of 
the real world so that they can be 
experienced and manipulated, and 
learning can occur.

Situational interview Structured 
interview that contains questions 
about how applicants might  
handle specific job situations.

Situational judgment tests Tests 
that measure a person’s judgment 
in work settings.
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Skill variety Extent to which the 
work requires several activities for 
successful completion.

Special-purpose team Organi-
zational team formed to address 
specific problems, improve work 
processes, and enhance the overall 
quality of products and services.

Status-blind Employment 
 decisions are made without 
 regard to individuals’ personal 
characteristics.

Statutory rights Rights based on 
laws or statutes passed by federal, 
state, or local governments.

Stock option plan Gives employ-
ees the right to purchase a fixed 
number of shares of company 
stock at a specified price for a lim-
ited period of time.

Strategic HR management The 
 appropriate use of HR manage-
ment practices to gain or keep a 
competitive advantage.

Strategic planning The process of 
defining organizational strategy, or 
direction, and allocating resources 
toward its achievement.

Strategic talent management The 
process of identifying the most 
important jobs in a company that 
provide a long-term competitive 
advantage and then creating ap-
propriate HR policies to develop 
employees so that they can effec-
tively work in these jobs.

Strategy A plan an organization 
follows for how to compete suc-
cessfully, survive, and grow.

Stress The harmful physical or 
psychological reaction that occurs 
when people are subject to exces-
sive demands or expectations.

Strictness error Occurs when a 
manager uses only the lower end 
of the scale to rate employees.

Strike Work stoppage in which 
union members refuse to work 
in order to put pressure on an 
employer.

Structured interview Interview 
that uses a set of prepared job-
related questions that are asked of 
all applicants.

Substance abuse Use of illicit 
substances or misuse of controlled 
substances, alcohol, or other drugs.

Succession planning The pro-
cess of identifying a plan for 
the orderly replacement of key 
employees.

T
Talent acquisition Process of find-
ing and hiring high-quality talent 
needed to meet the organization’s 
workforce needs.

Tangible rewards Elements of 
compensation that can be quanti-
tatively measured and compared 
between different organizations.

Task Distinct, identifiable work 
activity comprised of motions that 
employees perform.

Task identity Extent to which the 
job includes a recognizable unit of 
work that is carried out from start 
to finish and results in a known 
consequence.

Task significance Impact the job 
has on other people and the orga-
nization as a whole.

Team interview Interview in which 
applicants are interviewed by the 
team members with whom they 
will work.

Telework Employees complete 
work through electronic interac-
tions, telecommunications, and 
Internet technology.

Termination When an employee 
is removed from a job at an 
organization.

Third-party administrator (TPA)  
A vendor that provides 
 administrative services to an 
organization.

Three-legged stool A model show-
ing the three sources of income to 
fund an employee’s retirement.

Total rewards Monetary and 
nonmonetary rewards provided 
by companies to attract, motivate, 
and retain employees.

Training Process whereby 
people acquire capabilities to 
perform jobs.

Turnover The process in which 
employees leave an organization 
and have to be replaced.

U
Undue hardship Significant dif-
ficulty or expense imposed on 
an employer when making an 
 accommodation for individuals 
with disabilities.

Unfair labor practices Actions that 
employers are legally prohibited 
from taking to prevent employees 
from unionizing.

Union authorization card Card 
signed by employees to designate a 
union as their collective bargaining 
agent.

Union Formal association of 
workers that promotes the inter-
ests of its members through collec-
tive action.

Union security provisions Con-
tract clauses to help the union 
obtain and retain members and 
collect union dues.

Unit labor cost Computed by di-
viding the average cost of workers 
by their average levels of output.

V
Validity The extent to which a 
test measures what it claims to 
measure.

Variable pay Compensation linked 
directly to individual, team, or or-
ganizational performance.

Vesting A benefit that cannot be 
taken away.

Virtual team Organizational team 
that includes individuals who are 
separated geographically but who 
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Work Effort directed toward 
 accomplishing results.

Work sample tests Tests that 
 require an applicant to perform 
a simulated task that is a speci-
fied part of the target job.

Workers’compensation Security 
benefits provided to workers who 
are injured on the job.

Workflow analysis Study of the 
way work (inputs, activities, 
and outputs) moves through an 
organization.

Work–life balance Employer-
sponsored programs designed to 

are linked by communications 
technology.

W
Wages Payments calculated 
 directly on the basis of time 
worked by employees.

Wellness programs Programs 
designed to maintain or improve 
employee health before problems 
arise.

Whistle-blowers Individuals  
who report real or perceived 
wrongs committed by their 
employers.

help employees balance work and 
personal responsibilities.

Wrongful discharge Termination 
of an individual’s employment  
for reasons that are illegal or 
improper.

Y
Yellow dog contracts Pledges by 
workers not to join a labor  
union.

Yield ratio Comparison of the 
number of applicants at one stage 
of the recruiting process with the 
number at the next stage.
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Defined contribution plan, 

503–504
Deloitte, 297
De minimis, OSHA violation, 

544
Dental and vision coverage, 510
Development needs analysis, 

347–349
Development program 

 participation rate, 292
Development risk, managing, 

326–327
Devising strategy, 19
Dictionary of Occupational 

Titles (DOT), 150–151
Differential piece-rate system, 

454
Different-size rewards, 458
Direct competitors, 56
Disability benefits, 496
Disability discrimination, 

101–107. See also specific 
types of disabilities
ADA amendments act, 

102–103
Americans with Disabilities 

Act and, 101–102
claims of, 106
genetic bias regulations 

concerning, 106–107
rehabilitation act, 101

Disability insurance, 514
Disability, person with, 102
Disasters, 561–563
Disasters planning, 561–563, 

562f
Disaster preparation, 561–563
Disaster training, 562–563
Discharge, 601

defense against wrongful, 
578f

Disciplinary approach, 178
Discipline, 545–546

approaches to, 600–602, 
601f

at-will employment, 602
challenges in employee, 

602–603
defined, 599
documentation problems, 

602
effective, 599–600
employee, 599–604
fairness and consistency, 602
reluctance to, 602–603

Disclaimers, 157
Discount programs, 514
Discrimination, 83, 111–114
Disengaged employees, 174, 

174f
Dismissal, 603
Disparate impact, 86
Disparate treatment, 86
Disputes, resolving, 642–644

arbitration, 644
procedures, 643, 644f
responsibilities, 643
steps in procedure of, 

643–644, 644f
union representation in 

procedure of, 643
Distance learning, 308
Distance training, 308
Distributive justice, 420, 420f, 

580
Diversity, 207f
Diversity training, 114–115
Documentation problems, 602
Dodd-Frank Act, 472, 585
Domestic partner benefits, 492
Domestic violence, 558
Downward communication, 

597, 599
Draw, defined, 468
Dress, employee, 588
Drug-Free Workplace Act of 

1988, 593–594
Drug testing, 267–268,  

551–552, 594
substance abuse, 593
types of, 552

Dual-career couples, 344
Dual-career ladder, 343
Due diligence, 67
Due process, 578–579

and complaint procedures, 
580

criteria for evaluating just 
cause, 579f

Dues checkoff clause, 636
Dysfunctional turnover, 182

E
Early retirement, 505
EAW. See Employment-at-will 

(EAW)
Economic issues, 646
Economic recessions, 438
Economic strikes, 639f
Educational assistance, 306, 

514–515
Educational credentials, 270
Educational institutions, 

226–228
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Educational labor markets, 
212–213

Effective discipline, 599–600
Effectiveness, defined, 68
Efficiency, 68
Elder-care assistance, 518, 518f
E-learning, 308

blended learning and, 310
distance training/learning 

via, 308
massive open  enrollment 

online courses 
(MOOCs), 308

pros and cons of 
 technology-supported, 
310, 311f

Election leave, 520
Electromation, 642
Electronic assessment screening, 

249–250
Electronic communications, 

586–587, 587f
Electronic monitoring, 142
Electronic orientation 

 resources, 291
Electronic records, 584
Electronic sexual harassment, 

100
Emotional health, 552–553
Emotional intelligence, 257, 

257f
Employee advocate role, 18
Employee assistance program 

(EAP), 550, 555
Employee capabilities 

 inventory, 57–58
Employee concerns, 152–153
Employee contributions, 509
Employee diary, 149
Employee engagement,  

