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1 Introduction

The last decade of the twentieth century witnessed a phenomenal increase in
the numbers of academics interested in human resource management and
its relationship with performance. Earlier decades had seen bestsellers
that focused on areas like marketing, strategy, and business process re-
engineering. But the 1990s saw a wave of popular books embracing ‘people
management’. Catchy titles like Competitive Advantage through People (Pfeffer,
1994), Living Strategy (Gratton, 2000), and HR Champions (Ulrich, 1997) have
sold in their thousands if not tens of thousands. Even more intriguing are the
subtitles, for example ‘Building Profits by Putting People First’ (Pfeffer, 1998),
‘Linking People, Strategy and Performance’ (Becker et al., 2001), and ‘Putting People
at the Heart of Corporate Purpose’ (Gratton, 2000). In every executive develop-
ment programme, the topic of human resource management (HRM) is
compulsory. The importance of managing people to achieve competitive
advantage has by now become a generally accepted ‘mantra’ for corporate
executives.
The interest in HRM and performance can be traced to the seminal work by

Huselid (1995), which claimed that more advanced high performance work
practices implied a substantial increase in sales and market value per employee.
Add to this the global popularity of Pfeffer’s (1994) book on ‘competitive
advantage through people’, and the scene was set for an explosion in interest.
Pfeffer (1994) emphasized the importance of what he described as sixteen best
(human resource) practices. These practices, later to be reclassified by Pfeffer
(1998) and reduced to seven, would, if implemented, contribute to sustained
competitive advantage.
So by the mid-1990s the topic of HRM and performance was popular

not only among managers, but also among academics on both sides of the
Atlantic. By now numerous papers were being presented at a wide range of
conferences, and many of these were to find their way into special issues
of respected academic journals. There began to emerge a number of papers
attempting to contemplate structures, set boundaries, and establish a landscape
for other researchers to follow. Delery and Doty (1996), for example, developed
the distinction between universalistic, contingency, and configurational ap-
proaches to understanding HRM practices. Guest (1997) discussed the idea
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of distinguishing between strategic, descriptive, and normative theories.
Legge (1995) warned of the need to distinguish the rhetoric from reality and
made a plea for a more critical approach. She was not alone: Paauwe
and Richardson (1997), and later Boselie et al. (2001), following their
reviews of work in this area, also emphasized the need for a more critical
approach.
The search for links between HRM and performance was however to

continue unabated, culminating in a search for metrics. Can we, writers
were to question, prove—in relation to daily business life—that human re-
sources do indeed matter, and that this proof can be expressed in terms of the
hard currency of business? Once again, a number of best-selling books were to
set the scene. This time, however, the emphasis was not just on understanding
the relationship between HRM and performance, but on how we could meas-
ure progress and how we could measure the strategic contribution of HRM
practices to performance. Books like The HR Scorecard (Becker et al., 2001), The
Human Value of the Enterprise (Mayo, 2001), and The Human Resources Scorecard:
Measuring the Return on Investment (Phillips et al., 2001) are just a few of the titles
that were to become popular.
With regard to all this activity, a number of points need to be made. First,

it is the US-based academics and consultants who dominate the field. Of
course some UK academics also play a role, but in a more modest way;
with a few notable exceptions, other geographical areas such as mainland
Europe and Australasia are barely represented. Second, little attention is
given to the way in which HRM practices and policies are shaped, and to
the factors affecting that process. The focus to a large degree is simply on the
kinds of practices that are related to achieving improved performance.
Third, the concept of performance is defined mainly from a financial–
economic perspective—as, for example, productivity, return on investment,
and shareholders’ value. Of course, such definitions are important, but they
constitute a rather narrow approach to what the concept of performance
should imply.
So it is little wonder that, despite the number of books, articles, recommen-

dations, and insights into the area of HRM and performance that have
appeared in recent years, there is much still to be done and considerable
doubt about whether the real picture is being adequately captured. There
are, it seems, important elements absent when HRM and its contribution
to performance are discussed—for example, what sort of performance,
and for whose sake? Similarly, if performance is defined only in financial–
economic terms, what is this saying about how we view those who work
in organizations? Is the only goal of HRM to increase shareholders’ value?
This book puts forward a different approach based on the following
precepts.

2
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Human resources are something more than just
‘resources’.

They are active individuals with past experiences, internalized values, and
norms that are not necessarily those of the employing organization. They
belong to a range of different communities, both inside and outside the
organization, and their behaviour is only partially governed by the institutions
they work for.

Human resource management is not concerned solely with
financial performance.

The HRM function, as one of the major organizational functions, also has a
professional responsibility. It should ensure that the organization abides by all
relevant trade unions agreements and national and international legislation. It
must also play a role in developing a sense of corporate citizenship among all
who work within the organization.

Human resource management focuses on the exchange
relationship between employee and organization.

This exchange relationship involves not only labour, money, and time, but also
(for example) competences, knowledge, information, learning, voice/partici-
pation, and well-being. People frequently spend more than eight or ten hours a
day being involved in an organization, so they are heavily influenced by this
exchange relationship. This number of hours is often more than the number of
hours they can consciously spend with their spouses, children, relatives, and
friends. So being involved in shaping that kind of exchange relationship is a very
crucial and important task, which encompasses more and other criteria than
just those dominated by economic rationality.

The shaping of the employment relationship takes place
in an area of continuous tension between added value
and moral values.

Added value represents the harsh world of economic rationality, but HRM is
also about moral values. It is about achieving fairness and legitimacy. Fairness

3
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relates to the exchange relationship at an individual level. People want to have a
fair (equitable) balance between what they contribute to an organization and
what they get back from it in return. Once again, this involves more than just
the exchange of money for time and labour. Legitimacy refers to the exchange
relationship at a more collective level and relates to the relationship between
the organization and society at large. It is about the organization’s attaining
legitimacy in the eyes of relevant stakeholders—for example the government,
shareholders, works councils, and trade unions.
These two sides of the same coin can be distilled from the very concept of

‘strategic human resource management’ itself. Concepts such as ‘strategic’ and
‘resources’ refer to the necessity of generating added value and contributing to
productivity, and profitability, increasing shareholders’ value and in this way
safeguarding the continuity of the firm. However, in the very wording of
‘strategic human resource management’ we also encounter the concept of
‘human’, which refers to human beings, who want to be treated in a humane
way. This is where we enter the domain of moral values, which are ingrained
by institutions such as family, church, school, education, culture, trade unions,
and legislation. Given that our focus is on the employment relationship, we
limit ourselves here to moral values such as fairness and legitimacy, but these
can easily be extended to include values such as sustainability, participation,
solidarity, and trust. Figure 1.1 schematically depicts this tension between
added value and moral values.

Strategic
Added value
Economic
rationality
Efficient
Effective
Flexibility
Quality
Innovativeness

Human
Moral values
Relational
rationality
Fairness
Legitimacy
Participation
Sustainability
Solidarity/trust

Unique approaches for
sustainable competitive

advantage

Fig 1.1. Added value versus moral values
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At first sight the fields of added value and moral values might appear to be
contradictory. However, the argument developed in this book is that these two
can be aligned in such a way that the unique blending (unique because it will be
custom made for every firm, company, and organization) results in a sustain-
able competitive advantage. So I do not consider these moral values as an
impediment or hindrance. On the contrary, the creative and unique blending of
the two can contribute to a sustained competitive advantage and viability of the
organization in the long run. That is the thesis of this book. I am not alone in
making this plea. For example, Paine (2003: xi) argues in Value Shift that the
superior performers of the future will be those who can satisfy both the social
and financial expectations of their constituencies.
Based on the above vision of human resources and HRM, the central theme

of this book is the development of a contextually based human resource theory.
At the theoretical level, this approach implies that we will make use of both
the resource-based view of the firm (being the dominant research paradigm in the
area of HRM and performance) and institutional theory (Paauwe and Boselie,
2003). Since I shall opt for a more pluralistic perspective on the concept of
performance, I distinguish more goals than just those related to productivity,
profitability, and shareholders’ value; I also include goals like agility (see Dyer
and Shafer, 1999), social legitimacy (see Boxall and Purcell, 2003), and individ-
ual and societal well-being (Beer et al., 1984). This implies that my theoretical
endeavour is not limited to just the level of the individual organization: it will
also include, as will be seen in the more empirically oriented chapters, discus-
sion and analysis at the industrial, national, and international levels.
Chapters 2, 3, and 4 serve as theoretical building blocks for the development

of the theoretical framework. The aim here is to align, in terms of human
resource management, resources and institutions. Chapter 2 highlights the
relevance of the corporate/business strategy in terms of the link between
HRM and performance. To this end, I present an overview of the various
approaches. Starting with the classic approaches based on a top-down, ration-
ally planned concept of strategy, I proceed to the importance of factors such as
power, politics, culture, and environment, which represent a far more emer-
gent and interactive concept of strategy. The chapter ends by drawing attention
to the implications that these different approaches have for the development
of HRM.
The aim of Chapter 3 is to examine the context of HRM in more detail.

I begin by analysing whether the different classical approaches to HRM give
sufficient recognition to the context within which HRM is played out. Because
of the close relationship between HRM and industrial relations, I explore
the contribution made by this association and conclude that institutional
theory offers a thorough theoretical base for the inclusion of context in the
study of HRM. Chapter 4 is the last of the ‘building blocks’ and focuses on
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the very concept of performance itself. I start with an assessment of the
impressive amount of research that has been conducted in the area of HRM
and performance. Following this overview, I focus on what is the fundamental
concern of this book: the missing elements in the present debate on HRM and
performance, and the need to develop a more encompassing concept of
performance by distinguishing between its strategic, professional, and societal
dimensions.
The three building blocks provide the design criteria for the core of the book

(Chapter 5), which outlines a contextually based human resource theory. This
framework aligns both the strategic dimension and the institutional context
and takes into account the interplay between added value and moral values. It
encompasses different rationalities, both economic and relational, resulting in a
multiple perspective on performance emphasizing goals like profitability, fair-
ness, legitimacy, and viability. The model includes different theoretical perspec-
tives—for example strategic management, systems theory, resource-based view,
institutional theory, and social action theory—and is capable of analysing the
shaping of HRM policies at different levels of analysis, i.e. organizational,
industrial, and international.
If the proof of the pudding is in the eating, then the next three chapters

provide just that. Chapter 6, using a series of case studies, illustrates analysis at
the organizational level. Chapter 7 outlines the importance of the industrial level
by presenting work from two contrasting branches of industry (metalworking
and information technology). Each of the companies chosen to represent one of
the branches is attempting to introduce measures to improve flexibility. Differ-
ences in the degree of institutionalization (high in metalworking and low in
information technology) suggest that this should have an effect upon whether
flexibility is internally or externally regulated. However, as is discussed, even in a
low institutionalized setting, with what would seem like ample room for
managerial manoeuvre, managers still opt for external regulation, implying
the desire to involve workers’ representation in order to secure legitimacy.
Chapter 8 deals with the comparative international level of analysis, comparing
companies whose origins differ (either US or Netherlands based), but who have
subsidiaries in both countries. This represents an ideal research context for
analysing the impact of the institutional setting on multinational companies
faced with the same kinds of global challenges and management fads.
After this empirical tour, in order to demonstrate the applicability of this way

of modelling at various levels of analysis of the employment relationship, it
remains for me to finish on a practical note. Chapter 9 provides a range of tools
for the analysis, design, and monitoring of HRM practices and policies, which,
in their own unique way, have the potential to contribute to long-term
organizational viability (Figure 1.2).

6

HRM and Performance



Fellow academics and students with a thorough understanding of strategic
management, institutional theory, and the HRM–performance debate need
only read the conclusions of Chapters 2, 3, and 4 before proceeding to
Chapter 5, where the theoretical framework is developed. Application of my
contextually based human resource theory at different levels of analysis (organ-
izational, industrial, and international) can be traced in the empirically oriented
Chapters 6, 7, and 8. For practitioners, I recommend that they read Chapters 2,
3, and 4 to get a good overview of the developments in the area of strategic
management, institutional theory, and the HRM–performance debate; then,
after reading Chapter 5—the core of the book—outlining the theoretical
framework and Chapter 6 for a few illustrative vignettes, they should proceed
to Chapter 9. Here they will be able to carry out their own force field analysis
and, based on the principles of the theoretical framework provided, build up
their own 4logic HRM scorecard.

HRM and strategy:
does it matter? (2)

HRM in its
institutional context

(3)

A multidimensional
perspective on

performance (4)
Building blocks

A contextually based human resource theory (5)Theoretical
framework

Organizational level
Unique approaches in

practice (6)

Sectoral level
Contrasting high and

low institutional
settings: metal versus

ICT (7)

Continuing
divergence of HRM

practices: the case of
the USA versus the

Netherlands (8)

The proof of the
pudding: empirics
at three levels

Implementation
in practice HR roles, force field analysis, and 4logic

HRM scorecard (9)

Fig 1.2. Overview of the book
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2 HRM and Strategy: Does It Matter?

2.1 Introduction

The title of this chapter refers to the well-known book by Richard Whittington
(1993), What is Strategy, and Does It Matter? When considering the different
approaches to HRM (universalistic, configurational, and contingent: Delery
and Doty, 1996), and the rather confusing empirical evidence supporting or
rejecting the different perspectives, it is necessary to clarify the issue of whether
strategy matters (either at corporate or business level), and if so inwhat sense it
matters, with respect to the linkage between HRM and performance. In order
to do this, we need first to understand what strategy is all about. Section 2.2
presents an overview of the various approaches in strategic management that
have evolved since the term ‘strategy’ was first introduced into the study of
management and organization. Starting with the classic approaches, based on a
top-down, rationally planned concept of strategy, I end with the importance of
factors such as power, politics, culture, and environment, which represent a
far more emergent and interactive concept of strategy. The implications of
all these different approaches for the area of HRM are then highlighted in
Section 2.3. The variety of different approaches to strategy and strategic
management (for example, Mintzberg et al., 1998, distinguish ten different
schools) has given rise to fragmentation. It is not surprising therefore that
academics have begun a search for synthesis, which is the topic of Section 2.4.
From the developments in strategic management thinking, I draw a clear
parallel with the developments in HRM, the classic models of which attempted
to present planned and prescriptive approaches with a close fit between HRM
policies and practices and the kind of strategy to be aligned with (Section 2.5).
More recent insights (and empirical evidence!) present a far less clear linkage
between HRM and strategy. These different linkages (Section 2.6) both sub-
stantiate and complicate the interaction between HRM and strategy. As has
already been done in the area of strategic management, I have luckily been able
to synthesize the different linkages (based on Guest, 1997). Finally, in Section
2.7 I summarize my main findings in the area of strategy and strategic
management, which are of relevance to the field of HRM and performance.
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2.2 What is strategy?

In the impressive amount of literature on strategy the roots of the concept of
strategy are linked to military strategy. For example Bracker (1980) relates it to
the Greek word Strategos, a general, which in turn comes from roots meaning
‘army’ and ‘lead’ (Whittington, 1993: 14). Generally speaking, strategy is about
achieving a fit between organization and environment, or developing a course
of action for achieving an organization’s purpose (de Wit and Meyer, 1998).
Since its conception different kinds of approaches have been developed. The
best known of these, and the one that still dominates all the strategic manage-
ment textbooks, is the rational planned approach, also referred to as the so-
called classical approach. Its main characteristics still bear a strong connotation
of the military setting:

. a controlled and conscious process of thought derived directly from the
notion of rational economic man,

. for which the prime responsibility rests with the chief executive officer,

. who is in charge of a fully formulated, explicit, and articulated decision-
making process,

. in which there is a strict distinction between formulation and implemen-
tation.

(based on Mintzberg, 1990 and Whittington, 1993).

In sum, the classical approach to strategy places great confidence in
the readiness and capacity of managers to adopt profit-maximizing strategies
through rational long-term planning, as Whittington (1993: 17) critically
remarks. In the early notions on HRM we find a striking similarity with
the above-mentioned premises of the classical approach. For example,
Hendry and Pettigrew (1986) state that the call or plea for strategic HRM
implies:

. the use of planning;

. a coherent approach to the design and management of personnel systems
based on an employment policy and manpower strategy, often under-
pinned by a philosophy;

. that HRM activities are matched to some explicit strategy;

. that the people of the organization are seen as a strategic resource for
achieving competitive advantage.

In reality, however the concept of strategy has many appearances. One of the
first to demonstrate this in a clear way was Mintzberg, who distinguishes five
meanings of the strategy concept:
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1. strategy as a plan (intended); a direction, a guide, or course of action into
the future—which implies looking ahead;

2. strategy as a pattern (realized); consistency in behaviour over time—
which implies looking at past behaviour;

3. strategy as a ploy; a specific manoeuvre intended to outwit an opponent
or competitor;

4. strategy as a position; the way in which the organization positions its
products and or services in particular markets in order to achieve a
competitive advantage;

5. strategy as a perspective; an organization’s fundamental way of doing
things, the way in which members of the organization perceive their
environment, their customers, etc.

(based on Mintzberg, 1987; see also Mintzberg et al., 1998)

The different meanings of the concept of strategy are representative of the
enormous varietyof approaches to strategy, approaches such as incrementalism,
entrepreneurial, bounded rationality, learning, and co-evolution. No wonder
several authors have tried to synthesize and integrate the enormous diversity in
this field of academic enquiry (Whittington, 1993; Mintzberg, 1998; Volberda
and Elfring, 2001). Using the jungle analogue, Mintzberg et al., (1998) offer a
guided tour through the wilds of strategic management by giving a clear
overview of the whole field in ten ‘schools’. Table 2.1 schematically represents
the first three of these, which are prescriptive in nature.
1. The design school sees the process of strategy formation as a deliberate

process of conscious thought (MacMillan and Tampoe, 2000). The well-known
and often applied SWOT analysis is part of this school.

Table 2.1 Three prescriptive schools of strategy

School Characteristic

of the process

Key

player

Environment Strategy Dominant

discipline

Design Conception CEO Opportunities/
threats

Explicit
perspective

None

Planning Formal

planning

Planners Stable and

controlled

Explicit plan System

theory/

cybernetics

Positioning Analysis Analysts Can be

analysed

Explicit

generic

position

Economics

Source: Meerveld (2001), based on Mintzberg et al. (1998)
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2. The planning school sees strategy as a formal process and entails a stepwise
approach to an all-encompassing strategy. This school can be considered a
more formalized and more detailed version of the design school.
3. Finally, the positioning school perceives strategy mainly from the industrial

economics perspective. The competitive position of the organization in its
industry/market is analysed with the use of economic methods and tech-
niques. Porter, especially, has made important contributions to this school,
which dominated the strategic management field in the 1980s. Well-known
concepts developed by Porter (1980, 1985) are his Five Forces model for
competitive analysis, the value chain, and generic strategies (cost leader-
ship, differentiation, focus). Consultants also contributed to this school with,
for example, the BCG growth share matrix and the experience or learning
curve.

The underlying assumption of all three schools is that the environment is
more or less stable and can be studied objectively in order to distil changes and
opportunities for an all-encompassing strategy. Recently, this kind of approach
towards strategy and strategy development has been labelled an outside-in
approach (Baden-Fuller and Stopford, 1994). The environment, i.e. the market-
place, is the starting point for analysis and for the subsequent development
of appropriate strategic responses in order to achieve the desired strategic
positioning.
The positioning school in particular has stimulated researchers in the field of

HRM to link HRM policies and practices to a certain strategic positioning in
order to achieve the required (role) behaviours that are expected to contribute
to the desired positioning. For example, Schuler and Jackson (1987) link
employee role behaviours to the three generic strategies of Porter, and authors
like Ackerman (1983), Storey (1995), and Guest (1997) discuss the applicability
of Miles and Snow’s (1984) typology (prospectors, defenders, analysers and
reactors) in the area of strategic HRM. Even Guest’s 1997 model for linking
HRM to performance continues to make use of the generic strategy types
developed by Porter in the 1980s.
The next group of schools (depicted in Table 2.2) are more descriptive in

nature.
4. The entrepreneurial school emphasizes the important role of a visionary

leader who is actively engaged in a search for new opportunities in order to
speed the growth of the company. Schumpeter (1934) is often referred to as a
source of inspiration to this school.
5. The cognitive school considers the strategy formation process as a cognitive

process that takes place in the mind of the strategist. In this way strategies
emerge as perspectives (frames, mental maps, schemes) that shape how
people deal with inputs from the environment. These inputs are subject to
all kinds of distorting filters before they are decoded by cognitive maps
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(Mintzberg et al., 1998: 170). Simon (1947; 1957) has made an important
contribution to this school with his notion of ‘bounded rationality’ (see also
March and Simon, 1958).
6. The starting point for the learning school relates back to Lindblom (1959)

with his disjointed incrementalism, better known as the science of ‘muddling
through’. The strategy formation process is seen as a stepwise incremental
process. Change and direction is seen as the result of mutual adjustment
between the different actors involved and between outside events and internal
decisions. Strategy making is above all a collective learning process over time,
in which it is hard to distinguish between formulation and implementation
(Mintzberg et al., 1998: 208). In addition to contributors like Quinn (1980—
logical incrementalism), people like Argyris and Schön (1978—single and
double loop learning), Senge (1990—the fifth discipline), and Prahalad
and Hamel (1990—dynamic capabilities) are also considered to be part of the
so-called learning school.
7. The power or political school regards the formation of strategy as a

bargaining process between power blocks both within and between organiza-
tions. It emphasizes the use of power and politics to negotiate strategies, which
favour particular interests (Mintzberg et al., 1998: 234).
8. The cultural school considers the process of strategy formation as a process

of social interaction, based on the beliefs and shared understandings of the
members of the organization. This results in a perspective that is reflected in

Table 2.2 Six descriptive schools of strategy

School Characteristic

of the process

Key player Environment Strategy Dominant

discipline

Entrepreneural Vision Leader Can be

influenced

Implicit

perspective

None

Cognitive Mental

process

Mind Hard to

understand

Mental

perspective

Psychology

Learning Emergent Everyone

who learns

Demanding Implicit

patterns

Psychology

Power Negotiation Everyone with

power

Can be

moulded but

difficult

Positions,

ploys

Politics

Cultural Collective

process

Collectivistic Incidental Collective

perspective

Anthropology

Environmental Reactive

process

Environment,

stakeholders

Dominant and

deterministic

Specific

position

Biology

Source: Meerveld (2001), based on Mintzberg et al. (1998)
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the patterns by which the deeply embedded resources (capabilities) are pro-
tected and used for achieving competitive advantage (Mintzberg et al., 1998:
267–8).
9. The environmental school focuses on the environment as the central actor

to the strategy-making process. The organization must respond to the forces of
the environment, otherwise it will be ‘selected out’ (Mintzberg et al., 1998:
288). This school has its roots in contingency theory, but it gained popularity
above all through the writings of Hannan and Freeman (1977) on the popula-
tion ecology of organizations using a biological analogy.

2.3 Implications for HRM and performance

What do these nine schools tell us about the relationship between strategy,
HRM, and performance? First of all, there does not seem to be any one best
way of strategy making and subsequent organizing, including the shaping of
HRM policies. The field of strategic management is characterized by different
streams and approaches. However, this pluriformity of the field enables us to
draw some important lessons for shedding light on the relationship between
strategy, HRM, and performance. The different schools point to the import-
ance of taking into account a number of factors.
The role of the entrepreneur (very often the founder and owner of the com-

pany). We can imagine that this person, as part of the dominant coalition, plays
an important role in shaping HRM policies and creating a culture that is also
quite influential in subsequent shaping of HRM policies. For example, at one of
the companies, we studied (see Flood et al., 1996: 220) the role of the founder
(still active as CEO) was omnipresent. He disliked specialist staff departments;
so, apart from the accounting department (which arose out of the necessity to
comply with accounting standards and principles), there was no specialist
department whatsoever. In small companies this is no surprise, but in a large
shipyard company (employing 450 people!) it was indeed surprising. In the area
of human resource management, this meant a lack of drawn-up HRM practices
and a subsequent lack of rigidity allowing for flexibility, but it also left ample
room for favouritism (Flood et al., 1996: 215–16).
Cognitive processes. Owing to bounded rationality, distorting filters and all

kinds of (de)coding processes, these can result in differences in mental maps of
the participants involved and might give rise to diverging opinions on the shape
of HRM strategies, policies, and practices. For example, in the event of an
economic slowdown, the threat of dismissals or factory closure might arise and
would undoubtedly lead to diverging opinions among the main stakeholders
concerning the severity of the economic slowdown and the kind of measures to
be taken (See also Chapter 5 on the dominant coalition).
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Incrementalism. Thanks to the different parties involved (both inside and
outside the organizational boundaries), HRM strategy can be considered an
emergent and stepwise, iterative approach, with feedback loops making it
increasingly difficult to understand cause and effect linkages. In order to
understand the shaping of HRM strategy and how it affects performance,
research can best be aimed at describing change processes in a longitudinal
way (see Paauwe, 1989, 1991; Purcell, 1999).
Power and resources. The power positions of the parties involved are often

neglected in existing HRM–performance research. Also, the kinds of resources
they can mobilize through their networks in order to enforce and strengthen
their demands in the HRM area (see resource dependency perspective by
Pfeffer and Salancik, 1978) are often neglected. This is strange, because in the
related academic field of industrial relations these issues belong to the very core
of the matter, and everybody knows how crucial power positions and resources
such as unionization rates and work-force positions related to the core work
processes (e.g. process operators in the chemical industry, air traffic flight
controllers) are in shaping both collective bargaining agreement outcomes
and HRM policies (see also Chapter 7).
Culture/ideology. The way in which collective perspectives and intentions

develop over time will undoubtedly have an (albeit often unconscious) effect
on the shaping of HRM policies and also on the way in which effectiveness of
both HRM and the human resources themselves are being perceived by the
members of the organization and the degree to which related values and
perceptions are being shared. For example, the top management of a large
financial service company that opts for value-based management and share-
holders’ value as the ultimate criterion for judging effectiveness might encoun-
ter fierce resistance among its employees. This would especially be true of
employees whose values are based upon a stakeholders’ conception of the
company, in which the interests of customers, employees, and shareholders are
being balanced in a careful way.
Environmental and institutional forces. Environmental forces, stemming from

trade unions and tripartite (governments, employers federations, trade unions)
and bipartite consultative bodies at the national level and subsequent guide-
lines, can have a large impact upon an organization’s HRM strategy and
policies, because its management will want to respond to societal pressures
in order to achieve legitimacy (see also Chapter 3).

2.4 In search of a synthesis and an overview

The above nine schools are a rich source of inspiration, and they demonstrate
quite clearly the different perspectives in the field of strategic management. At
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the same time, they also demonstrate the apparently increasing degree of
fragmentation and ongoing diversity among academics representing different
sub-disciplines.
Mintzberg et al. (1998) themselves offer their tenth school, the configurational

one, as a kind of approach that synthesizes the previous nine. The configur-
ational school emphasizes that there is no one best way of organizing and
strategy making, but that it depends on the specific circumstances, which will
make a certain configuration of context, strategy, structure, and process
effective. Periods of stability for a certain configuration will be interrupted
occasionally by some transformation process, which can be considered a
quantum leap to another configuration. Volberda and Elfring (2001: 11–12),
after discussing the causes of fragmentation, also present a synthesis by distin-
guishing three schools. For each school one can identify a related set of
theories, a cluster of problem areas, and accompanying problem-solving tools
(Volberda and Elfring, 2001: 17).1 Mintzberg admits that his own integrative
approach (the configurational school) is one among many. And that is indeed
true, because, in addition to the above-mentioned modes of integration and
synthesis, we also have the approach put forward by Whittington (1993), who
distinguishes on the one hand the kind of outcomes of strategy and on the other
hand the processes by which the strategy has been made. Figure 2.1 gives a
schematic representation of these two dimensions.
The vertical axis indicates whether a strategy is aimed at producing profit-

maximizing outcomes or also allows for more diverse/pluralist outcomes. The
horizontal axis focuses on the way in which the strategy process takes place,
with, on the one hand, deliberate calculation and reasoning and, on the other

OUTCOMES
Profit-maximizing

Deliberate
PROCESSES

Emergent

Pluralistic

Evolutionary

ProcessualSystemic

Classical

Fig 2.1. Generic perspectives on strategy

Source: Whittington (1993). Reprinted with permission of Thomson Publishing Services.
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hand, a more emergent approach based on coincidence, muddling through,
etc. (Whittington, 1993: 2).
The classic approach (which resembles Mintzberg et al.’s (1998) design,

planning, and positioning schools) considers strategy as a rational process of
deliberate calculation and analysis, designed to maximize long-term advantage.
In the HRM area this approach simply implies that the role of the HR function
is to maximize the contribution of human assets in order to achieve corporate
goals. It encompasses approaches by which we attempt to link individual
attitude and role behaviour to organizational performance in a logical and
rational manner (see e.g. Huselid, 1995; Koch and McGrath, 1996). This
approach is especially popular in the United States in order to justify that the
chief HRM officer should have a seat on the board, by demonstrating that
people make a difference to profit and can generate added value.
The evolutionary approach (which resembles Mintzberg et al.’s environmental

school) considers businesses ‘like the species of biological evolution: competi-
tive processes ruthlessly select out the fittest for survival’ (Whittington, 1993:
3–4). It is the market that decides and not the manager. The only thing
the manager can do is to adapt the organization as optimally as possible to
the demands of the market place. If this is not done, the organization will not
survive. In the field of HRMwe recognize this approach, this perspective by HR
managers who want to keep their human resources as flexible as possible,
embarking on core–ring strategies (Atkinson, 1984) and making use of trans-
action cost economics in order to decide on make-or-buy issues—both with
respect to the employees themselves, and also in connection with the kind of
HRM activities that should take place in-house or be outsourced and/or
delegated to line management or to autonomous work groups (see also
Paauwe, 1996).
In the processual approach, strategy emerges in small steps based on a process

of learning and adaptation (see Mintzberg et al.’s cognitive, learning, and
political schools). In relation to HRM, this approach refers to the incremental
way in which strategic assets (such as patents, knowledge, culture, organiza-
tional routines) gradually develop over time into core competences. The main
role of the HRM function is to develop and maintain people-related compe-
tences over time. The HRM function can also be seen as responsible for
contributing to the social fabric, which builds up over the long term, encom-
passing the less planned and less intentional processes of skill formation, tacit
knowledge, willingness to change, and spontaneous co-operation among the
members of the organization.
In the systemic approach strategies reflect the social system in which they are

enacted (see also Mintzberg et al.’s cultural school). Emphasizing the social
embeddedness of economic activity, the objectives and practices depend on the
particular social system in which strategy making takes place, according to
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Whittington (1993: 4). Social systems can be found both at the national, branch
or industry level, and in a certain region. Networks in which economic activity
is embedded may include families, the state, professional and educational
background, religion, and ethnicity, and these very networks influence the
means and ends of action.
The systemic perspective is very important, especially from an HRM point of

view. It refers to the wider social context of the organization and how this
influences and shapes HRM policies and practices, which differ by country, by
branch of industry, and even by organization. This perspective implies a plea for
embracing the context of the organization, not only with respect to culture,
legislation, institutions, etc., but also with respect to its technological and
knowledge context (e.g. Silicon Valley or web-based companies; see also
Paauwe and Boselie, 2003).
Finally, there is the overview by de Wit and Meyer (1998). In contrast to the

aforementioned authors, de Wit and Meyer do not search for a synthesis. Their
main goal is to present an overview of all the inherent tensions in the field of
strategic management theory and practice, which give rise to different perspec-
tives (see de Wit and Meyer, 1998: 15). For example, the strategy tension
between logic v. creativity is related to the strategic perspectives of rational
thinking v. generative thinking. And the strategy tension between deliberate
and emergent leads to discussion of the strategy perspectives of planning and
incrementalism, perspectives that we have encountered as schools in the
overview by Mintzberg et al. (1998). DeWit and Meyer (1998) use the overview
of strategy tension (in total they distinguish ten tensions2) as a framework for
their book. For our purposes, I have selected those tensions that add new
insights to the previously discussed contributions and that are relevant to the
issue of the relationship between HRM and performance.
The first one in this respect is the strategy tension between markets and

resources, which gives rise to the strategy perspectives of outside-in v. inside-out.
We have already encountered these terms when discussing, among others,
Porter’s contribution and the resource-based view of the firm. In strategic
HRM the more classic models are dominated by the outside-in perspective,
whereas currently the inside-out perspective using the resource-based view is
dominantly visible. In Table 2.3 de Wit and Meyer present an overview of these
two related and apparently opposing perspectives.
These two perspectives can be considered a paradox, as a situation in which

two seemingly contradictory, or even mutually exclusive, factors appear to be
true at the same time. If we accept that both are true, then it has implications
for HRM. On the one hand, HRM is dependent on the strategic positioning of
the firm as it attempts to fit with the market environment; on the other hand,
(human) resources can be cultivated and developed in order to formulate
strategies that will result in a sustainable competitive advantage. In Chapter 5
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we will pick up this intriguing paradox again and see how we can reconcile
these two opposing views in order to generate unique approaches to HRM.
The other related tension I would like to discuss in greater depth is that

between profitability and responsibility, which gives rise to the perspectives
of shareholder value v. stakeholder values. In US-based HRM models the share-
holders’ perspective dominates (see also Chapter 4): all HRM strategies, tactics,
policies, and practices serve only one goal, which is to increase shareholders’
value. In contrast, in European (especially mainland European) based models
we will encounter more stakeholder-oriented approaches, balancing the needs,
interests, and aspirations of the various stakeholders both inside and outside
the organization. In Table 2.4 de Wit and Meyer (1998) present an overview of
the characteristics of these two opposing perspectives.
It is interesting to note that both tensions and related perspectives (outside-

in and inside-out and shareholders v. stakeholders) also relate to what has
become known as a new stream in organizational theorizing, i.e. coevolution
(e.g. Futuyama and Slatkin, 1983; Aldrich, 1999). In an excellent overview,
Aldrich (1999) describes the origins of evolutionary theory and the related
concept of coevolution. Referring to authors such as Baum and Singh (1994)
and Roughgarden (1983), he states ‘Evolutionary theorists have coined the
term coevolution to describe situations in which organizations and populations
not only respond to influence from their environments, but also affect their

Table 2.3 Outside-in versus inside-out perspective

Outside-in perspective Inside-out perspective

Emphasis on Markets over resources Resources over markets

Orientation Market/industry-driven Resource-driven

Starting point Market/industry structure Firm’s resource infrastructure

Fit through Adaptation to environment Adaptation of environment

Strategic focus Attaining advantageous

position

Attaining distinctive resources

Strategic moves Market/industry

positioning

Developing resource base

Tactical moves Attaining necessary

resources

Industry entry and positioning

Competitive

weapons

Bargaining power and

mobility barriers

Superior resources and

imitation barriers

Source: Wit and Meyer (1998). Reprinted with permission of Thomson Publishing Services.
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environments’ (Aldrich, 1999: 38). In a special issue of Organization Science,
Lewin and Volberda (1999) sketch the contours of this framework for research
in the area of strategy and new organizational forms. Normally the environ-
ment is considered as the exogenous variable, but they focus on the way in
which organizations systematically influence their environments and on how
organizational environments (including the populations of organizations) influ-
ence those organizations in turn (Lewin and Volberda, 1999: 520). The origins
of this issue of adaptation and selection can be found in a range of disciplines,
including sociology, economics, strategy, and organization theory. Following
an excellent review of these sources of inspiration, they define coevolution as

the joint outcome of managerial intentionality, environment and institutional effects.
Coevolution assumes that change may occur in all interacting populations of organiza-
tions. Change can be driven by direct interaction and feedback from the rest of the
system. In other words, change can be recursive and need not be an outcome of either

Table 2.4 Shareholder value versus stakeholder value perspectives

Shareholder value

perspective

Stakeholder values

perspective

Emphasis on Profitability over

responsibility

Responsibility over

profitability

Organizations seen as Instruments Joint ventures

Organizational

purpose

To serve owner To serve all parties involved

Measure of success Share price and dividends

(shareholder value)

Satisfaction among

stakeholders

Major difficulty Getting agent to pursue

principal’s interest

Balancing interest of

various stakeholders

Corporate governance

through

Independent outside

directors with shares

Stakeholders representation

Stakeholder

management

Means End and means

Social responsibility Individual, not

organizational matter

Both individual and

organizational

Society best served by Pursuing self-interest

(economic efficiency)

Pursuing joint-interests

(economic symbiosis)

Source: Wit and Meyer (1998). Reprinted with permission of Thomson Publishing Service.
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managerial adaptation or environmental selection but rather the outcome of manager-
ial intentionality and environmental effects. (Lewin and Volberda, 1999: 526)

The relevance of these authors’ remarks can easily be related to the way
in which changes in HRM come about. For example, an expected shortage in
the labour market arising from an ageing population might give rise to the
abolishment of early retirement schemes at the branch or industry level and
subsequently to more attention being given to career management for elderly
workers within companies.
So the overview of schools and syntheses by Mintzberg et al., Whittington,

and de Wit and Meyer offers important clues for the relationship between
strategy, HRM, and performance. Before drawing conclusions with respect to
my own stance and way of modelling this relationship, I present an overview of
the classical HRM approaches in this field.

2.5 Classical strategic approaches in the
HRM area

In describing the traditional strategic approaches in the area of HRM, it is
necessary to distinguish between process and content models. The process of
strategy refers to the way a strategy comes about, whereas the content is
concerned with the ‘what’ of a strategy. In addition to this well-known distinc-
tion, de Wit and Meyer (1998: 5–6) also distinguish the context of strategy,
which refers to the set of circumstances in which both the process and content
of strategy are shaped, developed or simply emerge. Both Mintzberg (in his
environmental school) and Whittington (in his systemic perspective) have
taken this into account.
One of the classic examples of a process approach to HRM is the one

developed by Dyer (1983) and represented in Figure 2.2. This not only repre-
sents a process approach (answering questions like how, who, when, and in
what ranking order), but is also reminiscent of the rational planning approach
that was quite popular in the 1980s.
From the basis of a certain strategic alternative (at business or corporate

level), the consequences are analysed/outlined with respect to cost constraints
and staff requirements. The next step is to monitor the external environment
and to analyse the current human resources with respect to both quantity and
quality. The present and required human resources are compared with respect
to issues such as:

. Do we have the talents/competences to carry out the selected strategic
alternative, or can we obtain them?
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. Are the costs involved in recruiting, retaining, and/or developing the
needed talents in line with the assessment of the cost constraints?

If the answers are positive, than the selected alternative can be accepted; if
negative, than another strategic option has to be selected and the whole
process starts again. Another process-oriented model, by Paauwe (1989;
1991), analyses the forces that are determinative in shaping HRM policies and
practices. Based on paired longitudinal case studies, and inspired by both
Dunlop (1958) and Mintzberg (1979), Paauwe’s approach is typical for an
industrial relations orientation towards personnel management as was quite
common in, for example, the Netherlands during the 1980s. Academics
seemed to be more interested then in the factors shaping HRM than in its
proclaimed effectiveness vis-à-vis the performance of the firm. Paauwe develops
and empirically explores a model (see Figure 2.3) that outlines the forces
influencing the process and outcomes of HRM policies and practices, and at
the same time unravels the conditions that are influential in creating a certain
amount of leeway for the parties involved to pursue their own strategic (Child,
1972) and idiosyncratic (Hollander, 1964) choices.
Paauwe’s model is based, on the one hand, on the environmental factors

as outlined by Dunlop (1958), and on the other on the organizational charac-
teristics as distinguished by Mintzberg (1979), and is grouped into so-called
ideal-types of organizational configurations. These two groups of variables act

Formulate strategic
alternative

Monitor external
environment

Analyse current
human resources

Review company
personnel policies

'Simulate' HR
flows

Determine HR
requirements/
cost constraints

Determine HR
availabilities costs

Develop 'what if'
assumptions

Alter or develop
new strategic
alternatives

Match

Accept strategic
alternative

Reject strategic
alternative

even

no

yes

Fig 2.2. The process model of Dyer

Source: Dyer (1983). Reprinted with permission of John Wiley & Sons Inc.
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as independent variables having an effect (arrow a) on the active parties
involved in the shaping of HRM policies and practices. The contextual and
organizational characteristics allow some leeway for the parties involved to
make their choice with respect to the HRM system (arrow b). So the behaviour
of the parties involved can be described as active on the one hand and as
idiosyncratic and innovative on the other. The actual outcomes (in the next
stage) of the HRM system have an effect both on the leeway for the parties
involved and on the context (see feedback loops c, d, and e); and then the whole
process starts again. The conditions governing the degree of leeway are
depicted in Table 2.5.
It is interesting to note that, whereas the process model of Dyer (1983) is

prescriptive in nature, the model by Paauwe is purely descriptive. A conceptual
model, which also focuses strongly on both the outer and internal context, is
the model of the Warwick Business School by Hendry and Pettigrew (1990).
They have used their model (Figure 2.4) to describe and analyse the interaction
between context and the content of change, also with respect to HRM policies

Context (e)

Economic
factors

Technological
factors

Social/political
factors

Simple
structure

Professional
bureaucracy

Machine
bureaucracy (d)

Idiosyncratic behaviour

Room to manoeuvre for

Active parties
Ideology
Interaction
(Social
credibility)

(b)

Human resource
management
system

Procedural rules
Substantial rules

(c)

ResultsInteraction

(a)

Fig 2.3. Modified conceptual framework

Source: Paauwe (1991).
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Table 2.5 Conditions governing the degree of leeway

Conditions Room for manoeuvre

Large Small

Market structure Monopoly Polypoly

Competitive strategy Differentiation/focus Price

Ratio labour cost/total costs Towards 0 Towards 1

Financial leeway Present Absent

Source: Paauwe (1991: 11)

Outer context

Socio-economic
Technical
Political-legal
Competitive

Inner context

Culture
Structure
Politics/leadership
Task-technology
Business outputs

Business strategy
content

Objectives
Product-market
Strategy & tactics

HR flows
Work systems
Reward systems
Employee relations

HRM context

Role
Definition
Organization
HR outputs

HRM content

Fig 2.4. Strategic change and human resource management

Source: Hendry and Pettigrew (1990). Reprinted with permission of Taylor and Francis Ltd.
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and practices, in more than twenty leading companies in the UK. One of their
important research findings is that a purely mechanistic way of achieving fit
between strategic changes and HRM policies is out of the question. Based on
the influence of both the outer context (including economic, technical, and
socio-political factors) and the inner context (including culture, structure, and
politics/leadership), the interaction between strategic change and HRM is far
more complex.
In discussing the linkage between corporate strategy and HRM, Bamberger

and Philips (1991) also point to the importance of environmental factors
such as government regulation, labour market conditions, and union strength.
Their modelling considers the environment as a mediating variable for
human resource management strategies. I shall refer to these findings again
in Section 2.6.
A mixture of both process and content is the so-called Harvard model by

Beer et al. (1984), one of the best known models in HRM theorizing, which
starts from a situational perspective (Figure 2.5). Next to market and strategic
considerations, it purposively takes into account the interests of the various

Long-term
consequences

Individual
  well-being
Organizational
  effectiveness
Societal
  well-being

HR outcomes

Commitment
Competence
Congruence
Cost
  effectiveness

HRM policy
choices

Employee
  influence
Human resource
  flow
Reward systems
Work systems

Stakeholder
interests

Shareholders
Management
Employee groups
Government
Community
Unions

Situational
factors

Workforce
  characteristics
Business strategy
  and conditions
Management
  philosophy
Labour market
Unions
Task technology
Laws and
  societal values

Fig 2.5. The Harvard approach

Source: Beer et al. (1984). Reprinted with permission of B. Spector.
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stakeholders in both the external and internal environment. The emphasized
outcomes include not only performance in its strict economic sense, but also
individualwell-being and societal consequences. The framework is both descrip-
tive and prescriptive. It gives a good overviewof the factors that are important in
shapingHRMpolicies, but at the same time is quite conclusive in prescribing the
kind of outcomes to which these choices, once made, should lead.
Fombrun et al. (1984) (the competition from Michigan Business School)

published their approach in the same year as their Harvard counterparts. In
their model, achieving a tight fit between strategy, structure, and HRM policies
takes place amidst economic, political, and cultural forces. Focused more on
the functional level of HRM itself, they emphasize the so-called human re-
source cycle, which can be considered as one of the first content models. In
their cycle, performance is dependent upon selection, appraisal, rewards, and
development (Figure 2.6).