163–164, 174–176
Employee-focused recruiting, 

221–223
Employee handbooks,  

596–597, 596f
legal considerations and, 

597
Employee health and wellness, 

550–555
emotional/mental health 

and, 552–553
health promotions related 

to, 554–555
smoking related to, 

553–554
stress, 553, 553f
substance abuse and, 

550–552
Employee-involvement 

 programs, 641–642
Employee leasing, 203
Employee log, 149
Employee of the month awards/

plaques, 188, 457
Employee of the year awards, 

457
Employee ownership, 642
Employee-paid group benefits, 

520–521
Employee performance 

 management, 368–371
defined, 590–591
HR metrics for, 371
information concerning, 

368–370
standards for, 370

Employee Polygraph Protection 
Act, 259, 593

Employee protection, 
 whistle-blowing, 585

Employee ratings, 378–379
Employee recognition, 188
Employee records

electronic records, 584
and medical records, 583

and privacy rights, 583–584
security of, 584

Employee referrals, 222, 229
Employee Retirement Income 

Security Act (ERISA), 505
Employee rights, drug testing 

and, 594
Employee screening, 558
Employee selection, 558
Employee stock ownership plan 

(ESOP), 465, 503, 642
Employee stock plans, 464–465
Employee-supervisor 

 relationships, 187–188
Employee surveys, 192
Employee theft, 592–593
Employee thrift plans, 514
Employee training, 391–393
Employee turnover, 179–183

churn and, 183
costs of, 184–185
HR metrics related to, 

184–185
types of, 182–183

Employee unions/unionization, 
613f

Employee upgrade rate, 292
Employee volunteerism, 30
Employer career website, 232
Employer compensation, 485f
Employer/employee rights/ 

responsibilities, 572–576
absenteeism and, employee, 

177–179
contractual rights and, 

573–576
discipline and, 599–604
employees’ free speech 

rights, 584–585
employment relationships 

and, 576–583
implied contracts for, 576
managing, 583–588
and personal behavior 

 issues, 587–588
policies concerning, 

595–599
procedures concerning, 

595–599
rules concerning, 595–599
security and, 589–594

Employer investigations, 
591–594

Employer policies, 190
Employer practices, 190
Employer-sponsored plans, 

507–508
Employer websites, 217, 338
Employment agencies, 225, 229
Employment-at-will (EAW), 

250, 576–577, 578f, 602
Employment brand/branding, 

203–204
Employment contracts, 

573–574
Employment laws, 84
Employment relationships, 

576–583
alternative dispute 

 resolution, 581–583
due process and, 578–579, 

579f
employment-at-will and, 

576–577, 578f
just cause and, 578, 579f
organizational justice, 

579–580, 580f
training, 353

Employment testing, 251
errors, 244

Encapsulated development, 353
Engaged employees, 174, 174f
Engineering approach, 548
Entitlement approach, 367
Entitlement philosophy, 413

Entry shock, 342
Environmental analysis, 54–55
Environmental Protection 

Agency (EPA), 303
Environmental scanning, 54
Equal employment opportunity 

(EEO), 16, 26, 207–209
age and, 107–109
broad-based discrimination 

laws, 90–93
Civil Rights Act of 1964, 

Title VII, 90–91
Civil Rights Act of 1991, 

91–92
concepts of, 87–90, 87f
considerations for, 251
defined, 83
disabilities discrimination 

and, 101–106
discrimination issues and, 

111–114
diversity training and, 

114–115
efforts for, 207–208
Executive Orders for, 92
gender discrimination laws 

and regulations, 93–99
managing affirmative 

 action, 92
managing racial and ethnic 

discrimination issues, 
92–93

nature of, 82–86
recruiting diversity and, 

208
religion and, 109–111
sex laws and regulations, 

93–99
spirituality and, 109–111

Equal Employment 
 Opportunity Commission 
(EEOC), 83, 87–90, 92–93, 
98–99, 101–103, 106, 108, 
111, 113–114, 207, 251

Equal Opportunity Employer, 
207

Equal pay, 94
Equal Pay Act of 1963, 94, 411
Equity, 168, 419
Equity theory, 167–168,  

417–418, 418f
Ergonomics, 547
Error-based examples method, 

300
Essays, 388
Essential job functions, 103, 

153
ethnic/ethnicity, equal 

 employment opportunity 
and
affirmative action and, 92
Civil Rights Act of 1964, 

Title VII, 90–91, 92
Civil Rights Act of 1991, 

91–92
culture and practices, 

29–30
and global differences, 

30–31
managing, 92–93
role of human resources in 

organizational, 31–32
in workforce, 25

Exclusive remedy, 498
Executive compensation, 

471–476
benefits of, 473
bonuses as, 473
controversy, 471–472
criticisms of, 435f
elements of, 472–474
global, 474–475
measuring and, 475–476, 

475f
perquisites as, 473

reigning in, 472
salaries as, 472–473

Executive education, 355–356
Executive Masters of Business 

Administration (EMBA), 
356

Executive Orders, 92
Executive salaries. See 

 Executive compensation
Exempt employees, 407
Exempt status, 407, 408f
Exit interviews, 192
Expatriate, 22
Expectancy theory, 168–169, 

416–417, 418f
External equity, 419
External recruiting, 223–228

advantages/disadvantages 
of, 224f

competitive, 224–225
creative, 225–226
at educational institutions, 

226–228, 226f
job fairs for, 225–226
labor unions and, 225
through employment 

 agencies, 225
through media, 223–224

External training, 305–306
External workforce, 55–56

changing workforce 
 considerations, 56

economic and  governmental 
factors, 55

geographic/competitive 
evaluations, 56

Extrinsic rewards, 447

F
FACT. See Fair and Accurate 

Credit Transactions (FACT) 
Act

Factor-comparison method, 
426–427

Failure rates, 271
Fair and Accurate Credit 

 Transactions (FACT) Act, 
592

Fair Credit Reporting Act, 267
Fair-dealing exception, 577
Fair Labor Standards Act 

(FLSA), 153, 401, 406–411
child labor provisions in, 

407
exempt/nonexempt status 

and, 407–408
minimum wage and, 

406–407
overtime and, 408–411

Fair Minimum Wage Act, 406
Fairness, compensation, 

419–421
Fake warning, 256–257
False negative errors, 244
False positive, 259

errors, 244
Family and Medical Leave Act 

(FMLA), 94, 515–517
elder-care assistance and, 

518
family leave and, 520
family-oriented benefits 

and, 517–518
glass ceiling and, 344
impact of, 517
pregnancy  discrimination, 

94
provisions to, 515–517
workers compensation and, 

532–533
Family-care benefits, 517–518
Family concerns, 272
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Family issues in dual-career 
couples, 344

Family leave, 520
Family-oriented benefits, 

515–518
Federal Insurance 

 Contributions Act (FICA), 
496

Federal Mediation and 
 Conciliation Service 
(FMCS), 623, 638

Feedback, 135, 339
Feedback strategy, 298, 300
Final warnings, 601
Financial assets, 9
Financial benefits, 513–515, 513f
Financial counseling, 514
Financial measures, 72
Firing, 603
Firm choice option, 552
First-quartile strategy, 422
First-year turnover evaluations, 

192
Fitness-for-duty tests, 552
Flexible benefits plan, 490–491
Flexible staffing, core vs., 

204–206
Flexible workers, 204, 205f
Flexible work, managing, 142
Flex plan, 490–491
Flextime, 142
FMCS. See Federal Mediation 

and Conciliation Service 
(FMCS)

Forced distribution, 386, 387f
advantages and 

 disadvantages of, 
387–388

defined, 386
Formal succession planning, 

333
Former applicant recruits, 223
Former employee recruits, 223
Fortune vs. National Cash 

 Register Company, 577
401(k) plan, 494–495, 503–504
Franchisors as joint employer, 

628–629
Fraud and theft, employee, 

592–593
Free agents, 186
Freedom of speech, 584
Free-form essays, 388
Free riding problem, 460
Free speech rights, 584–585
Functional job analysis, 150
Functional turnover, 182
Funeral leave, 520