The final classic model (if we are allowed to use the word ‘classic’ in the still
rather young discipline of HRM) to be presented here is the model by Schuler
and Jackson (1987). Using Porter’s generic strategies as a point of departure,
they develop a repertoire of role behaviours for every type of strategy (cost
effectiveness, innovation, and quality). Subsequently HRM policies and prac-
tices are used to stimulate or even enforce the required role behaviours. Table
2.6 presents an overview of the range of possible role behaviours.
The role behaviours required for every distinct competitive strategy differ,

and these can be stimulated by a consistent set of HRM practices. For example,
in the case of a firm pursuing an innovation strategy, the profile of employee
behaviour includes (Schuler and Jackson, 1987: 209):

. A high degree of creative behaviour

. A longer-term focus

Selection Performance Appraisal

Development

Rewards

Fig 2.6. The human resource cycle

Source: Fombrun et al. (1984). Reprinted with permission of John Wiley & Sons Inc.
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. A relatively high level of co-operative, interdependent behaviour

. A moderate degree of concern for quality

. A moderate concern for quantity

. An equal degree of concern for process and change

. A greater degree of risk taking

. A high tolerance of ambiguity and unpredictability

On the basis of the required types of role behaviour, the following HRM
practices can be used to stimulate the employee’s behaviour in the case of an
innovation strategy (Schuler and Jackson, 1987: 213):

. Job designs that stimulate close interaction and co-ordination among
groups of individuals

. Performance appraisals that are more likely to reflect longer-term and
group-based achievements

Table 2.6 Employee role behaviour for competitive strategies

Non-competitive strategy Competitive strategy

1. Highly repetitive predictable behaviour Highly creative, innovative behaviour

2. Very short-term focus Very long-term behaviour

3. Highly co-operative, interdependent

behaviour

Highly independent, autonomous

behaviour

4. Very low concern for quality Very high concern for quality

5. Very low concern for quantity Very high concern for quantity

6. Very low risk taking Very high-risk taking

7. Very high concern for process Very high concern for results

8. High preference to avoid responsibility High preference to assume
responsibility

9. Very inflexible to change Very flexible to change

10. Very comfortable with stability Very tolerant to ambiguity and

unpredictability

11. Narrow skill application Broad skill application

12. Low job (firm) involvement High job (firm) involvement

Source: Schuler and Jackson (1987); reprinted with permission from the Academy of

Management.
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. Jobs that allow employees to develop skills that can be used in other
positions in the firm

. Compensation systems that emphasize internal equity rather than exter-
nal or market based equity

. Pay rates that tend to be low, but allow employees to be stockholders and
have more freedom to choose the mix of components (salary, bonus, stock
options) that make up their pay package

. Broad career paths to reinforce the development of a broad range of skills

According to Schuler and Jackson (1987), these practices are aimed at
facilitating co-operative interdependent behaviour that is oriented towards
the longer term and fosters an exchange of ideas and risk taking. The authors
follow the same kind of reasoning for the quality and low cost strategy, and in
this way are able to present three hypotheses concerning the relationship
between competitive strategy, required role behaviours, and related HRM
policies and practices (1987: 213). In this respect, one could say that Schuler
and Jackson were among the first to describe in a clear-cut way how strategy
and HRM policies could be related. They offer a concrete insight into the
possible linkages between the content of a certain strategy and the kind of
HRM policies that would help to implement that strategy. However, in reality,
distinctive competitive strategies are not really that clear-cut. Moreover, one
company or one business can have more than one strategic orientation related
to a variety of product market combinations, as Vloeberghs (1997: 77) correctly
notices. In such a case the required role behaviours are highly mixed. Actual
company practice has overtaken this way of modelling. Since the early 1980s we
have experienced an enormous rise of so-called high performance, high in-
volvement work systems, which have been applied successfully in a range of
industries and do not distinguish between different strategies. This touches on
the issue of the universalistic approach of ‘best practices’ versus the contingent
approach of ‘best fit’, an issue that will be discussed in more detail in Chapter 4
on HRM and performance.

2.6 HRM and strategy: a multitude of linkages

The above overview of models in the area of HRM and strategy is just a
selection of all available models. Instead of extensively summarizing a range of
models, I have opted for an overview at a more abstract level by discussing how
the thinking on the kind of linkages between strategy and HRM has evolved
since the early 1980s. As with strategy models, this overview begins in a clear-
cut and simple form. Golden and Ramanujam (1985; see also Kluytmans and
Paauwe, 1991) distinguish four different kinds of linkages, which represent an
increasingly closer relationship with corporate or business strategy.
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1. Administrative linkage. This kind of linkage (more accurately—hardly
any linkage!) reflects the traditional and administrative role of the
personnel management function (e.g. Tyson’s ‘clerk of works’ model,
1987), in which there is little interest in establishing a relationship be-
tween the strategic orientation of the company and HRM policies and
practices.

2. One way linkage. Once the strategy has been formulated, the specialist
personnel function will be involved in order to design policies and
practices that will help to implement the strategy. The personnel man-
agement function itself does not participate in the process of strategy
formulation. Some authors label this as the reactive role for HRM (Kydd
and Oppenheim, 1990).

3. Two-way linkage. The relationship between corporate strategy and HRM
is a balanced and reciprocal one. Each influences the other, and the
personnel management function really contributes to the process of
strategy formulation.

4. Integrative linkage. The relationship between corporate strategy and
HRM is characterized by a strong degree of interaction, both in a
formal and an informal way. Both managers and the staff specialists
involved operate in the same networks. They have a mutual influence
on one another, and responsibility for human resource management is
intricately interwoven with responsibility for overall corporate strategy
and policies.

Lengnick-Hall and Lengnick-Hall (1988: 455–6) are strongly in favour of
developing reciprocal interdependence between strategy and HRM, for the
following reasons. First, an integrated approach offers a broader range of
solutions to complex organizational problems. Second, integration assures
that human, financial, and technological resources are given consideration in
setting goals and assessing capabilities for implementation. Third, integration
forces organizations explicitly to take into account the individuals who com-
promise them and who have to implement the strategies. Fourth, reciprocity
and integration limits the subordination of human resource preferences to
strategic considerations and also limits the neglect of human resources as a vital
source of organizational competence and competitive advantage. Here we
catch a first glimpse of what will eventually become a very important element
in HRM thinking, i.e. the so-called resource-based view.
With a special focus on strategic decision making in the multi-divisional

company, Purcell and Ahlstrand (1994) distinguish between first-order strategies,
concerned with the enterprise’s basic goals and the range of businesses and
markets served; second-order strategies, which focus on the decisions on internal
operating procedures; and third-order strategies, focusing on employee relations
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and human resource strategies. Their modelling includes both downstream
(from first to third order) and upstream patterns of decision making, but they
admit that the dominant mode in the empirical reality is still the downstream
pattern. This is why they state conclusively: ‘Thus an understanding of human
resource strategy can only come about by looking at the opportunities
and constraints imposed by first and second order strategies’ (Purcell and
Ahlstrand, 1994: 48). Human resource management, whatever the rhetoric, is
now seen as a third-order activity, shaped largely by the bigger decisions of
strategy and structure (Purcell and Ahlstrand, 1994: 80).
More recent research by Gratton et al. (1999) indicates the different linkages

between what they call ‘people processes’ and ‘business strategy’. Their find-
ings are based on in-depth case-study research among seven large companies
(among others, Hewlett-Packard, Glaxo Welcome, and Citibank) in the UK,
belonging to the so-called ‘Leading Edge Research Consortium’. This was a
research project aimed at creating a deeper understanding of those processes
that link business strategy to the performance of individuals and the organiza-
tion. Apart from the well-known distinction between vertical linkage (the
relationship between business strategy and HRM strategy) and horizontal
linkage (the consistency and coherence among the various HRM policies and
practices), they also mention so-called temporal linkages and—more import-
antly—point to the difference between the short-term and the long-term and
how these relate to the varying strengths of the linkages between people
processes and overall corporate strategy.

Temporal linkages

Especially wheremajor organizational restructuring (extreme change and trans-
formation) may be in progress, it is important to balance the need for continuity
and consistency in the long run with the challenge of momentary change. In
particular, where HRM strategies are concerned, it is important to emphasize
the long-term perspective, because the time cycle for people resources is longer
than that for financial or technological resources. There must be a vision of the
future and a focus on concerns (for example building up leadership, skills, and
competences) that are broader, more long-term-oriented, and less problem-
centred than the short-term delivery of business goals (Gratton et al., 1999:
21–2). In this respect, it is also important to pay attention to the differences
in time cycles between Europe and the Anglo Saxon countries. Chapter 8
below, dealing with the introduction of self-managing teams and flexibility in
subsidiaries of the same company in both the USA and the Netherlands, is
illustrative in this respect.

30

HRM and Performance



Varying strengths of linkages

Closely related to the whole issue of short term versus long term are the
varying strengths of linkages between business strategy and HRM strategy and
how they affect individual, team, and firm performance. Referring to the short-
term linkages, the research outcomes of Gratton et al. indicate strong linkages
in the areas of:

. the process of objective-setting—how to relate required business results to
individual and team behaviour and outputs;

. training: substantial investments in training in order to meet immediate
skill needs;

. rewards, especially strong in the American multinationals.

A more medium, moderate linkage is found in the area of performance
metrics. Linkages with financial performance are strongly present, but those
related to the ‘softer’ people elements are much weaker.
With respect to the long-term linkages, Gratton et al. (1999: 25) find a strong

linkage only in the area of leadership development and high-potential cadres.
At shop-floor level the development of the workforce lacks a long-term per-
spective and is highly focused on the actual needs of the moment, which has
implications for career planning and psychological contract. This section of the
workforce is perceived as problematic in many companies.
Looking back at the overview of linkages, we can safely conclude that they

represent different perspectives. Purcell and Ahlstrand (1994) focus on a more
or less sequential pattern of decision-making and how it affects HRM strategy.
Golden and Ramanujam (1985) and Gratton et al. (1999), discuss the strengths
of the linkage between corporate strategy and HRM strategy.
I will finalize this section by presenting the overview developed by Guest

(1997), inspired by Vektramanan (1989). In the area of strategic management
research Guest distinguishes four different types of fit, each representing a
different perspective on the linkage between corporate strategy and HRM
policies and practices. Compared with the previous authors, and reflecting
the progress in research in the 1990s, Guest’s four forms of fit represent four
different perspectives on how the linkage (or non-linkage) affects performance.
This topic will be discussed extensively in Chapter 4. Figure 2.7 presents
Guest’s overview.
Fit as strategic interaction represents the well-known vertical linkage between

corporate strategy and HRM. The hypothesis is that those organizations with
the appropriate response and the right match will report superior performance
(Guest, 1997: 270). The most usual way of testing this is by using one of the well
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known typologies of Porter or Miles and Snow, relating it to an associated set of
HRM practices, as has been done for example by Schuler and Jackson (1987),
and hoping that the combination has a positive effect on some measure of
performance.
Fit as contingency reflects the traditional contingency approach and suggests

that those organizations whose HRM policies and practices are more respon-
sive to external factors will report superior performance (Guest, 1997: 271).
External factors in this case encompass more than just the product market
combination and related corporate or business strategy and may also include
labour market, legislation, and the specifics of the branch of industry.
Irrespective of external factors or the kind of strategy used, fit as an ideal set

of best practices implies that there would exist a set of universally applicable so-
called best practices. The closer the HRM strategy resembles this ideal set, the
better the performance of the company.
The last fit distinguished by Guest is the fit as gestalt or bundles. ‘Fit as gestalt’

indicates an appropriate combination of practices to bring about effective
HRM. The sum is greater than the parts, so it is either a synergistic combin-
ation of practices or the specific organizational architecture or culture, that
binds them together. ‘Fit as bundles’ is closely related to this approach and
implies the existence of a distinctive pattern or configuration (called ‘bundles’)
of practices, that brings about superior performance.
Baron and Kreps (1999: 39; see also Buitendam, 2001) have developed a

more extensive treatment of synergy and consistency among HRM practices.
First, they distinguish single-employee consistency, emphasizing that the different
elements of HRM policies and practices that bear on a single employee should
be consistent with each other. Second, they distinguish among-employee consist-
ency, which implies that employees belonging to the same skill or professional
group and doing more or less the same work should be treated similarly.
Finally, they distinguish temporal consistency, which implies that the way in
which employee A is treated today should not differ too much from how he
or she was treated yesterday.

Criterion-specific Criterion-free

Internal Fit as an ideal set of
practices

Fit as gestalt;
Fit as bundles

External Fit as strategic interaction Fit as contingency

Fig 2.7. Forms of HRM fit

Source: Guest (1997). Reprinted with permission of Taylor and Francis Ltd.
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Taking internal fit or consistency as described above seriously will result in a
situation where the whole (of HRM practices) can be more than the sum of the
parts.

2.7 HRM and strategy: lessons learned

The overview of the strategy concept and the different approaches to it in both
strategic management and HRM has generated a number of insights, which are
useful andwhich will be helpful in modelling the relationship between strategy,
HRM, and performance in the following chapters.
First of all, it is important to accept the fact that simplistic reasoning based

on distinguishing a range of strategy types and subsequent HRM policies and
practices is out of the question. Becker and Huselid (inWood, 1999: 377) rightly
state that ‘The HRM system should be highly idiosyncratic and tailored to each
firms’ individual situation.’ Yet, even in unique situations, it is important to be
able to map the various factors and variables that play a role in shaping HRM
policies and practices. So it is important to harvest the insights, the clues, that
have been generated in the previous sections of this chapter. A summary of
these is as follows.
1. Both process and content approaches are important in establishing the

relationship between HRM and strategy.
2. Both outside-in (Porter like) and inside-out (resource-based view) ap-

proaches are of relevance and can be combined on the basis of a coevolutionary
perspective.
3. In addition to rationally planned strategies, (disturbing) cognitive pro-

cesses, politics, and related power positions and resources also play a role,
which leads to an emergent and interactive approach of strategy development.
The process of strategy formation itself will be characterized by an interactive,
iterative, and thus incremental nature, especially in the field of HRM, where a
range of stakeholders (with their ideology and—to a certain degree—shared
values) have an interest in the outcomes.
4. The entrepreneur him/herself—as part of the dominant coalition—can

play an important role in shaping HRM policies and bringing about an ideology
and culture, which is quite determinative in the subsequent shaping of HRM
policies.
5. As well as competitive market forces, the social, legal, and cultural

environment is important. Legislation, social partnership (between employers
federations and trade unions) agreements, and directives can and will guide the
shaping of HRM policies and practices in companies.
6. Shareholders are not the only stakeholders who are interested in the

outcomes of strategic HRM: customers, employees, and their representative
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bodies also have an important voice (whether one likes it or not) in all matters
related to HRM.

Related to these last two points is the societal context of HRM. This will be
discussed in the next chapter in greater depth. Institutional theory is especially
important in this respect because it offers a range of useful concepts and
insightful theorizing for discussing and highlighting the interactive relationship
between managerial intentionality, organizational design (both with respect to
strategy as well as HRM), and institutional context.

Notes

1. Volberda and Elfring (2001), after discussing the causes of fragmentation
(pp. 11–12), present a synthesis by distinguishing three schools. For each school
one can identify a related set of theories, a cluster of problem areas, and accom-
panying problem-solving tools (Volberda and Elfring, 2001: 17). Subsequently they
present the following schools.

The boundary school focuses on issues of make, buy, and co-operate, which implies
that the boundaries of the firm become increasingly vague and difficult to define.

The dynamic capabilities view considers strategic management as a collective
learning process aimed at developing distinctive capabilities that are difficult to
imitate. In contrast to the outside-in approach, this approach can be labelled inside-
out. The starting point for strategic analysis and strategy development are the
resources of the organization, which can be developed into distinctive capabilities.

The configurational school equals the description given above as the synthesizing
(tenth) school in Mintzberg et al.’s approach.

Mintzberg himself does not seem to be very impressed by this new synthesis. In a
short commentary, he simply relegates the boundary school to the environmental
school and regards the dynamic capabilities view as a kind of hybrid of the design
and learning schools (Volberda and Elfring, 2001: 42).

2. According to de Wit and Meyer (1998: 15) these ten strategy tensions are: logic v.
creativity; deliberateness v. emergentness; revolution v. evolution; markets v. re-
sources; responsiveness v. synergy; competition v. co-operation; compliance v. choice;
control v. chaos; globalization v. localization; and profitability v. responsibility.
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3 HRM in its Context:
An Institutional Perspective

3.1 Introduction

In the preceding chapter, I showed how using ‘outside-in’ and ‘inside-out’
perspectives can facilitate a better understanding of the relationship between
HRM, strategy, and subsequent performance. This chapter aims to examine the
context of HRM in more detail.
I start by taking a closer look at the field of HRM itself (Section 3.2). Do

different HRM models take into account the importance of context? Research-
ers in the field of industrial relations have a lot of experience with HRM.
Dunlop’s (1958) modelling is an example of a method that takes economic,
technological, and social-political contexts into account.1 The field of industrial
relations (Section 3.3) motivated me to use institutional theory to construct a
sound theoretical base that could encompass context in a study of HRM
(Section 3.4). Institutional theory has often been criticized for putting too
much emphasis on stability, for being deterministic and placing too much
emphasis on the conservative and conserving nature of institutions. In re-
sponse to these criticisms, I show how institutional theory is able to encompass
change as well as the role of agency and the processes of deinstitutionalization
(Section 3.5). Finally, I summarize my main findings and indicate how they can
be used to build a more integrated perspective on HRM (in Section 3.6).

3.2 HRM modelling: is context taken into
account?

Looking back at the classic HRM models of Beer et al. (1984) and Fombrun
et al. (1984), we see that they were interested in the impact of context on HRM
policies and practices. Fombrun’s model (the so-called Michigan approach)
refers to context in terms of economic, political, and cultural forces. Beer’s
model (the so-called Harvard model) is more explicit in that it recognizes
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a wide range of contextual factors ranging from stakeholder interests to
situational factors. In addition to shareholders and management, they consider
stakeholders such as employee groups, government, community, and unions.
Situational factors that have an impact on the stakeholders include the labour
market, task technology, laws, and societal values.
Since Fombrun et al. (1984) and Beer et al. (1984), research has continued in

the field of HRM and performance. At present the main discussion is centred
on specific aspects of building a model. The present state of the art focuses on
how many boxes (sets of variables) should there be between, on the one hand,
strategic HRM and on the other, performance (see Guest, 1997; Becker et al., 1997;
see also chapter 4) in order to account properly for the relationship between
strategy, HRM, and performance. It seems that there is less explicit attention to
context in current research. Nevertheless, almost every piece of empirical
research incorporates control variables, which include contextual features
such as the degree of unionization, industry/sector, education level, gender,
and nationality. (For a summary of a number of research projects and the kind
of control variables used, see Paauwe and Richardson, 1997: 260.) Delery and
Doty (1996) distinguish the HRM theories of the last two decades under the
headings of universalistic, configurational, and contingent. The latter in par-
ticular is interesting for our purposes. Contingency theory states that the
relationship between the relevant independent variables (e.g. HRM policies
and practices) and the dependent variable (performance) will vary according to
influences such as company size, age and technology, capital intensity, degree
of unionization, industry/sector ownership, and location.
The concept of ‘fit’ is also used in HRM theorizing to come to a better

understanding of the impact of context. Traditionally, we distinguish only two
kinds of fit: horizontal (internal) fit, which relates to the coherence and consist-
ency among a set of related HRM practices, and vertical (strategic) fit, which
relates to the relationship between business strategy and HRM strategies.
Wood (1999), however, goes even further in his review article on HRM and
performance, in that next to strategic fit and internal fit he distinguishes two
more types:

1. ‘Organizational fit’ is the coherent fit between sets of HRM practices
(HRM systems/bundles) and other systems within the organization.
This kind of fit will be dealt with in more detail in Chapter 4.

2. ‘Environmental fit’ is the fit between HRM strategies and the organiza-
tion’s environment. This is the kind of fit we shall concentrate on in this
chapter.

However, indicating and labelling it is not enough. We need theory to assess
the relationship between a set of HRM policies and practices, and to explore
how these relate, interact, or are influenced by the context. Moreover, how do
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we define ‘context’? How can we develop a theory that will make it possible to
generate hypotheses about the relationship between HRM and its wider
context?
In comparing US-based HRM approaches to the real situation in Europe,

Brewster (1993) discusses a range of differences and concludes with a plea to
develop a ‘European’ model of HRM. According to Brewster (and many others,
e.g. Guest, 1990), in the United States the HRM concept is based on notions of
organizational independence and autonomy. However, in most European
countries organizational autonomy is constrained at the national level
by culture and legislation, at the organizational level by patterns of owner-
ship/corporate governance, and at the HRM level by trade union involvement
and consultative arrangements such as works councils (Brewster, 1993: 766).
Therefore, what is needed is a model of HRM that can detect the influence of
the above-mentioned factors. Brewster puts forward a European model, but
with certain reservations, because Europe cannot be conflated into a single
entity. The differences between the European countries are sometimes greater
than the difference between, say, Germany and Japan, or between the UK and
the USA (see Harzing and Sorge, 2003).
What we really need is a universally applicable model, a way of theorizing

that can be applied, to every country; a theory that can accommodate the
enormous variety in HRM policies and practices as well as the various context-
ual factors involved. Poole (1990) criticizes a number of HRM models, Beer’s
model among them, and suggests adding globalization, power, and strategic
choice. Hendry and Pettigrew (1990) want to broaden HRM models by
including economic, technical, and socio-political topics, including a range of
factors that influence strategic decision making in HRM. Of course, all these
authors emphasize that they do not want to fall into the trap of contingent
determinism. There is, and should be, leeway for the actors involved to make
strategic choices. These kinds of notions are current in the field of industrial
relations, which has a tradition and a well developed range of theoretical
models for carrying out internationally orientated comparative research. For
this reason, we now take a closer look at the field of industrial relations.

3.3 The interaction between HRM and industrial
relations

From its early inception, the concept of HRM and its relationship with and
implications for the area of industrial relations (IR) has received a lot of
attention (see Guest, 1987; Storey, 1989; Poole, 1986; Storey and Sisson, 1993;
de Nijs, 1996). We are especially interested in what we can learn from industrial
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relations theory, and from modelling in particular, for the development of
an integrated HRM framework that can take context into account explicitly.
The classic Dunlop IR model is based on systems thinking and distinguishes
not only context, but also actors and shared ideologies. Context, which
according to Dunlop (1958: 48) is decisive in shaping the rules established by
the actors in an industrial relations system, is subdivided into the following
three domains:

1. Technological characteristics of the workplace and community
2. Product and factor markets and/or budgetary constraints
3. Political domain or the locus and distribution of power in society

The term ‘actors’ refers to hierarchies of managers (and their representatives),
hierarchies of workers (and their representatives), and specialized governmen-
tal agencies. Shared ideology is defined as a set of ideas and beliefs commonly
held by the actors to bind or integrate the system together as an identity
(Dunlop, 1958: 53). According to Dunlop (1958: ix), the task of a theory in IR is
‘to explain why particular rules are established in particular industrial relations
systems and how and why they change in response to changes affecting the
systems’. The roles of actors and of the ideology are limited to how they adapt
the rules to changes that occur within the three aforementioned domains. The
model can be applied at different levels of industrial relations: national, industry
branch, and organizational.

Constructive criticism

Over the years, Dunlop’s model of industrial relations has served as a focal
point, both in practice and in terms of the criticism and suggestions for
modification that it has provoked. In particular, the assumptions on which
Dunlop’s model is based (e.g. pluralism, positivism, and functionalism) have
aroused much criticism. From the basis of an overview by Schilstra (1998: 20),
the following main criticisms of Dunlop’s systems thinking can be listed.

. Behavioural factors are virtually absent from Dunlop’s framework. Al-
though he emphasizes actors and their interactions, he neglects to analyse
behavioural factors and treats interaction as a black box.

. Dunlop concentrates on rules and procedures as output, as dependent
variables of the system. He does not explain the dynamic interactions, the
process of how and when actors determine the rules (Schilstra, 1998: 20;
see also Bain and Clegg, 1974: 92 and Blain and Gennard 1970: 403). This
means that the emphasis is on the product, the web of rules and not on the
process of rule-making itself
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. Behaviour is mainly considered to be adaptive. It almost exclusively results
from the context and changes therein (Schilstra, 1998: 22).

. Dunlop’s focus on rules implies a focus on the output of the system.
The idea of a ‘web of rules’ and the subsequent focus on job regulation
seems to reflect a conservative bias. The approach only concentrates on
accommodation and equilibrium, not on conflict and change (Schilstra,
1998: 23).

The notion of strategic choice

In his search for comparative frameworks within which to analyse industrial
relations in different contexts, Poole (1986: 11) states that the main thrust of his
theoretical position is that variations in industrial relations institutions and
practices have their roots in the strategic choices of the parties in the employ-
ment relationship. The first application of the concept of strategic choice
(Child, 1972) to the field of industrial relations can be traced back to, among
others, Walker (1969), Poole (1986), and Kochan et al. (1984). Kochan and his
colleagues extensively adapted and added to Dunlop’s original framework.
Their amendments included the following.
1. They saw a more active, as opposed to merely adaptive, role for manage-

ment arising from the introduction of strategic choice. Of course, all parties
involved can make strategic decisions, but Kochan et al. (1984: 17) consider
management to be the dominant party in this respect.
2. They included more and interrelated levels of industrial relations. Next to

the functional level of collective bargaining itself, they also included strategic
and workplace levels in their analysis. The strategic level, by definition, con-
cerns long-term and high-level planning and encompasses, from a management
point of view, the strategic role of human resources. In much of their work, the
strategic level is considered on a par with the corporate level. Kochan et al.
(1984: 21) explicitly stress that theory should allow an exploration of both
content and the process of strategy formation. The workplace level relates to
factors such as supervisory style, worker participation, job design, and work
organization (Kochan et al. 1986: 17).
3. They consider that the concept of strategy in industrial relations is useful

only if actors have some discretion over decisions. As this is usually the case,
there is no place for environmental determinism of the kind suggested by
Dunlop (1958).
4. They say that the various levels interact and, because different ideologies

dominate each level, instability and conflict are inevitable. However, it is only at
the functional level, i.e. the level of collective bargaining, that there is a need for
a common ideology to bind the system together.
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Different rationalities

According to Poole (1986: 13), the concept of strategy encapsulates, at a more
abstract level, the idea of overall design within social action, a design based
upon rationality and calculus in the patterning of decisions. Following this line
of reasoning, he associates the concept of strategy with the general categories
of social action as follows.

. ‘Instrumental-rational’ refers to the means to utilitarian ends (reflecting
material interests and the will to power). Weber (1946) labels this ‘zweck-
rationalität’.

. ‘Value-rational’ refers to ethical, aesthetic, religious, political, or other
ideals (involving identification and commitment). Weber (1946) labels
this ‘wertrationalität’.

. ‘Affectual/emotional’ refers to the actor’s specific affects and feelings
(sentiments and emotions can enhance value-rational commitments).

. ‘Traditional’ refers to ingrained habits (the institutionalization of previous
strategic decisions of either a utilitarian or an idealistic character).

In the field of human resource management, these four kinds of social action
and their related rationalities and values are particularly relevant in shaping
HRM policies and practices. From an economic and managerial perspective,
very often only the instrumental-rational perspective is taken into account. Yet,
especially when being involved in the shaping of the employment relationships,
other categories of social action, based on values, affections, and traditions, are
at stake.
Kochan et al. (1986) also attach importance to the role of values, which stem

from different rationalities, and to the role of history and the processes of
institutionalization. The framework presented in Figure 3.1 summarizes their
conceptualization.
Summarizing, we can conclude that the related field of IR has a lot to offer.

What have we learned so far?

. The importance of the context subdivided into the economic, techno-
logical and political domain

. The notion of strategic choice and discretion

. Different levels of analysis, levels that interact and do not necessarily share
the same kind of ideology

. Different types of rationality

. The importance of values and ideology

. Actors and a social action perspective next to a systems perspective

. The importance of history and processes of institutionalization
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This final point brings us into the realm of (new) institutionalism. This in
turn gives us a sound theoretical basis for the inclusion of context in the study
of HRM and a way to explore the effect of context on HRM practices, HRM
policies, and performance.

3.4 Institutionalism and HRM

According to Powell (1998: 301), the idea that organizations are deeply embed-
ded in wider institutional environments suggests, that organizational practices
are often either direct reflections of, or responses to, rules and structures built
into their larger environments (Meyer and Rowan, 1977). Jaffee (2001: 227), in a
clear introduction to institutional theory, states that:

viewing organisations as institutions means that organisations have a history, a culture,
a set of values, traditions, habits, routines and interests. This contrasts with the
economic or bureaucratic view of organisations that views organisations as formally
rational instruments for the realization of clearly defined objectives. Calling organisa-
tions ‘institutions’ means that they are not simply black boxes that produce goods and
services, but human organisations driven by emotion and tradition. . . .

Thus, institutional theory combines a rejection of the optimization assump-
tions of the rational actor models popular in economics with an interest in
institutions as independent variables (Powell, 1998: 301). The process of insti-
tutionalization itself can be defined as ‘the processes by which societal expect-
ations of appropriate organizational action influence the structuring and
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Fig 3.1. General framework for analysing industrial relations issues

Source: Kochan et al. (1986). Reprinted with permission of the Academy of Management.
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behaviour of organizations in givenways’ (Dacin, 1997: 48). Selznick, one of the
founders of institutional theory, used the term ‘institutionalization’ to refer to
the organizational policies and practices that become ‘infused with value
beyond the technical requirements of the task at hand’ ( Jaffee, 2001: 227).
In general, institutional theory shows how the behaviour of organizations is

a response not solely to market pressures, but also to institutional pressures
e.g. from regulatory agencies, such as the state and the professions, and from
general social expectations and the actions of leading organizations (Green-
wood and Hinings, 1996).
At the beginning of the 1980s, a group of US-based sociologists presented

themselves as new institutionalists. Academics such as Selznick, Meyer, Rowan,
Scott, DiMaggio, Powell, and Zucker can be considered the founding fathers
(and mother—Lynne Zucker) of new institutionalism. According to Green-
wood and Hinings (1996), new institutionalism assumes that organizations
conform to contextual expectations in order to gain legitimacy and increase
their probability of survival. For an extensive treatment of the differences
between old and new institutionalism, we refer to DiMaggio and Powell (1991).
With respect to the embeddedness of the relationship between HRM and

performance, the contribution from DiMaggio and Powell (1983) is important.
They state that rational actors make their organizations increasingly similar
as they try to change them (homogenization). The concept that best captures
the process of homogenization is isomorphism. DiMaggio and Powell (1983)
say that isomorphism is a constraining process that forces one unit in a popula-
tion to resemble other units that are exposed to the same set of environmental
conditions. There are two types of isomorphism: competitive and institutional.
Competitive isomorphism assumes a system of rationality, which emphasizes
market competition, niche change, and ‘fit’, and is most relevant where free
and open competition exists. However, for a more complete understanding
of organizational change, DiMaggio and Powell (1983) focus more on an
alternative perspective, namely institutional isomorphism. Three institutional
mechanisms are said to influence decision-making in organizations: coercive
mechanisms,which stem from political influence and the problem of legitimacy;
mimetic mechanisms, which result from standard responses to uncertainty; and
normative mechanisms, which are associated with professionalization. Coercive
influence refers to the formal and informal pressures exerted by other organiza-
tions uponwhich a firm is dependent, aswell as to the cultural expectations held
by society. Nowonder new institutionalism is linked to the resource dependency
theory (e.g. Pfeffer and Salancik, 1978; Oliver, 1991; Zucker, 1977) and popula-
tion ecology theory (e.g. Trist, 1977; Hannan and Freeman, 1977).
Lammers et al. (2000) state that new institutionalism criticizes the ‘function-

alistic contingency approaches’ of the 1960s, which assumed that actors are
rational. According to the authors, new institutionalists believe in the ‘non-
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rationality’ of processes at all levels in society, i.e. the micro (individual and
organizational), meso (branch or industry), and macro levels (national or
international). The central theme in new institutionalist approaches is the
study of processes of cognitive and normative institutionalism, whereby people
and organizations conform without thinking to social and cultural influences
(Lammers et al., 2000)—without thinking in the sense that these normative
influences are taken-for-granted assumptions (Zucker, 1977) which actors per-
ceive as being part of their objective reality.
Coercive mechanisms in our field of enquiry (human resource management)

include the influence of social partners (trade unions and works councils),
labour legislation, and government. Mimetic mechanisms refer to imitations of
the strategies and practices of competitors as a result of uncertainty or
fashionable hypes in the field of management. Organizations’ current interest
in developing and implementing HR scorecards (e.g. Becker et al. 2001) could
be a typical example of a mimetic mechanism in the field of HRM. Normative
mechanisms refer to the relationship between management policies and the
background of employees in terms of educational level, job experience, and
professional networks. According to DiMaggio and Powell (1991), it is these
networks, in particular, that encourage isomorphism. Professional networks
consist of, for example, universities and professional training institutes that
develop and reproduce (taken-for-granted) organizational norms among pro-
fessional managers and staff specialists in the different functional areas of
finance, marketing, accounting, and HRM. To illustrate, everyone currently
maintains that human resource management should be business oriented
and should contribute to the process of adding value, whereas in the 1970s—
in the Netherlands at least—HRM was all about supporting organizational
democracy. An acknowledgement of the importance of distinguishing between
different employee groups in organizations can be found in Mintzberg (1979)
on organizational structures and in Snell (1992) on management control.
Figure 3.2 gives a schematic overview of the way in which the three mechan-
isms identified by DiMaggio and Powell (1991) impact upon human resource
management.

3.5 Institutional theory and change

Institutional theory has often been criticized as only being able to explain the
persistence and the homogeneity of phenomena. Another critique is that it
does not explain the role of interest and agency in shaping action (Dacin et al.,
2002: 45–7). Research by people such as Greenwood and Hinings, Oliver, and
contributors to the special issue of the Academy of Management Journal (edited by
Dacin et al., 2002) convincingly demonstrate the opposite: i.e. that institutional
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theory can also account for change. The work by DiMaggio and Powell (1991),
discussed in the preceding section, demonstrates how organizations change as
a result of the influence of coercive mechanisms, mimetic forces, and norma-
tive pressures. However, these pressures imply that organizations in a specific
organizational field (sector) will become more alike (i.e. via isomorphism,
homogeneity). Therefore, although DiMaggio and Powell are able to account
for change, it is change in the same direction, and their approach does not take
into account the possibility of uniqueness arising from specific interests and
human agency. Greenwood and Hinings (1996) do look at this problem. They
start from the premise that a major source of organizational resistance to
change derives from the normative embeddedness of an organization within
its institutional context. In order to be able to account for change, they explore
the interaction between context and (strategic) choice. More specifically, they
focus on the link between organizational context, intra-organizational dynam-
ics, and the role of individuals in making choices. They state that change,
unique change, can occur only if an organization decouples itself from the
institutional context and reformulates its internal interpretive scheme. An
organization’s interpretative scheme consists of

. assumptions about the appropriate domain in which the organization
should operate;
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Source: Paauwe and Boselie (2003a). Reproduced with permission from Human Resource

Management Journal.
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. beliefs and values about the principles of organizing;

. defined performance criteria to assess success.

Decoupling from the institutional context depends on an organization’s
internal dynamics, which include

. the kind and degree of commitment to change;

. the power structures and coalitions favouring or opposing organizational
change;

. the capacity to implement change. Greenwood and Hinings (1996: 1039)
define this capacity as the ability to manage the transition process from
one template to another.

Oliver (1991) complements this dynamic perspective and makes it possible to
account for change in the institutional framework by showing how organiza-
tions can respond to institutional processes and by discussing the antecedents
of de-institutionalization.
Organizations use different strategies (options) to respond to institutional

processes ranging from acquiescence to manipulation. The scheme shown in
Table 3.1, taken from Oliver (1991: 152), gives a full overview of the range of
strategies/options.
The problem with this overview is that the responses are formulated

either in a conforming way (‘acquiesce’/‘compromise’) or in a negative
way (‘avoid’/‘defy’/‘manipulate’). If Oliver had also formulated positive
and more constructive strategic responses, such as ‘lead’, ‘initiate’, and ‘de-
velop’, the scheme would provide a more complete overview of strategic
responses.
Oliver went on to introduce the idea of de-institutionalization (1992: 564),

which she defined as the process by which the legitimacy of an established or
institutionalized practice erodes or discontinues. In identifying the various
factors that contribute to this process of de-institutionalization, and thus to
change, she distinguishes two different groups of determinants. Based on a
summary by Jaffee (2001), these two groups can be described as follows:

. Intra-organizational determinants: ‘Pressures may arise within the organiza-
tion as new members are recruited, performance declines, power
alignments shift, goals are more clearly defined or the organizational
structure is transformed owing to diversification or mergers. These rather
common events can conceivably threaten, or at least call into question,
institutionalised patterns of organization and behaviour and stimulate
change’ ( Jaffee, 2001: 235; Oliver, 1992: 579).

. External environmental forces: ‘These might include increasing competition
or environmental turbulence, changes in government regulations, shifts in
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public opinion, dramatic events or crises and changes in task environment
relationships’ ( Jaffee, 2001: 235; Oliver, 1992: 579).

Colomy (1998) introduced human agency and interests into the debate on
institutionalism and change. He rightly drew attention to the role of human
agency in transforming the normative, cognitive, and regulative aspects of
institutions (see also Jaffee, 2001: 236). Moreover, Dacin et al. (2002) summarize
a range of studies (e.g. Kraatz and Moore, 2002; Sherer and Lee, 2002; Townley,
2002; Zilber, 2002) that explicitly pay attention to the role of power, interests,
and agency in determining how organizations interpret and respond to insti-
tutions: actors are not passive—they make choices in the interpretation of the
meaning put forth (Dacin et al., 2002: 47).

Table 3.1 Strategic responses to institutional processes

Strategies Tactics Examples

Habit Following invisible, taken-for-granted norms

Acquiesce Imitate Mimicking institutional models

Comply Obeying rules and accepting norms

Balance Balancing the expectations of multiple constituents

Compromise Pacify Placating and accommodating institutional elements

Bargain Negotiating with institutional stakeholders

Conceal Disguising non-conformity

Avoid Buffer Loosening institutional attachments

Escape Changing goals, activities, or domains

Dismiss Ignoring explicit norms and values

Defy Challenge Contesting rules and requirements

Attack Assaulting the sources of institutional pressure

Co-opt Importing influential constituents

Manipulate Influence Shaping values and criteria

Control Dominating institutional constituents and process

Source: Oliver (1991). Reprinted with permission of the Academy of Management.
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Towards a synthesis

Above, I outlined:

. The process of institutionalization that is aimed at bringing about stability,
legitimacy and homogeneity

. The range of strategic responses open to organizations in reacting to
institutional pressures

. The process of de-institutionalization (owing to environmental and/or
intra-organizational forces)

. The role of human agency in changing institutions

The great variety of aspects of institutional theory put forward by different
authors requires some kind of synthesis. Scott (1994) produced such a synthe-
sis, and this is presented in the schematic overview of the cyclical and iterative
processes by which institutions develop, reinforce, and change (see Figure 3.3).

Meaning systems and behaviour patterns

Constitutive and normative rules

Regulatory processes

Infusion Imposition

Governance structures:

Organizational fields

Organizations

Strategic
choice

Invention

Interpretation
innovation

Socialization
identity

formation
sanctions

Actors

Fig 3.3. Institutions: a layered model

Source: Scott (1994). Reprinted by permission of Sage Publications, Inc.
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As can be seen, institutions are made up of three components:

1. meaning systems and related behaviour patterns, which contain
2. symbolic elements, including representational, constitutive, and norma-

tive components, which are
3. enforced by regulatory processes.

‘Meaning systems’ refer to shared meaning, which is indispensable in collective
activity. Meaning systems give rise to organizations aswell as to distinctive fields
of organizations. As meanings arise, they are preserved and modified by human
behaviour, making related actions and patterns of behaviour equally important.
The importance of human agents is illustrated in Figure 3.3 by the arrows
linking institutional elements with actors. A meaning system must incorporate
different kinds of rules in order to qualify as an institution. Representational
rules are used to formulate the collection of knowledge claims, including
empirically based observations and fundamental assumptions—for example
that water flows downhill, and that foxes chase rabbits (Scott, 1994: 60). Consti-
tutive rules describe the nature of actors and their capacity for action, defining
their interests, rights, and capacities. Normative rules, finally, exist in the
expectations that others have of our behaviour, and they become internalized
through socialization processes. Examples are that as a citizen one should vote,
or that one should not throw any waste out of the car window.
The regulatory processes are the enforcement mechanisms that back the

institutional rules, either in formally designed and centralized form or in
informally administered and decentralized shape. The regulatory processes
can be defined on the basis of DiMaggio and Powell’s (1983, 1991) contribution,
distinguishing three mechanisms (coercive, mimetic, and normative) for
enforcing organizations to become more alike (institutional isomorphism), as
outlined in Section 3.4.
Having defined institutions and regulatory processes, Scott moves on to

the level of organizational fields, as can be seen in Figure 3.3. He states that
institutional arguments are applied logically, at the level of analysis of the
organizational field, and not at the societal or individual organizational level.
DiMaggio and Powell (1991: 64–5) define the concept of organizational
field as ‘those organizations that in the aggregate, constitute a recognised
area of institutional life: key suppliers, resource and product consumers,
regulatory agencies, and other organizations that produce similar services
and products’.
Having described how institutional arrangements might influence organiza-

tions, Scott discusses what organizational structures result from the influence.
From the basis of different assumptions regarding the role of rationality and
intentional action in organization design, he distinguishes two camps of
authors and researchers. One camp builds on a bounded rationality model to
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describe how actors deal with economic choices and their known and assumed
effects in designing organizational forms; the second camp sums up a number
of reasons why this line of thought is incorrect. Current choices are constrained
by existing structures, information is imperfect, outcomes are often unantici-
pated, environments may change more quickly and more abruptly than
expected, and dominant organizations may suppress the development of
more efficient forms. In relation to HRM, Scott rightly draws our attention
to the fact that both camps tell their part of the story and that we are in need
of both.