G
Gainsharing, 462
Games, 309
Gamification, 217–218, 

363–364
Gap analysis, 295
Garnishment, 412–413
Gender in workforce, 25
Gender pay gap, 438
General Aptitude Test Battery 

(GATB), 254
General recruiting process 

 metrics, 230–232
Generational differences, 

208–209
Generational groups, 126–127

baby boomers, 126
generation Xers, 126, 299
generation Yers, 126
mature, 126

Genetic bias regulations, 106
Genetic information, 106

Genetic Information 
 Nondiscrimination Act 
(GINA), 106

Geographic changes and 
U.S. union membership 
 long-term decline, 617

Geographic labor markets,  
214

Glass ceiling, 96–97, 344
Glass elevators, 97
Global assignments, 271–273
Global assignment training, 

286
Global benefits, 487–489
Global career issues, 344–345
Global competitiveness, 49–53, 

286–287
Global development, 327–328
Global differences and United 

States, 646
Global employees, 271–273, 

272f
Global executive compensation, 

474–475
Global issues

compensation, 424–425
safety, health, and security, 

535–537
Globalization, 22–24

common challenges for 
global human resource, 
24

legal and political  factors, 
24

and unions, 644–646
wage comparisons, 23–24

Global labor markets, 214
Global labor organizations, 

645–646
Global Professional in Human 

Resources (GPHR), 35
Global security, 535–537
Global staffing, 51–53, 

271–273
Global variable pay, 451
Goals, 92, 370

guide performance, 366
setting, 388–389

Good-faith exception, 577
Good-faith negotiations, 

637–638
Good Housekeeping Seal of 

Approval, 253
Government-supported job 

training, 305–306
Grade point average (GPA), 

227
Great Depression, 615, 

621–622
Green-circled employees, 

433–434
Grievance, 642

arbitration, 644
procedures, 643, 644f
responsibilities, 643
steps in procedure of, 

643–644, 644f
union representation in 

procedure of, 643
Griggs vs. Duke Power, 86
Gross vs. FBL Financial 

 Services, 108
Gross Domestic Product (GDP), 

488, 489f
Gross-up, 488
Group interview, 262
Growth activities, 73

H
Halo effects, 265, 392
Handbook, employee, 596–597, 

597f
Harassment, 93

Hazard communication, 
539–540

Headhunters, 225
Health and safety regulations

Americans with Disabilities 
Act, 533

child labor laws, 534–535, 
534f

employee health and 
 wellness, 550–555

global, 535–537
legal issues related to work 

assignments, 535
Occupational Safety and 

Health Administration 
(OSHA), 289, 303, 528, 
537–544

workers’ compensation, 
531–533, 532f

Health, defined, 530
Health care benefits, 506–513

consumer-driven health 
plans for, 509–510

controlling, 508
cost of, 506, 508–509
dental and vision  coverage, 

510
increasing employee 

 contributions, 509
key provisions, 507, 508f
legislation for, 506–507, 

511–513
preventive/wellness efforts 

and, 510–511
reform legislation, 506–507
sponsored plans for, 

507–508
Health care programs, 510–511
Health Insurance Portability 

and Accountability Act 
(HIPAA), 513, 583

Health maintenance 
 organizations (HMO), 509

Health promotions, 554–555, 
554f

Helicopter parents, 209
Hepatitis B virus (HBV), 540
Hidden/indirect costs, 185
High-paid employees, 

 misbehavior, 435
High-potential individuals 

(HiPos)
consideration of 

 developing, 330
defined, 328
potential assessment, 328, 

328f
public identification, 330

High-tech employers, 421
HiPos. See High-potential 

 individuals (HiPos)
Hiring freezes, 63
Hiring processes, 61
Holiday pay, 519
Home-country-based approach, 

425
Honesty tests, 259, 593
Horns effect, 392
Host-country-based approach, 

425
Hostile environment, 99
Hourly compensation, 23f, 405. 

See also Base pay
Hourly jobs, 407
Hour regulations, 153
HR analytics, 70
HR audit, 74–75
HR challenges, 19–28

changing workforce, 25–26
competition, 20,
cost pressures, 20
job shifts, 20, 22
restructuring, 20
skills shortages, 22
and technology, 26–28

HR department
administrative, 17
operational and employee 

advocate, 17
roles for, 17–19, 17f
strategic, 17

HR generalist, 34
HR management functions, 

13–17, 15f
employee and labor 

 relations, 16
equal employment 

 opportunity (EEO), 16
leadership competency, 14
rewards, 16
risk management, 16
staffing, 16
strategy and planning, 16
talent management and 

development, 16
worker protection, 16

HR metrics
benefits/benefits 

 management, 494f
compensation, 415–416, 

416f
defined, 70
employee performance 

management, 371
employee turnover, 

184–185
evaluation of, 292
variable pay plans,  

465–466, 465f
HR specialists, 34
Human assets, 9
Human capital, 9–10
Human capital effectiveness, 

73–74
Human capital return on 

 investment (HCROI), 74
Human capital value added 

(HCVA), 74
Human economic value added 

(HEVA), 74
Human immunodeficiency virus 

(HIV), 540
Human Resource Certification 

Institute (HRCI), 35
Human Resource Information 

System (HRIS), 36
Human resource management 

(HRM), 47–49, 53
administrative role for, 18
as career field, 34
certifications for, 34–36
challenges of, 19–28
core competency, 8–13, 10f, 

32–34
defined, 5
ethics and, 28–32
functions of, 13–17, 15f
managing, 8–13
mix role of, 17f
need for, 5–8
as organizational core 

 competency, 10f
organizational ethics and, 

28–32
in organizations, 8–13
professionalism of, 34–36
roles for, 17–19
in smaller organizations, 

6–8
strategic role for, 19

Human resource planning, 
53–55
in acquisitions, 66–68
defined, 53
effectiveness of, 68–75
employee turnover and, 

179–180
environmental analysis of, 

54–55
in mergers, 66–68
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organizational relationships 
of individual workers 
and, 170–176

process, 53–54, 53f
retention and, 186–190
strategic planning and, 

44–47
strategic recruiting, 

201–202
Human resources (HR)

audit, 74–75
availability, forecasting, 

59–62
certifications, 36
competencies, 32–34
competencies and 

 applications, 634
as core competency, 8
developing partnerships, 48f
development, 345–349, 

346f
effectiveness, 68–70
forecasting methods, 59f
functions, 13–17
information 

 communication, 597, 
599

methods and periods, 
 forecasting, 58

need, forecasting, 58–59
in organizations, managing, 

8–13
planning, 53–55
planning process, 53–54, 

53f
policies, procedures 

and rules, 586–587, 
595–599

professionalism, 34–36
professionals and 

 unionization, 614
responsibilities, 595f
role in effective discipline, 

599–600
in smaller organizations, 

6–8
strategic role for, 19
strategies, 47–53, 485–490
supply and demand, 

 forecasting, 58–62
technology, 26–28, 

492–493

I
Illegal drugs, 552
Illegal issues, 637
Illegal questions, 265
Illnesses, 541

causing job transfer or 
 restricted duty, 541

Immediate confirmation, 
300–301

Immigration and Customs 
 Enforcement (ICE), 253

Immigration Reform and 
 Control Acts (IRCA), 
111–113

Immigration verification, 
253–254

Imminent danger, 543
Implementing strategy, 19
Implied contract, 576

exception, 577
Inactivity rate, 179
Inappropriate benefits  package, 

490
Incentives

global variable pay, 451
individual, 453–458
organizational, 463–466
performance, 446–453
team, 458–462
work unit, 458–462

Incidence rate, 179, 549
Incivility, 560
Independent contractor 

 regulations, 411, 412f
Independent contractors, 206
Individual analysis, 295
Individual approach, 548–549
Individual career problems, 

343–345
dual-career couples, 344
global, 344–345
of technical/professional 

workers, 343
of women, 343–344

Individual-centered career 
 planning, 338–340

Individual incentives, 453–458
bonuses, 454–456
nonmonetary incentive, 

456–458
piece-rate system, 454

Individual motivation, 166–169
equity theory, 167–168
expectancy theory, 168–169
need theory, 166
two-factor theory, 166–167