3.6 Summary and conclusions

In the previous sections we have examined the context of HRM in more detail.
Our quest focused especially on finding the right theoretical frameworks for
including the context of HRM, since this is considered to be of importance
when discussing the relationship between HRM and performance, at least so
long as we have a debate between ‘best practices’ versus ‘best fit’. The best fit
assumes a fit between HRM and a range of contingencies including the
context.
HRM theorizing itself provided us with a range of clues. In the first place,

there are more fits than just the vertical and the horizontal—I have referred to
organizational and environmental fit as well. The IR field has a reputation for
explaining differences in industrial relations across countries on the basis of
differences in context, be they political, historical, or economic.
The comparative aspect has always been very important in the field of

industrial relations. Models can account for different systems of industrial
relations per country, but also per branch or industry. A short overview led
to the following findings, which are relevant for the relationship between
strategy, HRM, and performance.

. The context can be subdivided into the economic, technological, and
political domains.

. Leeway, strategic choice, and discretion counteract a too deterministic
perspective.

. National, industry branch, and corporate levels interact and do not neces-
sarily share the same kind of ideology.

. Different types of rationality affect decisions in the field of industrial
relations and HRM.

. Next to a systems perspective, empirical reality demands an actors’ and
social action perspective as well.

. History and processes of institutionalization are important.
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Our quest/search ended in the realm of institutional theory, especially new
institutionalism. In considering the contributions of a range of academics,
I emphasized the fact that, on the one hand, processes of institutionalization
bring about stability, legitimacy, and homogeneity; however, on the other hand
organizations are subject to change, owing to processes of de-institutionaliza-
tion and human agency, in selecting a range of strategic responses that are open
to organizations when reacting to institutional pressures.
In the next chapter we focus on the third building block, i.e. the concept of

performance.

Note

1. ‘Economic’ includes ownership and control, organizational size and structure, the
growth path of an organization, industry structure, and markets. ‘Technological’
includes skills, work organization, and labour force requirements of technologies.
‘Socio-political’ includes the institutional framework, particularly the national edu-
cation and training systems.
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4 AMultidimensional Perspective on
Performance

4.1 Introduction1

This chapter sets out to develop a more encompassing perspective on the
concept of performance. Very often the debate on HRM and performance is
confined to the concept of business performance in financial economic terms.
Such a narrow-minded definition does not do full justice to the concept of
performance, especially in the area of HRM and performance. The preceding
chapters on strategy and on institutional context have resulted in insights
enabling us to develop a more encompassing concept of performance, which
is based not only on economic rationality but also on other types of rationality.
In this chapter I begin with an overview of the background of the interest,

both among academics and practitioners, in how HRM can contribute to
performance (Section 4.2). Section 4.3 presents the different theories and
conceptual models in this area, providing the platform for summarizing, in
Section 4.4, the impressive amount of empirical research that has been carried
out in the last two decades on both sides of the Atlantic. On the basis of that
overview, I then present in a somewhat challenging way the missing elements
in the present debate on HRM and performance in Section 4.5. These give rise
to a more encompassing perspective on the concept of performance, in which a
strategic dimension, a professional dimension, and finally a societal dimension
are distinguished. In this way the balance is restored between economic and
relational rationality, between ‘zweck-’ and ‘wertrationalität’.

4.2 Reasons for the increased interest in HRM
and performance

Why are academics in the field of HRM and business managers interested in
HRM and performance? Is it just the profit factor, or is there another reason?
Academics as well as managers seem to give particular attention to critical
success factors and sustained competitive advantage of an organization.
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In both this largely theoretical literature and the emerging conventional wisdom
among human resource professionals there is a growing consensus that organizational
human resource policies can, if properly configured, provide a direct and economically
significant contribution to firm performance. . . . literature, although largely concep-
tual, concludes that human resource management practices can help create a source of
sustained competitive advantage . . . (Huselid, 1995)

Pfeffer (1995) sees sustainable competitive advantage as something that

. distinguishes an organization from its competitors;

. provides positive economic benefits; and

. is not readily duplicated.

Both Huselid (1995) and Pfeffer (1995) use principles of the resource-based theory
of the firm (RBV) (Wernerfelt, 1984; Barney, 1991, 1995; Grant, 1991; Mahoney
and Pandian, 1992). In the resource-based view, the emphasis is on gaining
sustainable competitive advantage by means of effective and efficient utilization
of the resources of an organization. In this perspective the firm is seen as a
bundle of tangible and intangible resources and capabilities required for prod-
uct/market competition (Kamoche, 1996). MacDuffie states that

human resources can be a primary source of sustainable competitive advantage for
a firm. Employee knowledge about products, processes and customers that is embed-
ded in routines and social interaction patterns can create organizational capabilities
more difficult to imitate than readily purchased technological capabilities. (MacDuffie,
1995: 198)

So it is no wonder that, in the area of HRM, the resource-based view has been
widely applied by authors such as Wright et al. (1994); Paauwe (1994); Lado and
Wilson (1994); Boxall (1996); Coff (1997, 1999); Barney and Wright (1998);
Boxall and Steeneveld (1999); and Paauwe and Boselie (2000). In the context-
ually based human resource theory, Paauwe, inspired by Barney (1991), states
that competitive advantage through people can be achieved/created only by
human resource capabilities/competences that are valuable, rare, imperfectly
imitable, and imperfectly substitutable (Paauwe, 1996). And of course these
capabilities and competences need to be embedded in the right organizational
structures, culture, and management systems.
The aspects ‘valuable’, ‘rare’, ‘imperfectly imitable’, and ‘imperfectly

substitutable’ of the (human) resources of an organization determine whether
the organization has the power/strength to develop a sustained competitive
advantage.
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4.3 Categorizing theories

The relationship between HRM and organizational performance has been
widely debated over the last decade (Wright and Snell, 1998; Guest, 1999a, b;
Purcell, 1999; Gerhart, 1999, Gerhart et al., 2000; Boselie et al., 2001; Delery and
Shaw, 2001; Wright and Gardner, 2001).
Delery and Doty (1996) distinguish three dominant modes of theorizing in

the literature on strategic human resource management and organizational
performance: the universalistic, the contingent, and the configuration mode.
The universalistic mode is associated with the terms ‘best practice’ and ‘high

performance work systems’ (HPWS), and its underlying assumptions or argu-
ments may seem somewhat simplistic:

1. that there is a linear relationship between HRM practices or systems and
organizational performance;

2. that ‘best practices’ are universally applicable and successful;
3. that organizational success is best measured in terms of financial per-

formance: indicators such as profit, market share, and sales levels.

Osterman (1994), Pfeffer (1994), and Huselid (1995) may be taken to repre-
sent those who take a universalistic perspective. For example, Pfeffer (1994)
argues that greater use of 16 specific practices, including participation and
empowerment, incentive pay, employment security, promotion from within,
and training and skill development, will result in higher productivity and profit
across all types of organization.
Delery and Doty’s contingency mode says that the relationship between the

relevant independent variable and the dependent variable will vary according to
such influences as company size, company age, technology, capital intensity, the
degree of unionization, industry/sector, ownership, and location. Contingency
arguments imply potentially complex interactions between HRM variables,
between HRM variables and performance indicators, between HRM variables
and contingency factors, and between performance and contingency factors.
Delery and Doty (1996) cite Schuler and Jackson (1987) and Gomez-Meija and
Balkin (1992) as mainstream contingency theorists, but the tradition goes back
much further and includes the work of Woodward (1965), Pugh and Hickson
(1976), Pugh and Hinings (1976), Pugh and Payne (1977), and Mintzberg (1979).
The configurational mode of Delery and Doty (1996) is rather more complex.

Arthur’s (1992; 1994) control and commitment HRM systems are based on the
idea that ‘the closer an organization’s HR practices resemble the correct
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prototypical system [for its business strategy], the greater the performance
gains’ (Delery and Doty, 1996). MacDuffie’s (1995) research findings in the
automobile industry are seen as representative of the configurational perspec-
tive, where the holistic principle identifies a unique pattern of factors. This
means that HRM practices affect performance not individually, but as inter-
related elements in an internally consistent bundle or system of HRM practices.
Also, the assumption of equifinality holds, which means that multiple unique
configurations can result in the same kind of maximum performance
(Ichniowski et al., 1997; Delery and Doty, 1996; see also Lowe et al., 1997;
Appelbaum et al., 2000). The configurations used in this kind of research are
very often ideal types rather than empirically observable phenomena. Another
characteristic of the configurational mode is the internal fit, or consistency
with other organizational systems (management control, budgeting) and or-
ganizational culture.
Guest (1997) takes a somewhat different approach. He recognizes three

broad categories of general-level theory on HRM: strategic theories, descriptive
theories, and normative theories. Strategic theories are concerned primarily
with the relationship between a range of external contingencies and HRM
policy and practice. The central theme here is that ‘a good fit (strategy, policy
and practices with the context) will be associated with superior performance’
(Guest, 1997). The work of Miles and Snow (1981), Schuler and Jackson (1987),
and Hendry and Pettigrew (1990) are examples of this type of HRM theory.
Guest (1997) concludes that strategic theories are simplistic in characterizing
HRM and are weak in specifying the process that links HRM to organizational
performance and adopt a limited view of performance (concentrating too
heavily on measures like profits and sales).
Guest’s descriptive theories of HRM set out to describe the field in a compre-

hensive way. They map the field and classify inputs and outcomes, placing the
emphasis on an open systems approach. Researchers using descriptive theories
try to particularize the field under investigation and address some of the
relationships within it (e.g. Beer et al., 1985; Kochan et al., 1986; Paauwe,
1989). This perspective could be considered realistic, but, as Guest says
(1997), it fails to provide a clear focus for any test of the relationship between
HRM and performance.
His normative theories of HRM are more prescriptive, taking the view either

that a sufficient body of knowledge exists to provide a basis for prescribed best
practices, or that a set of values indicates best practice (Guest, 1997). Research
by Walton (1985), Lawler (1986), Guest (1987), and Pfeffer (1994) is representa-
tive of this approach. According to Guest (1997), normative theories are
predominantly focused on the internal characteristics of HRM at the expense
of broader strategic issues, while leaving unclear the basis for specifying the list
of HRM practices.
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Existing conceptual models

The first conceptual models explicating the relationship between HRM and
performance are probably the classic models of Beer et al. (1984) and of
Fombrun et al. (1984), as discussed in Chapter 2. Beer et al. link HRM policy
choices (with respect to employee influence, human resource flows, reward
systems, etc.) first of all to HRM outcomes, which in turn have an effect
upon long-term consequences. HRM outcomes are the ‘4 Cs’: commitment,
competence, congruence, and cost effectiveness. Long-term consequences are
subdivided into individual well-being, organizational effectiveness, and societal
well-being.
Fombrun et al. (1984) develop the so-called HR cycle, in which four crucial

HRM practices (selection, rewards, appraisal, and training/development) con-
tribute to performance at both individual and organizational level.
Guest (1987) develops a normative model, identifying four policy goals:

integration, employee commitment, flexibility/adaptability, and quality. In his
model these goals serve as human resource outcomes; goals and policies
together generate a range of organizational outcomes such as high job per-
formance and low turnover. Table 4.1 presents a full overview of the model
based on Guest (1987).
Since then a lot of empirical research has been carried out. This has been

summarized by Paauwe and Richardson (1997), using the framework presented
in Figure 4.1. In the next section I give a full overview of this framework. The
latest developments in building theoretical frameworks focuses on the discus-
sion of how many boxes should there be in between HRM and firm perform-
ance, and on the crucial links between independent variables like business and/
or HRM strategy and financial performance indicators.
Becker et al. (1997) present a conceptual model of the HR–shareholder value

relationship (see Figure 4.2). In this model the authors assume that business
and strategic initiatives affect the design of HRM systems. The HRM systems in
their conceptual model affect: (1) employee skills, (2) employee motivation,
and (3) job design and work structures. These factors are presumed to have an
impact on productivity, creativity, discretionary effort, and so on. In total, this
conceptual model contains seven ‘boxes’ and, in effect, represents a chain of
excellence. The final ‘box’, and thus the ultimate outcome of this chain,
represents the market value of the firm.
To date there is very little research that ‘peels back the onion’ and

describes the processes through which HRM systems influence the principal
intermediate variables that ultimately affect firm performance as described
in Figure 4.2.
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Table 4.1 Policies for identifying human resource and organizational
outcomes

Policies Human resource

outcomes

Organizational outcomes

Organizational and job

design

High job performance

Policy formulation and

implementation/

management of change

Strategic planning/

implementation

High problem solving

Recruitment, selection,

and socialization

Commitment Successful change

Appraisal, training, and

development

Flexibility/adaptability Low turnover

Manpower flows—

through, up, and out of
the organization

Low absence

Reward systems Quality Low grievance level

Communication

systems

High cost-effectiveness, i.e. full

utilization of human resources

Source: Guest (1997); reprinted with permission of Blackwell Publishing.

HRM
activities

HRM
outcomes

Firm
performance

Contingency and/or control variables

+

++

reversed causality

+

Fig 4.1. General overview of the linkage between HRM activities, outcomes, and

performance

Source: Paauwe and Richardson (1997).
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At about the same time, Guest (1997) presented his conceptual model for
‘linking HRM and performance’ (see Figure 4.3). In contrast to that of Becker
et al. (1997), Guest’s model focuses on HRM practices (instead of HRM
systems). In it the HRM outcome, ‘high commitment’, represents the desire
to belong to the organization and the willingness to do things for the organiza-
tion; ‘high quality’ refers to the capabilities and to the knowledge and skills of
staff; and ‘flexibility’ stands for the functional (rather than numerical) flexibility
of the employees of the firm. Guest assumes that ‘only when all three

Business
&
strategic
initiatives

Design of
HRM
system

Employee
skills

Employee
moti-
vation

Job
design
and work
structures

Produc-
tivity

Creativity

Discre-
tionary
effort

Improved
operating
perform-
ance

Profits
and
growth

Market
value

Fig 4.2. A model of the HR–shareholder value relationship

Source: Becker et al. (1997). Reprinted with permission of John Wiley & Sons Inc.

HRM
strategy

Differen-
tiation
(innovation)

Focus
(quality)

Cost
(cost-
reduction)

HRM
practices

Selection

Training

Appraisal

Rewards

Job design

Involvement

Status

Security

HRM
outcomes

Commit-
ment

Quality

Flexibility

Behaviour
outcomes

Effort/
motivation

Co-operation

Involvement

Organiza-
tional
citizenship

Perfor-
mance
outcomes

High
Productivity
Quality
Innovation

Low
Absence
Labour
turnover
Conflict
Customer
complaints

Financial
outcomes

Profits

ROI

Fig 4.3. Linking HRM and performance

Source: Guest (1997). Reprinted with permission of Taylor and Francis Ltd.
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HRM outcomes are achieved can we expect behaviour change and higher
performance’.
Wright and Gardner (2001) observe two fundamental questions with respect

to this type of conceptual modelling: How many boxes should be in the black
box? And what should be in each box (or, how may items should be put in each
box)? To open the black box with respect to the relationship between HRM and
performance, boxes can be added to the existing conceptual models. In add-
ition, more items can be added to each (main) box, thus creating what the
authors call ‘sub-boxes’. According to Wright and Gardner (2001), such an
approach creates complexity, and the phenomena in the end will become
unmanageable. Until now there has been no consensus in the field of HRM
with respect to this problem. Another very important notion is related to the
linearity of the models: ‘The similarity among all of these models is that they all
have their basis in a linear causal process’ (Wright and Gardner, 2001).
Evidence for non-linear relationships in empirical research (e.g. Arthur,

1994) suggests that the reality is more complex than most of the existing
conceptual models we tend to apply. A second notion of Wright and Gardner
(2001) deals with the question: What is the causal direction? It can very well be
the case that positive financial results also generate improvements in a range of
HRM practices.
The models of Becker et al. (1997) and Guest (1997) both reveal a number of

‘hidden’ assumptions, relevant for further research on the relationship between
HRM and performance:

1. Vertical ‘fit’ is a necessary condition for success, represented by the link
between strategy and design of HRM systems or HRM practices.

2. The relationship between HRM and performance is linear. (See also the
majority of previous research on HRM and performance—among others
Arthur, 1994; Huselid, 1995.)

3. There is a sequential link between HRM (‘design of HRM system’ or
‘HRM practices’) and market value/financial performance. In other
words, there is a chain of interrelated boxes.

4. Financial performance, represented by profits, growth, and market
value, is the final outcome of the transformation process and therefore
is representative of organizational performance and subsequent success.

4.4 HRM and performance: what has been achieved
up to now?

Empirical results on HRM and performance have been presented in a range of
special issues of international academic journals like the Academy of Management

58

HRM and Performance



Journal (39/4, 1996), Industrial Relations (35/3, 1996), the International Journal of
Human Resource Management (8/3, 1997; 12/7, 2001), Human Resource Manage-
ment (Fall, 1997), Human Resource Management Review (8, 1998), the Human
Resource Management Journal (Fall, 1999), Personnel Psychology (53, 2000) and
again the Human Resource Management Journal (13/3, 2003). Continued interest
in the topic is evident from international seminars and conferences, which have
been and continue to be organized.
The framework devised by Paauwe and Richardson (1997) synthesizes the

results of prior research (see Figure 4.4). HRM activities give rise to HRM
outcomes, which influence the performance of the firm. Some HRM activities,
however, influence the performance of the firm directly (see upper arrow). The
dashed reverse arrow indicates the possibility of reverse causality (Hendry et al.,
1989; Hiltrop, 1999; Laroche, 2001), i.e. that firm performance itself will give
rise to a change (very often perceived as an improvement) in HRM practices.
The appendices to this chapter summarize the results of a large number of
empirical papers. Appendix 4.1 presents an overview of empirical research,
specifying the relationships between HRM activities, HRM outcomes, and
subsequent effects upon firm performance, as depicted in Figure 4.4.

Comparing US, UK, and Dutch approaches

Quantitative research on the links between HRM and performance has been
carried out mainly by US and UK academics (in the US or UK context),
although worldwide research on HRM and performance is gaining popularity;
for example, Boselie (2002) presents an overview of studies carried out in a
number of other countries (see Table 4.2).
Appendix 4.2 provides an overview of some notable papers from the USA and

the UK. These articles draw on a variety of theories such as contingency theory,
socio-technics, and resource-based theory. The majority of US-based academics
explicitly base the use of bundles on strategic human resource management
principles and adopt a shareholder perspective, paying little or no attention to
other stakeholders such as employees, trade unions, and society at large. They
therefore focus on productivity or financial performance indicators such as the
return on investment or assets or equity, or Tobin’s q.
In contrast, UK research projects (e.g. Guest and Peccei, 1994; McNabb and

Whitfield, 1997) apply a stakeholder perspective, or at least some sort of
pluralist framework, and include such outcomes as absenteeism, employee
turnover, commitment, motivation, satisfaction, trust, conflict, and social cli-
mate. Also, most UK academics are sceptical of the ‘American Dream’ view,
which maintains that ‘best practice’ will emerge from universal or normative
modelling (Guest, 1992; Purcell, 1999; Tyson, 1999).
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One of the problems in nearly all the existing literature (for an overview see
Gerhart, 1999) is a reliance on cross-sectional work that makes it virtually
impossible to be confident about the causal relationships linking HRM to
outcomes. As Arthur (1994: 684) expresses it, ‘although the findings of this
study are consistent with a conceptual model in which the choice of human
resource system leads to changes in manufacturing performance, the cross-

HRM activities

Recruitment/selection

HR planning

Rewards

Participation
(consultation)

Internally consistent
HR bundles

Decentralization

Training

Opportunity for
internal promotion

More autonomy

Formal procedures

Coaching

Employee satisfaction

Employee motivation

Employee retention
(counterpart of
turnover)

Employee presence
(counterpart of
absenteeism)

Social climate
between workers and
management

Employee
involvement/trust
loyalty/commitment

Firm performance

Profit

Market value of the 
company

Market share

Increase in sales

Productivity

Product/service
quality

Customer satisfaction

Development of
products/services

Future investments

Contingency and/or control variables on :
1. organizational level: age, size, technology, capital intensity, degree of

unionization, industry/sector, etc.
2. individual level: age, gender, education level, job experience, nationality, etc.

reversed causality+

+

+ +

HRM outcomes

Fig 4.4. HRM activities in relation to HRM outcomes and firm performance

Note: adapted version of Paauwe and Richardson (1997).
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sectional data used here did not permit any tests of the causal ordering between
effects of system and performance’.
Some studies, e.g. Banker et al. (1996), Lazear (1996), Pil and MacDuffie

(1996), and d’Arcimoles (1997), do use a longitudinal research approach. Never-
theless, data collection on management issues over a long time period is still
difficult and may be too expensive if traditional survey methods are used.
A possible solution may be to analyse existing databases of business organiza-
tions, specialist research institutions, or branch organizations. One of the few
studies using both cross-sectional and longitudinal data is the one by Guest et al.

Table 4.2 Overview of studies of HRM and performance outside the
UK and USA

Country Studies

Australia Gollan and Davis (1999)

Canada Godard (1998)

China Mitsuhashi et al. (2000).

Finland Lahteenmaki et al. (1998)

France d’Arcimoles (1997); Laroche (2001)

Germany Backes-Gellner et al. (1997)

Greece Panayotopoulou (2001)

Ireland Flood et al. (1999); Monks and Schuster (2001)

Japan Ichniowski and Shaw (1999); Kato and Morishima

(2002)

Korea, Taiwan, Singapore, and

Thailand

Bae and Lawler (2000); Bae et al. (2001); Huang

(2001)

Netherlands Leijten (1992); Leget (1997); Verburg (1998);

Biemans (1999); Meihuizen (1999); Doorewaard

and Meihuizen (2000); Boselie et al. (2001a); Den

Hartog and Verburg (2001); Boselie (2002)

New Zealand Guthrie (2001)

Russia Fey et al. (2000); Fey and Björkman (2001)

Spain De Saa Perez and Garcia Falcon (2001)

Source: Boselie (2002).

61

A Multidimensional Perspective on Performance



(2003). Using subjective performance indicators, they establish a range of
associations between HRM and both productivity and financial performance,
but their study fails to show that HRM causes higher performance. Their
analysis of longitudinal data lends stronger support to the view that profitability
creates scope for more HRM, rather than vice versa (Guest et al., 2003: 309).
The literature mentioned in Appendix 4.2 pays relatively little attention to

contingency variables such as the age, size, technology, and unionization of
firms. Although such variables are sometimes included in the model, the
researchers tend to downplay, or even ignore, their relevance. Control variables
such as the size and technology level of firm normally account for a great
deal of the variance in statistical analyses of organization studies. (Evidence for
this statement is provided in Appendix 4.1.) Together with organizational
factors (size, sector, trade union presence, age, R&D intensity, and capital
intensity), Guest (1999b) also emphasizes the potential importance of the
personal characteristics of personnel, such as age, gender, qualifications,
income, and position in the organization. From an overview of 60 empirically
based papers, Boselie and Dietz (2003) conclude that the above-mentioned
contingency factors were those most frequently mentioned. In the conceptual
model by Paauwe and Richardson (1997) these items are represented as
contingencies or control variables on an organizational and individual level
(see Figure 4.4).

Empirical results from the Netherlands

Appendix 4.3 gives a summary of empirical research carried out in the Nether-
lands. The work of Leijten (1992), Leget (1997), and Verburg (1998) closely
follows the tradition of the US research. They tend to use HRM typologies, or
clusters (bundles), to focus on financial performance indicators, to analyse at
the organizational level, to use quantitative cross-sectional surveys, and to
adopt a ‘hard’ HRM approach.
Another line of Dutch research focuses more on the way human resource

management is shaped within organizations. The approaches used by Paauwe
(1989, 1998), ten Have (1993), Kluytmans and van Sluijs (1995), Looise (1996),
Looise and Paauwe (1998), Schilstra (1998), and Kluytmans (1999) do not fit
either Delery and Doty’s (1996) categories or Guest’s typology (1997). Their
research was aimed not primarily at the relationship between HRM and
performance (as independent and dependent variables respectively), but at
the determining factors influencing the shape and formation of HRM policies
and practices. In general, a variety of exogenous influences are seen to restrict
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the management’s room to manoeuvre. Notably, in the Netherlands collective
bargaining agreements and labour laws prescribe, prohibit, and influence the
HRM policies and practices of organizations. Ten Have (1993) investigated 600
industrial companies and found that larger companies tend to retain their own
individual methods of personnel management and hardly ever relate this to
wider corporate strategy. He also concluded that a lack of ‘fit’ between
corporate strategy and personnel management had no effect on company
performance. It is striking that Huselid’s (1995) US study on the role of
‘external fit as matching’ (fit between HRM and strategy) revolves around
the same discussion; as yet there is no conclusive empirical proof that a fit
between HRM and organizational strategy is necessary in order to create a
better performance than competitors. This problem could be a reflection of
measurement errors in this type of empirical research and may be difficult to
overcome using ‘conventional’ survey methods. It could also be the result of a
more serious theoretical issue: that the strategic HRM (SHRM) assumption of
necessary fit between HRM and strategy to create a competitive advantage
does not hold and therefore should be rejected. However, until now the data
presented so far is inconclusive with respect to this point.
Paauwe’s (1989) main conclusion, foreshadowing that of ten Have (1993),

was that contingency factors affect the leeway of both organization and
management. More recently, Paauwe (1998) has argued that between 10 and
12 of Pfeffer’s (1994) 16 ‘best practices’ had been in place in almost every Dutch
company from the 1970s onwards via legislation, works councils, and trade
unions (see Table 4.3). For example, the Dutch trade unions (FNV, CNV, etc.)
have been influential in shaping HRM arrangements at the national level (SER,
Stichting van de Arbeid, media, etc.), at the industry/sector level (via the
collective bargaining agreement), at the company level, and at the business
unit level (e.g. in the case of reorganizations).
In the Dutch context, trade unions work closely with the works councils,

and every organization in the Netherlands with more than 50 employees is
legally obliged to instal a works council. Dutch law equips the representatives
of the employees with a number of rights towards the employer/management.
Therefore, the institutional context has a profound influence on the shape of
human resource management in Dutch organizations, and alternative theory
(e.g. institutional theory) is needed to supplement existing frameworks in
order to come to a more comprehensive understanding of the link between
HRM and performance. The managers responsible for HR management are
mainly engaged in applying labour legislation (conditions of employment,
collective bargaining agreements, etc.) to their specific business organizations.
It is a matter not just of ‘seeking strategic HRM opportunities for sustained
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competitive advantage’, but also of ‘implementing the labour regulations and
agreements’. We can wonder whether, in such an institutionalized context,
companies are still able to achieve a competitive advantage, because all com-
panies have to meet the same requirements.
Two remarks have to be made in this respect. First, the effect on perform-

ance depends also on the specific application in a company and how it will be
accepted and used by line management and employees. Truss and Gratton
(2003) label this ‘enactment’. A second remark refers to the level to which
competitive advantage refers. One could say that at company level legislation
and the influence of trade unions hinder the achievement/realization of a
competitive advantage. However, at a national level the Dutch might be
considered to be so-called ‘early Pfefferites’; so at the level of nations competing

Table 4.3 Pfeffer’s ‘best practices’ and Paauwe’s comments

Best practices (Pfeffer, 1994) HRM practices that are common in the

Netherlands (Paauwe, 1998)

1. Employment security Yes

2. Selectivity in recruiting No

3. High wages Yes

4. Incentive pay No

5. Employee ownership Yes

6. Information sharing Yes

7. Participation and empowerment Yes

8. Self-managed teams Yes

9. Training and skill development Yes

10. Cross-utilization and cross-training No

11. Symbolic egalitarianism No

12. Wage compression Yes

13. Promotion from within Yes

14. Long-term perspectives Yes

15. Monitoring of practices No

16. All-embracing philosophy No

Source: based on Pfeffer (1994) and Paauwe (1998).
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for economic prosperity the Netherlands might have a competitive advantage.
And indeed, in a list of top performing countries, the Netherlands is in the top
four of the most competitive nations, after the United States, Finland, and
Luxembourg (Institute for Management Development, 2002).
So the claim that externally imposed institutions will automatically have a

negative impact on performance is too extreme. Even at company level some
organizations succeed in creating competitive advantage in an institutionalized
context, through a proactive and innovative attitude towards the regulations
and institutions. Mirvis (1997) calls these types of organizations ‘leaders’ (i.e.
HRM innovators), in contrast to ‘laggards’, which have difficulty in following
and adapting to new rules. ‘Leaders’ possess organizational competences to
‘overcome institutional obstacles’, while ‘laggards’ perceive institutional mech-
anisms as restraining and threatening. An institutional requirement might
be that a firm is obliged to hire a fixed percentage of non-natives, for example
10 per cent of the total workforce. An example of how a ‘leader’ company deals
with this would be a fast-food chain which responds by employing a larger
proportion of workers from ethnic minority groups in districts where the
population is mainly made up of non-natives. The strategic consideration for
the company is to ‘match the cultural background of employees with the
sphere of the neighbourhood and its potential consumers’ (managing diver-
sity), so creating competitive advantage through people; but the institutional
requirements (the obligation to employ 10 per cent non-natives) provides the
trigger.
The above mentioned review of papers from the USA, the UK, and a number

of mainland European countries put a lot of flesh on the general skeleton
(Guest, 1997) stating that HRM practices have an effect upon HRM outcomes,
which in turn have an impact on the performance of the firm. However, do all
these results and hypotheses tested also imply that we have thoroughly re-
sponded to Guests’ call (1997) for a theory about HRM, about performance,
and about the linkages between HRM and performance? Taking into account
all the papers referred to, would it be safe to conclude that the gaps in theory
are about to be filled in and that we are nearing the point at which we can allow
ourselves to feel justifiably complacent? It could be argued that the key research
issue of HRM and performance seems to be on track. There are methodo-
logical difficulties, which are readily acknowledged, but there is still a lot of
research going on and we can expect many more interesting findings. However,
there are other methodological, which imply more profound, problems with
the current approaches. The use of cross-sectional data collected through pre-
formatted questionnaires leads to an imposed reality upon the research subjects.
This ignores the existence of an emergent reality. Once we accept the existence
of such a reality, the difficulties of the previous approaches become apparent
and a whole range of new issues and conceptual refinements arise. So it might
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be necessary to exchange the emerging feeling of complacency for a feeling of
unease. The next section is meant to induce that feeling.

4.5 HRM and performance: missing elements

The notion of HRM and performance is based heavily upon the organizational
imperative (Kamoche, 1994) and has a momentum for profitability, productiv-
ity, and cost efficiency. The prevailing dominance of the organizational impera-
tive seems to be paralleled by neglect of a number of elements that are also
extremely relevant. The following sub-sections describe these missing elements
and the incomplete images of HRM and performance resulting from them.2

Human resources are not just resources. They are active individuals with a past,
internalized values, and norms (not necessarily those of the employing organ-
ization). They belong to different groups inside and outside the organization,
groups whose behaviour is governed partially by institutions. It’s quite remark-
able in this respect that many models used by HRM academics simply lack a
clarification of the kind of view/image of mankind that they take as their point
of reference.

Human resource management is more than being strategic and performance
oriented. The HRM function as one of the organizational functions is also
involved in the process of rendering professional services and establishing a
sense of corporate citizenship. Taking a closer look at the HRM function and
the different activities involved in it, we see that many of the activities carried
out simply have to do with the rendering of services, preferably in a profes-
sional way. Many of these activities (for example complying with the regula-
tions for health and safety, taking care of jubilees, early retirement schemes) are
by no means strategic and do not (or not much) relate to the performance of
the firm. They must be carried out, however, in a proper way because of all
kinds of legislation, collective bargaining agreement regulations, and adminis-
trative/accounting practices. Especially from a Dutch/western European per-
spective, personnel management activities to meet the demands arising out of
corporate social responsibility and related legislation and institutions are abun-
dantly present, for example the employment of a set minimum percentage of
people belonging to minority groups or handicapped, etc. This calls for a plea
to include the professional rendering of services and the meeting of societal
expectations as well as aspects of HRM performance.

Human resource research should imply more than just input/output systems
reasoning. Many of the models and approaches utilized in research into HRM
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and performance employ a systems-based approach, which involves HRM
practices and policies as input variables, HRM outcomes as intermediate vari-
ables, and firm performance indicators as the dependent variables. Contingency
variables such as age, size, and technology are used as control variables. So there
is a substantial negligence of the actual process itself (Tyson, 1996), the various
actors and stakeholders involved, the administrative heritage, the values and
institutions involved (Brewster, 1993; Paauwe, 1991).

The yardstick of human resource outcomes is not just economic rationality. At the
beginning of this section I referred to the dominance of the organizational
imperative with its emphasis on efficiency, effectiveness, etc. (Kamoche,
1994: 32). From the stakeholders’ perspective, however, and recognizing
the importance of values and institutions in the employment relationship,
we should not focus exclusively on economic rationality. We need to adopt
a broader perspective of business performance, which is also based on rela-
tional rationality (Eelens, 1995; Schipper, 1993). This concept relates to the
development and maintenance of sustainable relations with all the relevant stake-
holders, not just customers and shareholders. Maintaining relationships should
be an end in itself. If the firm’s relationship with, say, employees, works
councils, and trade unions were seen as a means to an end, it would mean
very little to the people involved. Trust and integrity are crucial in this
respect. HRM should therefore include relational rationality as one of its
objectives. Moreover, the very interplay between those two forms of rationality
and the underlying processes of the various parties involved can generate
unique possibilities for achieving competitive advantage (see Chapters 5
and 6).

HRM can be very effective by operating on a reactive short-term basis and just reducing
the level of employment should the need for this suddenly arise. I have deliberately
emphasized a number of perspectives that can be considered to be the opposite
of HRM in order to contrast the so-called strategic and pro-active nature
of the latter concept. Not everything can be planned for (see also Mintzberg,
1994), and sometimes the most effective form of HRM is the one that
allows for a change in policies and practices quite flexibly on short notice.
One of our case studies below involves a shipyard company—which has been
among the most profitable in the Netherlands for many years—that simply
refuses to put its personnel policies in writing because that would imply an
inherent standardization which would impede flexibility and the ability to
benefit from sudden market opportunities that might arise. Another example
would be the need for an abrupt turnaround—because of a collapse in export
markets, a political boycott of products (e.g. US import levies on steel), or the
aftermath of an attack by terrorists (e.g. US airline companies being forced to
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reduce the level of employment after the drastic fall in air traffic passengers
following the terrorist attack in September 2001.

HRM is not just about optimizing/maximizing performance. It’s more about
satisfying the different aspiration levels of the various stakeholders involved,
such as employees, shareholders, works council members, and trade union
activists. We sometimes have the impression that research in the area of HRM
and performance is all about generating added value, generating profits; but an
important aspect of HRM—especially if we focus on the employment relation-
ship—is not so much the ‘generating’, but rather, bringing about a system of
‘distributive justice’ with respect to work, time, rewards, information, oppor-
tunities for training and (career) development, and—finally—participation.

HRM is not just geared towards fulfilling/meeting strategic objectives. It’s geared
towards meeting a number of conditions that need to be fulfilled before we can
start working on the realization of strategic objectives and the resulting
performance. Research evidence from the Netherlands gives the following
indications. A survey by Scheurer et al. (1993), based on 58 medium-sized
organizations in industry, trade, and services, show that in 40 per cent of the
cases there is no linkage at all between corporate strategy and personnel
management. Another survey, by ten Have (1993), based on 600 industrial
companies, draws the conclusion that personnel management in larger com-
panies tends to follow its own leads and is hardly related to corporate strategy.
In addition, ten Have notes that the lack of fit (i.e. linkage between corporate
strategy and personnel management) does not seem to affect company per-
formance (either negatively or positively). Also, Huselid (1995) finds no evi-
dence for ‘strategic fit’ (which he labels ‘external fit’) between corporate
strategy and HRM as a necessary condition for organizational success.
Are these findings disappointing? Or do they simply reflect that the policies

and practices of personnel management are typically embedded in the system
of institutional labour relations as it has evolved? An important role in this falls
on the industrial relations parties via collective bargaining and collective
measures. The role of the works council, which has legal competency in
matters relating to personnel, might be even more important. The limited
room to manoeuvre means that, apart from strategic objectives, HRM is
shaped partially by the power relations among the parties concerned, each
with their own objectives, interests, and claims vis-à-vis personnel management
policies and practices.
Looking back at these missing elements, we can conclude that the initial

overview of the research progress up to now is based on limited or unrefined
assumptions, assumptions that do not take into account the underlying pro-
cesses, the interaction patterns between parties concerned, and the institu-
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tional context, and are based upon a narrow-minded definition of performance.
These unrefined assumptions imply the usage of limited analytical frameworks
for analysing performance based on simple input/output reasoning. Needless
to say, as a consequence people resort to/take refuge in a narrow research
methodology, very often based on a cross-sectional research design and the use
of pre-formatted questionnaires with as many closed questions as possible. The
result is—albeit in itself quite impressive—the discovery of an imposed and
limited reality.
So, we first need a more encompassing and sophisticated definition of

performance, one that takes into account the pluralistic/multidimensional
nature of the concept. Second, we need theoretical models and accompanying
research designs that take into account the institutional setting and allow
reality to emerge and enable us to analyse the underlying processes. One
way of achieving this is to opt for models that combine different theoretical
perspectives, such as systems theory, interactive models, a resource-based
perspective, and organizational behavioural theory (see also Guest, 1997;
Wright and McMahan, 1992). Before proceeding to that kind of model in the
next chapter, I will sketch in the next section the contours of the concept of
performance from a multidimensional perspective.

4.6. A multidimensional perspective on
performance

On the basis of the core characteristics of strategic HRM, a number of authors
and practitioners would argue that its strategic contribution, its closer alignment
to business, is at the heart of HRM as a concept and as a normative model for a
distinct type of personnel management. A consequence of this dominant char-
acteristic of HRM is the emphasis in empirical research (see Appendix 4.1) on
establishing the relationship (preferably a causal one) between a number of
HRM policies and practices and the performance of the firm, for which very
often financial–economic indicators are used. However, from our stakeholders’
perspective, which incorporates both economic and relational rationality, we
need a more multidimensional model of performance, because of the inter-
action between the need for HRM to contribute to business performance, to
the professional rendering of services, and to the societal accountability of the
firm.
The seminal writings by Beer et al. (1984) already included a multi-faceted

approach to the concept of organizational effectiveness, using a stakeholders’
perspective, which encompassed the interests of stakeholders such as employ-
ees, customers, shareholders, suppliers, works councils, and trade unions.
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Many other academics also prefer to use stakeholder approach, including
Kamoche (1994: 41); Paauwe (1994; 1996); Guest and Peccei (1994); Martell and
Carroll (1995: 502); Backes-Gellner, Frick and Sadowski (1997); Looise (1996);
Looise and Paauwe (1998); Boselie (1999); and Tyson (1999). All these authors
are in favour of a more multidimensional concept of performance.
One of the most recent contributions in this area is from Boxall and Purcell

(2003), who focus on labour productivity, organizational flexibility, and social
legitimacy as goals of HRM. All these approaches are in contrast with the
present practice in the USA, where shareholder models tend to be used for
the most part.

Societal performance

As stated earlier in this chapter, financial performance indicators are too
narrow to be reliable pointers to long-term organizational success. In the
Rhineland models (typically in Germany and the Netherlands), stakeholders
other than shareholders play a crucial role. Employees get support from works
councils and trade unions. Their appraisal of an organization’s performance is
focused on topics such as:

. Productivity, continuity, and profits

. Health and safety conditions for employees

. Employment security (job security, insurances for sickness and/or
unemployment)

. Development of employees (training and education)

. Wages

. Employee satisfaction

. Work pressure

Next to works councils and trade unions, the government and tri-or bipartite
advisory bodies are important stakeholders representing society at large. Many
governments issue legislation and guidelines (very often in close co-operation
with associations of employers and trade union federations) concerning topics
such as improving conditions for part-time work, combining work with care,
and creating employment opportunities for ethnic minorities, disabled people,
young unemployed people, and those who have been unemployed for long
periods. Companies that adhere to this kind of legislation and guidelines
thereby meet criteria of fairness and legitimacy. ‘Fairness’ in this respect refers
to the principle of equity in the exchange relationship between individual and
organization. ‘Legitimacy’ refers to the relationship between the organization
and society at large. In the eyes of the main stakeholders, the way in which the
company manifests itself in society should be perceived as legitimate. Meeting
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the criteria of fairness and legitimacy, and thus achieving relational rationality,
contributes to the societal performance of an organization.

Professional performance

Focusing on HRM activities as carried out by a specialist staff department,
we can use the concept of professional performance. With respect to the
professional rendering of services by the specialist personnel function, both
Tsui and Gomez (1988) and Guest and Peccei (1994) emphasize the link
between the performance of the HRM function and the overall effectiveness
or performance of HRM policies and practices. For this reason, they develop
a range of indicators to measure the effectiveness of the HRM specialist
staff department. (See the more practitioners’ oriented Chapter 9 for an
overview.)
On the topic of integration, Guest and Peccei (1994) distinguish four differ-

ent types of integration or fit. The first two are the well-known vertical/
strategic fit3 and the fit among HRM policies and practices itself (horizontal
fit).4 However, in relation to the professional rendering of services, they also
distinguish the following:

. Functional integration, focuses on the importance of a high-quality person-
nel department in order to realize the effective management of human
resources. Indicators for this kind of integration are the staffing (quality) of
the department and the location of it in the organization.

. Process integration refers to the delivery processes of the HRM department.
It encompasses both the efficiency of personnel processes and also the
degree of quality level and customer service as manifested in the behaviour
of personnel specialists.

Both functional and process integration are crucial for the professional
rendering of services by the specialist HRM department and are included in
our notion of the so-called professional dimension of performance.
In summary, I present the following framework for a multidimensional

perspective on performance (see Figure 4.5, based on Sangers and Paauwe,
1996):

1. Strategic dimension, focused on board of directors, CEO, shareholders, and
financial institutions

2. Professional dimension, focused on line managers, employees, and person-
nel department

3. Societal dimension, focused on works councils, trade unions, government,
and other interest groups
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This framework highlights the different dimensions and stakeholders. It is
important to note that all three dimensions are applicable to different HRM
policies and practices. So, for example, training and development can have
simultaneous effects on strategic, societal, and professional performance. How-
ever, there can be a difference in emphasis. For example, improving working
conditionswill in the first instance appeal to the societal dimension. Needless to
say, however, safer working conditions will result in fewer disturbances by
accidents and hence will improve productivity. As far as the different stakehold-
ers are concerned, I have linked them to the different dimensions, only suggest-
ing that their dominant concern might be in that direction. So the framework
does not imply that the CEO is interested only in the strategic dimension.
The next chapter emphasizes that the interaction between the various

stakeholders, all of whom take into account the different perspectives on
performance (and more importantly who share a ‘sense’ of acceptance vis-à-
vis each other’s role), is one of the essential characteristics of creating unique
approaches to the management of human resources and of their potential

Shareholders
financial institutions

Board of
directors

CEO

Works
council

Trade
unions

Government

Interest groups

Personnel
department

Employees

Line
managers

Strategic dimension

Profes-
sional

dimension dimension

SocietalHR performance

Fig 4.5. Strategic, professional, and societal human resource dimensions

Source: Sangers and Paauwe (1996).
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effects (whether positive or negative!) on performance. Related to this is the
blending of strategic market objectives and institutional claims.

4.7 Summary and conclusions

In this chapter we have developed a more encompassing perspective on
performance related to HRM, a multidimensional perspective based on the
following premises.

. Both economic rationality and relational rationality are important in
achieving organizational effectiveness in the long run.

. Human resources are not just aimed at contributing to added value. They
also appreciate moral values such as fairness and legitimacy. HRM should
recognize this dimension of performance.

. Human resource management should be oriented towards more than just
strategic and (financial) performance. It should also be involved in the
process of professionally rendering services.

. The very essence of managing human resources exceeds the boundaries
of the organization and is influenced by stakeholders and institutional
arrangements both inside and outside the organization.

From these premises we have unravelled the concept of performance into
three dimensions: strategic, professional and societal. This implies that we are in
need of a more integrative theoretical model, based on different theoretical
perspectives such as social action theory, systems thinking, contingency theory,
institutional approaches, and a resource-based theory of the firm. The latter in
particular seems to offer a fruitful perspective, as we have seen in the chapter
on strategy, and this will form a substantial element of the integrative model in
the next chapter.

Appendix 4.1 Overview Results of Prior Research on HRM

and Performance

Impact of HRM activities on HRM Outcomes and
Performance

Recruitment and selection

. HRM activities that are involved in getting the right person on the right
spot (employee skill and organizational structures) contribute to higher
productivity and increased market value of the company. Moreover, they
have a slight negative impact on turnover (Huselid, 1995).

73

A Multidimensional Perspective on Performance



. Staffing selectivity is positively related to perceived market performance
(Delaney and Huselid, 1996).

. Evaluation and investment in recruitment and selection are positively
related to labour productivity (Koch and McGrath, 1996).

. Selective selection is negatively related to employee turnover (Verburg,
1998).

. Selective selection is positively related with perceived profit, market share,
and investments in the near future (Verburg, 1998).

HR planning

. Sophisticated human resource planning activities are positively related to
labour productivity (Koch and McGrath, 1996).

Rewards

. Reward is positively correlated to the different dimensions of the perform-
ance of the firm: product quality, product development, profit, market
share, customer satisfaction, and growth in sales (Kalleberg and Moody,
1994).

. Higher rewards contribute to a better social climate between management
and the other employees (Kalleberg and Moody, 1994; Fernie et al. 1994).

. Higher rewards contribute to a decrease in turnover (Arthur, 1994).

. Incentive compensation has a positive impact on perceived organizational
performance (Delaney and Huselid, 1996).

. Performance-related pay affects productivity positively (Lazear, 1996).

. Outcome-based incentives on sales, customer satisfaction, and profit in-
creases with the intensity of competition and the proportion of upscale
customers and decreases with the level of supervisory monitoring (Banker
et al. 1996).

. Performance-related pay affects employee motivation positively (Dowling
and Richardson, 1997).

. Flexible rewarding is positively related to profit (Leget, 1997).

. Excellent reward systems are positively related to perceived profit, market
share, and investments in the near future (Verburg, 1998).

. Employee share ownership schemes, profit-related pay, and performance-
related pay are positively related to financial performance (McNabb and
Whitfield, 1997).

. Employee stock option plans affect productivity positively (Meihuizen,
1999).

. Pay for performance is positively related to employee trust and organiza-
tional commitment (Appelbaum et al. 2000).

. Perceived high wages are positively related to trust in decision making and
perceived employee job security (Boselie et al. 2001b).
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. Perceived excellent secondary work conditions are positively related to
employee satisfaction and negatively related to intention to leave the
organization (Boselie and van der Wiele, 2001).

. Perceived high wages are positively related to employee satisfaction and
negatively related to intention to leave the organization (Boselie and van
der Wiele, 2001).

Participation (consultation)

. Employee involvement practices (aimed at generating commitment) have a
positive influence on productivity and product quality (Fernie et al., 1995).

. Employee involvement results in better social climate (Fernie et al., 1995).

. Commitment (v. control)-oriented HR systems have a positive impact on
productivity and result in a lower degree of turnover (Arthur, 1994).

. Participation in decisions is positively related with organizational commit-
ment (Wallace, 1995).

. Quality and labour productivity improve over time after the formation of
teams (Banker et al. 1996).

. Employee participation is positively related to trust in decision making and
perceived employee job security (Boselie et al., 2001b).

Internally consistent HR bundles

. Stimulating personnel management has a positive impact on employee
commitment, organizational support, training and education facilities,
level of education, and expectations with respect to wage increases
(Leijten, 1992).

. Stimulating personnel management has a negative effect on illness
(Leijten, 1992).

. Bundles of internally consistent HRM practices are associated with higher
productivity and quality (MacDuffie, 1995).

. High-performance work systems are positively related to productivity
(Appelbaum et al., 2000).

. High-involvement work practices are positively related to employee reten-
tion and firm productivity (Guthrie, 2001).

Decentralization

. Decentralization of authority will result in a lower degree of turnover
(Arthur, 1994).

Training

. Training has a positive impact on the different dimensions of the perform-
ance of the firm: product quality, product development, market share, and
growth of sales (Kalleberg and Moody, 1994).
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. More investment in training results in higher profit (Kalleberg and Moody,
1994; d’Arcimoles, 1997).

. More investment in training results in a lower degree of turnover (Arthur,
1994).

. Training has a positive impact on the relationship between management
and the other employees (Kalleberg and Moody, 1994).

. Training has a positive impact on received organizational performance
(Delaney and Huselid, 1996).

. Management development is positively related to profit (Leget, 1997).

. Focus on training is positively related to perceived profit, market share,
and investments in the near future (Verburg, 1998).

. Training practices affect perceived organizational performance positively
(Harel and Tzafrir, 1999).

. Formal and informal training are positively related to employee trust and
intrinsic motivation (Appelbaum et al., 2000).

. Training and development are positively related to trust in decision
making and perceived employee job security (Boselie et al., 2001b).

Opportunities for internal promotion

. Internal promotion opportunities are positively related to perceived profit,
market share, and investments in the near future (Verburg, 1998).

. Promotion opportunities are positively related to organizational commit-
ment and job satisfaction (Appelbaum et al., 2000).

More autonomy

. Autonomy is positively related to job satisfaction (Wallace, 1995).

. Autonomy is positively related to employee trust and intrinsic motivation
(Appelbaum et al., 2000).

Formal procedures

. Formal procedures (with respect to downsizing) are positively related to
the number of dismissals/lay-offs (Fernie et al., 1995).

Coaching

. Coaching is positively related to profit (Leget, 1997).

. Support of direct supervisor is positively related to trust in decision
making and perceived employee job security (Boselie et al., 2001b).

. Support of direct supervisor is positively related to employee satisfaction
and negatively related to intention to leave the organization (Boselie and
van der Wiele, 2001).
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Information sharing

. Information sharing is positively related to trust in decision making and
perceived employee job security (Boselie et al., 2001b).

. Information sharing is positively related to employee satisfaction and
negatively related to intention to leave the organization (Boselie and van
der Wiele, 2001).

Employment security

. Employment security is positively related to productivity, employee trust,
and organizational commitment (Appelbaum et al., 2000).

Impact of HRM outcomes on performance

Employee satisfaction

. Job satisfaction is positively related to organizational commitment
(Wallace, 1995).

. Employee satisfaction has a negative effect on employee absence due to
illness (Boselie et al., 1998).

. Employee satisfaction is positively related to comparative productivity and
reduced labour costs (Guest, 2001).

. Employee satisfaction is negatively related to intention to leave the organ-
ization (Boselie and van der Wiele, 2001).

Employee motivation

. Motivation by means of reward systems contributes to an increase in
productivity (Arthur, 1994; Fernie et al., 1995; Huselid, 1995).

. Motivation through rewards contributes to a higher market value of the
company (Huselid, 1995).

. Motivation is positively related to employee commitment (Guest, 2001).

Employee retention (the reverse of employee turnover)

. Turnover results in decreased productivity (Katz et al., 1985; Arthur, 1994).

. Voluntary dismissals have a negative impact on profit (d’Arcimoles,
1997).

. Tenure (of employees) has a negative effect on employee absence due to
illness (Boselie et al., 1998).

. Company tenure is positively related to employee trust in decision making
(Boselie et al., 2001).
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Employee presence

. Absenteeism results in decreased productivity (Katz et al., 1985; Arthur,
1994).

. Absenteeism has a negative impact on profit (d’Arcimoles, 1997).

Social climate between workers and management

. Improved social climate and commitment of employees have a positive
impact on productivity and product quality (Katz et al., 1985).

. Co-worker conflict is positively related to overall job stress (Appelbaum
et al., 2000).

Employee involvement/trust/loyalty/commitment

. Employee trust is negatively related to overall job stress (Appelbaum et al.,
2000).

. Intrinsic motivation is positively related to overall job stress (Appelbaum
et al., 2000).

. Employee trust in decision making is positively related to perceived job
security (Boselie et al., 2001b).

. Employee quality/commitment is positively related to labour productivity
and quality of goods/services (Guest, 2001).

. Employee commitment is positively related to comparative productivity,
quality, and financial performance (Guest, 2001).

Impact of contingencies on HRM outcomes
and performance

Organizational level

. Degree of unionization is positively related to productivity (Arthur, 1994;
Huselid, 1995).

. Union presence is negatively related to employee satisfaction with the
amount of influence over job (Delbridge and Whitfield, 1999).

. Firm size (number of employees) has a positive effect on training and
development facilities and on absence due to illness (Leijten, 1992).

. Size of the organization has a positive relationship with profit and a
negative relationship with employee turnover (Huselid, 1995).

. Size is positively related to net profit (Koene et al., 1998).

. Size is negatively related to employee satisfaction with the amount of
influence over job (Delbridge and Whitfield, 1999).

. Establishment size is positively related to financial performance (Scholar-
ios et al., 1999).
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. Size (200–10,000 employees) is positively related to financial performance
(McNabb and Whitfield, 1997).

. Establishment age is positively related to commitment (Scholarios et al.,
1999).

. Research and Development intensity has a negative impact on employee
turnover and profit (Huselid, 1995).

. Capital intensity is positively related to productivity and profit, and is
negatively related to employee turnover (Huselid, 1995).

. Working in the public rather than the private sector is positively related to
motivation (Guest, 1999a).

. Working in the public sector is negatively related to employee satisfaction
with the amount of influence over job (Delbridge and Whitfield, 1999).

. Production sectors are negatively related to commitment (Scholarios et al.,
1999).

. Deep economic recession results in poor company performance and poor
HRM (Lahteenmaki et al., 1998).

Individual (employee) level

. Employee age is positively related to motivation (Guest, 1999a).

. Employee age is positively related to commitment (Scholarios et al., 1999).

. Employee age is positively related to propensity to remain with the
company (Flood et al., 1999).

. Employee age is positively related to employee satisfaction (Boselie and
van der Wiele, 2001).

. Working on fixed term is positively related to motivation (Guest, 1999a).

. Having a lower income is positively related to motivation (Guest, 1999a).

. Being more senior in the organization is positively related to motivation
(Guest, 1999a).

. Gender (female) is positively related to employee satisfaction with the
amount of influence over job (Delbridge and Whitfield, 1999).

. Gender (female) is positively related to employee satisfaction (Boselie and
van der Wiele, 2001).

. Having a full time contract or an 80 per cent contract is negatively related
to intention to leave the organization (Boselie and van der Wiele, 2001).

. Having children at home is positively related to employee satisfaction
(Boselie and van der Wiele, 2001).

‘Reversed causality’

. Increasing profit results in higher investments in training $ ‘reversed
causality’ (Hendry et al., 1989).

. High-performance organizations use advanced human resource manage-
ment strategies and techniques to attract and retain talent (Hiltrop, 1999).
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. A (financially) better firm performance leads to investment in HRM
practices (Laroche, 2001).

Appendix 4.2 Overviewof Empirical Research, USA and UK

Arthur (1994) Huselid (1995) MacDuffie

(1995)

Guest and

Peccei (1994)

McNabb and

Whitfield

(1997)

Country USA USA USA UK UK

Theory Contingency

behaviour

control

Resource-

based

behaviour

Resource-

based socio-

technics

Stakeholder Stakeholder

Use of HR

clusters

HR systems HR systems HR bundles HR bundles No

Performance

indicators

Productivity,

quality,

employee

turnover

Productivity,

employee

turnover,

Tobin’s q

Productivity,

quality

Employee

turnover,

HRM,

professional

and

administrative

effectiveness

Recognized

union, closed

shop, flexibility,

team working,

financial

performance

Sample Single sector,

steels minimills

Major

industries,

profit & non-

profit

Single sector,

automotive

assembly

Single sector,

National

Health

Multiple sectors

National

Health

No. of

observations

N ¼ 30 N ¼ 968 N ¼ 57 N ¼ 303 N ¼ 274

Response rate 56% 28% 63% 51% 83%

Research

method*
Quantitative

(survey)

Quantitative

(survey)

Quantitative

(survey)

Quantitative

(survey)

Quantitative

(survey)

Input method HR managers HR managers Departmental

managers,

staff group

HR managers,

general

managers

HR managers,

financial

managers,

union

representatives

*All studies are cross-sectional.

Source: Boselie (2002).

80

HRM and Performance



Appendix 4.3 Illustrative Overview of Dutch Empirical Research

Leijten (1992) Leget (1997) Verburg (1998) Paauwe (1989) Ten Have

(1993)

Schilstra (1998)

Country NL NL NL NL NL NL

Theory Contingency,
stakeholder

Cybernetics,
socio-technics

Contingency,
configuration

Contingency,
stakeholder,

industrial relations

systems

Contingency,
transaction,

socio-technics

Industrial relations,
stakeholder

network

Use of HR
clusters

HR typologies No HR clusters n.r.* n.r. n.r.

Performance

indicators

Absence,

employee
turnover,

commitment,

profit, conflicts

Profit Employee

turnover,
commitment,

profit, market

share

n.r. n.r. n.r.

(Continued )
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Appendix 4.3 (Contd )

Leijten (1992) Leget (1997) Verburg (1998) Paauwe (1989) Ten Have
(1993)

Schilstra (1998)

Sample Single sector,

metal industry

Multiple sectors Multiple sectors 3 sectors:

furniture,

architecture, and

insurance

Multiple

sectors

2 sectors: metal and

computer industries

No. of

observations

N ¼ 58 N ¼ 91 N ¼ 47 (NL)

N ¼ 42 (China)

N ¼ 6 N ¼ 437 N ¼ 14

Response rate 55% 52% 1̃00% n.r. 73% n.r.

Research
method**

Quantitative
(survey)

Quantitative
(survey) and

qualitative

(interviews)

Quantitative
(survey)

Qualitative (case
study)

Quantitative
(survey)

Qualitative (case
study)

Input method HR managers,
10 %

employees

HRmanagers, line
managers

HRmanagers, line
managers

HRmanagers, line
managers, works

council, trade

union

panel data HR managers,
works council,

trade union

* n.r. ¼ not relevant
** All studies are cross-sectional except for that of Paauwe, which uses a longitudinal approach.

Source: Boselie (2002).
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Notes

1. This chapter is partially based upon two previously published papers:
. J. Paauwe and J. P. Boselie, ‘Human Resource Management en het presenteren

van de organisatie’, MAB, April 2000, pp. 111–12.
. J. P. Boselie, J. Paauwe, and P. J. Jansen, ‘Human Resource Management and

performance: Lessons from the Netherlands’, International Journal of Human
Resource Management, 12: 1107–25; (http://www.tandf.co.uk/journals/routle-
dge/09585192.html)

2. I was inspired in this respect by a number of critical authors and their writings,
including Keenoy and Antony (1992), Legge (1995), Storey (1989, 1995), Kamoche
(1994), Kluytmans and Paauwe (1991).

3. Guest and Peccei (1994) label this ‘organizational integration’, which emphasizes
the fit between business strategy and human resource strategy

4. Guest and Peccei (1994) label this ‘policy integration’. This kind of integration is
concerned with the content of HRM strategy itself and the extent to which the
resulting HRM policies cohere. Later on this kind of integration would become
more popular under the heading ‘bundles’ or ‘configurational approach.’
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5 A Contextually Based Human
Resource Theory

5.1 Introduction

In the preceding chapters I have presented a range of insights derived from the
field of strategic management, industrial relations/institutional theory, and the
various concepts, approaches, and empirical results with respect to ongoing
research in the area of HRM and performance. In this chapter I develop and
present my model of the Contextually Based Human Resource Theory
(CBHRT). The insights derived from the previous chapters will be used as
design parameters for this model. These will be outlined in Section 5.2 (strat-
egy), 5.3 (context), and 5.4 (performance). The main composing theoretical
parts of the model and its underlying assumptions will be discussed in section
5.5. Section 5.6 presents the model itself, inclusive an extensive treatment of the
various parts of the model. Section 5.7 presents an overview of the various ways
inwhich we can use the model for research, teaching, and consultancy practice.
In Section 5.8 I conclude by drawing attention to HRM strategy as an enabl-
ing device for making a range of strategic options possible. From the base
of value-laden HRM (including both economic and relational rationality), a
climate of high trust and willingness to change can be created, which serves
as a good starting point in dynamic market situations. In this way we revert
the triad of ‘strategy!HRM!performance’ into an alternative, and far more
realistic, ‘value-laden/ethical HRM!organizational viability!enabling stra-
tegic options’.

5.2 Strategic design criteria

Chapter 2 presented an overview of the various approaches in strategic man-
agement and considered the kind of syntheses pursued by authors such as
Mintzberg et al., (1998), Whittington (1993), de Wit and Meyer (1998), and
Volberda and Elfring (2001). Relating this more specifically to the issue of
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strategic HRM and performance, we are able to infer the following design
criteria.

1. Both the process of strategy and the content of strategy are of relevance.
2. Both the ‘outside-in’ perspective (Porter-like approaches) and the ‘inside-

out’ perspective (RBV) should be included.
3. In addition to (bounded) rationally planned strategies, politics and related

power positions and resources play a role, which leads to an emergent
and interactive approach of strategy development.

4. In addition to competitive market forces, the social, legal, and cultural
environments are important.

5. Shareholders are not the only stakeholders interested in the outcomes of
strategic HRM: customers, employees, and their representative bodies
also have an important say.

5.3 Institutional context

Chapter 3 considered the context of HRM in more detail. First I discussed the
various types of fit as distinguished in the field of strategic HRMmodelling and
theorizing itself. I then looked at the interaction between HRM and industrial
relations. A closer examination of the field of industrial relations and the kind
of models that have been developed since the seminal work of Dunlop (1958)
has generated a range of insights, of which we can make good use. Finally,
I explored the field of new institutionalism—a promising area because of its
focus on the embeddedness of organizations (inclusive HRM) in its wider
institutional environment. Summarizing, the following design criteria can be
inferred.

1. In addition to the well-known distinction between vertical (or strategic)
fit and horizontal (fit), it is important to take into account organizational
and environmental fit.

2. The external environment can be subdivided into economic, techno-
logical, and political (based on Dunlop, 1958).

3. Strategic choice and discretion of the actors involved (human agents)
counteract a too deterministic point of view with respect to ‘environ-
ment’.

4. The field of both HRM and industrial relations is characterized by
different rationalities (economic and relational).

5. Values and ideology do play a role in the shaping of HRM policies.
6. History and processes of (de)-institutionalization have a major say in the

way in which HRM policies come about.
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5.4 Performance

Chapter 4 presented an overview of the ongoing research in the area of HRM
and performance. Discussing and analysing the results, I developed a more
encompassing perspective on performance, a multidimensional perspective
based on the following premises.

1. Both economic rationality and relational rationality are important in
achieving organizational effectiveness in the long run.

2. Human resources are not just resources only aimed at contributing to
added value: moral values such as fairness and legitimacy are an integral
part of the performance construct.

3. Human resource management entails more than just being strategic and
(financial) performanceoriented: it also involves theprofessional rendering
of services.

4. The very essence of the management of human resources exceeds
the boundaries of the organization and is influenced by stakeholders
and by institutional arrangements both inside and outside the organiza-
tion.

From these premises, I unravelled the concept of performance into three
dimensions: strategic, professional, and societal.

5.5 An eclectic approach to theoretical
perspectives

The majority of the classic HRM models as discussed in this book are based on
open systems theory, which emphasizes that organizations can be described as
input, transformation, and output systems involved in transactions with a
surrounding environment. This is a way of conceptualizing with a strong
emphasis upon functionalism. Also, models such as Guest (1997) and Becker
et al., (1997), dealing with how many boxes there should be between strategic
impulses and final outcomes, reflect a systems perspective. However, open
systems theory is a kind of theorizing at a very abstract level, and thus lacks the
specifics to generate hypotheses in the field of strategic HRM. In the 1980s
many authors expressed their concern about a lack of proper theorizing (see
e.g. Dyer, 1984; Zedeck and Cascio, 1984). Wright and McMahan were among
the first to tackle this growing feeling of uneasiness and they offered a range of
potentially useful theoretical perspectives in their widely quoted 1992 paper.
Subsequently they distinguished
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. A resource-based view of the firm

. The behavioural perspective

. Cybernetic systems

. Agency and transaction cost theory

. A resource dependence/power model

. Institutionalism

More recently, both Delery and Shaw (2001) and Paauwe and Boselie (2003)
have acknowledged the importance of the resource-based view (RBV) in
strategic HRM research. From an overview of all ongoing research in the
field of HRM and performance, they conclude that RBV is one of the dominant
theories in this area. Inspired by Barney (1991), authors like Wright et al. (1994),
Paauwe (1994), Kamoche (1996), and Boxall (1996) were among the first to
introduce the RBV in the area of strategic HRM. All of them explicitly stated
that people par excellence fit the criteria/assumptions of value, rareness, inimit-
ability, and non-substitution, which according to Barney (1991) are the neces-
sary conditions for organizational success. So, as a first step in building our
model, we will make use of the RBV.
In their impressive overview of the field of organization sociology, Lammers

et al. (2000) discern two main approaches to studying and analysing organiza-
tions: the ‘systems’ perspective and the ‘actors’ perspective. The ‘systems’
perspective perceives the organization as a social–cultural whole or ‘gestalt’,
which is kept together by goals, norms, and solidarity. The functionalistic way
of analysing organizations acts as a source of inspiration for this perspective.
The ‘actors’ perspective refers to the organization as a conglomerate, a coali-
tion of actors (parties)—actors who are on the one hand willing to co-operate
because that will benefit their own interests, but on the other hand compete
and hinder each other because of conflicting interests. In this perspective we
recognize the conflict-sociological tradition. Why do we pay attention to this
distinction? Dowe need to opt for one or the other of them? Lammers (1990) is
very decisive when he states that, if we look at organizations and organizational
phenomena (e.g. HRM), we can’t opt for ‘either–or’. We will recognize goal-
oriented systems by their emphasis on a common purpose and we will discern
power and conflict among competing actors. He labels this the so-called
‘double character’ of organizations: systems and actors. So in the present
modelling I too will opt for this double character by explicitly taking into
account both the ‘systems’ and the ‘actors’ perspective.
The field of strategic management has experienced a paradigm shift from

the ‘outside-in’ perspective of the 1980s (Porter, 1980) to the ‘inside-out’ and
dynamic capabilities (Teece et al. 1997) perspective of the 1990s. Of course, we
need both. The combining of market conditions and a firm’s own resources
and capabilities enable a certain strategic positioning on the part of the firm in
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order to fight competition and to achieve a sustainable competitive advantage.
This is an ongoing interaction, which implies continuous renewal and organ-
izational adaptation. Lewin and Volberda (1999), in discussing a framework for
research on strategy and new organizational forms, stress the importance of
considering the joint outcomes of managerial intentionality, adaptation, and
environmental selection. They label their approach coevolution, of which the
origins can be traced back to, among others, Weber (1978), Chandler (1962),
Weick (1979), and Aldrich (1999) (see Lewin and Volberda, 1999: 524–5).
Lewin and Volberda (1999: 526) define coevolution as the joint outcome of

managerial intentionality, environment, and institutional effects. So a firm’s
strategic and organizational adaptations coevolve with changes in the environ-
ment—changes that can be of a competitive, dynamic, technological, or insti-
tutional nature (Lewin et al., 1999: 535). The authors apply the concept of
coevolution to the study of organization populations and new organizational
forms, but their ideas are also relevant to the field of strategic HRM, in which
the outcomes and changes can also be traced back to the interaction between
managerial intentionality, organizational adaptation, and environmental dyn-
amics (market pressures, institutional changes, etc.). The concept of coevolu-
tion blends the, until now, distinct and separate approaches of institutionalism
and strategic management, of which I shall make use in my modelling.
Finally, Oliver (1997) attempts to combine, in a more explicit way, insti-

tutional and resource-based views in the field of strategic management. From
the contrasting assumptions of the resource-based view and institutional
theory, she distinguishes two types of rationality:

resource-based theorists assume that managers make rational choices bounded by
uncertainty, information limitations and heuristic biases, whereas institutional theorists
assume that managers commonly make non-rational choices bounded by social
judgment, historical limitations and the inertial force of habit. (Oliver, 1997: 10)

As opposed to economic rationality, which is motivated by efficiency and
profitability, normative rationality refers to choices induced by historical prece-
dent and social justification (Oliver, 1997: 701). In the preceding chapter I
emphasized the importance of relational rationality, the definition of which
parallels that given by Oliver with respect to normative rationality. Both
concepts of rationality (economic and relational/normative) are of course
also relevant in the field of strategic HRM. For example, in the area of compen-
sation and pay schemes, Gerhart et al. (1996) provide interesting venues for
future research by combining the perspectives of both the resource-based view
and institutional theory.
In this section I have managed to bring together some different sources of

inspiration—RBV, institutional theory, systems thinking, actors perspective, and
coevolution—in an eclectic but reasoned way, because of the high relevance of
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all these sources for a better understanding of the relationship between
strategic HRM and performance.

5.6 Framework for a contextually based human
resource theory

Wright et al. (1994) and Paauwe (1994) state that people encompass the general
RBVassumptions of value, rareness, inimitability, and non-substitution (Barney,
1991); Wright et al. apply resource-based theory more specifically to strategic
human resource management. In 1994, Paauwe, inspired by the RBV, devel-
oped the so-called Human Resource Based Theory of the firm. However, after
discussion with colleagues, the name appeared to be a bit too general and did
not effectively distinguish between pure RBVapproaches and Paauwe’s model,
which explicitly incorporates both the strategic market and the institutional
context. So in 2003 the name was changed to the Contextually Based Human
Resource Theory (CBHRT). Paauwe’s framework is depicted in Figure 5.1.
This model incorporates elements of the contingency and configurational
mode (Delery and Doty, 1996), institutionalism (DiMaggio and Powell, 1983),
and RBV, and is inspired by the Harvard approach (Beer et al., 1984).
In Paauwe’s model, two dimensions in the environment more or less

dominate the crafting of HRM, depending on the degree of leeway. On the
one hand, HRM is determined to a certain degree by demands arising from
relevant product market combinations and the appropriate technology (the PMT
dimension). These demands are usually expressed in terms of criteria such as
efficiency, effectiveness, flexibility, quality, and innovativeness. This dimension
represents the tough economic rationality of national and international com-
petition. The domain resembles the concept of competitive isomorphism,
which, according to DiMaggio and Powell (1983), refers to a system’s rationa-
lity in emphasizing market competition, niche change, and fitness measures. In
Weber’s (1946) terminology, the prominent kind of rationality in the PMT
dimension is ‘zweckrationalität’, based on criteria of efficiency and effectiveness.
On the other hand, it is important to emphasize that the so-called free market

is embedded in a socio-political, cultural, and legal context (the SCL dimension).
Prevailing values and norms and their institutionalization1 channel and correct
the outcomes of market forces. In this dimension we recognize the concept of
institutional isomorphism. For example, more or less widely shared societal
values such as fairness (a fair balance in the exchange relationship between
organization and individual) and legitimacy (the acceptance of organizations in
the wider society inwhich they operate) will also have an impact on the shaping
of HRM policies and practices. Weber (1946) refers to this as ‘wertrationalität’.
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Paauwe (1994) prefers the concept of relational rationality, which refers to
establishing sustainable and trustworthy relationships with both internal and
external stakeholders (see the criteria of fairness and legitimacy). So the model
highlights the intrinsic tension in the shaping of HRM policies between economic
rationality (added value—see the PMT dimension) on the one hand and rela-
tional rationality (moral values—see the SCL dimension) on the other.
In addition to these two dimensions, the historical, grown configuration of a

firm also has a bearing on shaping and structuring HRM policies and practices.
These configurations may be looked upon as the outcome of past choices of
strategy in interaction with the way in which structuring issues were originally
posed and the kind of organizational culture this has engendered. Bartlett
and Ghoshal (1989) use the concept of administrative heritage to identify the
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Fig 5.1. The contextually based human resource theory

Source: Paauwe (1994; 1998).
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influence of structures, methods, competences, and values that originated in
the past. They consider this heritage an important influential factor (for better
or for worse) in continued organization structuring, including HRM. Barney
(1991) mentions that one of the reasons why resources (including human
resources) are imperfectly imitable are unique historical conditions; elsewhere
(Barney, 1995) he refers to the concept of path dependency. All these writers refer
to the unique configuration or ‘gestalt’ of the organization. Delery and Doty
(1996) distinguish the configurational approach, emphasizing a unique fit
between HRM policies and practices and other organizational characteristics
(e.g. organizational structure, technical system, culture).
At first glance, our conceptual framework might give the impression of being

based on general systems modelling. However, this impression is corrected by
the introduction of the so-called dominant coalition, as it then also includes an
actors’ perspective, as well as an indication of the degree of leeway for shaping
HRM policies and practices. Examples of important actors are top manage-
ment, the supervisory board, middle and lower management teams (depending
on the unit of analysis), works councils, shop stewards, and, of course, the HRM
department or human resource manager. All of these actors have their own
values, norms, and attitudes, shared with others to a greater or lesser degree. In
this respect, it is important to note that the interaction between the actors
involved and their shared ideology vis-à-vis each other’s position and role is an
important element in creating understanding and credibility. In contrast, a lack
of shared ideology might result in tension and conflict (see Figure 5.2).

CEO

Board of
directors

Works
council/
trade union
activists

Government/
legislation

HR staff

Creative tension
Conflict
Coercion
Social credibility
Consensus
Agreement

Unique
appoaches in the
area of HRM
that have either
positive/
negative
or no effects on
business
performance

Institutional
setting

Fig 5.2. The interaction process and outcomes generated by the dominant coalition

Source: Paauwe (1998).
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The three forces that have an impact on the dominant coalition (the
PMT dimension, SCL dimension, and configuration) do not imply that actors
adapt only to market forces, administrative heritage, or institutional setting. So
I do not adhere to a deterministic contingency perspective. On the contrary:
the shaded area in Figure 5.1 represents the degree of leeway/room for manoeuvre
for the dominant coalition in making its own strategic choices (Child, 1972).
Conditions, that determine leeway include the labour–capital ratio, the finan-
cial health of the company (solvability), the rate of unionization, and market
strategy. In the case of an organization with a market monopoly, for instance,
the room for manoeuvring is obviously considerable. However, when manu-
facturers are numerous, competition keen, and financial resilience low, there
will be little room for structured HRM activities (Paauwe, 1991).
The dominant coalition is involved in shaping and selecting HRM

policies and practices for which different fits are available. Wood (1999) identi-
fies four such fits, based on a review of the various authors in this area.

1. Strategic fit:2 the fit between HRM strategies and the business or com-
petitive strategy of the organization. In the present model this is the fit
between PMT dimension and HRM strategies.

2. Organizational fit: the fit between a coherent set of HRM practices (HRM
systems/bundles) and other systems within the organization. In my
model this phenomenon represents the fit between administrative and
cultural heritage and HRM strategies.

3. Environmental fit: the fit between HRM strategies and the organization’s
environment. In my model this is represented by the fit between the SCL
dimension and HRM strategies.

4. Internal fit:3 the fit between HRM practices as coherent and consistent
bundles.

The dominant coalition is challenged to enable HRM to make a genuine
contribution to sustainable competitive advantage, aside from the importance
of distinguishing different fits. By aiming for uniqueness (unique approaches),
this challenge can be met. The ‘trade/exchange’ between individual and the
organization should be structured in such away that we can speak of uniqueness
in the company involved. (The literature on the resource-based theory of the
firm (Mahoney and Pandian, 1992) refers to the term ‘heterogeneity’.) In other
words, the arrangement between the individual and the organization should be
firm-specific. This uniqueness is valuable, scarce, virtually inimitable, and diffi-
cult to replace in the short run (Barney, 1991).
The resource-based view focuses on the key success factors of individual

firm behaviour in achieving firm-specific advantages by means of a portfolio
of differential core skills and routines, coherence across skills, and unique
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proprietary know-how. Many of these core skills and routines are embedded in
the attitudes and behaviours of the people employed or otherwise linked to
the company. Linking the resource-based view to institutional theory can
contribute to uniqueness by optimally blending environmental factors (which
can be both an opportunity and a constraint) with internal resources and
capabilities.
The unique shaping of HRM strategies is aimed at generating HRM

outcomes,4 which in their turn contribute to the performance of the firm5

(see models of Becker et al., 1997; Guest, 1997; Delery and Shaw, 2001).
Chapter 4 dealt with this topic extensively from the framework by Paauwe
and Richardson (1997), who distinguish the sequence of HRM activities,
HRM outcomes, and firm performance. Of course, their framework is far
too general to be labelled a conceptual model. The proper question is how
many boxes there should be between HRM activities and the performance
of the firm6 (Wright and Gardner, 2001). From the basis of authors like
Becker et al. (1997), Guest (1997), and Delery and Shaw (2001), I discussed
more complex models and depicted them in the appendices to Chapter 4, to
which readers should refer for a full overview of that discussion.
It is important to emphasize that all of these conceptual models take HRM

strategies and/or policies and practices as a starting point. Therefore, they deal
with only the right-hand side of the model. The very elements I emphasize are
outlined in the left-hand side of the model and all have to dowith the shaping of
HRM, a process, that in itself has, of course, an effect upon the kind
of outcomes it generates. Outcomes aimed at achieving both economic rational-
ity (e.g. productivity, increasing shareholders’ value) and relational rationality
(e.g. proper work–life balance, which contributes to fairness or ecologically
sound ways of producing in order to avoid depletion of natural resources, and
thus contributes to legitimacy).

5.7 Implications, and possibilities for application/
different usages

To date, the present model has been used for

. Teaching purposes

. Academic inquiry/research

. Mental map/force field analysis, to describe the forces that have an impact
upon HRM

. Consultancy purposes
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Teaching

Students just becoming familiar with the field of HRM very often think of it as
a functional area in which a range of related HRM activities (staffing, appraisal,
reward, training and development) are meant to control, to manage the in-,
through- and outflow of personnel/staff. They do not relate it to performance,
to the process of generating added value; nor do they relate it to the specifics
of the organization itself, or to the kind of context in which it is operating.
When they first start to get a feeling for strategic HRM, often, although they do
think about its possible performance effects, this is restricted to its financial
economic implications alone. And they think about the possible linkages with
corporate or business strategy, ignoring all the possible environmental
factors—again, a too narrow perspective ignoring all the forces in the environ-
ment that have an impact on the shaping of HRM policies and practices. Only
when they start to develop a feeling for the uniqueness of the organization in its
specific context, the dominant coalition and the degree of leeway, does their
learning progress at a deeper and more reflective level. This kind of learning
involves an analysis of the various forces that have an impact on HRM and the
possibilities for shaping HRM practices and policies that might result in a
unique contribution to sustained competitive advantage.

Empirical research

Up to now the framework has been used mainly to carry out a range of case
studies aimed at generating insights in the forces and actors that have an impact
on HRM and the conditions defining leeway and room for manoeuvre.
Chapter 6 gives an overview of the possibilities and findings in this respect. Is
the framework capable of generating a set of rectifiable hypotheses—hypo-
theses that can be tested for in a quantitative research design? In this respect we
encounter a problem. The first part of the model (the left-hand side) is descrip-
tive in outlining the forces (PMT dimension, SCL dimension, and adminis-
trative heritage) that have an impact upon both the dominant coalition and the
kind of leeway available for shaping HRM practices and policies. Just like Beer
et al.’s famous Harvard model (1984), the framework in this respect is more
about mapping relevant factors than a set of related testifiable hypotheses.
Descriptive qualitative research of an explorative nature fits naturally with this
kind of modelling. However, hypotheses are possible with respect to factors
determining leeway. On the basis of exploratory research by Paauwe (1991) and
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Boselie (2002), the following hypotheses can be formulated with respect to the
conditions governing leeway (see also Table 5.1).

. Hypothesis 1: Market growth (in contrast to market decline) is positively
related to the freedom and leeway of HRM.

Table 5.1 Limitations to freedom and leeway

HRM room for

manoeuvre: large

HRM room for

manoeuvre:

small

Market situation Market growth Market decline

Strategy (Porter, 1985) Differentiation Cost reduction

Stakeholders: ‘coercive mechanisms’

(DiMaggio and Powell, 1983)

Limited number

of relevant

stakeholders

Large number of

relevant

stakeholders

Rules, procedures, and ‘legislation’:

‘coercive mechanisms’ (DiMaggio

and Powell, 1983)

Limited Extensive

Professionalization of employee

groups: ‘normative mechanisms’

(DiMaggio and Powell, 1983)

Low

Example: direct

supervision

(Arthur, 1994)

and/or personnel

control

(Merchant, 1985)

in the hotel and
catering industry

High

Example: the

role/position of

medical specialists

in hospitals

Market structure (Paauwe, 1989,

1991)

Monopoly Polypoly

Competitive strategy (Porter, 1985;

Paauwe, 1989, 1991)

Differentiation/

focus

Price

Ratio of labour/total costs (Paauwe,

1989, 1991)

Towards 0 Towards 1

Financial leeway (Paauwe, 1989,

1991)

Present Absent

Source: adapted from Paauwe (1989; 1991) and Boselie (2002: 143).
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. Hypothesis 2: The number of relevant stakeholders (coercive mechanisms)
of an organization is negatively related to the freedom and leeway of
HRM.

. Hypothesis 3: Rules, procedures, and legislation (coercive mechanisms) are
negatively related to the freedom and leeway of HRM.

. Hypothesis 4: Amonopoly market structure offers HRMmore freedom and
leeway than does a polypoly market structure.

. Hypothesis 5: Differentiation strategy (in contrast to cost reduction or price
strategy) is positively related to the freedom and leeway of HRM.

. Hypothesis 6: The ratio of labour to total costs is negatively related to the
freedom and leeway of HRM.

. Hypothesis 7: Financial leeway is positively related to the freedom and
leeway of HRM.

The second part (the right-hand side) of the model is more normative/
prescriptive, stipulating that in order to achieve a sustained competitive advan-
tage we should develop HRM policies and practices that contribute to human
resource, and meet the criteria of being valuable, rare, difficult to imitate, and
difficult to substitute. Using the value, rareness, imitability, and organization
framework (VRIO) by Barney (1997), it is possible to test for the availability and
nature of (human) resources meeting the criteria of the RBV (valuable, rare,
difficult to imitate, and difficult to substitute), as depicted in Figure 5.3.
From a case-study approach, we can test the full framework by

establishing whether companies that have made optimal use of combining
the PMT and SCL dimensions do indeed possess a unique competitive

IS A RESOURCE…

Valuable? Difficult to
imitate?

Supported by
organization?

Performance

No −−− −−− Competitive
disadvantage
Competitive
parity
Temporary
competitive
advantage
Sustained
competitive
advantage

Yes No −−−

Yes Yes No

Yes Yes Yes

Competitive
implications

Rare?

Below
normal
Normal

Above
normal

Above
normal

Fig 5.3. The VRIO framework

Source: Barney (1997: 162).
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advantage, or do perform better (‘performance’ of course in its multidimen-
sional meaning).

Force field analysis

During a range of training sessions with HRM managers, I used the model to
relate it to their own companies. The left-hand side of the model was used
to describe the present situation by outlining both market and institutional
forces, taking into account the specifics of the organization (including its
administrative heritage) and the present dominant coalition. From this kind
of mental framing, and using the model as a force field analysis device, the
participants were able to establish a good overview of the present situation
(‘Ist’), including upcoming challenges and issues. During this exercise the
participants worked in pairs and each partner fulfilled, alternately, the roles
of consultant and of client. In the consultant’s role they helped their client by
posing the right questions in order to analyse the different forces (See Appendix
5.1 for an overview of these questions). The systematic overview of forces
having an impact on the organization and the relevant actors was used as a
stepping stone for the next stage, in which, during a creative process, the
contours became visible of the kind of HRM policies and practices that,
based on the degree of available leeway, would be possible and, hopefully,
would contribute to a sustained competitive advantage. It goes without saying
that this was the most difficult part, and very often time was lacking to
complete the entire exercise. However, participants were pleased to have had
a good analysis and overview of the so-called ‘Ist’ situation with the present
challenges and issues. Appendix 5.2 gives an anonymous example of the force
field analysis of a food factory and its subsequent design of HRM policies and
practices.

Consultancy

With our help, a number of companies used the CBHRT to develop a clear
insight into the specific context and available degree of leeway available to
them for generating insights with respect to possible HRM policies and
practices that would help to contribute to a sustained competitive advantage
(‘Soll’). Very often this consultancy track was initiated as a follow-up activity of
the force field analysis that people undertook during the previously mentioned
training sessions.
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5.8 HRM as an enabler for a range of strategic
options

The majority of strategic HRM models use the chosen business strategy as a
starting point and then try to establish the kind of HRM policies and practices
(very often combined in bundles/systems) that contribute to an increased
(financial) performance. My own way of modelling, emphasizing both eco-
nomic and relational rationality, focuses on HRM policies and practices, which
meet the criteria of both added value (in its economic meaning) and moral
values such as fairness, legitimacy, sustainability. What advantages can we
expect from this kind of value laden or ethical HRM? From a manager’s
point of view, meeting the criteria of relational rationality implies, in essence,
‘treating your people well’. What are the associated benefits compared with
another company, which treats its people differently? We can expect

. Lower absence

. Higher satisfaction

. Greater willingness to stay with the company

. Higher effort

These outcomes imply that one should be able to run the business on a lower
control cost base, compared with companies that operate under a poor HRM
system. However, a lower control cost base can also be achieved by outsourcing
operations, which is what many companies do nowadays. So the real advan-
tages of ethical HRM must be sought in another direction. The main advan-
tages of ethical HRM will be that employees have

. A greater willingness to trust management

. Greater willingness to change, even at the risk of some personal danger

. A ‘they will treat me fairly’ feeling

. More room for manoeuvre for management

In a high-change market situation all this can be very important. So neither
lower cost nor greater trust in themselves guarantee high performance. But the
greater degree of trust and willingness to change implies a better starting
point/platform for implementing change and for implementing a range
of strategies. In this way, ethical HRM acts as an enabling device for a
range of strategic options. Support for this approach is found in the outcomes
of exploratory research by Dyer and Shafer (1999), based on a number of case
studies they develop a model in which HRM strategy supports organizational
agility. An agile organization aims to develop a built-in capacity to shift, flex,
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and adjust, either alone or with alliance partners, as circumstances change, and
to do so as a matter of course (Dyer and Shafer, 1999: 148). In the same way,
Boxall and Purcell (2003) include flexibility as one of the main goals (along with
labour productivity and legitimacy) of strategic HRM systems. In effect, these
organizations aim to optimize adaptability and efficiency simultaneously. In the
strategic management literature, this is referred to as meeting simultaneously
the demands of exploration and exploitation (see March, 1991; Levinthal and
March, 1993; Volberda, 1998; Lewin, Long and Caroll, 1999).