Individual pay, 433–434
Individual performance, 165f
Individual rewards, 423
Individuals at work, 164–170

managing implications for 
motivating, 169–170

motivation, 166–169
performance factors, 

165–166
Industrial changes, 617

and U.S. union membership 
long-term decline, 617, 
618f

Industry labor markets, 212
Inflation of jobs/job titles, 

151–152
Informal appraisal, 376
Informal training, 303–304
Information falsification, 251
Information technology (IT), 

26, 168
Initial demands, 637
Initiative, 384
Injuries, 541

causing days away from 
work, 541

causing job transfer or 
 restricted duty, 541

workers’ compensation 
benefits, 532f

Instructional strategies, 298, 
300–301

Instructional systems design 
(ISD), 292–293

Insurance benefits, 513–514
Integrated talent management 

(ITM), 323, 323f
Integrity tests, 259
Intellectual capital, 9
Intellectual property, 575–576
Intellectual property assets, 9
Interactional justice, 580
Intercultural competence 

 training, 286–287, 286f
Interest arbitration, 639
Intermediate-range forecasts, 58
Internal business processes, 72
Internal equity, 419–420
Internal job evaluation, 428
Internal labor supply, 60–62, 

60f
Internal mobility system, 232
Internal recruiting, 214–215, 

219–223
employee-focused 

 recruiting, 221–223
job postings and, 220–221
organizational databases, 

220

Internal Revenue Service (IRS), 
411, 412f

Internal training, 303–305
Internal workforce, 57–62
Internal workforce availability

current and future jobs 
audit, 57

employee and 
 organizational 
 capabilities, 57–58

forecasting demand for 
 human resources, 
58–59

forecasting HR supply and 
demand, 58

forecasting methods and 
periods, 58

forecasting supply for 
 human resources, 
59–62

International assignees, 
424–425

International competition, 56
International Labour 

 Organization, 645
International Personnel 

Management Association 
(IPMA), 35

International union issues, 645
Internet applicants, 211, 211f, 

229
Internet-based pay  information, 

429
Internet job boards, 216–217
Internship, 227, 306
Interpersonal training, 260
Inter-rater reliability, 260
Intervention efforts, 193
Intervention results, 193
Interviewing, 149, 259–265. 

See also specific types of 
interviews
effectiveness of, 263–265
job interviewers for, 263
less-structured, 261–263
problems with, 265
quality, 260
structured, 260–261

Intra-rater reliability, 260
Intrinsic rewards, 448
Introductory employee, 377
Introverts, 128
Investigation, 546–547
Involuntary absence, 177
Involuntary turnover, 182

J
Job analysis, 144–147,  

294–295. See also Jobs
Americans with Disabilities 

Act and, 153
behavioral aspects of, 

151–153
competency-based, 

146–147
conducting, 148
implementing, 147–148
legal aspects of, 153
methods of, 148–151
planning and, 147
preparing/introducing, 148
purpose of, 144–145
questionnaires related to, 

150f
responsibilities related to, 

145–146
stages of, 147f
task-based, 146
wage/hour regulations and, 

153
Job applicants, 28, 106, 110, 

240, 246, 249, 297, 553, 
558

Job audits, 57
Job characteristics, 133f, 136f
Job descriptions, 144, 148, 

154, 156f
components, 154–157
functions and duties of 

job, 155
writing appropriate, 155

Job design, 133
Job dimensions, 385
Job dissatisfaction, 172
Job duties, 157, 368, 383
Job enlargement, 134
Job enrichment, 135
Job evaluation, 426

methods, 426–428
points, 431

Job experience, 352f
Job fairs, 225–226
Job functions, 157
Job instruction training (JIT), 

304
Job loss, 342
Job offers, 270–271
Job postings, 220–221
Job previews, 232, 249
Job redesign, 133
Job-relatedness, 247–248
Job requirements, 103–106
Job rotation, 135, 350
Jobs. See also Job analysis; 

 specific types of jobs
characteristics of, 133f, 

135–137
defined, 131
designing flexible, 139–144
nature of, 131–139
performance, 242–243, 

243f
performance standards 

of, 154
specifications of, 144, 148, 

154, 157
“square,” 134
and technical training, 290
worker teams for, 139

Job satisfaction, 133, 172–173, 
172f

Job security
and work–life balance, 188
guarantee, 635

Job sharing, 142
Job shifts, 20–22
JobsinTrucks, 216
Job-site development, 349–350
Job training, 282
Johnson & Johnson, 26, 353
Joint employer status, 620–621
Jury leave, 520
Just cause, 578

criteria for evaluating due 
process, 579f

Justice
distributive, 580
interactional, 580
organizational, 579–580, 

580f
procedural, 579

K
Key performance indicators 

(KPIs), 450–451, 451f
Knowledge-based pay (KBP), 

423
Knowledge management, 

284–285
Knowledge of workers, 

284–285
Knowledge, skills, and abilities 

(KSAs), 157, 220, 240–241, 
250
competency models for, 326
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internal equity and, 
419–420

job audits regarding, 57
job specifications and, 157
organizational analysis 

and, 294
organizational 

 competitiveness and, 
284–286

person/job fit and, 241
Knowledge training, 295

L
Labor agreements, 638f, 640
Labor force participation rate, 

125–126, 127f
Labor force population, 210
Labor law foundation, 621–622
Labor legislation, 621–622
Labor Management Relations 

Act, 623–626
Labor Management  Reporting 

and Disclosure Act, 
626–627

Labor markets, 209–215
defined, 209
diversity of, 212–214
elements, 210–211, 210f
recordkeeping of 

 applications, 211–212
unemployment rates, 

211–212
Labor organizations, 642
Labor unions, 225, 630
“Lag the market” strategy, 422
Landrum-Griffin Act, 626–627
Landscaping company, 212
Language discrimination, 113
Law of effect, 300
Laws, drug testing, 593–594
Layoffs, 64
Leadership coaching, 354
Leadership competency, 14
Leadership development, 

353–356
Leading questions, 265
“Lead-the-market” strategy, 

423
Leaflets, 630
Learner characteristics, 

297–298
Learning, 297
Learning activities, 73
Learning bonuses, 304
Leave of absence, 351, 520
Legal awareness, 115
Legal insurance, 514
Legalized marijuana, 552
Legally required benefits, 

496–500
Legally required training, 289
Legal performance  appraisals, 

377
Legal rights, 572, 597
Legal substances, 552
Leniency errors, 392
Less-structured interviewing, 

261–263
Lie detector, 259
“Lie” score, 256
Life insurance, 514
Lifelong learning, 346–347
Lilly Ledbetter Fair Pay Act, 

94, 411
Line managers, 7, 13
Line of sight, 449
LinkedIn, 216, 218–219, 222
Local unions, 628, 645
Lockout regulations, 540
Lockouts, 639
Long-range forecasts, 58
Long-term care insurance, 514

Long-term disability insurance, 
514

Long-term unemployed 
 applicants, 270

Low-skilled workers, 620
unionization of, 620

Loyalty, 174–175
Lump sum bonuses, 468
Lump-sum increase (LSI), 

437–438

M
MacQuarie Test for Mechanical 

Ability, 255
Magna Carta of labor, 622
Maintenance-of-membership 

shops, 626
Make-or-buy choices, 327
Managed care, 509
Management

mentoring, 355, 355f
rights, 630
support, 187
union−management 

 cooperation, 641–642
Management by objectives 

(MBO)
defined, 388
goal setting and, 388–390
process, 390

Management and leader 
 development, 352–356

Management Position 
 Description Questionnaire 
(MPDQ), 150

Managerial concern, 152–153
Managerial job analysis 

 questionnaire, 150
Managerial straitjacket, 

152–153
Manager’s ratings, 378–379
Managers training, 391–393
Mandatory issues, 636–637
Marginal job functions, 153
Market banding, 431–432, 432f
Market competitiveness, 