Exploration involves experimenting with ideas, paradigms, technologies, strategies,
and knowledge in hope of finding new alternatives that are superior to obsolete
practices. In contrast exploitation is associated with systematic reasoning, risk aversion,
defining and measuring performance, and explicitly linking activities to these meas-
ures. Exploitation involves improving existing capabilities, processes and technologies,
as well as rationalizing and reducing costs . . . (March, 1991; cited in Lewin et al.,
1999: 536)

The CBHRT, with its emphasis on achieving a unique combination of both
economic and relational rationality, and of both added value and moral values,
is able to generate an agile and viable organization that creates room for
manoeuvre for the parties involved and enables the pursuit of different stra-
tegic options.

5.9 Summary and conclusions

From a basis of the building blocks of strategic management, RBV, and indus-
trial relations/institutional theory, I have outlined a contextually based human
resource theory, a theoretical framework that enables a complete overview of
the factors influencing the shaping of HRM policies and practices. Moreover,
the theory emphasizes different rationalities and resulting outcomes. It also
takes into account the various actors involved and their interaction with
strategy and the wider societal context. The model can be used for different
purposes. Instead of focusing only on the relationship between strategy, HRM,
and subsequent performance, it also allows us to discuss the way in which,
ethical HRM is an important enabling factor, one that widens the room for
manoeuvre and increases the range of possible strategic options. Considered in
this way, HRM acts as a starting point, an enabler for a range of strategic
options.
This chapter ends the more theoretical part of the book. The remainder of

the book consists of chapters reflecting the empirical reality. These chapters
demonstrate, at various levels of analysis, insights that can be generated using
the kind of theorizing outlined in the chapters above. To start with, Chapter 6
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provides examples of case-studies that I have carried out using the framework
of the contextually based human resource theory, and shows how the very
combination of RBV principles and a more institutional perspective has
resulted in a unique shaping of HRM practices contributing to a sustained
competitive advantage.
Chapter 7 uses the same framework but at the level of the industry branch,

comparing branches with high and low degrees of institutionalization and
examining how this has an effect on the shaping of HRM policies and practices
and related industrial relations. Chapter 8 takes us one level of analysis higher
by presenting a study that compares/contrasts the effects of differences in
institutional settings at country level. In this study internationally operating
chemical companies—with head offices and subsidiaries in both the USA and
the Netherlands—are compared with respect to the introduction of HRM
practices such as empowered teams and flexibility. The final chapter combines
theory and empirics to develop a more practical and implementation-oriented
approach, one that will be attractive from a practitioners’ perspective. The
different HR roles will be linked to the various aspects of performance (stra-
tegic, professional, and societal), and I develop the so-called ‘4logic HRM
scorecard’, which will help in the development, monitoring, and measurement
of HRM policies and practices, aimed at contributing to a sustained competitive
advantage and a viable organization in the long run.

Appendix 5.1 Examples of Questions for Analysing

Different Forces

Product–market–technology dimension (PMT)

Which market/competitive mechanisms have a direct impact on the shaping of
your organization?

. Product–market combinations

. Technology (e.g. automation, intranet)

Social–cultural–legal dimension (SCL)

Which institutional mechanisms have a direct impact on the shaping of your
organization?

. Legislation

. Rules
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. Procedures

. Convenants

. Influence of social partners (trade unions, works councils, and other
relevant stakeholders)

Configuration

What are the key characteristics of the configuration of your organization?

. Organization’s age

. Spirit of the times (zeitgeist) when organization was founded

. Management philosophy, mission, and strategy of the founders

. Current ownership structure

. Critical incidents in the past (e.g. merger, take-overs, reorganizations)

Dominant coalition

Which actors/stakeholders/groups/parties determine the HRM strategy of
your organization?

. Board of directors

. HRM director

. Social partners (works council and/or trade unions)

. Line management

. Employees

HRM policies and practices

Which HRM policies and practices can be applied for the benefit of the HRM
strategy of your organization?

. Planning/recruitment/selection/socialization

. Appraisal/rewards

. Training/development

. Participation/decentralization/empowerment/autonomy/teamwork

. Leadership/coaching/mentorship

. Job design/division of labour
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Leeway/room for manoeuvre

What is the leeway or room for manoeuvre of the dominant coalition with
respect to strategic HR choices in your organization?

. For example caused by legislation, collective bargaining agreements
(CBAs), or convenants between social partners

. For example determined by specific (business) knowledge, experiences, or
available resources (e.g. financial resources, natural resources)

HRM outcomes

Which HRM outcomes can be used to measure the effects of the HRM strategy
in your organization?

. Satisfaction/motivation/commitment/trust/stress/loyalty (subjective data)

. Employee turnover/employee absence/conflicts between management
and employees (objective data)

Performance

Which performance indicators can be used to measure the effects of the HRM
strategy in your organization?

. Productivity/service and product quality/customer satisfaction/R&D
efforts

. Sales/market share/growth/profits/market value

Source: Boselie and Paauwe (2002).
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FORCE FIELD ANALYSIS

Buyers: Internal: marketing /sales organization
Rivalry: Internal = other European factories; 
on cost, flexibility, innovation, speed. External
= competitors on innovation, cost, time to 
market
Suppliers: Ingredients, flavours, half fabrics
New entrance: Difficult to enter due to high
investment costs
Substitutes: Ready-to-eat; home made;

Fast moving
Production plant
Strong brands
Multinational
Decentalized/autonomous

Directive leadership
Informal/network organization

High social partnership v. low unionized
people
Diversity: 21 nationalities
Directive leadership /non-participative
employees
Motivation: middle of the road
Skills: middle of the road
Tight labour market/expensive location

Differentiation: handling a lot of key
issues in efficient and effective way
Innovation: more new product
introductions
Speed: on time in full
Product quality: strive for 100% product
quality for customer safety and reputation

Strong works council but low union focus

High sick rate, accident rate and theft
Skilled to do one job, not multi-skilled
High direct labour costs

PMT Dimension

Configuration

SCL Dimension

Dominant coalition

Key Issues

Key Issues

HR Strategy/Goals

100% availability of ideal workforce at
lowest cost

Ideal workforce: right person, right
place, right time, right attitude, right
skills, right reward (etc.)

 In order to supportbusiness goals:
100% employee satisfaction
100% customer satisfaction
100% shareholder satisfaction

Measurement on:
employee = employee survey, trust,
motivation (sick rate, accident rate,
etc.)
Customer = client survey, on line
in full, % out-of-stock

performance indicators, clear
financial measurements

Develop + implement value
programme

Complex matrix organization

Cost reduction: cut costs in order to make
factory competitive again

Company directors
HR directors
Line management
Local management
Unions
Works council
Employees

Language, culture, and value issues
Low involvement, low commitment, highly
dependent workforce

How: HPHI work systems: key words;
participation and accountability

Shareholder = results, key

With shared moral values:

Appendix 5.2: Example of Force Field Analysis of Soup and Sauce Factory1
0
4



Notes

1. Institutionalisation is defined by Selznick (1957) as ‘to be infused with value beyond
the technical requirements of the task at hand’. Scott (1992) defines it as ‘the process
by which actions are repeated and given similar meaning by self and others’. Finally,
Meyer et al. (1987) define it as ‘a process by which a given set of units and a pattern
of activities come to be normatively and cognitively held in place and practically
taken for granted as lawful’.

2. Also known as the vertical fit.
3. Also known as the horizontal fit.
4. HRM outcomes, e.g. employee satisfaction, motivation, commitment, involvement,

organizational citizenship, trust, social climate between workers and management,
loyalty, retention (the counterpart of employee turnover), and employee presence
(the counterpart of employee absence).

5. Performance of the firm, e.g. productivity, product/service quality, customer satis-
faction, sales, market share, profits, and market value.

6. Kanfer (1994) and Guest (1997) argue that the distance between HRM practices or
systems and financial performance indicators (e.g. sales, profits, and market value)
is too large to enable valid and reliable statements to be made on (statistically)
significant effects found in empirical research. Those significant relationships found
in prior research might be an indication of ‘reversed causality’.
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6 The Contextually Based Human
Resource Theory in Practice

6.1 Introduction

Having outlined the model of the CBHRT in the previous, theoretical, part of
the book, the remaining chapters are more empirical in nature.
In this chapter I present a range of case-study vignettes in order to illustrate

different aspects of the CBHRTmodel and explain howorganizations are able to
make use of it to achieve long-term viability. The two dimensions of the model
(the product market technology (PMT) dimension and the social cultural legal
(SCL) dimension), have each been able to create a leeway for shaping HRM
policies that are uniquely its own and which have helped significantly to build a
sustainable competitive advantage. The illustrative cases are part of ongoing
research projects. More extensive reports are available; however, in this book I
simply present a summary of the main characteristics and findings in order to
demonstrate how the CBHRTmodel can be, and has been, applied.
The first case study draws an illuminating comparison between two furni-

ture factories pursuing different strategies to fight competition. The main
difference here is in the PMT dimension. One company relies on a competitive
strategy based on price, while the other follows more a focus/differentiation
strategy by opting for the upper-end, high-quality, design market segment; in
doing so the latter company provides itself with more leeway for shaping its
HRM policies and practices (Section 6.2).
The second case study has been selected to illustrate how companies can

make use of the SCL dimension. At first sight this dimension might seem only
to offer constraints and limitations and to hinder the proper pursuit of achiev-
ing organizational success and a sustained competitive position. However, once
redefined as an arena of opportunities, the innovative combinations of market
and societal dimensions can offer a sustained competitive advantage. We see
how one firm in a traditional industry, embedded in a heavily regulated insti-
tutional context, did just that (Section 6.3: container transhipment company).
The third example is illustrative of how the fostering of consistency and

longevity in the specific characteristics of an organizational configuration,
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rather than succumbing to pressures for constant organizational change, can
help to establish long-term viability. A highly successful Dutch theme/leisure
park has purposefully nurtured its unique administrative heritage (i.e. its path
dependency) over the course of many years, and this has reaped commercial
rewards in the face of stiff competition (Section 6.4: Efteling).
Section 6.5 highlights the experience of the world-famous Heineken Com-

pany. When the firm opted for a reorganization and transformation, it man-
aged to do so in line with its administrative heritage and institutional setting, in
a manner that strengthened its competitive position in both the product and
the labour market.
The previous examples are all based in the profit sector. In section 6.6 I

present an example from the public health care sector. I describe the struggle of
a specialized eye hospital to remain independent in the face of pressures from
central government to become subsumed into a larger entity. The hospital
succeeded in large part by making optimal use of its profile in the marketplace
for delivering specialist medical care, as well as by implementing the right
organizational change processes and HRM policies and practices. In this way it
created leeway, became a renowned centre of excellence, and built up legitim-
acy in the eyes of the relevant stakeholders which eventually led to a successful
defence of the hospital’s stand to retain its independence.
Finally, Section 6.7 provides an example of a company in the socially sensitive

industry of temporary work agencies. The profiled company took the lead in
demonstrating its responsibility towards society at large by initiating the
industry’s first collective bargaining agreement, as well as becoming actively
involved in drafting legislation (i.e. creating an institutional setting) to further
augment both the legitimacy and security standards of temporary work agen-
cies. In this way it forged a highly respected reputation among the general
public, which of course had beneficial consequences for the firm’s position in
the marketplace.
All of the case studies involved intensive fieldwork using different data

collection methods (semi-structured interviews, document analysis, surveys,
group interviews). We gathered data and opinions from a wide variety of
interviewees, including top management, human resource managers, and
officers, plus representatives of the works council and/or shop-floor employees.

6.2 Two furniture companies in search of
competitive advantage

There are many furniture companies operating in the eastern part of the
Netherlands, part of a long tradition in the region. The two companies
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highlighted here are both small family-owned firms operating in the same
environment: one that is simple (in terms of well-known rival firms and
distribution channels), yet dynamic because of fluctuating market demands
and fierce competition from rivals in neighbouring Germany. Both firms
employ around 40–50 persons, and both are engaged in the production of
wall units and the like.
In the early 1990s both firms sought to develop export markets and to scale

down series production in order to reduce retailer stock. One company—‘ABC
Design’—opted for a differentiation/focus strategy by explicitly focusing on the
top market segment: high-quality furniture with exclusive designs and a very
limited number of units produced per series. In line with this, the design of its
furniture is outsourced to specialist agencies and the firm has invested more in
the automation of its machinery and, importantly, in upgrading the quality and
educational levels of the employees.
The other company—‘Furniture Works’—opted instead for a low-cost strat-

egy based on competitive pricing. It too involves external designers and has also
intensified its training and development efforts. However, its machinery has
stayed more or less the same, owing to a lack of financial resources, which
limits new investment.
The two chosen competitive strategies represent varying degrees of leeway

for shaping HRM policies and practices (see also Chapter 5). So if we compare
the two companies more closely, we discern several key differences. On
training, ABC Design makes an extremely thorough inventory of the educa-
tional and training level of its present staff. The management team then
develops a systematic training plan based on the kind of competences needed
to realize the chosen strategy (i.e. differentiation). Finally, the firm has a new
performance appraisal system. By this approach, ABC Design is in fact heading
in the direction of implementing a ‘high-performance/high-involvement’ work
system, to which end it carefully screens its employees’ ability, motivation, and
opportunity to participate. The other company gives attention to training but
in a far less systematic way.
Secondly, both companies implement quality management, but ABC Design’s

approach is to train and involve every employee, whereas Furniture Works has
simply appointed somebody to be responsible for quality inspection and
control.
Owing to the price premium in the top design and quality market

segment, ABC Design protects itself from the fierce price competition faced by
Furniture Works. In this way ABC Design enjoys more (financial) leeway to
improve further its machinery and to upgrade further the competences of its
workforce and involve employees more intensively in the implementation of
the chosen strategy. ABC Design also pays more attention to the proper
alignment between its different HRM practices (e.g. selectivity in recruiting,
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performance appraisal, training and development) in order to stimulate the
implementation of the chosen strategy. Furniture Works does carry out some
of these HRM practices, but in a more ad hoc, stand-alone fashion.
The greater degree of leeway enables ABC Design to pay more attention to

both vertical and horizontal fit and to design in a careful way the proper HRM
tools in order to implement the chosen strategy.

6.3 Using your administrative heritage
to win prizes

In the leisure market the Dutch firm Efteling has won several prestigious
international prizes and is recognized as one of the best theme parks in the
world, even in competition with more internationally famous and better-
resourced rivals such as Six Flags and Disneyworld Paris.
Its origins in the 1930s was as a playground for local children, but by the

early 1950s it had developed into a ‘fairytale’ park with a design based on
the drawings of the famous painter Anton Pieck. Over the years more and
more attractions have been added, until it is now a spectacular, fully equipped
leisure park complete with hotel, residential bungalows, and a golf course,
which attracts more than 2.5 million visitors a year. In the Netherlands there is
a well-known saying that everybody will visit the Efteling at least three times in
her or his lifetime: once as a child, once as a father or mother with their own
children, and once as a grandfather or grandmother.
The secret of the organization’s success can be traced back to its origins, and

in particular to the way it has managed to preserve its administrative heritage—
to such a degree that many people in the Netherlands consider the Efteling a
part of their national heritage. Comparing it with other theme parks, one
notices the differences immediately. Whereas other parks are simply a collec-
tion of entertainment ‘toys’ (like roller coasters), the Efteling park is beautifully
situated in its natural environment. The uniform layout throughout the
grounds ensures that it remains faithful to Pieck’s artistic vision. So visitors
who might not appreciate all the attractions—which will make you giddy with
either excitement or nausea!—nevertheless like to visit the park to wander
through its beautiful setting and admire the lovely scenery.
So the secret of Efteling’s success is due in part to the preservation and

cultivation of the heritage of its original designer. But it has also to do with the
fact that the only shareholder is the Foundation Nature Park for the Efteling,
whose main objective is to preserve nature. An expanding company might be
expected to consider this kind of corporate governance structure a major
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hindrance to plans for growth in visitor numbers and sales revenue; but in fact
this shareholder is not interested in any kind of dividend on its shares, and so
the financial position of the Efteling is very strong. More importantly, the
park’s management team has ‘used’ this institutional embeddedness as an
opportunity for developing and fostering a formula, which has resulted in a
unique commercial advantage for this small player facing stiff competition
from nearby multinational corporations.
People management within Efteling reflects the character and culture of the

park, which can be compared to a family-owned company. In total the park
employs about 1,500 employees, the majority of which can be considered
seasonal and holiday workers—permanent employees number only around
280. Many employees have a long-lasting employment relationship with the
firm. Even some of the seasonal workers have been members of staff for more
than twenty years; during the closed season they are entitled to unemployment
benefits based on Dutch social security legislation, and the Efteling organiza-
tion stays in touch with them by sending them information, newsletters, and
Christmas gifts. When the season starts again they are simply re-hired. Last
year the park started to experiment with opening hours during the winter
season and during evenings, whereas in previous years it was always closed
then. All new employees (both permanent and seasonal workers) receive
comprehensive training in hospitality, etc.
Not surprisingly, the atmosphere among the workers is very much that of a

community, characterized by awarm, easy-going attitude among the employees
combined with a high degree of dedication to the Efteling. The advantages of
fostering such a ‘family’-like culture are a strong sense of loyalty and commit-
ment among employees, albeit sometimes in rather too laid-back a manner.
Management faces the twin challenges of combining the best of two worlds:

on the one hand preserving the family atmosphere and employees’ and cus-
tomers’ love for the Efteling, while on the other trying to achieve a higher
degree of service quality and greater cost effectiveness. The sound financial
situation of the park does not constitute a burning platform in this respect, but
with the entry into the Dutch market of more global players (such as Six Flags),
and still more due to follow, the Efteling will need to remain alert and flexible
to stay ahead of competition.
Using the CBHRT perspective, we can see how the present organizational

configuration, including the company’s HRM strategy, has been clearly influ-
enced—even shaped—by its administrative heritage (encompassing both the
artistic values of the original designer and the objectives of the dominant
shareholder). More importantly, we can also discern how this heritage has been
used deliberately to develop and expand the theme park in a highly consistent
way. This has resulted in a very strong competitive position for the complex.
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6.4 A container transhipment company making
optimal use of its institutional setting

Rotterdam has the largest port in the world and is the market leader in
providing transportation and shipment services for goods and containers
bound for the Western European economies. But local competition is fierce,
from nearby harbour cities such as Antwerp in Belgium and Hamburg in
Germany, both of which are eager to take Rotterdam’s business and dominate
the regional market.
Shipping companies are hugely influential in the market owing to an increas-

ing trend among them to merge or form large alliances. Container shipment
companies face powerful clients which demand quality, low prices, flexibility,
and speed of delivery and transhipment services at any time of the day or night
convenient to them. Ships need to be unloaded and loaded as fast as possible
without causing any damage to the containers and goods (PMT dimension).
This case study reports how one container shipment company based in Rotter-
dam aims to deliver the best possible services to its customers at competitive
prices.
Normally, introducing new technology as a way to become more cost-

effective implies reducing workforce numbers, and resistance to such changes,
especially in unionized environments, can usually be expected to be fierce. So
when senior managers at the firm wanted to apply technology in order to
mechanize and automate the whole process of loading and unloading contain-
ers, they knew they would have to deal with the highly institutionalized
arrangements in force across the port.
As inmost port cities around theworld, the trade unions in Rotterdam are in a

very strong bargaining position. Union density is almost 80 per cent, and
the collective bargaining agreement site contains a number of regulations to
safeguard employment, including a harbour-wide labour resource pool and
relatively high wages. The terms of the harbour-wide agreement make redun-
dancies and lay-offs almost impossible, so that the Rotterdam dockworkers have
had little to fear from anymanagement change programmes. Nevertheless, they
sharewith topmanagement a desire to see their company flourish and achieve a
sustained competitive advantage. Put another way, both the trade unions and
works council members are willing to be co-operative regarding the introduc-
tion of more advanced technology and measures to increase quality and flexibil-
ity, largely as a consequence of the near-absolute guarantee to safeguard
employment provided by the institutional arrangements (SCL dimension).
The dominant coalition in this company consists of the CEO, the HR

manager, and the members of the works council (in which the unions have a
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strong presence). Together, they have introduced a smart scheme for improv-
ing productivity and quality based on developing a highly trained, multi-
skilled, and functionally flexible workforce. The firm allows all workers to
attend courses in order to familiarize themselves with the various functions
relating to the proper handling of containers (ten functions in total). Such
workers can then be deployed in a variety of ways, depending upon the nature
and intensity of the workload at any one time. The majority of employees
are now able to perform more than one function, and to the further benefit of
the company they have also gained improved mutual understanding and co-
ordination. Management ends up with a highly qualified and agile workforce at
its disposal. Employees, meanwhile, are entitled to a pay increase the moment
they qualify as fully trained in a new function, irrespective of whether or not
they actually carry out that particular task. This whole process of organiza-
tional change is accompanied by an abundant flow of information from the side
of top management and the HR department, which stimulates participation
and the involvement of both unions and works council.
In comparison with other container shipment companies, this firm is far

ahead in the development and application of advanced technology, and as a
result is able to offer high-quality services, a high degree of flexibility, and
a large degree of reliability and commitment to meeting the deadlines of their
customers. A pleasing side-effect is that the company’s state-of-the-art technol-
ogy and processes are a source of considerable pride among the employees,
enhancing their commitment and loyalty to the firm.
Reflecting on this case, we can conclude that the institutional setting, which

forbids the lay-off of workers and thus results in a low level of resistance to the
introduction of new technology, has been used to management’s advantage in
order to implement technology and flexibility measures in a way that has
contributed significantly to a sustained competitive advantage. This approach
has, among other benefits, resulted in long-term secure contracts, and has led to
the provision of a dedicated terminal at the port for several major shipping
companies.

6.5 The Heineken model: how to become an
employer of choice

Heineken is the second largest brewery company in the world and arguably has
the world’s best-known beer brand, next to Budweiser. In the mid-1990s it
needed to revitalize itself. In spite of still impressive sales/turnover figures and
an acceptable return on investment (ROI), the company recognized that it
could do better. Innovation was poor, and in Heineken’s home base, the

113

The Contextually Based Human Resource Theory in Practice



Netherlands, small breweries with a carefully cultivated craftsmanship image
were threatening to take over the giant’s market share. In order to make the
company more dynamic, more innovative, and more flexible, the management
team opted for a huge transformation project, affecting 2,000 employees
working in two large breweries. It went under the slogan, ‘It’s the people that
make Heineken.’
The phasing-in of more advanced technology necessitated a programme of

delayering through voluntary redundancies or relocations within Heineken.
This paved the way for a radical overhaul of established production practices,
led by the implementation of a system of (autonomous) task groups at the
shop-floor level.
Up to that point, employees’ experience of Heineken as an employer

had been good. As a family-owned company it had always displayed a rather
paternalistic attitude towards its employees, taking good care of them
and ensuring good pay and a high degree of job security. However, these
workers were now confronted with major organizational upheaval, insecurity,
and demanding new jobs. The new ways of working demanded a higher
level of knowledge and competence from them. Given the twin facts that
most people on the shop-floor had worked there for a very long time and
that their average age was 41, everyone involved—from management and
trade unions to works council members and the workers themselves—realized
that not all employees would be able to meet the new requirements. So, what
to do?
The managers knew that they would need buy-in from the trade unions,

since between 70 and 80 per cent of the affected employees were members of
the unions involved in collective bargaining with Heineken. Fortunately, the
corporate HR manager and his department were able to build on their already
co-operative and constructive relationship with the unions and the works
council to devise an initiative that is still widely cited as a fine example of
how to manage employee relationships in an innovative way. The deal took
into account the institutional setting (i.e. the strong position of the trade
unions) and the administrative heritage of the company (i.e. its long tradition
of looking after its staff ) to produce an accord centring on a five-year guarantee
of employment in exchange for a retraining of all employees at the two
breweries, either individually or collectively, for the new jobs. Heineken
brought in an external agency to test every employee beforehand to check
his or her ‘trainability’ and ‘employability’. For those for whom the test
indicated that they might not be able to acquire the new job competences,
even if properly trained, Heineken management vowed to find them real
alternative employment. In the event, the firm succeeded in retraining the
majority of workers and found other jobs, either in or outside Heineken, for
the remaining 300–400 employees. This agreement became well known in the
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Netherlands andwas often referred to as the ‘Heineken model’. The unions still
favour it as an example to be imitated by other firms.
The Heineken Company itself benefited a lot from the deal. It made the

reorganization possible; the co-operative relationshipswith the unions remained
intact and were even strengthened; and in the end it gave the company a very
good image in the labour market as a preferred employer. Moreover, the whole
process of organizational change and the way in which management dealt with
the interests of its employees was perceived as being in line with the strong
quality reputation of its beer brand.

6.6 The Rotterdam Eye Hospital: the search for
legitimacy among its stakeholders1

The Rotterdam Eye Hospital was founded in 1874 and specializes in oph-
thalmology. The organization employs approximately thirty ophthalmology
specialists, plus 250 nurses and other personnel. Over 125,000 patients are
treated there every year. The majority of these are treated in a day, requiring
no overnight stay. It is the only independent eye hospital in the Netherlands.
The way in which it retained its independence when faced by the prospect
of a merger with a much larger organization is the subject of this case
study.
Prior to the 1980s Dutch health care organizations could be characterized by

their inward-looking narrow focus. The open-ended funding at the time
reinforced and strengthened this internal orientation: health insurers paid all
costs incurred by every health care organization. But drastic cuts introduced by
the government, which was facing a severe economic recession in 1982, led to
major transitions throughout the service, driven by an increased emphasis on
cost-effective performance and quality. ‘Efficiency’ was the magic word in
those days, and one way to achieve this, according to the government’s
Ministry of Health, Welfare, and Sport, was to encourage and even initiate
mergers between organizations to achieve economies of scale. One such
proposed ‘merger’ involved the Rotterdam Eye Hospital and the much larger
academic hospital, Dijkzigt Rotterdam (at that time ten times bigger in terms
of total number of employees and patients), barely one kilometer away.
As soon as the debate on a full merger made it apparent that the Eye

Hospital ran the risk of being swallowed up by the ‘big brother’ Dijkzigt, its
separate identity even disappearing eventually, the board of directors and the
medical specialists acted in unison to plead for the Eye Hospital to retain its
independence. The only way to maintain its independent position was to find
ways to legitimate its right for independent existence as a highly specialized
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hospital, and to convince relevant stakeholders (e.g. government, financiers) of
the surplus value of this structure.
The Ministry of Health, Welfare, and Sport indicated that it would approve

the eye hospital’s independent status only on condition that it develops into an
excellent health care centre, with outstanding, efficient, and effective manage-
ment and a highly ranked research record. Thus, external pressure in the form
of a debate on the organization’s legitimacy caused a major change in the
culture, moving away from the relatively passive attitudes that characterized
the period prior to 1982 and towards an active and innovative mind-set with a
broad willingness among employees to embrace continuous change. This was
essential if the hospital was to deliver on the government’s performance
demands in terms of efficiency, effectiveness, and high-quality services.
The managing director and financial director took the lead in this process,

supported by their staffs and each of the medical specialists. The organization
pursued the status of centre of excellence in the following areas:

. Becoming the preferred partner for co-operation with both national and
international counterparts

. Achieving technical excellence in medical health care

. Achieving business excellence in, for example, management and logistics

. Achieving academic excellence in both medical and management research

. Offering excellent service quality to clients

Leadership became more visible by its clearly communicating to all staff
members the new vision and strategy and by giving them more involvement,
participation, and autonomy. It was especially important for the core group
of medical specialists to feel that they were part of the new challenge.
They improved substantially on research and development, in this way contrib-
uting significantly to the realization of the Eye Hospital as a centre of
excellence.
To reach a high level of both reliability and efficiency, the principles and

practices of business process re-engineering, as well as logistics management,
total quality management, and benchmarking—few of which one would expect
to encounter in a medical setting—were all applied to the different medical
treatments.
The HR department supported the transformation, with practices including

more selective recruitment, the improvement of both vertical and horizontal
communication systems, and, importantly, involvement of the specialists in the
development and implementation of the new strategic reforms.
The results have been dramatic. In the Dutch health care sector the Rotter-

dam Eye Hospital has become renowned for its innovations and continuous
improvement programmes. The following examples illustrate the innovative-
ness and the passion for change of this organization.
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1. Within the space of a few years since being granted independent status,
the Rotterdam Eye Hospital became the first non-US hospital to be accepted as
a member of the elite American Association of Eye and Ear Hospitals, one of
only 15 top institutes inducted into the Association. By the end of the 1990s the
hospital had taken the lead in founding the European equivalent of
the American Association, tasked with a key role in research on benchmarking
eye hospitals in Europe.
2. The Eye Hospital co-operates with several Dutch universities, including

the Rotterdam School of Economics and Rotterdam School of Management on
management issues, the Rotterdam Faculty of Medicine and Health Sciences
on medical research, and the technical University of Eindhoven on logistics.
This co-operation has resulted in unique benchmarking exercises conducted
into different parts of the hospital—learning from, for example, the supply
chain management used by Ahold, a large Dutch supermarket chain, and the
consumer logistics of Royal Dutch Airlines (KLM). These benchmarks were
used to improve the internal business processes and the quality of service to
clients.
3. Since 1999 the Rotterdam Eye Hospital has been one of the leading health

care organizations in the Netherlands with respect to ‘chain of excellence in
treatment of patients [ketenzorg]’, an integrative approach to clients’ needs that
aims for service quality improvement.
4. A substantial improvement in the hospital’s research and development

record has allowed medical specialists to contribute in a decisive way to the
realization of the Eye Hospital as a centre of excellence.
5. In 2000 the organization received the Cap Gemini Ernst & Young award

for best and most innovative website in the Dutch health care sector. The Eye
Hospital appeared to be one of the first organizations to present, among other
things, information on waiting lists, customer satisfaction (number of com-
plaints), employee absence due to illness, and employee turnover rates.
6. In 2002 the Minister of Health, Welfare, and Sport highlighted the

successes of the Rotterdam Eye Hospital as a best practice example for modern
health care management in the Netherlands.

In summary, the key to the success of the Rotterdam Eye Hospital
appears to have been the organization’s culture of continuous improvement
and innovation, which emerged in the 1980s as a result of external political
mechanisms. Applying state-of-the-art management and control systems, in
combination with stimulating HRM practices and excellent leadership, were
crucial in the endeavour to gain legitimacy in the eyes of the relevant stake-
holders for an independent and viable medical institution.
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6.7 A responsible employer providing its customers
with economic employment flexibility2

In the 1960s and 1970s the rise of temporary agency work (TAW) used to be a
sensitive subject in the Netherlands. Operators in the sector faced two major
obstacles in their struggle for legitimacy in the eyes of the Dutch public and
policy-makers: countering the negative stereotypes surrounding the industry,
many of which had arisen from the activities of illegal personnel placement
agencies (‘koppelbazen’), and, relatedly, having to work within constraining
legislative frameworks. As the largest temporary work agency in its home
market of the Netherlands, and one of the five largest in the world, the
Randstad Corporation is a noteworthy example of a company that relies
upon its ability to manage both these socio-cultural/institutional pressures
demanded by society and staff and the product-efficiency pressures demanded
by their clients.
Conscious of the social sensitivities surrounding its services, the Randstad

Corporation has been involved in an active search for much-prized legitimacy
throughout its history. The firm has been at the forefront of establishing
minimum standards for the professional contracting of temporary staff. In
the early 1960s it introduced social security insurance for temporary agency
employees and took steps to address concerns over working conditions and
training possibilities. A decade later, in the early 1970s, Randstad’s manage-
ment actively engaged with the Dutch unions in drawing up the first collective
agreements for temporary agency workers. Over twenty years on, Randstad
was one of the main architects of the 1999 ‘flexibility and security’ legislation,
which brought temporary agency workers under normal Dutch labour law.
Some of these efforts to professionalize their business increased the cost of

temporary agency workers. For example, the introduction of social security
insurance in the 1960s raised the price of a ‘temp’ by approximately 30 per cent,
but demand for agency work boomed as companies that previously had been
wary of having uninsured personnel working on their premises now saw new
possibilities for taking advantage of agency work. The more recent ‘flexibility
and security’ legislation, meanwhile, was criticized for both its complexity and
its negative impact on the economic attractiveness of using ‘temps’. (The new
law increased the opportunities for client organizations to hire workers on such
contracts directly.)
Nevertheless, most agencies now agree that the various institutional con-

straints have proved beneficial for their business. The ‘flexicurity’ legislation
did a lot to augment the societal acceptance of the industry as a regular
(responsible) employer. It also stimulated the market for relatively high-skill
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temping and increased market possibilities for so-called ‘managed services’,
where the agency not only provides the temporary employees, but also takes
responsibility for their operational human resource management (both
markets offering the agencies higher margins). The responsible attitude
shown by the company has also helped it to gain major contracts with other
large companies that have set their own, similar, standards for corporate social
responsibility. It has also facilitated co-operation with the national government,
opening markets previously restricted to the nationalized Public Employment
Service. In addition, the increasing professionalization of the field and growing
standards for consistent trustworthiness and socially responsible behaviour of
the agencies themselves also functions—especially for the larger agencies like
Randstad—as a form of market protection against the smaller and less organ-
ized agencies. It effectively raises the operating standards in the temporary
agency workers’ market, increasing the benefits to the larger agencies (such as
Randstad) of being able to offer long-standing and sophisticated formalized
services.
The conviction that the company can contribute to society through its

professional experience in employment issues is deeply ingrained in Randstad.
Each consultant in the store will reproduce the companies’ mantra, ‘knowing,
serving, trusting’. When the German government presented a plan to organize
its own public employment service along the lines of the Dutch business
model, most of the temporary work agencies operating in the German market
opposed the idea, as they felt it would interfere with free market principles.
Randstad offered advisory assistance ‘with its extensive experience in the area’
(Financieele Dagblad, 2002).
This short case study shows how socially responsible behaviour, in which

due and proper attention is paid to the institutional setting, has made good
business sense for the Randstad organization. Randstad has developed into the
leading Dutch agency for temporary employment with a national market share
of almost 40 per cent in 2000 and a worldwide position in the top five of such
agencies.

6.8 Conclusions

The selected case studies provide examples of the way in which the theoretical
framework of the CBHRT helps to analyse and explain the interaction
between, for example, the PMT and the SCL dimensions.
They also demonstrate the importance of taking into account the adminis-

trative heritage—its organizational configuration and path dependency—of an
enterprise, and of (re-)interpreting it not as a burden from the past but often as
an important element to be cultivated and brought up to date to realize
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consistency between corporate strategy and related HRM policies and prac-
tices, as the Efteling and Heineken cases show.
Bringing about legitimacy by taking into account the interests of a variety of

stakeholders is also extremely relevant in establishing viability in the long run.
The examples from the Rotterdam Eye Hospital and Randstad Company
convincingly demonstrate this point.
All of these case-study vignettes are at the level of the individual organiza-

tion. In the next chapter we proceed to the industrial branch level. On the basis
of empirical evidence, the value is again demonstrated of the kind of analysis in
which the very interaction between the various dimensions of the contextually
based human resource theory helps to explain the shaping of HRM policies and
practices, with respect to both content and process.

Notes

1. The data for this case study vignette were provided by Dr Paul Boselie.
2. The data for this case study vignette were provided by Dr Bas Koene.
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7 Contrasting Metal and IT Sectors:
Internal Versus External Regulation
of Flexibility

Keimpe Schilstra, Graham Dietz, and Jaap Paauwe

7.1 Introduction

The previous chapter described and analysed how the contextually based
human resource theory (CBHRT) could inform and explain HRM policy
decisions inside discrete organizations. This chapter looks at how the theoret-
ical framework can explain the selection of HRM policies with a focus on
employment practices enhancing various forms of flexibility of companies
responding to institutional constraints imposed at the sectoral level. The
HRM policies studied focus on flexibility-enhancing employment practices
such as numerical, functional, and financial flexibility.
To reiterate, the theory argues that within each organization there is a

‘dominant coalition’ comprising the principal decision-makers in the areas of
business strategy, operational strategy, and, for our purposes, human resource
management strategy. The various players in the dominant coalition should
therefore base their judgements and decisions on HRM matters on careful
assessments of the two contingent dimensions, the PMT dimension and the
SCL dimension. The nature of the two dimensions imposes constraints on
decision-makers’ ‘degree of leeway’ and may even contain some threats. But, as
we shall see, if used judiciously, one or both may offer opportunities and
sources of potential competitive advantage.
The chapter presents case study evidence on 13 Dutch firms drawn from

two contrasting sectors, the metal industry and the IT industry. These case
studies were carried out in the second half of the 1990s and are extensively
described and analysed in Schilstra (1998). Specifically, we examine how the
firms set about achieving a balance between the internal regulation of their
employment relations and the regulation sought, in part, externally (i.e. be-
tween companies and/or their representatives and trade unions). Some of the
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findings are surprising, even counterintuitive, to standard managerial ortho-
doxy. But we shall argue that an interpretation of the findings according to the
CBHRT offers a compelling explanation for the apparent anomalies.
The chapter is set out as follows. The following section provides a short

explanation of the distinction we draw between internal and external regula-
tion of the employment relationship. The research is then set in its Dutch
context with an overview of the country’s system of industrial relations and a
sketch of what a typical ‘dominant coalition’ might be expected to feature.
Section 7.4 describes briefly the research methodology, while the following
three sections describe the two sectors studied and the 13 firms involved.
Sections 7.8 and 7.9 set out the findings, including two short case studies
from each sector. In the final section we review and discuss the insights that
our theoretical framework can shed on this process.

7.2 Internal and external regulation of the
employment relationship

The conditions under which an employer decides to hire labour and an
employee decides to sell his or her labour to that employer are determined
in an ongoing process between these two parties, with additional input, either
indirectly or directly, from several other actors, including the state, plus
representatives of the employer (e.g. an employers’ association) and the em-
ployee (e.g. a trade union or works council). In these interactions each actor is
expected to try to best utilize the margin between on the one hand its own
autonomy and resources and on the other its interdependence from the other
actors and their respective resources. The conflicts of interest that arise must be
resolved in order that each actor can achieve its goals.
Huiskamp (1995; 2003) distinguishes between internal regulation and exter-

nal regulation. Internal regulation takes place within the organization, with a
specific employer, and none of the actors involved plays a serious role in any
other organization’s regulations. External regulation takes place at levels above
the organization, in which actors other than those directly involved in
the exchange are able to impose rules; in other words, the regulation involves
more than one employer.
There are two main forms of internal regulation, individual and collective.

Our interest here is with the latter.1 While an employer can impose collectively
binding rules unilaterally, in several north-west European contexts a joint
process of what might be termed ‘internal collective regulation’ is undertaken
between a single employer and a small group of employees representing the
interests of their work colleagues as a whole. The employees’ representative

122

HRM and Performance



constituency may come from the firm’s works council or may be a company-
specific union (as is also the case in Japan, of course).2

External regulation meanwhile comes from two main sources. The first is
the government, which sets substantive rules constraining the employment
relationship at the workplace level (e.g. a minimum wage or health and safety
legislation) and procedural rules governing formal negotiations or consult-
ations among different parties (e.g. the legal underpinnings of various indus-
trial relations institutions at the national, sectoral, and company levels). The
second source of external regulation—and our interest here—stems from
representatives of employers and employees negotiating sectoral or company-
level collective bargaining agreements.
The managerial decision on which of the two types of regulation, or a

combination of both, to adopt is not as straightforward as the orthodox
assumption—that managers should pursue economically rational HRM policy
(i.e. internal regulation wherever possible)—might have us expect. Employers
must weigh up the perceived drawbacks of both options. For external regula-
tion, management concerns centre principally on inflexible curbs to substantive
rules, as well as on the procedural implications of trade union involvement and
whether they can be responsive to company-specific concerns. The main
drawback of relying on internal regulation is that, according to Dutch law in
the absence of collective arrangements applied to the entire workforce, any
modifications to the employment relationship might have to be negotiated
with each employee individually, increasing transaction costs and wasting
management time and resources, or require a lengthy, costly and unsettling
change management programme. A second unwanted byproduct of an internal
approach to the distributional aspects of the employment relationship is that
managerial contingency and opportunism on such matters might accentuate
conflicts of interest between employer and employee, debilitating efforts to
promote unity of purpose and the pursuit of joint gains (Kochan and Katz,
1988: 7), while at the same time ‘politicizing’ the employment relationship
(Bolweg, 1989: 9). So, while management may perceive internal regulation as
leaving more leeway for company-specific fine-tuning, external regulation can
reduce the cost of regulation and administration. Generally, the conventional
wisdom views these twin advantages as insufficient to outweigh the supposed
lower responsiveness of external regulation. But is this correct?

7.3 The Dutch balance3

The typical decision-making process on almost any matter of significance
in the Netherlands involves an extensive process of multi-party consensus-
building and the pursuit of mutually beneficial compromise. The Dutch view
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this distinctive approach as a cherished national characteristic; it is the
Dutch ‘way of doing things’. This cultural norm is manifested in the extensive
deliberations on the country’s social and economic policy conducted on a
tripartite basis at the national level, between the government (itself invariably
a coalition of several political parties), employers’ associations, and trade
unions.
This shared decision-making process is replicated at the sectoral level as well,

with bipartite collective bargaining between employers’ associations and trade
unions in each industry. These collective agreements cover approximately 85
per cent of the entire Dutch workforce, and their terms automatically override
any inserted into an individual employment contract. At the level of the
individual enterprise, company-level bargaining can further supplement the
sectoral agreement, while the Works Councils Act of 1979 requires all enter-
prises with a headcount exceeding 100 to have a works council which meets a
minimum of six times a year ‘for the purpose of consultations with and
representation of the persons employed in the enterprise’.4 Trade union density
in the Netherlands is around 25 per cent; union membership in works councils
averages around 65 per cent.
Thus, at the risk of simplification, we can construct a basic diagram of who

might feature as potential actors in the ‘dominant coalition’ of a Dutch firm
employing more than 100 staff (see Figure 7.1). A management team with this
size of workforce will engage with its works council over awide range of HRM-
related concerns. In addition, should a significant proportion of the workforce
be members of a trade union, sufficient demand may exist for the union(s) to
represent employees’ interests, whether on the works council or in company-
level collective bargaining. Then, depending on which sector the firm operates
within, its employees’ primary terms and conditions of labour may be covered

MANAGEMENT* EMPLOYERS’ ASSOCIATION

**

TRADE UNION WORKS COUNCIL

Fig 7.1. Dutch ‘dominant coalitions’

* Within the management constituency the personnel manager is a special actor. (S)he is the

buffer between the business-oriented management team and the workforce, although ultimately

is obliged to represent the interests of owners/managers.

** Although we included this relationship in the research design, we found virtually no

evidence of formal contact between works council members and regional representatives of the

employers’ association, though they may meet incidentally.
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by a collective agreement concluded between the national trade unions and the
relevant employers’ association for that sector.
In sum, neither the Netherlands’ social norms nor its labour laws favour

internal regulation of the employment relationship; rather, external regulation
is enshrined in both. Indeed, a striking aspect of the Dutch system is that the
terms and conditions governing the relationship between an employer and an
employee can be determined ‘far away from the place where the work is
actually being performed’ (Huiskamp, 1995: 30).
That said, two trends have emerged in Dutch industrial relations in the

period beginning in the early 1980s and extending up to the late 1990s. The first
has seen a tendency toward decentralization, characterized by a movement
away from national and sectoral agreements and towards the level of the
individual enterprise. The scale of the shift has been modest; however,
the number of collective bargaining agreements at company level increased
over the period, although the relative share of workers covered by such deals
remained more or less the same, while the number of sectoral agreements fell
from 199 in 1990 to 185 in 2000 (Schilstra and Jongbloed, 2003). In a curious
mirror development to the rise in company-level deals, the remaining sectoral
agreements now cover a greater number of workers than before. Collective
bargaining at both sectoral and company level remains important in Dutch
industrial relations, and to reiterate, still covers about 85 per cent of all
employees. What is certainly true about the trend towards decentralization
in the 1980s and 1990s is that it implied a more detached role of the national
government, although this came to an end in the late 1990s.5

The second trend has been a growing interest among Dutch managers in
human resource management, or HRM (see Paauwe, 1995; Boselie, Paauwe
and Jansen, 2001).6 Both professional journals for personnel managers and
formal training programmes for personnel managers in the 1990s demon-
strated an increased interest in a more strategic role of personnel management
and a better alignment between corporate/business strategy and HRM. This
suggests an increase in internal regulation, albeit that practice itself is always
lagging behind with respect to the content and intentions written down in the
professional press and disseminated at training programmes for professionals.
In sum, both trends share a common implication for the period during

which the case studies were carried out; internal regulation is gradually
replacing external regulation in the Netherlands.

7.4 Research questions and methodology

We chose to examine these assumptions by studying the decision-making of
the ‘dominant coalitions’ in 13 firms spread across two contrasting sectors, the
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Dutch metal industry and the Dutch IT industry. These offer an ideal contrast,
as they are based on the very different characteristics that each displays on the
PMT and SCL dimensions and on the degree of institutionalization of
the employment relationship (very strong and long-established in the metal
industry, considerably weaker in the IT industry). In other words, the extent of
constraining factors acting upon firms’ HRM policy-making discretion
(i.e. their ‘degree of leeway’) differs markedly between the two sectors.
We conducted our research at the company level, rather than the sectoral

level, because it is at this level that the two key trends in Dutch industrial
relations described above meet. Specifically, we set out to examine how the
actors involved have been able (or not) to introduce flexible employment
practices. Following Atkinson (1987), we assess three forms of flexibility:
numerical, functional, and financial (see Figure 7.2). They can take varying
forms and can be agreed internally or in conjunction with external actors.
Taking each in turn, numerical flexibility refers to the ability of organizations to
adjust the numbers of workers and/or the level of hours worked, in line with
the organization’s workload. Functional flexibility refers to the ability of organ-
izations to reorganize jobs along a broad or narrow range of tasks or to have
them co-ordinated in multi-skilled project groups. Finally, financial flexibility
refers to the ability of organizations to design their wage systems according to
circumstantial requirements.
This is an ideal subject to investigate for two reasons. First, research has

indicated that recent trends in Dutch industrial relations have made ‘flexible’
work practices a prescient and controversial issue for research (Smit et al., 1995;
Schilstra et al., 1996; Remery et al., 2002; Horbeek, 2003). Second, the extensive
institutionalization of the Dutch system of industrial relations might be

Internal External

Numerical

Overtime
Flexible working hours
Shift patterns

Temporary employees
‘Labour pools’
Short-term contracts

Functional
Job enlargement/rotation
Job enrichment
Multi-skilling

Outsourcing
Specialized employment agencies
Sub-contracting

Financial
Individualized or team-
based PRP (agreed at
company level)

Individualized or team-based PRP
(agreed at sector level)

Fig 7.2. Forms of flexibility

Source: based on de Haan et al. (1994).
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expected to present considerable obstacles to more flexible forms of employ-
ment.
Our interest in each firm’s decision-making is essentially five-fold:

1. Which bodies or organizations comprise the ‘dominant coalition’ in
different sectors?

2. What is the ‘degree of leeway’ for human resource management policy
amid the competing interests of the main stakeholders inside and outside
the firm and within the constraints imposed by any sectoral institutional
arrangements?

3. Which aspects of the actors’ environment exercise constraints on their
options for selecting HRM policy (i.e. whether on the PMT dimension or
the SCL, or a combination of both)?

4. What have been the choices taken in each firm?
5. What have been the outcomes for the actors involved?

The 13 firms were selected on two main criteria: number of employees, and
breadth of employees’ tasks. We selected the first dimension because, following
Dunlop (1958), larger workforces typically require formal co-ordination and
management processes and hence there is a corresponding need for greater
degree of regulation. We set a minimum headcount of 100, so that all of the
firms would be covered by Dutch works council legislation. The second
criterion was selected because broader task structures (i.e. different task re-
sponsibilities, non-fixed performance routines) tend to be much harder to
regulate. The characteristics of the 13 companies—seven from the metal indus-
try and six from the IT/computer industry—are summarized in Figures 7.3
and 7.4.7

Our primary data came from five interviews in each company, typically
including the head of personnel/HRM, a senior member of the works council, a
senior trade union official (where present), and a representative from the
relevant employers’ association. We solicited information on the conduct of
six relationships overall (see Figure 7.1): those between the firm’s managers and
any trade unions present; between managers and the firm’s works council;
between the works council and the trade unions; between managers and their

Broad

Project-based

Narrow
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M2
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Fig 7.3. Seven metal industry companies by number of employees and task breadth
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employers’ association; between the trade unions and the employers’ associ-
ation; and finally between the works council and the employers’ association.
We asked questions on parties’ goals and strategies and then more detailed
questions on how they sought to establish more flexible working practices.
Finally, we gathered data on the outcomes secured.

7.5 The metal industry

The metal industry in the Netherlands comprises six industrial sub-sectors: the
production of machines; the production of vehicles, planes, and ships; electro-
technical activities (e.g. Philips, the wiring of ships); the production of metal
objects (e.g. furniture); the instruments and optical industry; and various other
metal concerns.

The actors in the ‘dominant coalition’

The key characteristics of the seven companies studied from the metal industry,
and the nature of their relations with other members in their ‘dominant
coalition’, are set out in Table 7.1. Each is set in position on the two dimensions
(headcount size and task complexity) in Figure 7.3 above.
The employers’ organization, FME/CWM, represents around 130 economic–

technical associations, which in turn comprise approximately 3,500 individual
firms. All seven of our sample are members. It is one of the largest sectoral
employers’ associations in the Netherlands. Its primary strategic goals in
collective bargaining are to maintain low gross wage costs, and to ‘protect’
its members’ entrepreneurial freedom. Accordingly, the FME/CWM is not
inclined to condone clauses in the sector-wide agreement that might initiate
company-specific arrangements, as these could lead to duplicate negotiations
on a single topic. It also might provide union representatives the right to
company-level negotiations inside firms where management opposes them.
Should individual firms themselves decide unilaterally to grant additional

Broad

Project-based

Narrow
0 1000 2000 3000 4000

I4

I2

I6I5I3

I1

Fig 7.4. Six IT industry companies by number of employees and task breadth
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Table 7.1 Profiles: seven metal industry firms

Firm Company details Agreement

coverage

Union density

in (central)
council

Council–

management
meetings

Union–council

meetings

Union–

management
meetings

M1:

Measure

Maker

Measuring tools

manufacturer

160 employees

Union density: 30%

Almost

everyone

100%

(6/6)

6 per year 6 per year;

information not

always passed on

2 per year

M2:

Presscar

Manufacturer

1,400 employees (600

in Automotive

Division)

Union density: 30%

Almost

everyone

80%

(9/11)

6–8 per year 4 per year; council

passes all

information

2 per year

M3:

Fasttire

Production

machines; PLC

235 employees

Union density: 50%

Almost

everyone

100%

(9/9)

6 per year 6 per year;

information not

always passed on

3–4 per year

M4:

High

Voltage

Electro-technical

installations; PLC

1,400 employees
Union density:

30%–40%

Almost

everyone

55%

(8/15)

6–8 per year 12 per year;

council passes all

information

2–3 year

(Continued )

1
2
9



Table 7.1 (Contd)

Firm Company details Agreement

coverage

Union density

in (central)
council

Council–

management
meetings

Union–council

meetings

Union–

management
meetings

M5:

C&W

Cable manufacturer

350 employees

Union density: 60%

Almost

everyone

100%

(9/9)

6 per year 4 per year;

information not

always passed on

2 per year

M6:

Windress

International; PLC

830 employees

Union density:

20% –40%

Almost

everyone

35%

(4/11)

6 per year Weak link 2–3 per year

M7:

DuCa

Mass car production

Private firm

4,000 employees

Union density:

30%–40%

Almost

everyone

70%

(16/23)

11 per year 15 per year;

council passes all

information

6 per year

1
3
0



terms of labour or to extend co-determination rights to unions, the FME/CWM
will not extend any subsequent practices sector-wide. The FME/CWM has the
image of a hard bargainer, although the association prefers to claim that it
merely takes a clear, industrial stance.
Four unions (one affiliated to the FNV, one to the CNV, plus Unie and the

VHP-M) negotiate on behalf of metal industry employees. Total union density
in the sector overall is around 30 per cent, but this is by no means evenly
distributed. Some firms are not unionized at all, while others approach 80–100
per cent density, with higher rates of unionization being observable in the
larger companies. The metal industry unions’ sectoral goals are derived from
general union-wide policy on members’ terms and conditions of labour.
General policy aims are co-determined by negotiators and are then approved
by the union members. They can be summarized as strengthening unions’
position in sectoral-level and company-level networks in order to influence
substantial decisions and support for programmes to improve ‘employability’;
social security; pension schemes; skill training; and of course acceptable,
moderate wage increases.
Many metal industry firms with more than one workplace run works

councils for each, as well as a central works council for the firm as a
whole. All seven firms in our sample have at least one works council, many
of which have been in existence since before the 1979 legislation; four
operate additional workplace councils. The average union density on the
works councils is greater than the national average (65 per cent) in all but
two cases.

The ‘degree of leeway’

The metal industry has long-standing institutional arrangements for the regu-
lation of the sector’s employment relations, with a reputation and image that
exemplifies traditional collective bargaining. It has a two-tier system of negoti-
ations. At the sectoral level, the unions and the employers’ association conclude
a bargaining agreement for the primary terms of labour for the whole sector
(e.g. salary levels, general working hours, pension, and retirement provisions).
These terms formally cover every employee in the metal industry: approxi-
mately 189,000 in about 1,250 companies (1996 figures). While the agreement’s
coverage is taken to be identical to the industry itself, this is somewhat
misleading, since an unknown number of firms adhere to the agreement on
a voluntary basis and senior-level employees in the sector are covered by a
separate agreement.
The sectoral agreement permits companies to augment these minimum

standards as well as to produce their own policies on all other topics. In this
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case any such company-level deviations from the sectoral arrangements
very often need to be approved by local union representatives and/or the
company’s works council. Around 500 companies (employing around 80 per
cent of the total sector) have these additional company-level agreements. They
tend to be larger firms and firms located in the more affluent western regions
of the country. The sectoral agreement specifies company-level works councils’
areas of influence, including flexible working time such as rosters, shift pat-
terns, and holidays, the use of temporary employees, and several procedural
matters.
In short, the extended collective bargaining arrangements in the metal

industry leave companies little choice in shaping their regulatory network.
The SCL dimension is in this sector quite powerful and exercises a lot of
influence on the shaping of the employment relationship.

7.6 The IT sector

The IT sector consists of companies that produce, sell, and/or repair in-
formation technology equipment (‘hardware’) and/or programmes, including
consultancy, software development, and services.8 Actual production is quite
limited, but around 60 per cent of all European distribution centres of large
American and Japanese companies are located in the Netherlands (for a review,
see Bouwman et al., 1994). The sector overall shows little homogeneity,
because it is relatively young; moreover, most firms operate in different
markets and sub-sectors, a significant proportion of the firms are international,
and most firms try their utmost to distinguish themselves in a highly competi-
tive labour market.

The actors in the ‘dominant coalition’

The key characteristics of the six companies studied from the IT industry, and
the nature of their relations with other members in their ‘dominant coalition’,
are set out in Table 7.2. Each is set in position on the two dimensions
(headcount size and task complexity) in Figure 7.4 above.
For simplicity’s sake, the main employers’ association for the sector is the

Vifka-IT, part of the larger federation of IT-related employers’ associations.
Vifka-IT has around 150 member firms, three-quarters of whom employ less
than 100 people. Only one of the six IT firms studied here is a member. As a
small organization, Vifka-IT relies to a considerable extent on the expertise of
HR professionals working for its larger member companies, including the HR
manager from ‘Purplish’ (see case study below). Its main goal is to resist the
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Table 7.2 Profiles: six IT industry firms

Firm Company details Agreement

coverage

Union

density in

(central)

council

Council–

management

meetings

Union–council

meetings

Union–

management

meetings

I1:
ISP

Software producer; PLC
450 employees

Union density: < 5%

0 15%
(1/7)

6–8 per year None; informal
contact in platform

None

I2:
Teletron

Consultancy; PLC
5,300 employees

Union density: 10%

80%
(company

level)

55%
(5/9)

4–8 per year None: informal
contact in platform

None

I3:

Docuprocess

Software; PLC

500 employees
Union density: < 5%

(varies)

0 85%

(6/7)

10 per year None 1 per year

I4:
Sure

Software supplier
1,100 employees

Union density: < 5%

0 25%
(3/13)

6 per year None: informal
contact in platform

None

I5:

Zipper

PLC

1,300 employees
Union density: 15%–20%

c.95%

(company
level)

80% 6–8 per year 4 per year 1 per year

I6:

Purplish

US-owned; PLC

3,000 employees
Union density: 10%

20%

(sectoral
level)

5%

(3/65)

11 per year Union is occasional

adviser to works
council & ‘hardware

platform’

None

1
3
3



imposition of any collective regulation upon those of its members who prefer
to set their own internal arrangements, ‘protecting’—as they would see it—
their members’ prerogative to set their own company-specific wage policies.
The second objective is to resist standardized reductions in working hours.
Vifka-IT does facilitate collective bargaining agreements for those members in
favour of having one, and ensures that any collective agreements with trade
unions do not impede the widespread practice of works council negotiations at
the company level.
Four trade unions (one affiliated to the FNV, one to the CNV, plus Unie and

the VHP-I) are involved in bargaining for the IT sector. The unions’ goals are
generally the same as those for the metal industry unions, with the added
objective of increasing collective bargaining coverage and co-ordinating cam-
paigns across different firms. However, they are in a much weaker position
than their metal industry counterparts. They score low on their most import-
ant resource: membership. No more than 10 per cent of the sector are union
members; it is probably closer to 5 per cent. (There are no reliable figures for
such a dynamic, constantly changing, sector prone to changes in ownership
and high labour turnover.) Union recruitment is difficult in the sector. IT firms
are generally hostile toward trade unions almost to the point of loathing. They
prize decentralization and autonomy from ‘external’ parties and perceive trade
unions to be inflexible. In addition, ITemployees are not the type to join a trade
union, still less to strike. Even if they were so inclined, the sector’s long
working hours constitutes a significant barrier to unionization and activism.
The four unions have hardly helped their cause with campaigns from radical
activists that have turned many ITworkers off and the counter-productive split
into two factions around the time of the sector’s 1997 agreement (Unie and
VHP-I versus the FNV and CNV unions).
The works council is the primary employee representative body. The sector

agreement does not prohibit works councils from negotiating primary terms
of labour instead of trade unions, but in practice the role of most works
councils is to act as a consultative body. Few act as formal bargaining partners
with their employer. Some IT firms with multiple sites elect to have works
councils for each division or workplace, with an ‘umbrella’ central works
council for the firm as a whole; this is the case for two in our sample. The
others have just the one works council. Union density among IT works
council representatives is modest at best. A number of reasons have been put
forward for this. First, IT managers are rarely proponents of co-determination
and for the most part tend to resist its imposition and dislike the presence of
unions. Second, it is often the behaviour and decisions of the firm’s clients,
and not its management, that determines the employee’s agenda. But perhaps
most importantly, works council participation places considerable strain on
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employees’ time and resources and requires a demanding skill-set to fulfil the
role effectively. Most IT employees are simply too short of time, despite legal
exemptions from work duties. The IT unions are unable to direct works
councils’ attitudes as they do in the metal industry. There is not much contact
between works councils and local trade unions, and, particularly in software
firms, where contact does take place the unions are typically confined to an
advisory capacity.
Finally, there is a fourth contributing ‘actor’ in this sector. The two sets of

works councils—one in each sub-sector—established two ‘platforms’ of works
councils one for hardware and one for software and services so that employee
works council representatives from different firms could meet each other and
benefit from each other’s skills, knowledge, and information. Each platform
sends one member to the other platforms’ meetings—there are normally three
per year—and each receives the others’ minutes. All six IT works councils are
members of their relevant platform. The hardware platform is rather more
proactive, perhaps as a consequence of the involvement of several trade
unionists, whose aim is to secure a sectoral collective bargaining agreement
that would also enhance the procedural position of works councils. Collabor-
ation between the unions and the two platforms of works councils has
facilitated a number of company-wide bargaining agreements. At the same
time, collective bargaining has been enhanced in this sector as a result of the
outsourcing of IT departments from traditional large unionized companies
(examples are the Dutch Railways, Philips and RCC) to specialized IT com-
panies.

The ‘degree of leeway’

The four unions and the employers’ association conclude the sector-wide
agreement for Dutch IT firms. In practice this applies only to the hardware
companies, since the Vifka-IT does not represent sufficient software and
services companies. Additionally, the agreement is limited to employees with
wages below a certain level (less than 142,650). Thus, the agreement actually
covers around 40,000 employees, a modest proportion (18 per cent) of the
estimated 220,000 full-time employees in the sector. Non-Vifka-IT members
may adhere to its terms on a voluntary basis.
In practice, neither the sector-wide agreement nor the company-level bar-

gaining arrangements exercises significant restraints on management teams.
Thus, the low degree of institutionalization (SCL dimension) in the sector
accounts for the considerable leeway and freedom that management teams in
IT firms enjoy to determine their own HRM policies.
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7.7 The sectors contrasted

We are now in a position to draw simple comparisons between the respective
‘dominant coalitions’ in each sector. The extended collective bargaining agree-
ment in the metal industry leaves companies little choice in shaping their
regulatory framework and with whom they must deal. Its actors engage in
intensive, multiple relationships both inside and outside companies. Represent-
ing employees’ interests on the primary terms of labour is clearly the unions’
remit at both the sectoral and company level.
By contrast, the looser institutional structures in the IT industry afford

managers much greater leeway. For trade unions to secure a comparably
dominant position to that enjoyed in the metal industry requires at the least
a collective bargaining agreement, and even that is no guarantee. Instead, both
sectoral and company-level agreements for IT firms accord the works council
an influential position, and this forum most often constitutes the primary
employees’ representative and the sole formal relationship between company
management and its employees.
Relations between trade unions and works council members also differ

between the two industries. In the metal industry the unions’ influence over
council members is predominant; in the IT sector, if anything, the opposite is
the case.
In summary, HRM strategy inside the seven metal companies is determined

mainly in the arena between the business strategy and the trade unions’ goals
and is conducted at both the sectoral and company level. HRM strategy inside
the six IT companies is determined mainly in the arena between business
strategies and the works council’s goals and is conducted primarily at the
company level. In the next section we describe the introduction of measures
in order to enhance flexibility and the way in which the different flexibility
arrangements are regulated in the two sectors.

7.8 Flexibility in the employment relationship:
choices made and outcomes

Tables 7.3 and 7.4 summarize the extent of the three different forms of
flexibility in the metal and IT industries, respectively.
All companies appear to make a similar trade-off between internal and

external numerical flexibility. Metal companies tend to make widespread
use of external forms, often hiring large percentages of temporary employees
to deal with peak loads (10–30 per cent). At the same time they also use
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internal forms, especially overtime and a variety of rosters. Interestingly, the
more ‘Tayloristic’ metal companies, with little evidence of practices such as
task groups and self-directed teams, are less dependent on both numerical and
functional flexibility. This could be a consequence of a more predictable work
flow. The situation is very different in the IT sector, where there is evidence that
the larger companies make a trade-off between internal and external flexibility.
The difference between the sectors may result from different average educa-
tional levels; the sectors recruit from separate labour markets. IT companies
also prefer issuing short-term contracts to employing temporary staff. (Appar-
ently IT companies use temporary contracts as an elaborate selection proced-
ure.) Metal companies displaying high numerical flexibility also display
reasonably high internal functional flexibility. Conversely, those with low levels
of internal functional flexibility need little numerical flexibility. It seems that
the metal companies either require short-term flexibility (apparently either
numerical or internal functional) or can predict market developments ahead of
time (few flexibility requirements).

Table 7.3 Flexibility in the metal industry

Firm Numerical flexibility Functional flexibility Financial flexibility

M1: Measure Maker Outsources repair work

Rare use of temporary or

part-time employees

— Profit-sharing scheme

M2: Presscar Few temporary employees

Overtime

Rare use of outsourcing

Poor functional

flexibility in

production

Profit-sharing scheme

M3: Fasttire Temporary employees

Outsourced parts of

production

Broad skills base

Little cross-functional

work

Profit-sharing scheme

M4: High Voltage Temporary employees

Labour pool

Project teams

Multi-skilling

Profit-sharing scheme

M5: C&W Extensive use of temporary

employees

Multi-skilling (2 of 3

sites)

Autonomous work

groups

—

M6: Windress Agency workers Task groups Profit-sharing scheme

(trial resisted by

works council)

M7: DuCa Flexitime (weekly hours)

No outsourcing

Task groups

Multi-skilling

Small PRP element
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Table 7.4 Flexibility in the IT industry

Firm Numerical flexibility Functional flexibility Financial flexibility

I1: ISP Rare use of all forms Project-based work

teams

Highly standardized

terms and conditions

Individual PRP (4�
per year)—an

employee-led process

I2: Teletron Temporary labour (9% of

workforce)

Short-term contracts

Flexible working hours

Overtime

Project-based work

teams

Multi-functional

employees, alongside

specialization

Multi-skilling training

PRP for management

grades

Bonuses for

‘exceptional

performance’

I3: Docuprocess Very few part-time or

temporary employees

Team-based work

(plans for devolving

more responsibilities

to teams, career

planning, training)

Client-assessed PRP;

some orchestrated

convergence of bonus

levels

Bonuses for

‘exceptional

performance’

PRP

I4: Sure Rare use of external

flexibility arrangements

Extensive reliance on

overtime (10% –20% of

normal working hours)

Team-based

production

Multi-skilling

Little use of cross-

functional working

Profit-sharing scheme

Differentiated terms

and conditions (based

on individual

compliance with

company pay policy)

I5: Zipper Outsources some functions

(catering, gardening,

security)

Use of short-term contracts

Temporary hires during peak

times

Flexible working hours

Extensive technical

training

Emphasis on

employability

Job-ranking

Individual PRP (up to

25% of income)

I6: Purplish Sub-contracts some

functions

Use of short-term contracts

(15% of workforce)

Some part-time workers

Overtime and flexible work

hours

Project-based work

teams

Efforts to collate a

skill-set database

Job-rating

Individual merit

bonus
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The metal firms showed various refinements of internal functional flexibil-
ity. An example would be whether ‘group’ tasks include administrative
tasks like production planning, project planning, or personnel planning and
whether they include technical support tasks like maintenance and repairs.
The distinction into three such categories is more clear-cut in most IT com-
panies. Task breadth varies, from project groups with somewhat specialized
employees subcontracted to clients, to multi-skilled employees performing
several tasks in multiple projects. The exact number of ancillary tasks per-
formed by these project groups differs in each firm and/or project, but is
generally high.
The importance of external functional flexibility is hard to discern,

especially in the metal industry. Most companies have a clear position in the
chain of production: they buy, and often sell, semi-finished products
from business-to-business suppliers. Make-or-buy decisions in the past are
often forgotten. Parties are aware of outsourcing during the decision-making
process, and recollections fade shortly after the associated production equip-
ment is removed. However, IT companies and their clients continuously
make outsourcing decisions, although most claim they outsource only routine
tasks, highly specialized tasks, and tasks for which they themselves are not
equipped.
Almost all IT companies reward individual or group performance, often

negotiated in the company’s works council. The company’s performance has a
stronger influence on these negotiations when unions are not involved, as
unions tend to resist this link. Many IT firms employ mechanisms that
automatically adjust part of their wage bill to the market developments. This
may happen as a result of pay-for-performance and/or a profit sharing scheme,
or from the fact that works council and management negotiate on the wage
bill. The latter takes place at three companies in this sample. Although no
precise data are available, it appears that wages in the metal industry are less
performance-related (rarely over 10 per cent flexible) than those in the IT sector
(sometimes up to 30 per cent). Wages are linked to the firm’s performance at all
these firms; half of the companies reward individual performance, and even
more have a profit-sharing scheme; at two of the firms the collective bargaining
agreements have a similar wage structure. In short, most metal companies try
to maintain or increase some form of financial flexibility. Many of the IT
companies, on the other hand, aim to reduce the variety in terms of labour
by standardizing or at least harmonizing them. This variety results from both
mergers and takeovers and from employees disagreeing with alteration to their
terms of labour.
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7.9 Case studies

The following four case studies illustrate these patterns, and the use made of
external and internal regulation of these terms and conditions.

Presscar

Presscar is a Dutch public limited liability company, with its headquarters in a
devout Protestant region of the country, from which it recruits the vast
majority of its employees. Worldwide it employs around 2,000, of which
1,400 are based in the Netherlands, employed across four business units:
automobile parts, building components, installation products, and thermoplas-
tic materials. Union density at the main site, for automobile parts, stands at
around 30 per cent (see Table 7.5).
The peculiarities of the market for Presscar’s core product—pressed sheet

metal—mean that most of the firm’s clients manufacture this product them-
selves; in other words, many of its customers are also competitors. The
technological demands of the business are formidable, as are the logistical
planning required to deliver optimum use of Presscar’s machinery. Downtime,
or under-utilization, is very costly indeed. Accordingly, Presscar operates a just-
in-time ( JIT) production system which each business is expected to apply to
secure long-term client relationships.
The metal industry agreement covers all Presscar employees except the

senior management team. This is then augmented and enhanced with com-
pany-level policies, all of which are set out in the firm’s personnel guide.
Management and the unions enjoy a good working relationship, with regular
monthly contact above and beyond the periodical consultations. Presscar also
has four works councils: one central council and one apiece for the business
units (except the two sites at HQwhich share a council). Union density is 80 per
cent inside the central works council. By and large, the central council is
supportive of Presscar management plans, reasoning that what is good for
the firm is good for the workforce—both managers and employees want a
viable and competitive company.
Presscar makes little use of numerical flexibility in terms of contractual

arrangements; for example, only a handful are on part-time contracts. More-
over, it has its own subsidiaries responsible for the ‘usual suspects’ for outsour-
cing, such as catering, security, and internal administration. However, it does
make extensive use of overtime, although neither management nor the recog-
nized unions are especially enamoured of the arrangements (the former because
of the high costs, the latter because better planning might create new jobs).
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Table 7.5 Profile: Presscar

Firm Company details Agreement

coverage

Union

density in

(central)
council

Council–

management

meetings

Union–council

meetings

Union–

management

meetings

M2:

Presscar

Manufacturer

1,400 employees (600

in Automotive

division)

Union density: 30%

Almost

everyone

80%

(9/11)

6–8 per year 4 per year;

council passes

all information

2 per year

1
4
1



Functional flexibility is not developed within Presscar, and certainly no cross-
functional working. Presscar work tasks are typically short-cycled and there is
neither job enlargement nor job enrichment, unless one includes oiling the
machines. The workforce has resisted task group initiatives, fearing job losses.
Presscar also makes little use of financial flexibility programmes, eschewing

tailor-made pay packages except for senior management. All of its employees
are covered by the sectoral agreement, with only one company-level embellish-
ment, a profit-sharing plan for its Dutch employees, which was devised in
consultation with the works council in the early 1990s.

Windress

Windress Aluminium Constructions belongs to an international industrial
public limited liability company. Windress’s activities—window dressing prod-
ucts—constitutes the most significant of the three main markets for the
conglomerate, the others being trade in primary and secondary metals and
precision machinery. Windress began in the Netherlands in the 1950s. It sells
most of its products, especially the quality brands, through a network of
franchised distribution licensees to which Windress supplies not only the
materials and components for the products, but also the specialized machinery
for their assembly (see Table 7.6).
The firm has some 830 employees, of whom around 40 per cent work in

production and a comparable percentage in sales and marketing. Unionization
density varies in estimates from 20 to 40 per cent throughout the firm and
stands at around 75 per cent in the production grades. While the majority of
the workforce is passive or neutral in industrial relations matters, there is a
small but vocal radicalized group that would prefer to see both the unions and
the works council confront the management ‘enemy’ more directly.
The company and the union representatives have developed a fairly con-

structive relationship since the restructuring during the 1990s and are usually
able to pursue compromises on the firm’s more contentious objectives.
The company’s central works council is long-established, originally formed

during the early 1970s. It has 15 seats, ten of which come from the shop-floor.
The main site occupies nine seats; the other two sites three apiece. Each site
has its own specific works council as well. Each local council meets with
management six times a year officially, although typically a further six joint
meetings at the company level also take place each year.
Windress adheres to the terms concluded in the sectoral agreement, which

automatically increases wages for all but the senior management team. How-
ever, in contrast to Presscar, these are supplemented with company-specific
arrangements on almost every topic concerning the terms of labour. All of
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Table 7.6 Profile: Windress

Firm Company details Agreement

coverage

Union

density in

(central)

council

Council–

management

meetings

Union–council

meetings

Union–

management

meetings

M6:
Windress

International PLC
830 employees

Union density:

20%–40%

Almost
everyone

35%
(4/11)

6 per year Weak link 2–3 per year

1
4
3



these are detailed in the firm’s comprehensive personnel guide. Any amend-
ments to terms and conditions within Windress require an endorsement from
either the trade unions (for primary terms of labour) or the works council (for
the secondary and tertiary terms).
During the mid-1990s Windress responded to increasing demands of its

customers on quality by reappraising its production methods. In its intended
shift towards a ‘mean and lean’ approach, the firm concluded that both its
existing facilities and its workforce were incompatible with efforts to make the
process more flexible. In particular, the workforce was felt to lack sufficient
skills and education to adapt to more flexible work practices and so would
require additional training. Further, changes to production techniques
would mean that some of the workforce would be ‘under-utilized’. In consult-
ation with its works council and local union representatives, Windress imple-
mented compulsory training courses for all of its production work groups.
Today, each employee must be capable of performing at least two main tasks.
Moreover, each work group is responsible for its own planning and quality
control.
The production workers’ flexibility is rewarded with additional pay, and the

firm operates a profit-sharing scheme. This was briefly linked to absenteeism,
until both the unions and the works council objected.
On numerical flexibility, the firm uses a small number of agency labourers

(around 25 a time) to smooth out production peaks. This is not a popular
strategy among the employees, however. Satisfactory ‘temporary’ employees
are offered a one-year contract.
In sum, the degree of leeway that management has in determining its HRM

policies, and policies in other areas, is more or less determined by expanding
the boundaries set down in the Works Council Act and the sectoral bargaining
agreement. What is noteworthy about Windress is that some company agree-
ments involve both the works councils and the local trade unions, including
reductions in shift bonuses and the link between absenteeism and the profit-
sharing scheme mentioned above. On the latter, when the unions objected, the
management team sought to persuade the works councils of the virtues of
the scheme. When this too failed—because, management is convinced, the
unions were more persuasive behind the scenes—the firm abandoned the idea.
In other words, the firm makes use of either party (unions or works council),
depending on the issue.

Zipper Automated

Zipper is a Dutch public limited liability company. It has a headcount figure of
just over 1,300, roughly half of what it used to employ before the early 1990s
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recession damaged the business. Although for a long time it operated as an
independent company, its status at the time of the research was as a joint
venture with two other firms. It is active in four sectors, primarily in its
domestic market: automating government organizations; employers’ informa-
tion database systems and salary records; office IT equipment (both hardware
and software); and tailor-made software and project secondment services. Its
cash-cow is salary administration. All four markets are dynamic and very much
client-driven, and of course Zipper is required to maintain up-to-date know-
ledge and application of the latest technologies. Union density is surprisingly
high for the sector at around 15 per cent, perhaps even as high as 20 per cent
(see Table 7.7).
Zipper is an unusual case study, in that it was one of the few firms in the IT

sector to have a company-level collective bargaining agreement. The four
unions involved in the sectoral bargaining agreement meet with Zipper man-
agement once a year to conduct negotiations. Indeed, Zipper management
actually prefers to arrange primary terms of labour with these external part-
ners. Accordingly, the unions are given extensive access to company infor-
mation and relations are good.
The terms of the agreement cover all Zipper staff, except the senior man-

agers. It consists of three parts: a general framework agreement for all employ-
ees (including basic definitions of terms, negotiations on the wage bill but not
on actual salary levels, and parameters surrounding secondary terms of
labour), plus two ‘specifications’. The ‘specifications’ pertain to different busi-
ness units, allowing Zipper greater flexibility in employees’ terms and condi-
tions to match the different standards in the different sub-markets within which
it operates. (The unions objected to this, but had little option but to go along
with it.) While Zipper management seems to appreciate the valuable role that
the unions perform in the collective bargaining agreement, it remains ambiva-
lent on the extent to which these external players should enjoy influence over
other concerns within the company. So, although the unions’ input is welcome
on the general direction of Zipper’s HRM strategy and policies, management
continues to resist the unions’ efforts to negotiate on individual wage levels.
Zipper has one central works council, which it has had since the early 1970s,

and in addition runs separate works councils for the four business units. Each
business unit council sends two delegates to the central works council. Union
density across the councils approaches 80 per cent. In this respect, the aims of
the works council and those of the four negotiating unions converge consider-
ably. While the company-level collective bargaining agreement delimits the
remit of the central works council, in practice the council members and the
unions consult regularly. Management–works council relations are generally
very good indeed, with managers regularly providing the central works council
with information prior to major decisions and enjoining them to share in the
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Table 7.7 Profile: Zipper Automated

Firm Company details Agreement

coverage

Union

density in
(central)

council

Council–

management
meetings

Union–council

meetings

Union–

management
meetings

I5:

Zipper

PLC

1,300 employees

Union density:

15%–20%

c.95%

(company

level)

80% 6–8 per year 4 per year 1 per year

1
4
6



decision-making process. The works council seeks to balance the company’s
interests with those of its employees and tends to get proactively involved in
firm decision-making.
Numerical flexibility is modest within Zipper. The vast majority (some

1,100) of Zipper staff work in either the production or the delivery of Zipper’s
services, with a further 200 in support staff roles. Zipper has very few employ-
ees on part-time contracts. But, in common with the rest of the IT industry, it
does make use of short-term contracts and temporary contracts to fulfil certain
projects; around 100 employees fall into these two categories. A third form of
numerical flexibility concerns the facilitation of irregular working hours.
Finally, it has outsourced many of its non-core activities, such as catering and
security.
Given such dynamic and competitive markets, and such demanding clients,

the functional flexibility of employees is of great importance. The company
aims to broaden their education and technical knowledge, but is also acutely
aware that their intimate knowledge of Zipper’s customers, each with its own
idiosyncrasies and specific requirements, is an additional source of competitive
advantage. Maintaining this close working relationship with clients delimits the
extent to which Zipper can deploy its staff using functional flexibility.
Financial flexibility is in the first instance facilitated by the two ‘specifica-

tions’ in the company-level agreement. In addition, Zipper determines individ-
ual wages through a job-ranking system that is widely used within the industry,
in which jobs are grouped into task-based ‘families’ and wage levels are then
compared across different firms. This is coupled with a pay-for-performance
system of bonuses which may amount to a quarter of employees’ total income.
An element of the performance appraisal informs employees’ career progres-
sion. The total sum of money available for performance-related bonuses is
subject to Zipper profit levels, and is also subject to negotiations at the
company level with the four unions.

Purplish

Purplish is a Dutch public limited liability company owned by a large American
holding. Its ten separate fully owned subsidiaries provide both hardware and
software services, customized to clients’ detailed requirements. The Dutch
operation has five major departments: international, information systems,
services, specialized support staff, and marketing. In total, it employs around
4,000 employees, but of these 800 work for various subsidiaries with separate
terms and conditions for labour. Thus, Purplish itself has a little over 3,000
employees. As at Zipper, union density is surprisingly high for the sector,
standing at around 10 per cent and dominated by the VHP union (see Table 7.8).
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Table 7.8 Profile: Purplish

Firm Company details Agreement

coverage

Union

density in
(central)

council

Council–

management
meetings

Union–council meetings Union–

management
meetings

I6:

Purplish

PLC. US-owned

3,000 employees

Union density:

10%

20%

(sectoral

level)

5%

(3/65)

11 per year Union is occasional

adviser to works council

& ‘hardware platform’

None

1
4
8



Once the American HQ has communicated its general HRM strategy to its
subsidiaries, Purplish in the Netherlands translates this into a viable set of
policies compliant with local law and then disseminates this to its business
units, which enjoy considerable discretion on matters of implementation. At
the time of the research Purplish was in the process of reconfiguring its
operations into a matrix structure based on project management for its clients;
thus, the different subsidiaries will soon be categorized by region, then by
country, and then by sub-sector. Each employee is responsible to her or his own
business unit, but has an employment contract with the local subsidiary
(country-based). Accordingly, it is difficult to generalize about Purplish terms
and conditions and ways of operating, since by definition these may be subject
to the stipulations of the client. That said, the firm has sought to standardize its
skill-sets as far as possible and to establish a database of the abilities of each
member of staff.
The unique aspect of Purplish’s HRM strategy is that the sector-wide

agreement covers a substantial proportion of its workforce (600 employees:
around 18 per cent of the full-time staff )—the only IT firm in our sample to
comply with the sectoral agreement.9 Despite this, and interestingly, the
management team has hardly any formal dealings with the recognized trade
unions. In other words, the decision from Purplish to sign up to the sectoral
agreement has very little to do with pressure exerted by its unionized work-
force. The unions’ only input is in an informal advisory capacity to the
company’s works councils.
Purplish has five works councils, one for each department, plus a central

works council for thewhole of the company. In many respects the centralworks
council adopts the traditional remit of external recognized trade unions. It
meets with senior management once a month, as do the five departmental
works councils with their respective management teams. There is little scope
for the central works council to formulate long-term strategies on behalf of the
Purplish workforce, given the dynamic nature of the market and operations and
the constraints imposed by the firm’s headquarters. The works council and
management teams tend to approach issues as distinct challenges rather than
bundling them together as a piece.
The one particularly noteworthy, and also unique, aspect of Purplish is that

it negotiates with a special committee of its central works council over the
internal allocation of various terms of labour. Any company-specific arrange-
ments are subject to the firm’s overall business performance, but are then
rolled out to cover all staff. This is remarkable for the sector. However, it
should be pointed out that these joint negotiations are hardly the first-choice
strategy for management, which has tried to limit the council’s influence after
years of extending its rights in order to keep the unions out.
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Purplish makes extensive use of different forms of numerical flexibility.
Around 500 employees are on short-term contracts, mainly of between two
and four years’ duration; another hundred or so work part-time. In addition,
the firm has sub-contracting arrangements with suppliers in order to fulfil
those clients’ demands that its own project teams are unable to achieve.
Overtime and flexible working hours are an accepted part of the job.
Similarly, the nature of the business demands of employees that they be

technically adept and highly flexible in responding to the specifications of
clients’ needs. Purplish employees work in project teams that can vary in
membership, forming and disbanding as projects demand.
Each employee receives a merit bonus based on the outcomes of the annual

performance appraisal/job-ranking system.

7.10 Conclusions

We suggested in the introduction that, given the trend in the 1980s and 1990s in
the Netherlands toward decentralized industrial relations, combined with
growing managerial interest in HRM, we might expect to observe in our case
studies an increase in internal regulation of the employment relationship and a
corresponding reduction in external regulation. This study rather suggests an
alternative picture.
The research found, firstly, that few companies faced serious constraints,

either internally or externally, on their plans for introducing more flexible
arrangements in their employment relationships. The few examples of works
council or trade union opposition to management programmes seemed not to
have heralded a collapse in relations, while for the most part both works
councils and/or trade unions have proactively engaged with management
proposals on flexible work practices and systems. Contrary to Dunlop’s
(1958) claim, market changes did not necessarily lead to changes in procedural
or substantial rules. In the institutionalized Dutch system of statutory inform-
ation and consultation arrangements, all actors enjoy insight into the com-
pany’s market position, and so decreasing performance rarely influences the
structure or atmosphere of relations. When market developments did force
management to cut the terms of labour (substantial regulation), this rarely led
to a bad atmosphere since the information was already common currency and
the problem-solving process was undertaken jointly. In the few cases where
salary cuts did serious damage to relations, the unpopular substantive changes
exacerbated an already fraught atmosphere.
The second finding is more significant. The research found considerable

evidence that both internal and external regulation have their advantages, from
a management point of view. Some management teams have forgone the
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presumed orthodoxy for ‘economically rational’ HRM policy—internal regula-
tion wherever possible—and have deliberately chosen to involve other actors in
the process of determining its HRM policies. The most dramatic examples of
external regulation are the bargaining agreements forged in the IT sector,
especially Purplish (which voluntarily subscribes to the sector-wide agreement)
and Zipper (where labour negotiations have effectively been ‘sub-contracted’
out to the trade unions). While the analysis certainly does not prove that these
firms favour external collective regulation over internal regulation, many have
nevertheless taken advantage of it—albeit in a somewhat calculated manner. In
addition, the ITcompanies without extensive collective agreement coverage all
involved their works councils in the determination of salaries, bonuses, etc.,
rather than have management decide and act unilaterally. Similarly, several of
the metal industry companies, enmeshed in the sector’s external regulatory
networks, indicated a clear preference for making use of supplementary internal
regulation through their works council(s). Perhaps the most striking example is
that of Windress.
Why might this be the case? The contextually based human resource theory

offers an insight. An advantage to managers in engaging in supplementary
regulation is that other actors’ involvement provides managers with access to
valuable power bases that they lack. Put simply, it gives management access
to legitimacy (as indicated by the SCL dimension). For example, many IT
management teams reason that trade union involvement in company deci-
sion-making accords the final outcome greater authority and credibility than
might be secured through unilateral imposition. Purplish explained that their
decision to adhere to the sectoral agreement rested on its strength in helping to
override works council and/or individual objections to changes in terms and
conditions. Similarly, Zipper management offered two main reasons for prefer-
ring to bargain with trade unions rather than their own works council: the
value of dealing with professional negotiators, and the impartiality of union
negotiators unaffected by the terms and conditions under discussion. Yet what
is also interesting is that in the absence of unions many employers still seem to
prefer additional works council involvement in the regulation of the employ-
ment relationship, notwithstanding the potential legal uncertainties. (The
Works Council Act and related legislation provides only a weak legal founda-
tion for these bodies’ input into negotiations on the primary terms of labour.)
Two examples are Docupress and ISP. Note that the IT firms with company-
wide bargaining agreements do not have substantial numbers of unionized
workers who might be expected to have pressurized their employer into
adopting formal collective bargaining arrangements. This has been a manage-
ment decision.
Our empirical research also offers insights into factors determining the

composition of the dominant coalition which shed light on these surprising
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findings. Trade union involvement was found to be almost completely contin-
gent upon the presence or absence of a collective bargaining agreement. If the
company is covered by such arrangements, local union representatives are
the dominant actors on behalf of the employees. In the absence of a collective
agreement trade union input, management contact with trade unions is
minimal, except for irregular occasions such as talks over the ‘social plans’
required for mergers, restructurings, and/or large-scale redundancies. Instead,
firms seeking legitimacy for their decisions turn to their works councils, and
many are happy to negotiate primary terms of labour with their employees in
this forum. However, as we have seen, some managers do turn to trade unions,
regardless of union density levels. Thus, it appears that some companies do see
merits in external regulation, negotiating with weakly represented trade unions
instead of with their own works councils. Regardless of the ‘partner’ to whom
management appeals for this legitimacy, doing so is clearly felt to benefit the
firm because this can override significant objections from the firm’s ownworks
council and/or individuals, thereby preventing an inside-oriented ‘politicizing’
of their (HR) management policies and at the same time reducing adminis-
tration costs. Settling an agreement with trade unions also provides managers
with a stronger legal status to the agreement (thus increasing the deal’s
legitimacy). This suggests that the differing legal status of the actors is perhaps
the most compelling power base sought by management in evaluating the
respective merits of internal versus external regulation. The superiority in
this regard of agreements with recognized trade unions may provide one
explanation for some firms’ preference for dealing with them rather than the
internal works council. In the case of firms with several subsidiaries under a
holding, management can adjust the terms of labour for all employees by
a holding-wide collective bargaining agreement with a trade union; to achieve
the same coverage in collaboration with the firm’s works councils would
require the consent of each and every council. Furthermore, the works coun-
cils’ consent provides less of a judicial safeguard against individual employees
who reject alterations of their terms of labour. Hence, the power bases are
derived from legal prerogatives.
This research suggests that ‘layered’ collective bargaining agreements—with

general regulations at sectoral (or company) level complemented by substantial
leeway for tailored specifications at company (or business unit) level—seem to,
or can, offer a ‘happy marriage’ of the employer’s and employees’ desires. This
type of agreement explicitly allows for company and/or business unit specifica-
tions but is binding to individual employees and works councils. The layered
agreement combines high regulatory involvement of both employee represen-
tatives (unions and works councils). However, it also implies a great deal of
additional work for both trade union officials and works council members
(Schilstra and Jongbloed, 2003).
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Since the nineties, we can discern employers and trade unions at the sectoral
level favouring so-called à la carte collective bargaining agreements.
These contain an options package of terms and conditions from which the
employees can compose, at least to a certain degree, their own set of labour
conditions and can even change their terms once or a few times a year. Choice
options include leisure time, pension schemes, child care, computer facilities,
etc. We see that with respect to these arrangements the bargaining partners can
take into greater account the specific situation of separate enterprises and
workplaces, as well as accommodate the idiosyncratic preferences of individual
employees. These à la carte agreements thus may create more leeway for HRM
practices.
In conclusion, our findings endorse Powell’s claim that extensive interactions

among different parties may ‘increase transaction costs, but in return they
provide concrete benefits or intangible assets that are far more valuable. The
reduction of uncertainty, fast access to information, reliability, and responsive-
ness are among the paramount concerns that motivate the participants in
exchange networks’ (1990: 323). While reaching consent among the actors
may be time-consuming, this drawback is offset by the relatively smooth
implementation of any adjusted regulations derived in large part from the
perceived legitimacy of the decision-making secured with employee represen-
tatives’ involvement. Our research challenges the assumptions that external
regulation is necessarily less responsive. It suggests instead that external regu-
lation can be just as responsive to the individual company’s objectives as
internal collective regulation.