421–423
Market line, 431
Market pricing, 428–429
Market rate, 188
Marshall vs. Barlow’s Inc., 543
Massive open enrollment online 

courses (MOOCs), 308
Material safety data sheets 

(MSDSs), 540
Matures, 126
McNamara-O’Hara Service 

Contract Act, 412
Media, recruitment through, 

223–224
Mediation, 582–583
Medical examinations, 269
Medical information, 105–106
Medical inquiries, 267
Medical marijuana, 

 reimbursement claims and, 
499

Medical records, employee, 583
Medicare, 497–498
“Meet the market” strategy, 

423
Mental disabilities, 102–103
Mental health, 133, 552–553
Mergers and acquisitions 

(M&As), 66–68, 67f
Merit raises, 437
Metrics, and succession 

 planning, 333
Microunit, 628
Military leave, 520
Military resumes, decoding, 213
Military status, 113–114
Millennials, 299

Minimum wage, 406–407
Mini-surveys, 192
Mixed results of diversity 

 training, 115
M-learning, 309–310
Mobile devices, 27
Mobile learning (m-learning), 

309–310
Modeling, 353
Monster, 216
MOOCs, 308
Moral disengagement, 28
Morale, 173
Moral rights, 572
Motivation, 297. See also 

 Individual motivation
defined, 166
simplified expectancy 

model of, 168f
slackers hurts, 169
theories, 416–419

Multicultural Personality 
 Questionnaire, 288

Multi-generational workforce, 
training, 299

Multinational corporation 
(MNC), 49

Multiple hurdles, 246
Multiracial diversity, 25
Multisource appraisal, 380f
Multisource feedback

administrative use of, 381
developmental use of, 381
evaluating, 381
360-degree rating, 380–381

Multitasking, 135
Muscle memory, 300
Mutual goal setting, 389
Myers-Briggs Type Indicator, 

339

N
Narrative methods, 388
National Center for Employee 

Ownership, 465
National Council on Alcohol 

and Drug Dependence 
(NCADD), 593

National Education 
 Association, 646

National emergency strikes, 
624–625

National Guard, 113
National Institute for 

 Occupational Health and 
Safety (NIOSH), 537

National labor laws, 622f
National Labor Relations  

Act, 420, 430, 612, 
622–623

National Labor Relations 
Board (NLRB), 621, 623
activities and rulings, 

627–629
and employee-involvement 

programs, 641–642
Needs assessment for training, 

293–296, 294f
Need theory, 166
Negative emphasis, 265
Negligent hiring, 266
Negligent retention, 266
Negotiations, 637–638
Nepotism, 98
Net migration, 56
Networking engagement, 

163–164
New hires failure factor, 292
Nine-Box Talent Grid, 332, 

332f
NLRB. See National Labor 

 Relations Board (NLRB)
No-fault insurance, 498

No-fault policy, 179
No-layoff policy, 635
Noncompete agreements, 

574–575
Nondirective interview, 263
Nondiscriminatory treatment, 

190
Nonexempt employees, 407
Nonexempt status, 407–408
Non-HiPo employees, 329
Nonmonetary incentives, 

456–458, 457f
Nonpiracy agreements, 575
Nonsolicitation of current 

 employees, 575
Norris-LaGuardia Act, 621
Northrop Grumman 

 Shipbuilding, 516
No-solicitation policy, 630

O
Obesity, 554–555
Objective measures, 370
Objectives, training, 295–296
Observation, 149
Obvious questions, 265
Occupational Health and  

Safety Technologist 
(OHST), 36

Occupational labor markets, 
212

Occupational Safety and Health 
Act (OSHA), 537–544
cases, sample, 542f
enforcement actions and 

results, 537–539
ergonomics and, 547
inspections by, 543–544
recordkeeping requirements 

for, 541–543
workplace safety standards, 

539–541
Occupational Safety and Health 

Administration (OSHA), 
303, 537–544

Occupational Safety and 
Health Review Commission 
 (OSHRC), 537

Off-duty behavior, 588
Office of Federal Contract 

Compliance Programs 
 (OFCCP), 83, 92, 211

Offshoring, 50, 424
Off-site development, 350–351
Old-age benefits, 496
Older workers benefit needs, 

492
Older Workers Benefit 

 Protection Act (OWBPA), 
65, 108, 506

Ombuds, 581
Onboarding, 290–291
O*Net, 150–151
Online handbooks, 598
Online training, 308
On-the-job training (OJT), 

304, 304f
Open-door policy, 580
Open enrollment, 492–493
Open shop, 626
Operational advocate role, 18
Opportunities for personal 

growth, 188
Optimal turnover, 185
Organizational analysis, 294
Organizational approach, 548
Organizational assessment, 

562–563
Organizational capabilities 

 inventory, 57–58
Organizational-centered career 

planning, 337–338
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Organizational citizenship 
 behavior (OCB), 175–176

Organizational climate, 
413–414

Organizational commitment, 
545

Organizational compatibility, 19
Organizational competitiveness, 

284–286
integration of performance 

with training, 285
knowledge management 

and, 284–285
knowledge, skills, and 

 abilities and, 284–285
sales training, 285–286

Organizational culture, 13
Organizational databases, 220
Organizational entry, 342
Organizational ethics, 28–32

global differences and, 
30–31

HR’s role in, 31–32
organizational culture and, 

29–30
Organizational health, 14
Organizational incentives, 

463–466
Organizational justice,  

579–580, 580f
Organizational mission, 45
Organizational politics, 187
Organizational relationships, 

170–176
Organizational requirements, 

272
Organizational standards, 31
Organizational strategic 

 planning, 44–47
strategy formulation, 45

Organizational strategy, 
282–287
global assignment training 

and, 286–287
intercultural competence 

training and, 286–287
organizational 

 competitiveness and, 
284–286

strategic training and, 283
Orientation, 290–292

defined, 290
evaluation and metrics, 292
new employee, 290–291

OSHA enforcement actions and 
results, 537–539

OSHA inspections, 543–544
OSHA recordkeeping 

 requirements, 541–543
Outdoor experiential  activities, 

351
Outdoor training, 351
Outplacement assistance, 515
Outputs, 131–132
Outsider/customer ratings, 

379–380
Outsourcing, 18, 305

benefits administration, 493
recruiting function, 

202–203
Overlearning, 300
Overqualified, 108
Overtime, 408–409

P
Paid-time-off (PTO) plan, 179, 

520
Pandemic guidelines, 540–541
Panel interview, 263
Paper-and-pencil honesty tests, 

593
Part-time employee benefits and 

status, 491

Part-time employees, 109, 134, 
185, 512, 620

Part-time schedules, 142
Passive job candidates, 215
Passive jobseekers, 219
Paternity leave, 520
Patient Protection and 

 Affordable Care Act 
(PPACA), 506

Pay-for-performance 
 philosophy, 414

Pay/pay systems. See also 
Compensation; Incentives; 
specific types of pay/pay 
systems
adjustment matrix,  

436–437, 436f
adjustments, 437–438
base, 425–430
compression, 434
equity, 95
equity laws, 411
grades, 425, 431–432
increase in, 434–438
metrics for, 465f
philosophy, 414
ranges, 425, 432–433, 433f
secrecy, 420–421
structure of, 425, 430–434
surveys, 425, 429–430

Peer ratings, 379
Peer review panels, 581
Pension plans, 502–503
People characteristics, 133f
People problems, 353
Perceived utility, 298
Perceived value, 298
Perfect attendance certificates, 

188
Performance, 133
Performance agreements, 365
Performance appraisals, 

349, 372–377. See also 
 Performance management
conducting, 377–382
decisions concerning, 

375–377
defined, 364
ethics with multisource 

 appraisals and 
 coaching, 382

HR division of 
 responsibilities for, 376f

informal vs. systematic 
 processes for, 376

legal concerns and, 377
managers/employees in, 

training of, 391–393
sample, 384f
timing of, 376–377
tools for, 382–391
uses of, 374–375, 374f

Performance awards, 456–457
Performance-based pay 

 increases, 434–437
Performance decisions, 

332–333
Performance-focused culture, 

global cultural differences 
in, 365–367

Performance-focused 
 organizational culture, 
367–368, 367f

Performance incentives, 
446–453
long-term, 474

Performance information, 369f
Performance management, 

365f. See also Performance 
appraisals
defined, 364
effective, 394
employee, 368–371
nature of, 364–368