Notes

1. Individual internal regulation, in which the employer and an individual employee
regulate the employment relationship, is excluded from this study. Examples of this
regulation are the organization’s specification of the employee’s tasks and functions
or the individual’s employment contract.

2. Note that industrial or craft unions negotiating at company level are a form of
external regulation, as they generally negotiate with more than one employer.

3. For more detailed overviews see Smit et al. (1995), Visser and Hemerijck (1997) and
Visser (1998).

4. In 1998, the 1979 Works Councils Act was revised, including a reduction in the
threshold level of staff required for initiating a works council to 50. However, in this
chapter we use case studies that precede the 1998 amendments, and hence here we
describe the legal and industrial relations situation prior to 1998.
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5. The late 1990s witnessed a fresh programme of legislation related to labour
conditions on, e.g., flexibility and security, working times, and facilities for combin-
ing work with child care.

6. See also Chapter 4 of this book for an overview of Dutch research in this area in the
1990s.

7. One bias among our metal industry sample is that the smallest participating firm is
more than four times larger then the smallest companies in the IT sector. Also, the
six participating IT companies are somewhat atypical for their industry, since two
have a collective bargaining agreement with a union and all six have at least one
works council. It might be, then, that these companies devote more time to labour
relations than the average IT company.

8. Note that this does not include telecommunications companies.
9. Indeed, the company used to apply its terms automatically to all staff until the mid-

1980s, when the agreement enshrined a reduction in working hours that Purplish
judged incompatible with its operating procedures. It bought off the clause among
its own staff with a lump sum.
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8 Continuing Divergence of HRM
Practices: US and European-Based
Company-Level HRM Practices

Ferrie Pot and Jaap Paauwe

8.1 Introduction

This book argues against a universal prescription for human resource
management. Instead, human resource managers should be sensitive to the
institutional environment in which their organization is embedded. The insti-
tutional environment is made up of many dimensions. The origins of the
institutions that affect the performance of HRM practices are various. We
can distinguish institutional influences that are specific to an industry, region,
corporation, locality, plant, etc. One of the major sources of institutional
influence on the performance of human resource management practices is
the nation state. The specific set of national institutions is often referred to as
‘national culture’. In the organizational literature various contributions assess
the cultural peculiarities of employment relationships in a particular nation
state (see Box 8.1).
Although adjacent disciplines do recognize diversity across nations, the

literature on HRM is on the whole still quite universal in nature. The insti-
tutional impact of the nation state on corporate HRM practices is a matter of
debate. It has been argued that national variations disappear as the economic
realm becomes more and more globally integrated. Culturally based differ-
ences will vanish as obsolete national economic practices are sanctioned by the
iron hand of the global market. ‘Globalization’ is the buzz-word (Waters, 1995).
Child (2000) is less outspoken in his overview of the state of the art in
international business research. Based on his overview, he distinguishes re-
search that pays considerable attention to national contexts (the so-called ‘high
context’ perspectives) from research that emphasizes universal rationales and is
insensitive to specific national contexts (the so-called ‘low context’ perspec-
tives). Child makes a plea for research in transnational organizations that
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integrates both perspectives. Geppart et al. (2003: 3) reaffirm and emphasize
this by stating that

globalization, on the one hand strengthens the arguments of the low-context perspec-
tives as it leads to an increasing worldwide convergence and standardization of market
conditions, technologies, HRM practices and decision-making processes in corpor-
ations. On the other hand, globalization also makes the differences in national cultures
and institutions even more visible as it brings these, often diverse, contexts closer
together.

So the still highly relevant research issue is whether, within an overall trend
towards globalization, national cultures and institutions will continue to shape
organizational form and behaviour (Child, 2000: 54–5).
Following Child’s challenge, in this chapter we analyse the extent to which a

nation state exerts an influence on the design of human resource management
practices. In doing this we will refer to HRM change processes in the United
States and the Netherlands that were initiated in chemical plants during the
1990s.
We performed an in-depth comparative study of multinational companies

(MNCs) in the chemical industry that are based, and have head offices, in the
USA or Holland. From our comparisons, we outline how these companies
introduce change into their work systems and HRM practices. Because these

Box 8.1

Various disciplines in the social sciences have contributed to the identification of

nation-specific features of employment relationships. In a seminal work in the study

of industrial relations, Dunlop (1958) introduced the concept of a ‘national industrial

relations system’. Drawing on this framework, Bean (1985) and Poole (1986)
collected evidence on the broad variety of national systems of industrial relations.

In the field of management and organization studies, Whitley (1999) developed the

concept of ‘national work system’ to capture the manner in which employment

relations are socially regulated. In the same discipline, Begin (1997) developed the

concept of a ‘human resource system’ to model the systematic differences of

corporate employment practices across six major developed nations. Using a Marx-

ist perspective, Edwards (1994) employed the concept of a ‘national regime of labour

regulation’ to grasp the distinct approach to labour management that unifies
employers within a single country. In the domain of the sociology of work, a

group of French researchers demonstrated a ‘societal effect’ on the organization

of work (Maurice et al., 1986; Maurice and Sorge, 2000). Finally, from a collaborative

research effort of an economist and a political scientist, the concept of a ‘social

system of production’ was born (Hollingsworth and Boyer, 1997).
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companies operate in global markets, they are confronted with the need to
conform to global best-practice HRM principles. In spite of the fact that
companies introduce changes that are in line with such a global best-practice
model, we see different patterns in how these changes are implemented and in
the way the various parties/stakeholders are involved. These divergent patterns
are related to the different cultural and institutional settings of the various
home bases of the MNCs. From a managerial perspective, it is important
(especially for managers operating in international settings) to be aware that
change will proceed in different ways even when, more or less, the same
organizational measures are implemented.
Preceding the description and analysis of our case studies, we present a brief

summary of the convergence–divergence debate and the main stages in this
debate over the last several decades (Section 8.2). In Section 8.3 we focus on the
possibilities for cross-national learning for the two countries—the United States
and the Netherlands—in which our chemical plants are based. Section 8.4 deals
with the case studies in more detail. In Section 8.5 we analyse the actual
outcomes of the case studies from the perspective of the differences in change
procedure, which has its roots in differences in business culture in the two
countries (Section 8.6). In Section 8.7 we present the main conclusions.

8.2 The convergence-divergence debate

Proponents of convergence and divergence theories argue about the persist-
ence of cultural diversity in economic organizations. The former group views
diversity as a temporary state of affairs and draws attention to the observation
that societies have a tendency to grow more alike. The latter maintains that the
existence of cultural variety is an enduring aspect of socio-economic reality.
Convergence and divergence theories have been formulated in literature in a
wide variety of ways ever since the SecondWorld War (Kerr, 1983; Boyer, 1996;
Strange, 1997; Child, 2000; Morgan, Kristensen and Whitley, 2001).
With respect to employment relationships, the convergence–divergence

debate passed through two distinct stages during its development (Smith and
Meiksins, 1995). The first stage refers to the period when the case for conver-
gence was put forward by Kerr et al. (1960). He proposed a ‘logic of industri-
alization’ that entailed the adoption of the same social, political, and economic
structures by capitalist and communist societies alike. The unifying effect
of technology was thought to underlie the ‘logic of industrialization’. The
more closely social arrangements were tied to technology, the more uniform
they were held to be across various societies. Theorists of the so-called
‘contingency school’ explored this perspective in organizational theory. They
argued that a firm’s structure is largely free from cultural influence and that its
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structure is determined by external contingencies such as size and technology
(Pugh, 1981).
This culture-free thesis provoked counter-reaction from researchers who

supported the view that cultural differences are always mirrored in economic
organizations. Various studies emerged that found evidence of diversity among
organizations across nations that could not be explained by the influences of
technology alone (Dore, 1973; Gallie, 1978; Maurice, Sorge and Warner, 1980;
Sorge andWarner, 1986). Most importantly, these studies demonstrated that, in
contrast to what is assumed in the convergence thesis, organizations cannot be
divided up into distinct technological and cultural spheres (Sorge, 1983). For
human actors are not guided by either economic or social motives; instead,
their economic preferences are socially constructed by their particular national
environment, so producing different ways in which they relate to each other
and to their firms.
Although the evidence seemed to support the cultural viewpoint, the

convergence thesis was reformulated and entered a second stage in the 1990s.
Instead of seeing the organization of employment relationships as being
determined by technology, new versions of the convergence theory argued
that economic globalization is the determining influence. They claimed that
the ongoing globalization of the economic world has freed former ‘national
economies’ from the influence of national institutions. In semi-professional
business literature, the new prophets of globalization speak of newly emerging
‘forces’ that are breaking down national borders and creating global markets
that cannot be curbed by national intervention (Ohmae, 1990). This progres-
sive erosion of the sovereignty of nation states has cast increasing doubt on
whether nation-specific institutions will act as barriers against global conver-
gence. However, as there is no clear definition of a universal standard of
competitiveness, the path that convergence will take is under debate.
Three options can be considered. The neo-liberal perspective takes the position

that, in order to survive and to sustain affluence in the new world order,
national governments must tailor their economic policies to enforce the
optimal functioning of markets (Friedman, 1982). In this respect, the United
States leads the way (Economist, 1996). At an organizational level, this trend
was reflected in the advice given to employers to introduce more market
mechanisms into the employment relationship: people should be seen as
‘resources’ that should be managed according to economic principles. Dore
(1986) proposed a contrasting convergence theory which originated in the
Japanese model of economic organization. According to his proposition,
market mechanisms should be augmented by the fostering of long-term rela-
tionships between firms and employees based on trust and a sense of solidarity, as
this will encourage the development of knowledge and skills. A third conver-
gence theory advocates the reconfiguration of existing models of economic
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organization by cross-fertilization. This means that competitive pressures will
push ‘nations’ to correct the flaws in their systems by adopting global ‘best
practices’ (Groenewegen, 1997).
However, institutionalist writers challenge these new versions of conver-

gence theory. Although the changed state of the global economy is acknow-
ledged, Hollingsworth and Streeck (1994) identify eight reasons why it is
unlikely that convergence will occur. The most important is the argument
that the evolution of an institutional configuration is path-dependent. A nation’s
developmental trajectories are determined by its specific historical development
and are therefore inevitably limited (Hollingsworth, 1997). Moreover, it has
been argued that efficiency is a multidimensional concept. There are alternative
standards of good economic performance that cannot be optimized by a single
institutional configuration. Each model of capitalism possesses its own relative
strengths and weaknesses (Streeck, 1992; Whitley, 1999). In the same vein, the
evidence for convergence at the organizational level is far from conclusive.
Although the American model of human resource management has found
worldwide appeal, various studies observe continuing diversity in corporate
human resource management practices (Sparrow et al., 1994; Brewster et al.,
1994; Dowling et al., 1999). Some have argued that, because the human resource
management model originated in America, it is less suitable for the distinct
cultural contexts of European countries (Brewster, 1995).

8.3 Claiming convergence: cross-national
learning between the Anglo-Saxon and the
Rhineland models

The United States and the Netherlands are two leading countries in terms of
economic performance. Nevertheless, these two countries have traditionally
organized their economic activity by means of different economic models.
Economic organization in the United States is an example of the so-called
Anglo-Saxon model, whereas the Netherlands is commonly grouped among
the nations that organize economic activity on the basis of the so-called
Rhineland principles that are widespread in continental western Europe
(Albert, 1990). Using Beer’s classic HRM model and its fourfold categorization
of the field of employment relations (Beer et al., 1984), we can compare the
features of both models (see Table 8.1).
Globalization is believed to be a powerful force that will eradicate diversity

in employment relations among nations that compete in global markets. How
has globalization affected employment relationships in the United States and
the Netherlands? A broad overview of the development of the employment
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relationship in both nations indicates that the traditional models have been
subject to substantial change. Both US and Dutch firms have felt the pressure
to adjust to new market demands. Some general patterns can be discerned in
the way firms have responded in the United States and the Netherlands to the
new challenges posed by globalization. Since the 1980s, the need to introduce
group work and to enhance the level of employee participation has been
consistently emphasized in US management literature. Strong corporate cul-
tures, total quality management, decentralization, team work, and reducing
anxiety in the workplace to increase employee commitment have all been
put forward as measures by which US firms can remain competitive in the
global business environment (Peters and Waterman, 1982; Deming, 1986;
Pfeffer, 1994).
US enterprises have experimented with new forms of work organization that

de-emphasize hierarchy and emphasize collaboration and teamwork (Appel-
baum and Batt, 1994; MacDuffie, 1995; Appelbaum et al., 2000). Lawler et al.
(1992) found that 86 per cent of US firms used some form of employee
involvement programme and in 66 per cent of firms quality circles were
being used. Osterman (1994) estimates that in 37 per cent of US work places
more than half of the workers are involved in at least two of the following new
labour management initiatives: self-directed teams, job rotation, quality circles,
and total quality management. In contrast, since the 1980s the tendency in the
Netherlands has been to loosen the ties between employers and employees.
The Dutch answer to intensified international competition has been growing
flexibility of employment conditions (Bolweg and Kluytmans, 1989; SER, 1991;
Albeda and Dercksen, 1994; CBS, 1996; Visser and Hemerijck, 1997). This shift
to more flexibility is reflected in the increased number of flexible labour
contracts (Haan, de Vos and de Jong, 1994; Remery, van Doorne-Huiskens
and Schippers, 2002), the emphasis on the employability of the employee
(Gaspersz and Ott, 1996), and the closer match between employment condi-

Table 8.1 American versus Dutch organization of the employment relationship

United States The Netherlands

Work organization Taylorist Socio-technique

Human resource flow External labour Internal labour market

Reward system Individualized, tangible Collective, intangible

Employee participation Low (management

prerogative)

High (co-determination)
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tions and individual preferences or employee performance (Goslinga and
Klandermans, 1996).
What do these developments contribute to the convergence–divergence

debate? As we have just shown, the convergence arguments can be grouped
into three main approaches. The first and second convergence of these can
summarily be dismissed. According to the first convergence thesis, conver-
gence will occur in keeping with the Anglo-Saxon model. Although some
‘Americanization’ of employment relations has been observed in the Nether-
lands, the case for global convergence in line with the US model neglects
developments within the United States itself. Organizational concepts that fit
more in the Rhineland model, such as team production and employee involve-
ment, also have widespread appeal in the US business environment. According
to the second convergence thesis, convergence will occur along the lines of
the Rhineland model. This thesis too must be rejected, because some of the
elements that fit the Anglo-Saxon model, such as flexibility, pay for perform-
ance, and relaxation of dismissal protection, have also been increasingly
stressed in the Dutch business environment. It can be seen that global conver-
gence along the lines of either the Rhineland model or the Anglo-Saxon model
is refuted. Those committed to a convergence model will have to put their
chips on the third convergence thesis described above, which advocates the
reconfiguration of existing models of economic organization in order to create
a new best-practice model through a process of cross-cultural fertilization.
A comparison between, on the one hand, the US and Dutch models of

employment relations and, on the other hand, a global best-practice model
makes this claim clear. ‘Best practice’ refers to the suggestions that dominate
management literature and are dispersed by management teaching and con-
sultantancy agencies. Table 8.2 presents the best practices in employment
relations according to the four-fold categorization described earlier. The Taylor
method for designing work systems needs to be replaced by a more flexible
form of teamwork such as that proposed by the proponents of socio-
technical work design. With regard to human resource flow, management
should abandon the rigid, collective regulations that are characteristic of
internal labour markets: external labour market mechanisms provide more
flexibility. In addition, rewards systems should target individual performance
instead of being collective. Finally, employee participation is considered an
indispensable element in achieving improvements in the productive process.
From Table 8.2 it could be concluded that the dominant practices of the

Dutch companies in the realm of work organization and employee participa-
tion are considered to be in alignment with global best practice, and that Dutch
employment practices diverge from global best practice, in terms of flow and
reward management. In contrast, in US companies the dominant employment
practices are in line with global best practices in terms of how human resource
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flows and rewards are managed. However, the prevailing fragmentation of
job content and antagonistic supervisor–subordinate relationships in trad-
itional US work organization can be considered to fall short of the best-practice
model.
In sum, the third convergence thesis, which claims that various national

models converge to a universal best-practice model, appears to be most
appropriate. The developments seen in the Netherlands and the United States
can be explained as ongoing attempts to improve on weaknesses in their
traditional models of organizing employment relationships. Nation specific
features within employment organization systems are doomed to disappear
as Dutch and US managers adhere more and more to a common best-practice
model. However, such conclusions are premature. To argue conclusively that
there is convergence requires evidence on actual outcomes rather than mere
strategic intentions. Are strategic initiatives converted into actual outcomes?
Are attempts by US firms to transform the US workplace through the intro-
duction of team-based forms of work organization proving successful? Are
employment relationships in the Netherlands really becoming more flexible?

Table 8.2 Convergence to a best practice model

Best practice Cross-fertilization

Work organization Socio-technical work design
is superior in making use of

new micro-electronic

technologies

USA needs to adjust

Human resource flow Reliance on external labour

market mechanisms makes

the firm more flexible to

adjust to volatile market

demands

NL needs to adjust

Reward system Focus on individual rewards

is necessary as the modern

employee is guided by an

individualized value pattern

NL needs to adjust

Employee participation High; to be innovative firms

should be able to harness

workers’ intelligence and

knowledge of production

system

USA needs to adjust
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The next section addresses these questions by reference to empirical evidence
at the level of the firm.

8.4 Claiming divergence: evidence from case
studies

Pot (1998; 2000) provides a detailed description of developments in employ-
ment relationships in the United States and the Netherlands. His empirical data
are derived from case studies of four multinational firms in the chemical
industry. The case studies concentrate on the major change processes in the
realm of employment relations over 1985–97 that were initiated at the various
hierarchical levels of the companies, e.g. the corporate, business unit, geo-
graphical and plant levels. The cases were selected in such a way that differ-
ences in the change processes among the companies can be meaningfully
interpreted in terms of cultural differences between the Netherlands and the
United States. Two of the companies have headquarters in the Netherlands
(Akzo Nobel and DSM) while the other two have headquarters in the United
States (Dow Chemical and General Electric). This aspect of the research design
helps to identify the kind of impact that the national cultural background of the
company’s home base has had on the way the company’s labour management
practices have been adapted. Moreover, we were able to reveal the impact of
the national cultural context on change processes at the plant level, by compar-
ing developments at a production plant in the Netherlands with a ‘matched’
production plant located in the United States. This procedure was performed
for each of the four companies separately. The design of our research allows for
two types of comparison (see Figure 8.1).
The comparative analysis yielded a broad pool of information. For our

current purposes only a portion of the results are relevant. The analysis will
focus on the implementation of empowered teams in the US plants of General

Dow Chemical (US)
General Electric
(US)

Akzo Nobel (NL)
DSM (NL)

US plant (Dow)
US plant (GE)
US plant (Akzo)

NL plant (Dow)
NL plant (GE)
NL plant (Akzo)

Fig 8.1. Two types of comparison
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Electric and Dow Chemical and on the introduction of measures to enhance
flexibility in employment relations in the Dutch firms Akzo Nobel and DSM.

Transformation of the US workplace

Let us first consider the claim that the US workplace is transformed by the
introduction of team-based forms of work organization. In theory, the concept
of empowered teams can rectify the shortcomings in the traditional US model
of employment relations, such as fragmentation of job content and the antag-
onistic nature of the supervisor–subordinate relationships (Appelbaum and
Batt, 1994). The introduction of empowered teams should lead to broadly
skilled workers who are able to take up various tasks in the production process.
Extensive job rotation should eliminate the situation where there are workers
who can perform only a limited number of production tasks. Moreover, giving
the worker more decision-making authority should defuse antagonistic super-
visor–subordinate relationships.
We next evaluate the actual operation of the team-based work forms at the

US plants of General Electric and Dow Chemical. It seems that the character-
istic features of the work-related culture in the United States are reproduced in
the newly instigated forms of work organization.
Consider first the attempt to introduce ‘high involvement work teams’ at

General Electric. The ‘high involvement’ work organization was pre-designed
by management. The organizational changes were to be implemented over a
period of 18 months according to an extensive training manual. This new
model aimed to increase employees’ range of skills relating to the production
process, and to increase the decision-making authority of the operators. How-
ever, both objectives seem to have been frustrated by the manner in which the
organizational changes were introduced. Insufficient employee involvement in
the design of the new organization and an unrealistically tight time schedule
in which to implement organizational change inhibited the smooth transition
from a traditional work organization to a self-directed workforce. Instead, the
workforce stuck to old rules and habits; the antagonistic relationship between
supervisors and operators remained; production supervisors still made the
decisions. As an operator comments,

‘There are still supervisors. The production lead runs the show. They don’t leave their
men alone. We still don’t have control over the line. On meetings they say we should
decide ourselves to shut a line, but the production lead still tells us that the line should
be running to get the tons right. Although management tells us they want us to be self-
directed, they have left us with that guy who tells us what to do. Management
overlooks it, they just let go. You can’t teach an old dog new tricks.’ (Pot, 1998:
footnote 41)
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Furthermore, the operators’ range of skills has not increased. In contrast, a
return to higher specialization was observed. Former team responsibilities,
such as ‘pigment weighing’ and ‘colour operations’, were reassigned to indi-
vidual operators. Moreover, the frequency of job rotation for operators was set
to 18 months. Given the low frequency of job rotation, the workforce cannot
truly be considered to be made up of multi-skilled operators. As they openly
admitted themselves, production management prefers specialization, because
it ensures individual accountability and a higher production quality. A produc-
tion supervisor commented:

‘I like specialists in my shift. I only need a few operators for rotation. Let’s face it,
experts get the product out. They can fix something, they are good for the yield and
they have less red tags. As a rule, you can say that shifts with experts run the lines
better.’ (Pot, 1998: footnote 43).

Accordingly, the ‘high involvement teams’ that operate at the General Electric
plant in Selkirk are best characterized as baseball teams, as has been suggested
by the local human resource manager:

‘We will still have teams in the future, but it depends on how you see a team. Look at
baseball. They never change a winning team. If the pitcher knows how to throw and
the catcher catches the balls, you should not remove them from their posts.’

Consider next an attempt at the American plant of Dow Chemicals to
implement ‘empowered teams’ on the shop-floor. Guided by ‘Strategic Blue-
print’, the Dow’s global change management model, the introduction of
empowered teams promised to endow operators with broader skill levels and
more decision-making authority. However, the theoretical merits of team-
based forms of work organization do not seem to have been realized. The
traditional features of the US workplace have reappeared in the new ‘team-
based’ work organization. First of all, managerial prerogatives were upheld.
Second, although Dow’s global change management model prescribed em-
ployee participation through the instalment of so-called ‘design teams’, oper-
ators were not convinced that they actually gained true influence. Their doubts
were supported by the fact that important changes, such as the move from a
five to a four-shift schedule, were decided by management. Moreover, oper-
ators felt manipulated by management to steer a certain course. As one
operator recalled,

‘I think, we were guided on how to design. Our ISB-leader (ISB: Implementing the
Strategic Blueprint) came back from Canada with a bunch of paper that we were
supposed to use as a starting point.’ (Pot, 1998: footnote 76).

Furthermore, the instalment of a plant decision-making body, the so-called
‘Operate Plant Team’, did not affect managerial prerogatives. Although shift
operators were represented in the team, its potency was disputed. To begin
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with, its democratic intent was frustrated by majority rule since shift operators
could never constitute a majority:

‘Decisions in the OPT are already pre-decided by the day technicians and leave little
influence to the schedules . . . It doesn’t matter what we say, they will do what they
want . . . If you don’t nod your head, you’ll get banned.’ (Pot, 1998: footnote 85 and 86).

Moreover, the aims of consensual decision-making were not fully under-
stood by the operators:

‘The OPT doesn’t make clear decisions, but tries to please everybody. They ask
everybody whether they can live with it, or support it. I don’t think it’s important
whether I can live with it. The key is whether a decision is good for Dow because that’s
where the money comes from.’ (Pot, 1998: footnote 87).

Next, although in the new organizational scheme all supervisory positions
were removed from the hierarchy, new antagonistic relationships emerged. The
breaking down of the original chain of command did not stimulate a co-
operative attitude. Instead, the senior operators, the day technicians, and the
production engineers became involved in a new struggle for decision-making
authority. According to the operators, the new organization is characterized by
disorganization:

‘Now there are too many chiefs and too few Indians. Everybody is on the same layer
and everybody wants to be the boss . . . it is disorganized which causes confusion and
frustration, because one person says this and the other tells us something else . . . there
is no chain of command. Sometimes there must be a leader who shows the direction.’

Finally, the development of a multi-skilled workforce remains a theoretical
goal rather than a practical outcome. Although some operators are cross-
trained, their actual job content was not broadened. Accordingly, the operators
perceived cross-training as a waste of time and effort (Pot, 1998: footnote 80).
The above findings cast doubts on claims that the traditional US work-

related culture has been transformed following the introduction of new,
team-based forms of work organization. The evidence shows that the charac-
teristic features of traditional US work culture, such as the antagonistic super-
visor–worker relationship, the prevalence of management prerogatives, the
limited decision-making authority of workers, and the narrow definition of
individual job contents, have been reproduced in the new forms of work
organization.

The transformation of Dutch employment relationships

Let us next consider the claim that the recent emphasis in the Netherlands on
labour flexibility is an improvement on the weak features in the traditional
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Dutch employment organization, namely the rigid internal labour market
arrangements and the collective reward system which lacks individual incen-
tives. Developments at Akzo Nobel and DSM provide us with some crucial
insights.
The issue of flexibility has been subject to extensive discussion between

Akzo Nobel Netherlands, the national trade unions, and the works council.
Since the change process allowed for the interaction between the various
stakeholders, the outcomes demonstrate a balance of interests. Initiatives that
were introduced to enhance the flexibility of employment relationships have
not been pursued solely at the cost of employees. The trade-off between a
reduction in working hours and flexible working hours is illustrative. The
management of Akzo Nobel Netherlands aimed at more flexible working
hours so that the productive capacity would be better aligned with the
demands of the market (longer working hours when business demand is
high). Unions, in their aim to preserve employment and improve employment
conditions, made the reduction of working hours their prime objective. Nego-
tiation and consultation resulted in an agreement that combined both object-
ives. On the one hand, managers were allowed, within certain limits, to adjust
working times of Akzo Nobel workers. On the other hand, the average
working week was reduced from 38 to 36 hours.
A similar example of a compromise between managerial intentions and

labour demands concerns the introduction of performance-based rewards at
DSM. Management aimed to increase managerial discretion in setting rewards
for individual employees. Rewards of relatively well-performing employees
should be higher than for low performers. Unions, given their objective of
defending employment conditions for the collective of workers, were unwilling
to accept such an encroachment on the traditionally collective manner of
setting rewards. In the end, after a series of negotiations and consultation,
the unions agreed to link performance ranking with payment on the condition
that the level of base salary was not affected. Another example taken from DSM
concerns the use of labour ‘pools’. Employees that became redundant were not
laid off but were grouped together in so-called labour pools. Members of the
labour pool are presumed to be flexibly employable across the various produc-
tion plants of DSM. As such, employees have held on to their employment
conditions as employees of DSM, and the company has gained a flexible depot
of labour capacity.
At the level of national government, a similar example of compromise

between managerial demands for more flexibility and worker need for employ-
ment security can be observed. The growing use of temporary labour has
initiated debate at national level about their employment conditions. The
Dutch institutional structure allows for consultation between collective repre-
sentations of employers and employees by independent bodies such as the
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Foundation of Labour and the Social-Economic Council. On the side of the
employers, the need for such flexibility was stressed. The trade unions empha-
sized the inadequate employee benefits for this group of temporary workers. In
1996 a compromise was reached by which it became simpler for firms to hire
temporary labour, and at the same time the rights of such temporary workers
were guaranteed by the agencies that acted as intermediaries (Ministerie van
Sociale Zaken en Werkgelegenheid, 1995; Stichting van de Arbeid, 1996;
van der Meer et al., 2003: 66). The resulting law, the so-called ‘Flex-Act’, has
been operational since 1999 (Koene and Paauwe, 2002).
A final illustration of the growing flexibility in employment relationships

concerns the notion of ‘employability’. Some commentators, when speaking
about ‘employability’, imagine a perfectly flexible labour market that is popu-
lated by workers who sell their skills temporarily to an employer. To ensure job
security, workers need to ensure the ‘employability’ of their own skills. Such a
perspective of the labour market contrasts with the traditional work-related
culture of the Netherlands, which emphasizes internal labour market arrange-
ments. As such, the notion of ‘employability’ has given rise to extensive debate
in both academic and popular business literature in the Netherlands. The cases
of Akzo Nobel and DSM demonstrate that the actual implementation of the
notion of employability does not challenge traditional Dutch views on employ-
ment relationships. The agreements that Akzo Nobel and DSM made with the
trade unions on the notion of employability implicitly assume long-term
employment relationships. Strengthening the internal labour market is the
dominant idea in the agreement between DSM and the trade unions on
employability. Similarly, at Akzo Nobel employability refers to the joint respon-
sibility of employer and employee to maintain the skills of the employee at a
productive level by means of continuous training. In sum, ‘employability’ is
used in a manner that reinforces the traditional reliance of Dutch companies on
internal labour market mechanisms. The notion of employability is in line with
qualitative or internal flexibility rather than with quantitative or external
flexibility.

8.5 Explanatory mechanisms: the procedure
of change

On the basis of broad strategic intentions announced by management, we
could expect convergence between employment relationships in the United
States and the Netherlands to become apparent. Our analyses of the introduc-
tion of empowered teams in the US business context and of flexibility in the
Dutch context question this claim. How canwe explain the divergence between
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strategic intentions and actual outcomes? The comparative analysis suggests
that the design of the change procedure is the major explanatory mechanism.
The deviation between the strategic management goals and their realization
can be understood by reference to the procedure by which the changes are
realized. The change procedure constitutes the link between the formulation of
change objectives and the way things turn out in reality.
The comparative analysis suggests significant differences between the design

of the change procedure in the United States and the Netherlands. These
differences can be summarized by use of the concepts of ‘planned’ and ‘emer-
gent’ change (Wilson, 1992). The concepts can be distinguished on the basis of
three interrelated elements:

. The formulation of the content of change

. The time span of the change process

. The extent of interaction between management and non-managerial
employees.

In a ‘planned’ change process, the objectives are defined beforehand by
higher management. This leaves no room for participation by employees at
lower hierarchical levels or by other stakeholders. The change objectives are
communicated top-down, and the primary task of lower hierarchical levels is to
implement such changes within a set time. In contrast, in an ‘emergent’ change
process the organizational change develops during the course of a long-term
change trajectory. While management does set some of the desired outcomes,
the actual content of change evolves during a process of interaction between
the various stakeholders. Using evidence from the case studies of Pot (1998), we
will demonstrate that the change process in the United States can be charac-
terized as ‘planned’, whereas in the Netherlands it is dominantly ‘emergent’.
We look first at design at higher management levels, then at design at plant
level.

Procedural differences at higher management levels

The dominant actors shaping the organization of employment relationships at
the two US companies, General Electric and Dow Chemical, are the managers
at corporate level and external management consultants. At both General
Electric and Dow Chemical, managements at the corporate level have designed
a labour management strategy and associated labour management tools that
apply to all local establishments, irrespective of national boundaries. The
dominant position of the corporate-level managers means that the position
of the other (lower) hierarchical layers is limited with regard to labour man-
agement initiatives. The role of business unit management and geographical
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management is restricted to the proper implementation of the global
programmes.
In contrast, the two Dutch companies have followed a different procedure to

effect changes in the organization of the employment relationship. Both at
Akzo Nobel and at DSM, the role of corporate management is limited with
regard to labour management strategy. Ample autonomy is left to lower
management layers. Accordingly, both the business unit layer and the geo-
graphical layer play an important role in creating new labour management
strategies. Especially important is the presence of a distinct hierarchical layer
for employment issues that concern the Dutch employees. While in US
companies no distinct labour management division separates the corporate
level from the local sites, the Dutch companies have installed a distinct Dutch
labour management department. At this level, a set of labour management
strategies is defined that applies to all workers in the Netherlands. The relevant
set of actors at this level is not confined to the management of the geographical
unit. Instead, Dutch management develops its labour management strategy in
close collaboration with the national trade unions and the national works
council. Through regular consultation and joint study groups, management
and unions develop new labour management strategies that are acceptable to
both. The collective bargaining agreement formalizes their interaction. So both
parties demonstrate in their behaviour that they take the institutional setting
for granted.
It should be noted that the interaction between management and represen-

tatives of the trade unions does not take the form of isolated negotiations. The
case studies of Akzo Nobel and DSM demonstrate that potential problem areas
are identified at an early stage. Such problem identification is followed by the
instalment of research teams in which both management and unions partici-
pate. It can take years of study and consultation before consensus is reached on
concrete actions that are formalized in collective bargaining agreements. Since
such a change procedure allows for the interaction between the various
stakeholders, it is not surprising that the outcome represents a balance of
interests. The manner in which Dutch firms have dealt with the issue
of flexibility is an illustration of such a balance and is representative of the
way in which consultation takes place in the wider institutional context.

Procedural differences at plant level

Among the US plants, it can be observed that the change process is defined in
project terms with clearly defined objectives and time schedules. In contrast,
among the Dutch plants the change process was found to be defined in process
terms, without an explicit formulation of the final objectives.
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An example of this is the contrast between the plants of General Electric in
Selkirk (USA) and in Bergen op Zoom (NL). Both plants initiated a move
towards ‘empowered teams’. Since the changes were not carried out according
to a corporate blueprint, management at both sites could shape the transform-
ation according to their own insights. In the Netherlands, the resulting transi-
tion can best be characterized as a gradual change process (‘like a flower
that grows’: Pot, 1998, footnote 16), which was not confined to a set time
period (‘it is a continuous process in which, in the end, everybody is doing
other things than they did before’: Pot, 1998, footnote 35), and for which no
clear objectives were prescribed (‘if we eventually get to self direction, that’s
fine, but that’s not the objective: the objective is to deliver on business targets’:
Pot, 1998, footnote 12). In contrast, in the United States the shift towards high
involvement teams was implemented more drastically with a set start-off time
(‘They gave us a date, then it’s gonna happen, then you’ll be self-directed
whether you are or are not ready for it’: Pot, 1998, footnote 40). The objectives
were clearly set from the outset and had to be achieved within a period of
18 months.
Related to the distinction between process and project is the factor of time in

the change process. In the Dutch plants, the time span of the change process is
consistently longer than that observed in US plants. Consider the change
process at the plants of Dow Chemical in Oyster Creek (US) and Terneuzen
(NL). Both plants faced a similar ‘change management model’. At the US plant
the whole change process was effectuated within six months. At the Dutch
plant the implementation of the change process according to the change
management model failed; a new change process was initiated with long-
term objectives. Another example of differences in the time factor was seen
in Akzo Nobel. Plant management in the Netherlands initiated a change
process that was expected to lead to self-direction over a period of ten years
(‘We will gradually introduce the new work organization to the operators.
First, we need to create acceptance . . . it is a long-term process. It is important
to think before you jump. Everybody should be on the same line’: Pot, 1998,
pp. 128–9). In contrast, the management of the Akzo site in Pasadena
completed an organizational change within a couple of months.
A final procedural difference that distinguishes Dutch from US change

processes concerns the quality of interaction between management and oper-
ators. In the Dutch plants, changes are effected by means of interaction
between operators and management. In contrast, in the United States the
control of change processes resides solely with management. Developments
at DSM illustrate this point. The organizational change at the US DSM
plant was completely directed by site management (‘they announced the
new organizational structure and, thereafter, I was asked to become manager
of the polymerisation section’: Pot, 1998, footnote 176). At the Dutch DSM
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plant, organizational change involved interaction between management and
operators. After management had convinced the shift supervisors of the need
for change, the supervisors themselves designed a new organizational struc-
ture; they proposed a model that was then accepted by higher managerial
layers. Similar observations on the extent of management–worker interaction
during the change processes have been made at the other cases. At both the
Dutch and the US plants of General Electric, management reconsidered the
role of the shift supervisor. In the Netherlands the shift supervisors themselves
(at least in their perception) proposed making their own positions superfluous
in the long run (‘Management made it clear that change was necessary. . . we
came up with the idea that we, as shift coaches, should make ourselves
superfluous’: Pot, 1998, footnote 25). Higher management focused on convin-
cing the shift supervisors of the need for change. In contrast, at the US plant no
worker input was observed in the change process towards ‘high involvement
working teams’ (‘This change has been thrown at us. If the teams would have
decided themselves, they would have kept the e-tech and appointed one of the
e-techs as co-ordinator’: Pot, 1998, footnote 48).
The case of Dow Chemical is also illustrative. A main reason for the failure

of the ‘first round’ of the change process at the Dutch plant was the lack of
employee participation. Workers, who felt ignored during the design of the
change, were not committed to the objectives of the change. The acknow-
ledgement of workers’ involvement during the ‘second round’ of the change
process resulted in a change programme that received broad support. In
contrast, at the US plant of Dow, the workers perceived the change process
as being imposed by management. Major decisions were made directly by
management, while other decisions were perceived as being pre-decided or as
being manipulated by management.
In sum, some major differences distinguish the typical design of the change

procedure in the United States from that in the Dutch business environment.
Table 8.3 summarizes the differences. The planned change procedure
employed by US firms should be considered a major factor in the explanation
of their failure to move away from the traditional organization of the employ-
ment relationship. Similarly, the emergent change procedure that is dominant
in the Netherlands prevents the introduction of flexibility in the employment
relationship as originally intended by Dutch management.

8.6 Cultural influence on change procedure

The distinct procedures by which organizational changes are implemented
in the US and Dutch plants were characterized as, respectively, ‘planned’
and ‘emergent’. Our conclusions are based on case studies of four multi-
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national companies. This section deals with the question of generalization. Are
the characterizations of the change procedure in the two countries based on
incidental results, or do they represent more persistent features of the work-
related cultures of the United States and the Netherlands?
The main feature that distinguishes a ‘planned’ from an ‘emergent’ change

process concerns the nature of interaction between management and subor-
dinate members of the firm. We agree with Wilson (1992: 12) that ‘planned
change relies on a model of organization in which there is uncritical acceptance
of the managerial role. This appears to be particularly true of North America’.
In contrast, emergent change will occur in organizations where the distance
between the diverse hierarchical levels is smaller. Below, it will be argued that
the prevalence of managerial prerogatives is a dominant feature of the US
work-related culture. In contrast, the lack of authoritarian power of the

Table 8.3 Planned versus emergent change procedure

Planned change (United

States)

Emergent change

(Netherlands)

Formulation of content of

change

The content of change is

defined by management in

consultation with

management consultants.

Accordingly, content of

change is closely linked to

new developments in

management thinking.

Content of the change is

not defined beforehand.

Consensus exists on the

need for change, but

the content of the

change emerges during

the process of

interaction between
management and

stakeholders.

Room for employee Little: employees have
room for manoeuvre only

within the framework set

by management

Ample room for
employee influence

Time span of change
process

Defined beforehand and
usually short-term;

implementation of change

should be accomplished

within a defined time span.

Not defined beforehand,
but usually long term.