Performance objective setting, 
389

Performance philosophies, 414
Performance standards, 154, 

370, 371f, 385f
Performance with training, 285
Perks, 473
Permissive issues, 637
Perquisites, 473
Personal behavior issues, 

 employee rights and, 
587–588

Personal characteristics, 272
Personal concerns, 272
Personality, 340
Personality tests, 255–257
Personal protective equipment 

(PPE), 540
Personal references, 269
Person/environment fit (P/E 

fit), 240
Person/group fit, 241
Person/job fit, 134, 241
Person/organization fit, 240
Person with a disability, 102
Phased retirement, 109
Physical ability tests, 255
Physical assets, 9
Physical demands, 153
Physical health, 133
Piece-rate systems, 454
Place flexibility, 140–141. See 

also Telework
Placement, 240–241
Point factor method, 428
Policies, defined, 595
Polygraph tests, 259, 593
Portability, 501
Positive discipline, 600–601
Positive reinforcement, 178
Post integration, 68
Post-measure training 

 evaluation, 313–314
Practice strategy, 300
Predictive analytics, 417
Predictive validity, 245, 246f
Predictors, 242–243, 243f, 

245–247
Predictors of selection criteria, 

243
Pre-employment drug test, 594
Pre-employment screening, 

249–250
Preferred provider 

 organizations (PPO), 509
Pregnancy discrimination, 94
Pregnancy Discrimination Act 

(PDA), 94
Preparation and initial 

 demands, 637
Pre/post measure training 

evaluation, 314
Pre-supervisor training, 353
Prevailing wage, 412
Previous employment checks, 

269
Previous job tenure, 269–270
Primacy effects, 391–392
Primary duties, 153
Primary effect, 391–392
Priorities, training, 295–296
Privacy Act of 1974, 583
Privacy rights and employee 

records, 583–584
Probationary employee, 596
Procedural justice, 420, 579
Procedures, defined, 595
Process safety management 

(PSM), 539–540
Productivity, 10–11, 184f

defined, 11
improving, 11, 12f

Professional/career websites, 
217

Professional employer 
 organizations (PEOs), 203

Professional in Human 
 Resources (PHR), 35

Professional standards, 31
Professional websites, 217
Profit sharing, 463–464, 464f
Progressive discipline, 601–602
Promotions, 53, 57–58, 60, 90, 

99, 107–108, 172, 221, 
286, 304, 337, 374, 433

Protean career, 336, 336f
Protected characteristic, 82
Protected concerted activities, 

623
Psychological contract, 171–172

changing, 171–172
defined, 171
global concerns, 172

Psychological testing, 348–349
Psychomotor tests, 255
Public policy exception, 577
Public-sector benefits, 489–490
Public-sectors unionism, 619
Purchase discounts, 514

Q
Qualifying event, 512
Quality, 11–13
Quartile strategy, 422–423, 

422f
Questionnaires, 149–150
Quid pro quo, 99

R
Race, equal employment 

 opportunity and
affirmative action and, 92
Civil Rights Act of 1964, 

Title VII, 90–92
Civil Rights Act of 1991, 91
managing, 92–93
in workforce, 25

Racial and ethnic harassment, 
93

Railway Labor Act (RLA), 
621, 632

Ranking method, 386, 426
Rater bias, 392
Rater errors, 391–393
Ratification, 638
Rating pattern, 392
Rating scales, 385f
Reaction training, 311
Realistic job previews (RJPs), 

232, 249
Reasonable accommodation, 

103, 105f, 110
Recency effect, 391–392
Recognition awards, 457
Recordable cases, 541
Recordkeeping, 545–546
Recovery planning for disasters, 

561–563
Recruiting evaluation/metrics, 

228–233
areas for, 228, 228f
of costs, 230
effectiveness of, 232–233
general, 230–232
increasing effective, 

232–233
pyramid for, 231f
quantity/quality, 228–229
satisfaction, 229
and time required to fill 

openings, 229
Recruiting/recruitment,  

200–202. See also  specific 
types of recruiting/
recruitment
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components of, 201f
costs, 230
defined, 200
diversity and, 207f, 208
employee-focused, 221–223
equal employment 

 opportunity and, 
207–209

evaluation and metrics of, 
228–233

gender-neutral, 208
generational differences in, 

208–209
internet, 218
labor markets for, 209–215, 

210f
outsourcing, 202–203
responsibility for, 202–203
sources for, internal/ 

external, 214–215, 
223–228

staffing and, core vs. 
 flexible, 204–206

strategic, 202–209
technology, 215–219

Recruitment process 
 outsourcing (RPO),  
202–203, 202f

Red-circled employees, 433
Reduction in force (RIF), 64
Reference contacts, 250
Regular benefits plans, 473
Rehabilitation act, 101
Reinforcement, 300–301
Reinvention, 347
Reliability, 245, 260
Religion, workplace, 109–111
Religious diversity, 111
Relocation assistance, 514
Relocation of dual-career 

couples, 344
Remedial skills training, 290
Repatriation, 51, 345
Repeated violations, 544
Replacement costs, 184
Representation election, 631–633
Reproductive health, 535
Required training, 289
Rerecruiting, 223
Reshore, 424
Responsibilities, defined, 146, 

572
Restricted duty work, 533
Restricted stock option, 474
Restrictions, 105–106
Results-based information, 370
Results training, 312
Résumés, 251

mining, 232
pre-verification of, 253

Retainer firms, 225
Retaliation, 88–89
Retention, 185–190, 266

climate, 192
drivers of, 186–190, 187f
evaluation/follow-ups and, 

175, 193
managing, 191–193
myths/realities about, 186
perks and, 189
process for managing, 191f
of top performers, 190

Retirement/retirement  benefits, 
500–506. See also  specific 
types of retirement/ 
retirement benefits
age discrimination and, 

505–506
early, 505
issues, 342–343
legal requirements for, 

505–506
as pension plans, 502–504
plan, 502

Return on investment (ROI), 
69, 73, 313, 466

Return-to-work plans,  
532–533

Revenue/Head Count formula, 
73

Rewards, 188
Rights

contractual, 573–576
defined, 572
legal, 572
moral, 572
statutory, 572

Rights/responsibilities, 
 employer/employee. See 
Employer/employee rights/
responsibilities

Right to privacy, 583
Right-to-work laws, 625–626

Michigan passes 24th,  
625f

Risk management. See also 
Safety management; 
 Security, management
defined, 530
direct, indirect and 

 immeasurable costs of 
accidents, 545f

for disasters, 561–563
for safety and health 

 regulations, 531–537
Occupational Safety 

and Health Act and, 
537–544

Risky behavior, 548
Romance at work, 98–99
“Round” person, 134
Rules, defined, 595

S
Sabbaticals, defined, 351
Safety

committees, 546
defined, 531
global trends in, 535–537

Safety management, 544–550
accident reduction using 

ergonomics, 547
Americans with Disabilities 

Act and, 533
approaches for, 547–549
child labor laws and, 

534–535
committees for, 546
communication  concerning, 

546
discipline and, 545–546
effective, 548f
evaluation of, 546–547
global, 535–537
health regulation and, 

531–537
inspection and, 546–547
investigation of, 546–547
legal issues to work 

 assignments, 535
measuring, 549–550
organizational commitment 

and, 545
policies concerning, 

545–546
recordkeeping and, 

545–546
training for, 546
workers compensation and, 

531–533
Salaried exempt employees, 408
Salaried nonexempt employees, 

407
Salary.com, 429
Salary inversion, 434
Salary only approach, 468
Salary only compensation, 468

Salary plus commission, 468
Sales commissions, 467
Sales compensation, 466–470

management perspectives, 
469

metrics, 469–470, 470f
programs, 469
types of, 467–468

Sales performance metrics, 
469–470

Sales training, 285–286
Salting, 630
Same-sex marriages, 492
Same-size awards, 458
Sampling error, 392–393
Saratoga Institute, 313
Sarbanes-Oxley Act (SOX), 32, 

333, 335, 585
Savings plans, 514
“Say on Pay,” 472
School recruiting, 227–228
School-to-work transition, 306
Science, technology, 

 engineering, and math skills 
(STEM), 129

Search and seizure, protection 
from unreasonable, 590

Second quartile strategy, 423
Securities and Exchange 

 Commission, 472
Security, 589–594

audits, 556
benefits, 496–498
defined, 531
drug testing and, 593
employee handbooks on, 

596–597
employer investigations 

and, 591–594
global trends in, 535–537
HR information on, 597, 599
management, 556–558
policies on, 595–599
procedures on, 595–599
rules on, 595–599
substance abuse and, 593
workplace monitoring and, 

590–591
Selection interviews, 259–265, 

260f, 264f
conductors, 263
effective interviewing, 

263–265
less-structured interviews, 

261–263
problems in, 265
quality, 260
structured interview, 

260–261
Selection/selection process, 

247–254, 271–273
applicant job interest and, 

249
applications and résumés, 

250–252
background investigations 

and, 266–271
criteria for, 242–243, 243f, 

269–270
defined, 240
flowchart, 248f
global staffing and,  

271–273, 272f
immigration verification 

and, 253–254
job performance and, 

242–243
legal considerations in, 

247–249
placement and, 240–247
predictors for, 242–243
pre-employment screening 

and, 249–250
rate, 231
responsibilities of, 241–242

types of, 248f
validity and, 243–245

Selection testing, 254–259
ability tests for, 254–255
emotional intelligence tests 

for, 257–258, 257f
errors, 244
honesty and integrity, 259
personality tests for, 

255–257
Self-directed team, 137
Self-efficacy, 297–298
Self ratings, 379
Self-service, 493
Seminars, 351
Semistructured interview, 261
Seniority, 437
Seniority pay adjustments, 399
Senior Professional in Human 

Resources (SPHR), 35
Sensitivity training, 115
Separation, 183
Separation agreements, 604
Separation costs, 184
Serious danger, 544
Serious health condition, 516
Service awards, 457–458
Settlement agreements, 638
Severance benefits, 64
Severance pay, 515
Severity rate, 179
Sex and gender discrimination, 

laws and regulations of, 
93–99
consensual relationships 

and, 98–99
equal pay and, 94–96
managing, 96–98
nepotism and, 98
pay equity and, 94–96
pregnancy discrimination 

and, 94
romance at work and, 

98–99
sexual orientation and, 98

Sexual harassment, 99–101
defined, 99
electronic, 100
issues of, 100
preventing, 100–101
types of, 99, 100f

Sexual orientation, 98
Sherman Antitrust Act, 430
Shift differential, 141
Shift work, 141–142
Shops, types of, 626
Short-range forecasts, 58
Short-term disability insurance, 

514
Sick leave, 520
Similar-to-me/different-from-me 

errors, 392
Simulations, 309
Situational interview, 261
Situational judgment tests, 255
Situational tests, 255
Skill-based pay (SBP), 423
Skillfull introverts, 128
Skill gaps, 128–129
Skills, 340
Skills shortages, 22
Skill training, 295
Skill variety, 135
Slackers, working with, 169
Small Business Association 

(SBA), 6–7
Smoking, 553–554
Snail mail, 219
Snap judgments, 265
Social loafing, 460
Social media, 27–28, 215–216, 

215f
risks of, 28

Social networking, 172,  
215–216, 215f, 345
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Social Security Act of 1935, 
496

Social Security Administration, 
496

Social security benefit, 497, 
497f

Society for Human Resource 
Management (SHRM), 25, 
217, 225

Sociometric Solutions, 97
Soft skills, 282
Soft skills training, 290
SOX. See Sarbanes-Oxley Act 

(SOX)
Special-purpose team, 137
Spirituality, workplace, 

109–111
Spot bonuses, 456
Spousal exclusion, 509
“Square” jobs, 134
STAR (situation, task, action 

and result) method, 262
Status-blind, 83
Statutory rights, 572
Stereotyping, 265
Stock option, 474
Stock option plan, 464
Stock purchase plan, 514
Straight commission, 468
Straight piece-rate system, 454
Strategic assets, reallocation 

of, 46
Strategic business partner, 19
Strategic HR, 26
Strategic HR management, 47
Strategic planning, 44–47, 45f
Strategic recruiting, 201–209

assigning responsibility, 
202–203

core vs. flexible staffing, 
204–206

and EEO, 207–209
employment branding and 

employer of choice, 
203–204

Strategic training, 283
Strategy, 285f

defined, 44
formulation, 48
human resource and, 47–53
human resource 

 contributions to, 48–49
Strengths, weaknesses, 

 opportunities, and threats 
(SWOT), 45, 53–54, 54f

Stress, 553, 553f
Strictness error, 392
Strikes, 639–641

economic, 639f
jurisdictional, 639f
replacement of workers 

on, 641
sympathy, 639f
types of, 639f
unfair labor practices, 639f
wildcat, 639f

Structured interview, 260–261
unstructured and, 260f

Subject matter experts (SMEs), 
149

Subordinates, 377
Substance abuse, 550–552

cases of, handling, 552
defined, 550
Drug-Free Workplace Act 

of 1988 and, 593–594
drug testing, employee 

rights and, 593–594, 
594f

signs of, 551f
in workplace, negative 

 impact, 594f
Success base rate, 232
Succession planning, 330–335

benefits, 333, 335

computerized models of, 
333

decisions for, 332–333
defined, 55
do’s and don’ts of, 334
metrics for, 333
mistakes, 333, 335
process of, 331–332, 331f

Supervisor and union 
 ineligibility, 632

Supervisor development, 353
Supervisor training, 600
Supervisory/management 

 support, 187
Supervisory rating, 377
Supplemental benefits, 473
Surviving employees, 64
Survivor’s benefits, 496
Sweatshop employers, 23
SWOT. See Strengths, 

 Weaknesses, Opportunities, 
Threats

Sympathy strikes, 639f
Systematic appraisal, 376
Systematic performance 

 appraisals, 376

T
Tactile learning, 298
Taft-Hartley Act, 623–626
Tag-out regulations, 540
Talent acquisition, 200, 242f
Talent, current, 332–333
Talent development, 307
Talent development 

 approaches, 349–351
Talent management, 16. See 

also Career(s)
development of, 352–356
global development, 

327–328
HiPos, 328–330, 328f
human resources and, 

345–349
integrated talent manage-

ment (ITM), 323, 323f
make-or-buy, 327
managing development 

risks, 326–327
in perspective, 324–330
scope of, 326–328
as strategy, 322–324
for success, 325
succession planning and, 

330–335
Talent, retaining, 185–190
Talent shortage, 66
Talent supply, 62f
Talent surplus, 63–64
Tardiness, 599
Target coaching, 389
Target jobs, 326
Targets, 370
Task analysis, 294–295
Task-based jobs analysis, 146
Task, defined, 146
Task identity, 135–136
Task significance, 136
Tax-favored status of benefits, 

487
Team interview, 263
Teammates, 137
Team ratings, 379
Team results, 462
Team rewards, 423
Teamsters, 646
Technical competencies, 146
Technical labor markets, 

212–213
Technical training, 290
Technology

administrative HR role 
in, 18

benefits and challenges, 
26–27

and employer-employee 
 issues, 585–587

human resource and, 26–28
managing employer/

employee rights and 
responsibilities and, 
583–588

mobile devices, 27
social media, 27–28

Technology for recruiting, 
215–219
advantages of, 219
disadvantages of, 219
e-video and recruiting, 217
gamification, 217–218
legal issues in internet 

 recruiting, 218
social media and 

 networking, 215–216, 
215f

web-based recruiting 
 options, 216–217

Technology in training delivery, 
307–311
e-learning, 308
mobile learning, 309–310
pros and cons of 

 technology-supported  
e-learning, 310, 311f

simulations and games, 309
Telecommuting, 138, 140–141
Telework, 140–141

benefits of, 140–141
brief occasional, 141
disadvantages, 140–141
managing, 141
regular, 141
temporary/emergency, 141

Teleworkers, 141
Temporary workers, 205–206
Tenure turnover rate, 292
Termination

defined, 603
of employee, 603–604
final disciplinary step, 

603–604
issues, 603–604
separation agreement, 604
wrongful, 603

Text messaging, 27
Theft and fraud, employee, 

592–593
Third-party administrators 

(TPA), 493
Third-quartile strategy, 423
Threaten, Interrogate, Promise, 

Spy (TIPS), 633f
Three-legged stool, 501, 501f
Thrift plans, 514
Time and motion study, 455
Time clock, 142
Time flexibility, 141–142
Time-off benefits, 518–521

employee-paid group 
 benefits, 520–521

holiday pay, 519
leave of absence, 520
paid-time off plan, 520
vacation pay, 518

Timetables, 92
Time-tracking software, 

401–402
Tipped employees, 406
TIPS. See Threaten, Interrogate, 

Promise, Spy (TIPS)
Total rewards, 402, 402f. See 

also Compensation
Tracking worker activities, 591
Trade secrets, 575
Traditional career perspective, 

336
Traditional diversity training, 

115

Training, 287–292
categories of, 289–290
content, 301
contracts, 287
costs/benefits of, 185, 313f
defined, 282
designs for, 296–302, 296f
development vs., 346f
for disasters, 562–563
global competitiveness and, 

286–287
and human resources, 

287–292
impacts, 281–282
legal issues and, 287, 289
multi-generational 

 workforce, 299
needs assessment for,  

293–296, 294f
organizational strategy and, 

282–287
performance with, 285
sales training, 285
strategies and, 285f
supervisor, 600
time, 409
types of, 289f

Training delivery, methods of, 
302–311, 302f
combination training, 

306–307
e-learning, 308
external training, 305–306
internal training, 303–305
technology in, 307–311

Training evaluation, 311–314
designs, 313–314
levels of, 311–312
metrics for, 312–313

Trait-based information, 
368–369

Transfers, 53, 221, 330, 344, 
374

Transnational corporation, 49
Travel time, 409
Tuition aid, 514
Tuition reimbursement, 322, 

326, 347, 351
Turnover costs, 184–185
Turnover, defined, 179
Twitter, 28, 216
Two-Factor theory, 167

U
UIN. See Union International 

Network (UIN)
Uncontrollable turnover, 182
Undue hardship, 104–105
Unemployment compensation, 

499–500
Unemployment insurance, 500
Unemployment rates, 211–212
Unfair labor practices (ULPs), 

623, 632, 633f
Unfair labor practices strike, 

639f
Unfilled jobs, cost of, 200
Uniformed Services 

 Employment and 
 Reemployment Rights Act 
(USERRA), 113, 114f

Uniform Guidelines on 
 Employee Selection  
Procedures, 153

Union authorization card, 631, 
631f

Union dues issues, 636
Union Election process, 

632–633
Union Election unfair labor 

practices, 632
Union International Network 

(UIN), 645–646
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Union membership, 618f, 636
Union organizing process, 

629–635
authorization cards and, 

631, 631f
campaigns for, 629–630
certification for, 633
collective bargaining and, 

634–635
contract negotiation and, 

634–635
decertification for, 633
representation election and, 

631–633
typical, 629f

Union security provisions, 635
Union shops, 626
Unions/unionization

buster, 630
of contingent and “joint 

employer” status, 
620–621

defined, 612
do’s and don’ts of, 634
employee, 613f
employee management 

 perspectives on, 612–614
and employee ownership, 

642
employers’ union 

 prevention efforts, 
629–630

fighting for survival, 
619–621

global, 644–646
and labor legislation, 

621–622
local, 645
of low-skilled workers, 620
management cooperation, 

641–642
membership in United 

States, 614–621
organizing efforts, 630
partnerships and worker 

centers, 619–620
perspectives on, 612–614
process of, 629–635, 629f
protests and work 

 stoppages, 620
public-sectors, 619
purpose of, 613
resisting, 614
trends in union– 

management 
 negotiations, 641

United States labor laws, 
621–629
labor laws concerning, 

621–629
labor legislation for, 

621–622
Landrum-Griffin Act, 

626–627
National Labor Relations 

Act, 623

Taft-Hartley Act, 623–626
Wagner Act, 622–623

United States unions
decline of, 617–619
membership into, 614–621
public-sectors in, 619

Unit labor cost, 11
Unsafe work, 535
Unstructured interview, 260f, 261
Upward communication, 599
USA PATRIOT Act, 590
U.S. Bureau of Labor Statistics 

(BLS), 134, 344
U.S. Congress, 497
U.S. Department of Labor 

(DOL), 83, 92, 150, 179, 
183, 206, 306, 406

U.S. Department of 
 Transportation, 551, 594

“Use it or lose it” policy, 518
U.S. Internal Revenue Service 

(IRS), 206
U.S. Postal Service, 557
U.S. Secretary of Labor, 626
U.S. Small Business Association 

(SBA), 6
U.S. Supreme Court, 86, 91, 

108, 411, 543, 583, 593, 
630

U.S. Workforce, profile of, 125f

V
Vacancy costs, 184
Vacation pay, 518
Validity, 243, 245–247, 246f, 

260
Values, work, 340
Valuing jobs, 425
Variable pay, 405, 446–453. See 

also Pay/pay systems
defined, 446
effective, 448–450
global variable, 451, 452
key performance indicators, 

450–451, 451f
plans measuremnt,  

465–466, 465f
three levels of, 451–452

Varying standards, 391
Veterans, hiring, 213
Vesting, 501
Video surveillance, 590
Violations, 543–544
Violence prevention training, 

559–560
Violence response team, 560
Violence warning signs, 

 workplace, 559f
Virtual team, 137
Visa requirements, 112–113
Visual learning, 298
Vocational Interests, 340
Vocational training programs, 

307

Voluntary absence, 177
Voluntary benefits, 520
Voluntary separation programs, 

63
Voluntary turnover, 182
Vulnerability analysis, 556

W
W-2 forms, 508
Wage comparisons, 23–24
Wage regulations, 153
Wages, 405
Wagner Act, 622–623
Walk-in candidates, 229
Web-based recruiting options, 

216–217
Weekly earnings of union and 

nonunion workers, 583f
Weight discrimination, 114
Weingarten rights, 643
Wellness programs, 555
Whistle blowers/blowing, 585
Wikis, 27
Wildcat strike, 639
Willful violations, 544
Women and careers, 343–344
Wonderlic Personnel Test, 254
Work

assignments legal issues, 
535

defined, 131
efforts, 139
individuals at, 164–170
planning and review, 389
readiness, improving, 129, 

131
relationships, 187
results, 462
sample tests, 255
sampling, 149
schedules/scheduling, 

141–142
values, 340

Worker Adjustment and 
Retraining Notification 
(WARN) Act, 65, 515

Worker replacements, 641
Workers compensation, 498, 

531–533
Worker teams, 137–138
Work flow analysis, 131–133, 

132f
Workforce. See also Jobs

changes, 618–619
downsizing, 64
external, 55–56
internal, 57–58
planning to improve   

hiring, 61
reductions, 64–65
supply and demand,  

62–66
training multi-generational, 

299

Workforce, changing, 25–26
age consideration, 25–26
gender in, 25
racial and ethnic diversity, 

25
Workforce Investment Act,  

129
Workforce profile, 125–131

education, 130f
elements of, 126–131
of U.S., 125f

Work from home, 141
Work hours, reduction in, 63
Work–life balance

defined, 142–143
and flexibility, 142–144
policies, 123–124

Workplace
injuries, 537
monitoring, 590–591
safety, 589
security concerns, 556–561
using sensors, 571–572
violence, 558–561
weapons in, 588

Workplace safety standards, 
539–541
bloodborne pathogens and 

infectious diseases, 540
hazard communication, 

539–540
pandemic guidelines, 

540–541
personal protective 

 equipment, 540
Work-related investigations, 

592
Work unit/team incentives, 

458–462
challenges of, 460–461
design of, 458–460
determining about, 

459–460
distribution of, 458–459
timing of, 459
types of, 462

Workweek, 409
WorldatWork Association, 35
WorldatWork certification, 36
Written documentation, 600
Wrongful discharge, 577, 578f
Wrongful termination, 603

Y
Yellow dog contracts, 621
Yes/no questions, 264
Yield ratios, 230–231

Z
Zero-tolerance policy, 552
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