Since the change

emerges out of a

process, there is no

definite beginning and

ending
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manager is characteristic of the Dutch work-related culture. So differences in
the SCL dimension (see the theoretical framework in Chapter 5) offer clues for
explaining the difference in change procedure.
Let us first consider the management–worker relationship at higher man-

agement levels in the United States. This relation is inextricably bound up with
the national system of industrial relations, and the interplay between manage-
ment representatives, labour representatives, and the state (Dunlop, 1958). The
US system of industrial relations is characterized by the weak role of
the state and a decentralized system of collective bargaining. In the United
States, the role of the state is restricted to ensuring that the bargaining process
between management and unions is not obstructed by the abuse of power
by either of them. The bargaining process is initiated only after a so-called
‘representation ballot’ has demonstrated the support for unions by the major-
ity of the workers. Such ballots take place at the level of the ‘establishment’,
such as the production plant, and it is this feature that gives the US system
of industrial relations its decentralized nature. Moreover, the system of repre-
sentation elections has divided US industry into unionized and a non-unionized
sectors (Kochan et al., 1986). Since managers in a non-unionized environment
have more discretion and control, as they are not hindered by union interfer-
ence, US management tends to use its power to keep its workforce union-free.
This feature contributes to the adversarial relationship between employers and
unions ( Jacoby, 1991; Lawrence, 1996).
Furthermore, owing to limited government regulation, the US system

of industrial relations is greatly influenced by attitudes and judgments of the
jurisdiction. Most employees’ and employers’ rights and obligations are
not written down as laws, but are legitimized by the jurisprudence of the US
courts. Atleson (1983) concludes, after an analysis of US court decisions, that
US courts are motivated by the hidden assumption that ‘the enterprise
should be under control of management’. The distinction between mandatory
and permissive bargaining subjects is also based on court decisions. The
distinction holds that unions can play a role only in setting wages and working
conditions; management is given the right to manage and retains the
initiative with respect to strategic and entrepreneurial decisions (‘management
prerogatives’). Jaggi (1992) concludes that programmes designed to enhance
the participation of workers do not affect the so-called management preroga-
tives. Instead, programmes to enhance co-operation between management
and employees concentrate on the survival of the company. The initiative for
employee participation programmes is with management, which supports
their introduction as a method to improve effective communication. Pro-
grammes such as work committees, employee suggestion schemes, and quality
circles are accepted only within the framework of productivity, profitability,
and management prerogatives.
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In contrast to the US system of industrial relations, state involvement
characterizes the Dutch system of industrial relations. The Dutch government
has issued numerous laws regulating employment relationships in many areas,
including aspects such as dismissal protection, collective bargaining, co-deter-
mination, and working hours and conditions. The objective of these legal
provisions is to ensure just and fair outcomes and to eliminate conflict between
employers and employees.
A further feature of Dutch industrial relations is its centralized nature. At

national level the relationship between employers and employees is governed
by organizations such as the Foundation of Labour and the Social Economic
Council. At the industry level the interaction between employers and employ-
ees is formalized by the negotiation of the collective labour agreement. The
influence of individual employers and local union officials in this system of
industrial relations is limited. At the plant level, the Works Council Act
regulates the relationship between management and workers. This Act aims
to democratize corporations by giving employees certain rights on managerial
issues. Finally, one should note that the attitude of the industrial players is
characterized by an emphasis on ‘consultation’ and ‘striving for consensus’.
This attitude is in contrast with the principle of bargaining that underpins the
interaction in the US industrial relations system (see Table 8.4)
Next, let us consider the management–worker relationship in the workplace.

US workplace relations are characterized by distance between the supervisor
and his immediate subordinates in terms of power. Extensive discretionary
powers for supervisors with regard to performance appraisal, level of pay, and
discipline seems to have created a climate of fear in the work place (Starkey and
McKinlay, 1993). The following description of unwritten rules appears to be
typical of American work floor relations:

‘Don’t disagree with the boss; Don’t rock the boat; Look busy even if you’re not; Don’t
smile, let alone laugh too much; Be obsessive about getting your numbers right,
estimates won’t help; CYA (cover your ass); If a colleague gets into trouble with the

Table 8.4 Distinction between consultation and bargaining

Consultation (NL) Bargaining (USA)

Starting point A problem A conflict of interest

Objective Consensus Contract

Attitude Co-operative Competitive

Means Discussion Pressure/power

Source: based on Reynaerts, cited in Nijs (1996: 27)
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boss—don’t help, be grateful it’s not you; Observe the dress code.’ (Starkey and
McKinlay, 1993: 43).

In contrast, d’Iribarne (1989), in a detailed idiographic description of a
Dutch, a US and a French plant, characterizes the absence of authoritarian
power inwork relations as typical of the Dutch workplace. To co-ordinate work
organization, a Dutch supervisor cannot make use of his hierarchical position
by giving orders or applying sanctions. The only means at his disposal is the
power of persuasion, by putting forward convincing arguments within a
discussion. During this process it is necessary for him to make use of the
recommendations of his subordinates in order to reach consensus. The
following observation captures the position of the Dutch supervisor:

‘It pays to speak, to discuss, to explain and to convince. The Dutch appear to be as
open to good reason as they are allergic to pressure . . . It is necessary to speak a lot. To
motivate is easy if one takes the effort to explain. When I give an order, I always have to
explain and speak. If I don’t, I run the risk that the order will not be carried out.
Explaining should be considered as the most efficient way to manage in the Nether-
lands, in the same way as one speaks about sanctioning in the United States.’
(d’Iribarne, 1989: 213)

McFarlin et al. (1992) demonstrate the different attitudes towards employee
participation as between US and Dutch managers. First, they observe that US
management prefers to implement employee participation by means of formal
programmes, such as self-directed work teams. Furthermore, employee par-
ticipation is considered by US management as a tool to enhance performance
(‘improving the bottom line’), rather than as a means to improve relationships
and the quality of working life. Also, US managers are less convinced that their
subordinates desire participation.
In contrast, Dutch managers appear to be sceptical about certain US initia-

tives. They view participation as a societal obligation to workers. Dutch man-
agers do not understand the need for a separate programme to improve
participation, because the works council already provides ample opportunity
for this to occur. Furthermore, Dutch managers reject the US ‘obsession’ with
formal efforts to improve productivity via employee participation programmes.
They feel that the programmatic, formalized nature of US efforts to improve
participation is inconsistent with their own style of dealing with the needs of
their subordinates. Societal expectations in the Netherlands force managers to
operate on an informal basis. To get anything done, one needs to ask for
subordinate input on a regular basis and to rely on persuasion rather than
hierarchical power.
In sum, this section has aimed to demonstrate that the ‘planned’ change

procedure is closely linked to the dominant US management–worker relation-
ship in which management prerogatives prevail. In contrast, the ‘emergent’
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change procedure that is characteristic in the Netherlands fits well with the
relative lack of managerial authority in that country. The above analysis is
restricted to the system of industrial relations. For reasons of space, the
management–worker relationship is not linked to other institutional configur-
ations in US and Dutch society. Other institutions that reinforce the difference
in the management–worker relationship between the United States and the
Netherlands are the education system, the system of corporate governance,
the welfare system, and the dominant pattern of values and norms (Pot,
1998; 2000).

8.7 Conclusions

There are features in the nature and evolution of employment relationships
that do apply globally, and we do not deny this above. Global trends should be
acknowledged as triggers of change in employment relationships. Firms, irre-
spective of national borders, are compelled to adjust the employment relation-
ships to fit in with current global realities. Yet, we have shown that the triggers
of change must be seen independently of their outcomes. The actual response
of firms to global challenges depends on the institutional context in which they
are situated, of which the relevance is emphasized in the contextually based
human resource theory (SCL dimension).
To understand the origin of national specific responses to global challenges

in employment relationships, we have emphasized the procedures involved in
realizing change processes. The design of the change procedure influences, to a
large extent, the actual outcome. This conclusion is based on comparative case
studies of US and Dutch firms. It is argued that the difference between the
‘planned’ change procedure employed in the United States and the ‘emergent’
change procedure employed in the Netherlands underlies the specifically
national developments in the organization of employment relationships in
these countries. On the basis of our findings, we challenge the widespread
belief that global trends will lead to the homogenization of employment
relationships, and claim that a divergence in employment relations will con-
tinue to exist.
Can such a strong claim as the thesis of continuing divergence be justified on

the basis of only four case studies? To this end, we need to consider the
generality of the empirical results. Surely, case studies can constitute a basis
for generalization. However, in this respect one should distinguish between
analytical generalization and statistical generalization (Mitchell, 1983). Case
studies do not constitute a basis for statistical generalization, which is grounded
on the logic that a selected sample represents a larger pool of subjects.
Accordingly, case studies cannot confirm statistical regularities. The rationale
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for case studies, however, resides in their ability to identify mechanisms causing
certain events to happen. The effect of the identified mechanisms can be
generalized to other contexts.
This is exactly what we claim in this chapter. Why has the introduction of

empowered teams not led to a transformation of the Taylorist workplace
organization in the US business context? Surely, this was the strategic objective
of the management that initiated the change. Why is the introduction of
measures to increase the flexibility of the Dutch employment relationship
accompanied by the introduction of measures that are in the interest of the
workers? Surely, management would be expected to introduce flexibility in a
more rigorous manner.
The answers to these questions have been given. As a result of the procedure

by which the changes are realized, the outcomes deviate from the strategic
intentions. Accordingly, the case studies identified the nature of the change
procedure as a crucial mechanism for explaining the development of the
employment relationship. Convergence of the employment relation, then,
can be said to occur if it is preceded by a convergence of the design of the
change procedure. Indeed, a harmonization of the change procedures would
remove the relevance of the explanatory mechanism proposed by this contri-
bution. However, we have seen that the specific design of the change procedure
does not stand by itself, but is inextricably bound up with the national insti-
tutional configuration. So far, the impact of globalization has not been power-
ful enough to arrive at a complete institutional convergence of nations.
In the next and final chapter we will zoom in on the HRM function itself and

use our vision of HRM and performance to emphasize the different HRM roles
and explain how we can relate these to the different concepts of performance
(strategic, professional, and societal). It is crucial for the HRM function/role
that it becomes part of the dominant coalition and is able to influence the way
in which HRM policies and practices can contribute to viability and a sustained
competitive advantage, and can meet the various dimensions of performance as
outlined in the previous chapters. To measure the different dimensions of
performance (HR effectiveness), we develop the 4logic HRM scorecard, a
tool that will appeal to practitioners involved in the implementation of
‘aligned’ HRM policies and practices, i.e. those that fit both the market place
and the institutional setting in a unique and organization-specific way.
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9 Changing HRM Roles: Towards
a Real Balanced HRM Scorecard

9.1 Introduction

This chapter considers the relationship between the role-set of HR managers
and how it relates to HR effectiveness and performance. I first outline the way
inwhich the HRM roles have evolved from ‘clerk of works’ to change agent and
business partner. The increased focus on devising ways of contributing to
added value has also resulted in more attention being given to the whole
issue of how to measure the contribution of the HRM function. Based on
our multidimensional perspective on performance, this raises not only the issue
of how to measure, but also such questions as: Measuring for whose sake?
Measuring of what? Who is involved in setting the standards, and who decides
when corrective action is necessary?
Deliberation of these issues leads to the formulation of the 4logic HRM

scorecard, which is fully in line with the Contextually Based Human Resource
Theory (CBHRT) and its multidimensional perspective on performance, out-
lined in preceding chapters.
I use the label ‘4logic’ because it includes not only the strategic and the

professional logics, but also the societal perspective—the dimensions of rela-
tional rationality, fairness, legitimacy, viability, and sustainability—instead of
focusing solely on profitability for the shareholders. From these three logics,
the HRM function has to deliver a range of services and HRM practices for
which different delivery channels can be used. Optimizing delivery is important
and should be based on both quality and cost effectiveness criteria, which
implies our fourth and final logic, i.e. the delivery logic.
This 4logic HRM scorecard has been tested among a range of companies

operating both locally and internationally. Examples and outcomes of the
testing will be used to illustrate the applicability of this HRM scorecard.
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9.2 Changing roles and expectations for
the HR manager

A review of the literature throws up many frameworks for considering
the evolution and development in HRM tasks, skills, and roles. Some merely
list things that HR managers do, while others are more encompassing, con-
sidering the HRM pattern from a more ideal-type perspective (e.g. Tyson
and Fell, 1986; Ulrich, 1997). Increasingly, companies are beginning to recog-
nize the importance of people to a business’s success. More human resource
issues are really people-related business issues, in that they influence
the essence of the business, profitability, survival, competitiveness, adaptability,
and flexibility. The assignment of integral management to line managers,
the tendency towards decentralization, and the creation of smaller units all
imply that the role and position of personnel/human resource staff functions
need to be reconsidered. So an overview of the changing HRM roles is
useful.
Tyson’s typology (1987) provides a good starting point. Struck by the

increased fragmentation of the personnel function, which he describes as its
‘Balkanization’, he distinguishes three Weberian ideal types or models:

1. The clerk of works model This views personnel management as an ad-
ministrative support activity with no involvement in business planning.
All authority is vested in line managers. The principal activities for these
personnel staff will be recruitment, record keeping and welfare.

2. The contract manager model This approach is concernedwith confronting
unions with a system, as part of a comprehensive policy network. Acting
on behalf of line managers, the personnel department staffs are experts in
trade union agreements, in fixing day-to-day issues with the unions, and
in responding in a reactive way to problems.

3. The architect model Here personnel executives seek to create and
build the organization as a whole. This creative vision of personnel
entails contributing to the success of the business through explicit
policies, that seek to influence the corporate plan, with an integrated
system of controls between personnel and line managers. The personnel
function is thus represented within the dominant coalition in the
organization.

Schuler (1990) discerns an increasing shift from a specialist staff function to
the HR manager as business manager and part of the management team. He
claims that the following roles became more prominent in the 1990s: that of
business person, shaper of change, consultant to the organization, strategy
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formulator and implementer, talent manager, asset manager, and cost control-
ler (Schuler, 1990: 58). In a more recent overview Schuler and Jackson (2001)
foresee the following roles as the most prominent:

. Linking role: relating to the linking of HRM issues and challenges to the
business

. Strategic role: implying involvement in the strategic direction of the com-
pany

. Monitoring role: reviewing the actual situation against the strategic plan and
deciding on corrective actions

. Innovator role: developing innovative approaches and solutions to improve
productivity and the quality of work, while at the same time complying
with the law in an environment of high uncertainty, energy conservation,
and intense international competition

. Change and knowledge facilitator role: managing the change processes at
both the individual and the organizational level, and very often in relation
to strategy implementation

. Enabler role: enabling line management to make things happen

So the HRM department provides services to line management in the
traditional areas of recruitment, selection, rewarding, counselling, promoting,
and firing. This is a method of service provision that demands a high degree of
customer orientation towards line management.
Carroll (1991) also envisages a shift in HRM roles, as a consequence of the

more pronounced links to business needs and thus the greater need to contrib-
ute to organizational effectiveness. In addition to the traditional roles of policy
formulator and provider of personnel services, Carroll expects certain roles to
take on greater importance:

. Delegator This role enables line managers to serve as primary implement-
ers of HRM systems.

. Technical expert This function encompasses a number of highly specific
HRM-related skills in areas such as remuneration and management devel-
opment.

. Innovator As innovators, HR managers recommend new approaches to
solving HRM-related problems such as productivity, or a sudden increase
in absenteeism due to illness.

Storey, who was intensively involved in the HRM characteristics debate in
the UK in both the 1980s and 1990s, develops the following typology based
on two dimensions: action oriented (interventionary) versus non-action
oriented (non-interventionary), and strategic versus tactical (Storey 1992: 168;
see Figure 9.1):
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. Advisers These act as internal consultants; they are in tune with recent
developments, but leave the actual running of HRM matters to line and
general management colleagues.

. Handmaidens Handmaidens are primarily customer-led in the services
they offer, based on a rather subservient, attendant relationship towards
line management.

. Regulators These are more interventionary; they formulate, promulgate,
and monitor observance of employment rules, which range from person-
nel procedure manuals to joint agreements with trade unions.

. Change makers Change makers seek to put relationships with
employees on a new footing—one that is in line with the ‘needs of the
business’.

Finally, there is the typology developed by Ulrich (1997), who also uses
two dimensions (people versus process, and strategic versus operational) in
order to highlight the following roles by which the HR managers can contrib-
ute to added value (see Figure 9.2).

. Administrative expert In this role the HR professional designs and delivers
efficient HRM processes for staffing, training, appraising, rewarding, pro-
moting, and otherwise managing the flow of employees through the
organization. The deliverable from this role is administrative efficiency.

. Employee champion The employee contribution role for HR professionals
encompasses their involvement in the day-to-day problems, concerns, and
needs of employees. The intended deliverables are increased employee
commitment and competence.

Strategic

Interventionary Non-interventionary

Tactical

Change makers Advisers

Regulators Handmaidens

Fig 9.1. Types of personnel management

Source: Storey (1992). Reprinted with permission of Blackwell Publishing.
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. Change agent This role focuses on managing transformation and change.
The deliverable is aimed at developing a capacity for change. HRmanagers
help employees to let go of the old and adapt to a new culture.

. Strategic partner The strategic HR role focuses on aligning HRM strat-
egies and practices with business strategy. The deliverable is strategy
execution. HRM practices help accomplish business objectives.

9.3 A critical reflection on the shift in HR roles

Reflecting on all those typologies and numerous writings in the more popular
professional journals on both sides of the Atlantic, the shift in changing HRM
roles can simply be summarized by the fact that the HRM function has had to
become more business oriented, more strategic, and more oriented towards
organizational change. This is also reflected in the outcomes of the surveys
carried out by Brockbank et al. (Ulrich, 1997), in which, in addition to HRM
functional expertise, knowledge of the business and the management of change
are among the most prominent competences required by clients of an HRM
professional for the purpose of adding value to a business. A 2002 version of the
same survey indicated even more strongly the need for a business perspective.

Future/strategic
focus

Processes People

Day-to-day/operational
focus

Management of
strategic human

resources

Management of
firm

infrastructure

Management of
employee

contribution

Management of
transformation

and change

Fig 9.2. HR roles building a competitive organization

Source: Ulrich (1997). Reprinted with permission of Harvard Business School Press.
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Knowledge alone is not enough anymore: it is simply considered a necessary
condition. What really matter are strategic contributions in the areas of

. Culture management

. Fast change

. Strategic decision-making

. Market driven connectivity

The latter competence encompasses facilitating the integration of different
business functions, managing the arrangement of physical facilities and work-
place environment, facilitating the dissemination of customer information, and
removing low value added or bureaucratic work (Brockbank and Ulrich, 2002).
These role prescriptions in fact imply that the personnel manager needs to

acquire a power base by conforming to the dominant culture and principles of
the line management. Legge (1978) refers to the ‘conformist innovator’, who
accepts the dominant utilitarian values and bureaucratic relationships within
the organization and tries to demonstrate the value added (contribution to the
bottom line) of his activities within this framework. This is an attitude and
approach that carries a number of evident risks, such as the eventual inability to
differentiate a human resource manager from the regular line manager in
terms of contribution or expertise, so that the option of personnel manage-
ment without an HR manager looms on the horizon (Flood et al., 1996).
An alternative way of acquiring power, or rather influence, is via the ‘deviant

innovator’ approach, whereby the personnel specialist identifies with a set of
norms that are distinct from, but not necessarily in conflict with, the norms of
organizational success (Legge, 1978: 79–85). In this connection Shipton and
McAuley, inspired by Kets de Vries (1990), refer to the need for an

[o]rganizational fool, who without danger to himself can take non-consensual stances
. . . personnel people are perhaps uniquely fitted for this role because they frequently
have the key responsibility for exploring, with members of the organization in which
they work, the issues surrounding the management of change and the factors that
make it work. (Shipton and McAuley, 1994:9)

This epitomizes the fact that HRM specialists cannot focus only on criteria
such as efficiency, effectiveness, and flexibility. Ward Lilley (1991) rightly
remarked that personnel specialists must be prepared to risk unpopularity by
questioning the short-termism that is rife in much of the British economy—a
remark that, over a decade, has lost nothing of its relevance on both sides of the
Atlantic. Other appropriate criteria are those of fairness (in the exchange
relationship between the individual and the organization) and legitimacy
(the relation between society and organization). A staff specialist or manager
in the area of human resource management would be the right person to
counter or correct an extreme economic rationality, so that the long-term
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interests of the various organizational members are kept in mind and the
outcomes of organizational effectiveness benefit the various stakeholders of
the firm.
In this respect, Kamoche (1994) underlines the inherent paradoxes of stra-

tegic HRM as a concept encompassing the issues of both ‘strategy’ and
‘human’. On the one hand, strategic HRM is characterized by the dominant
organizational imperative for performance and productivity, which according
to Kamoche derives from an industry-based view of the firm and is informed by
a rationalistic view of human action. On the other hand, HRM is concerned
with meeting the complex and often ambiguous needs and expectations of
employees, the humanizing of work, and ‘equitable’ or ‘fair’ practices, labelled
by Hendry and Pettigrew (1990) as ‘developmental-humanism’. In this respect
Gowler and Legge (1986) refer to the contrast between human resources and
resourceful humans. In the same critical vein, Lefebvre (2001) rightly observes:
‘Humans may be called ‘‘resources’’. But they should be treated as ‘‘sources’’ of
their own creativity and be allowed to be self-led, not only being led.’
Competing with other functional areas like marketing and finance, the

performers of the HRM function are apparently in search of mechanisms to
legitimate their proposals (see Figure 9.3). This was a quest in which, until
recently, the organizational imperative reflected the dominant criteria. For
example, as Ulrich states in an interview, ‘a successful HR manager thinks
like a marketeer. HR managers should listen to their customers and think in
figures. Direct yourself to what line managers want and need. Measure the
success of HRM according to their norms’ (interview in PW, May 2002). But
such criteria do not do full justice to the intrinsic complexities of the concept of
strategic HRM, which does not consist simply in integrating the human
resource dimension into the business strategic planning process (Kamoche,
1994: 40). A better way of reconciling both strategic and humane aspects is to
take the resource-based view (see Paauwe, 1994; Kamoche, 1994: 40–1; Wright
et al., 1994) as a starting point, because it takes into account the competences
and capabilities of human resources instead of focusing exclusively on dominant

Organizational
imperative

Production
Finance
HRM
R&D
Marketing

Strategic
proposals

Acceptance
and adoption

Strategic plan

Political process Legitimation

Fig 9.3. Legitimation through acceptance

Source: Kamoche (1994). Reproduced with permission from Human Resource Management Journal.
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businesslike criteria such as those dictated by a specific product–market com-
bination. Kamoche makes a strong plea for this view, because he feels that in
this way it will be possible to take into account the specific nature and
complexities of human resources:

This paradigm emphasises that the skills of employees are conceived of as a vital
resource, which the firm is able to build upon rather than simply to exploit rationally
and ideologically. Therefore the full potential of HRM can be realized and can be a key
determinant in a firm’s performance, without the a priori imposition of the organiza-
tional imperative. (Kamoche, 1994: 41).

For HRM professionals, this paradigm implies a focus on using multidimen-
sional/multifaceted approaches in their development and rendering of special-
ist personnel services. A simple one-sided approach, based exclusively on the
strategic demands of the marketplace, is out of the question.
The more recent typology of HRM roles based on Ulrich (1997) can be

related to the different dimensions of performance (as defined in Chapters 4
and 5) as in Table 9.1.
It is important to emphasize that this is not meant as a strict one-to-one

relationship. Both change agent and strategic partner roles also require a
certain level of professionalism. And workers and trade unions can benefit
from an HRM role that is able to fulfil the requirements of change agent and
strategic partner role, etc. The overview is given here only to show how the
different logics for effectiveness and multidimensional measures for perform-
ance are represented in the different roles. In the following sections I will
further argue, develop, and demonstrate this multidimensional approach to-
wards HR effectiveness.

9.4 Measuring HR effectiveness

In 1997 a special issue of the US-based journal Human Resource Management
(edited by A. K. Yeung) was completely devoted to ‘Measuring Human Re-
source Effectiveness and Impact’. Preceding this issue, numerous articles had

Table 9.1 Linking HR roles to the different logics

HR role Logic

Change agent and strategic partner Strategic logic

Administrative expert Professional and delivery

logic

Employee champion Societal logic
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addressed the relationship between HRM and its proclaimed contribution to
the performance of the firm (see Figure 4.4). As a forerunner to the theme of
measuring HR effectiveness, we can consider the approach to HR accounting
(HRA) as promoted in the 1970s and 1980s by people such as Bulte (1975) and
Flamholtz (1985). Later Fitz-Enz (1990) developed this approach into the so-
called concept of ‘human value management’. Human resource accounting
(HRA) itself was, at least as an academic sub-discipline, quite popular in the
1970s and 1980s. However, in 1989, after reviewing more than 140 articles and
several books, Scarpello and Theeke concluded:

At the theoretical level, HRA is an interesting concept. If human resource value
could be measured, the knowledge of that value could be used for internal manage-
ment and external investor decision-making. However, until HRA advocates demon-
strate a valid and generalizable means for measuring human resource value in
monetary terms, we are compelled to recommend that researchers abandon further
consideration of possible benefits from HRA. (Scarpello and Theeke, 1989: 275; cited in
Cascio, 1991: 6)

HRA hardly appeared as an academic discipline of inquiry in the 1990s, but
the interest in measuring HR effectiveness has since grown enormously,
encompassing such approaches as cost–benefit analysis, based on utility analy-
sis, an approach, that attempts to estimate the financial impact of employee
behaviours. In its ultimate form, this provides an ability to calculate a return on
investment (ROI) for every HRM programme or practice, as Phillips et al.
(2001) strongly recommend, from labour turnover costs and gains from selec-
tion programmes to financial costs and gains of training programmes (see
e.g. Cascio, 1991; Noe et al., 2000).
Phillips et al. (2001) present an overview of approaches to HR measurement

and accountability (see Figure 9.4). They distinguish first a set of so-called ‘early
approaches’, among which is the well-known ‘management by objectives’,
which dates back to the 1960s. Their second set is the ‘solid value added
approaches’ that became popular in the 1980s and 1990s, such as key indicators,
monitoring, and benchmarking. Their third category includes more composite
approaches, such as the HR profit centre and thewhole ROI process as outlined
in their book, which focuses on comparing benefits and costs. These authors
also foresee a resurgence of HR accounting under the new heading of ‘human
capital valuation’, proponents of which include Watson Wyatt’s human capital
index (1999), Sveiby’s intangible assets monitor (1997) and Mayo’s human
capital monitor (2001). Based on a distinction between financial and intellectual
capital, Peppard and Rylander (2001) present an overview in Figure 9.5.
Although the definitions of intellectual capital differ per author, the distinc-

tion made by Peppard and Rylander (2001) gives a good overview of the
constituting resources:
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. Human capital comprises the competence, skills, and intellectual agility of
the individual employees.

. Relationship capital represents all the valuable relationships (networks) with
customers, suppliers, and other relevant stakeholders.

. Organizational capital includes processes, systems and structures, brands,
intellectual property and other intangibles that support value creation.

Since, from the perspective of financial analysts, the intangibles are crucial in
assessing the value of a company (see the Ernst & Young report on Measures
that Matter 2001), one can easily understand the increased interest in measur-

HR accountability

HR profit centre
III Human capital measurement

HR effectiveness index
ROI process

Competitive HR benchmarking
II HR reputation

HR cost monitoring
HR key indicators

HR auditing
I HR case studies

Employee attitude surveys
MBO

1960s 1970s 1980s 1990s 2000

Fig 9.4. Approaches to HR accountability

Source: Phillips et al. (2001: 3). Reprinted with permission from Elsevier.

Note: I: early approaches; II: solid, value-added approaches; III: leading-edge approaches

Financial
capital

Physical capital Relationship
capital

Monetary
capital

Total capital

Intellectual
capital

Organizational
capital

Human capital

Fig 9.5. Total value scheme: the resource base of the organization

Source: Peppard and Rylander (2001: 515). Reprinted with permission from Elsevier.
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ing, monitoring, and evaluating the value or potential value creation of
human capital.

9.5 Motives, benefits, and critics associated with
HR measurement

The overview of approaches and numerous articles and books dealing with
adapted versions of the balanced scorecard (Kaplan and Norton, 1992) demon-
strate the enormous importance that academics, consultants, and practitioners
alike attach to the whole issue of measuring HR effectiveness. Summarizing all
the motives for measuring HR, the following reasons can be offered to explain
its popularity and drive:

. Growing evidence to support the link between business performance and
quality of HRM practices

. Increased competitive pressure as a consequence of rapidly changing
technology and increasingly global markets

. Drive for cost-effectiveness; pressure on all specialist staff functions to
justify their use of resources

. Pressure to increase earnings per share constantly in order to satisfy
shareholders/capital markets

. General trend towards increased benchmarking

. Belief in organizational myths such as ‘You cannot manage, what you
cannot measure’ (Ulrich, 1997) and ‘What you measure is what you get’
(Yeung and Berman, 1997)

. US-based obsession with measuring effectiveness, which has an impact
(through publications in popular business journals) in other countries,
albeit with a certain time lag (Pfeffer, 1997)

. Low status of the HRM function, however much it wants to be at the table
as a business partner together with accounting, finance, and marketing.
For this reason HRM concepts need to be replaced by evidence, preferably
quantifiable data; (see Pfeffer (1997) criticizing Ulrich (1997) ).

The following potential benefits are associated with paying more attention
to HR measurement (based on Daniels, 2002; Noe et al., 2000 and the almost
classic and still very valuable paper by Tsui and Gomez-Mejia, 1988):

. Strengthening the profile of the HRM function (marketing, PR) This en-
hances image and visibility.

. Providing accountability Measurement and evaluation serve as an import-
ant accountability tool to determine whether the HRM function is effect-
ively utilizing its resources and meeting immediate and long-term goals.
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. Promoting change The power of data, perceived as objective, is excellent
for gaining attention, concern (by HRM function and other stakeholders),
and ultimately action.

. Assessing financial impact HR measurement encourages the HRM func-
tion to act ‘like entrepreneurs whose business happens to be people’
(Cascio, 1991).

Critics and pitfalls

A heavy emphasis on measuring can involve risks and unforeseen conse-
quences. For example, Pfeffer (1997: 360) rightly points to the fact that measur-
ing is easiest if you relate it to the expenditure of resources, such as the number
of people working in the HRM department and their salary costs, the costs
associated with training, etc. However, staffing ratios and measures of re-
sources expended do not reveal effectiveness; nor do they inform us of the
value added as a consequence of HRM activities. In this way, expending fewer
resources and having fewer people becomes an end in itself and can easily be
mistaken for efficiency (Pfeffer, 1997: 360).
Another problem is the time span of HRM activities before their intended

consequences become apparent. For example, a range of training sessions
across different management layers, aimed at strengthening organizational
culture in the direction of a new entity after a merger, might take three or
four years before its effects become manifest. Another warning put forward by
Pfeffer (1997) relates to the abundance of HRM indicators, which risks our
losing sight of the ‘forest for the trees’. For example, the book by Phillips et al.
(2001) gives an enormous overview of possible indicators, all of which should
culminate in one figure: the return on investment. However, as Kaplan and
Norton emphasize, it is more important to use just a few meaningful indicators
per perspective, i.e those that are most successful in attaining their related
objectives. Measuring HR effectiveness presupposes that the HRM function is
able to influence the outcomes. Pfeffer rightly warns that HRM as a staff
specialist function might prove to have little influence. For example, manage-
ment might design an HRM tool in the area of appraisal, but line management
itself might then apply that tool rightly or wrongly in a work setting that is
being created by, among others, the style of leadership, the organizational
climate, and the team composition. Also, Yeung and Berman (1997) highlight
the important influence on and responsibility of line management for people
management. So numerous factors play a role in bringing about effects—
including side-effects, unintended effects, and disruptive effects.
Both the reasons for measuring HR effectiveness and the potential benefits

associated with it are highly effective in stimulating academics and practitioners
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to pursue approaches, that are academically sound and at the same time useful
for practitioners. The next section begins by presenting an overview of some of
these approaches, all based on, or at least inspired by, the balanced scorecard. In
the final sections I will then outline my own approach—the 4logic HRM
scorecard—which conforms with my earlier plea for a multidimensional ap-
proach to HR effectiveness and performance.

9.6 The rise of the scorecard for HRM purposes

In 1992 Kaplan and Norton presented their balanced scorecard, aimed at
developing a more balanced perspective on monitoring the performance of
an organization. It quickly became widely popular. In their original article they
distinguished four essential perspectives:

1. Customer perspective: How do customers see us?
2. Internal/business process perspective: What must we excel at?
3. Innovation and learning perspective: Can we continue to create and improve

value?
4. Financial perspective: How do we look to shareholders?

In essence, the balanced scorecard is a way of looking at the optimal
performance of an organization by taking into account all four perspectives.
So Kaplan and Norton include not only the well-known financial measures,
which report the results of actions already taken, but also operational meas-
ures, which are the drivers of future financial performance. Whereas traditional
finance-based measurement systems have a control bias, the balanced score-
card puts strategy and vision at the forefront.1

Given its enormous popularity, it should not come as a surprise that a range
of articles and books have been published recently presenting adapted versions
of the balanced scorecard, adapted for usage in the area of HRM and in this way
filling the gap that has been left by Kaplan and Norton. As Maltz et al. (2003:
190) note, ‘the lack of focus on a company’s human resource dimension is
perhaps the most notable weakness . . . ’ On the basis of survey research aimed
at establishing the relative importance of different measures for performance,
Maltz et al. add the dimension of people development to reflect the critical
importance of human resources. Also, in the above mentioned special edition
of Human Resource Management, several authors introduced the idea of an
adapted balanced scorecard in order to better account for the importance of
human resources (Yeung and Berman, 1997; Ulrich, 1997; Pfeffer, 1997; Beatty
and Schneier, 1997). Yeung and Berman (1997) state:

For businesses to succeed in the long run, the expectations of three stakeholders—
shareholders, customers, and employees—need to be satisfied. Second, all three
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stakeholders are interrelated. Employee attitudes and behaviours impact the level of
customer satisfaction and retention. In turn, customer attitudes and behaviours influ-
ence shareholder satisfaction and retention. Finally, shareholder satisfaction affects
employee satisfaction through bonuses, stock options or further investment in em-
ployee growth. (Yeung and Berman, 1997)

Becker et al. (2001) followed with the publication of their book The HR
Scorecard, which entails a stepwise approach to HR measurement. In this way
theyclaimed to be able to fill the gap that Kaplan andNorton (1996) had noticed:

When it comes to specific measures concerning HR and people related issues, com-
panies have devoted virtually no effort for measuring either outcomes or the drivers of
these capabilities. This gap is disappointing, since one of the most important goals for
adopting the scorecard measurement and management framework is to promote the
growth of individual and organizational capabilities. This reflects the limited progress
that most organizations have made linking employees . . . and organizational alignment
with their strategic objectives. (Kaplan and Norton, 1996: 144–5; quoted by Becker
et al. 2001: 23)

Following Kaplan and Norton, Becker et al. distinguish lagging indicators,
such as financial metrics (e.g. ROI), which reflect only what has happened in
the past, and leading indicators (e.g. R&D cycle time, customer satisfaction,
employee strategic focus), which assess the status of the key success factors that
drive implementation of the firm’s strategy. These emphasize the future
instead of the past (Becker et al. 2001: 30).
Most important in their approach is the linkage between business strategy

and the way in which HRM can help to add value. Becker et al. label these
strategic HR deliverables, i.e. those outcomes of the HRM architecture or HRM
system that serve to execute the firm’s strategy (2001:30). These strategic HR
deliverables come in two different shapes. One category is the so-called
performance drivers, for example employee productivity, innovativeness; This is
the same as what others call HRM outcomes (see Guest, 1987; Paauwe and
Richardson, 1997). The other category is the so-called enablers, which reinforce
the performance drivers, for example training programmes, performance
appraisal system. These are the HRM activities or HRM practices.
Yeung and Berman’s approach is a bit different. They establish the link

between a firm’s strategy and its supporting HRM architecture by people-
related organizational capabilities, which are critical for the successful realization
of the firm’s strategy. These organizational capabilities (e.g. innovativeness,
speed, willingness to change, flexibility) can be built by selecting and designing
the right HRM practices (as enablers). I use this distinction in my own approach
in the final section.
The building of the HR scorecard is a highly company-specific matter, for

which no universal blueprints can be developed, as Becker et al. (2001) acknow-
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ledge. They outline seven steps to be carried out in order to develop and build
an HR scorecard that fits the needs of a specific organization (pp. 36–52):

1. Clearly define business strategy.
2. Build a business case for HR as a strategic asset.
3. Create a strategy map.
4. Identify HR deliverables within the strategy map.
5. Align the HR architecture with HR deliverables.
6. Design the strategic HR measurement system.
7. Implement management by measurement.

Those expecting to encounter an easy-to-handle scorecard may therefore be
disappointed, as this is a rather lengthy and difficult process. For a good
illustration readers are referred to Walker and MacDonald (2001), who describe
the development of a HR scorecard, based on the Becker et al. (2001) approach,
for the Verizon Company.
Phillips et al. (2001) offer a rival perspective, again under the title The Human

Resources Scorecard. They build on almost twenty years of experience in the
development and refinement of a proven ROI process in the HRM area in order
to demonstrate the contribution of HRM in generating value. Their approach
and measurement tool is targeted at three different user groups: HRM practi-
tioners, senior managers, and evaluation researchers/consultants. Compared
with Becker et al. (2001), their approach is more narrowly focused on a proper
evaluation, monitoring and measuring the effectiveness of HRM programmes
themselves, and is not so much related to linkages with a firm’s strategy.
Figure 9.6 depicts their approach.
For a more extensive overview of all the different approaches currently

available in the area of measuring HR effectiveness, see Mayo (2001), who
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Fig 9.6. ROI process model. Reprinted with permission from Elsevier.
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not only presents his own ‘Human Capital Monitor’, but also summarizes the
following approaches:

. Watson Wyatt’s Human Capital Index (HCI)

. William Mercer’s Human Capital Wheel

. Arthur Anderson’s Human Capital Appraisal

. Fitz-Enz’s (2000) study on the ROI of human capital

. The Skandia Navigator

. Sveiby’s Intangible Assets Monitor

9.7 A real balanced scorecard: the 4logic
HRM scorecard

All the previous scorecards originated from the original idea of the balanced
scorecard by Kaplan and Norton (1992). They focus mainly on the implemen-
tation of a chosen strategy and at improving the effectiveness and efficiency of
HRM policies and practices in order to add value. This is in itself a valuable
contribution and probably well worth the effort. However, it is very important
also to recognize the very essence of human resource management, which is
more than just contributing to the generation of added value. Chapter 5
outlined the Contextually Based Human Resource Theory (CBHRT) and its
multidimensional view of performance—multidimensional to reflect the differ-
ent stakeholders that have a say in HRM. Such stakeholders include employees,
customers, line and top management, shareholders, trade unions, consumers’
organizations, environmental/green associations, and society at large. These
different stakeholders and dimensions can be represented by three perspectives
or ‘logics’.
The strategic logic focuses on the expectations of boards of directors, CEOs,

shareholders, and financial institutions. These are particularly interested in the
inputs (e.g. planning and policies) and outcomes of the strategic dimension and
the way in which it will contribute to the whole process of generating added
value. So this dimension reflects the notion of economic rationality and can be
expressed in criteria such as efficiency, effectiveness, flexibility, agility, quality,
and innovativeness.
The professional logic focuses on the expectations of line managers, employ-

ees, works councils, and colleagues of HR departments. This dimension relates
to the degree of customer orientation of the HR function and the quality of its
services, for which we can make use of Zeithaml et al.’s (1990) criteria:

. Tangibles These are the evident products of the personnel function, such
as procedures for appraisal, remuneration, evaluation systems, ratios,
training, and development facilities.
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. Reliability This relates to the capacity to implement the required services
in an adequate way.

. Responsiveness This is the willingness to provide rapid and certainly
timely assistance, where help is needed.

. Assurance Assurance is the ability to convince the customer that the
department can handle its interests because expertise and hence credibility
is available and perceived as such.

. Empathy This is the ability to perceive and understand different groups of
customers and their backgrounds, situations, and perceptions.

(based on Zeithaml et al., 1990, and Paauwe, 1996; 1998)

In this context the meaning of ‘professional’ is limited to the delivery
of services that meet the quality expectations of a firm’s customers. I do
not intend to use the concept of ‘professional’ to mean meeting the standards
set by a professional association of peers, for example the Dutch Association for
Personnel Management, or in the UK the Institute for Personnel Development.
Unlike the strategic locus, with its emphasis on added value, societal logic

emphasizes moral values and focuses on the expectations of works councils,
trade unions, government, and other interest groups, both inside and outside
the company. This dimension reflects the notion of relational rationality as
outlined in Chapters 4 and 5 and can be monitored on the basis of the following
criteria:

. Fairness This refers to a ‘fair’ or just arrangement in the agreed exchange
between the individual as an employee and the organization as employer.
Elements in this exchange are not only time, money, and labour, but also
information, know-how, and voice/consultation/participation.

. Legitimacy This refers to the same exchange elements (such as ‘fairness’),
but at a more collective level, whereby the parties involved are interest
groups (employees, unions, government through legislation).

. Sustainability This refers to a sustainable development in a way that aims
to conserve an ecological balance by avoiding depletion of natural re-
sources.

. Participation This refers to the availability of ‘voice’ options for all
relevant parties involved.

. Solidarity This refers to a willingness to support those individuals/
groups that are in an unfavourable position.

(based on Paauwe, 1998, and Paauwe and Boselie, 2002)

As stated before, I have added one more logic, i.e. the delivery logic. This is
based on cost effectiveness and works through the following delivery channels:

. HR departments

. Line management
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. Outsourcing

. Teams and employees themselves

. Self service through e-HRM (implies web-based delivery)

Human resource management itself is central in this scorecard approach,
which is subject to a multidimensional concept of performance. It is based not
on a set of predefined best practices, but on achieving various fits, e.g. strategic
fit, horizontal fit, organizational fit, and environmental fit as outlined in the
CBHRTmodel (see Chapter 5). Every performance perspective, and every logic
(strategic, societal, professional, and delivery), has its own distinct set of
criteria, which helps management to make choices and to monitor and evalu-
ate the actions chosen. Setting priorities per perspective is an absolute neces-
sity. Nowadays managers are overwhelmed by data and measures. If we want to
control and monitor progress in HRM policies and practices and to determine
how they contribute to the various logics, it is important to focus on a limited
set of targets/objectives. Better to do a few things well than to list too many
goals and activities, which cannot be carried out properly and on time.
The HRM function (as an organizational function) is central in this ap-

proach, but that does not imply that it can be carried out only by an
HR manager. Line managers, teams, external consultants, and web-based
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delivery mechanisms can also fulfil parts of the HR function. This implies that
different delivery channels can be used, which results in the fourth logic,
delivery logic, for which, as stated above, cost effectiveness is the main criter-
ion. Appendix 9.1 gives a helpful overview of the criteria involved when
deciding on make (in-house) or buy (outsource) issues (based on Paauwe, in
Flood et al. 1996: 226). Figure 9.7 presents the basic lay-out of the 4logic HRM
scoreboard.

9.8 The 4logic HRM scorecard: a stepwise approach

This section outlines the procedure for working with the 4logic HRM
scorecard. For every step, some illustrative examples are included. These are
based on two sources. One stems from the range of case studies conducted in
order to explore the feasibility of the CBHRT (especially the part on force field
analysis; see Appendix 5.2 for an example). The second source is from partici-
pants of an international Masters programme in HR leadership at Erasmus
University/Rotterdam School of Management. These HR executives, repre-
senting a range of internationally operating companies, applied the 4logic
HRM scorecard to their own companies and HR departments.

Step 1: Select and define the main customers for every logic

Customers can be both external and internal. Each organization has its own
unique context that will influence which customers are relevant for the HR
function in the organization. In many cases employees will serve as ‘indirect’
customers of the HR function, owing to the fact that line management is
responsible for putting HRM into action at the workplace. Reflecting on the
three logics (strategic, professional, and societal) helps us to think about the
different categories of relevant ‘customers’.
In one of the post-doctoral seminars for HR executives at Erasmus Univer-

sity, participants (n ¼ 20) were asked to create a HRM scorecard, based on the
expectations of the main customers of the HR function in their organization.
The first task we put to the participants was to list the three most important
clients of the HR function in their organization. They mentioned (1) employees
(90 per cent of the respondents), (2) the board of directors (85 per cent), and (3)
line management (70 per cent); other clients mentioned included works coun-
cils, (external) customers, and financial controllers. Employees, line manage-
ment, and the board of directors appear to be important customers for the HR
function in many organizations.
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Next, the participants were asked to list the expectations for these three
groups of customers. These are set out in Table 9.2.

Step 2: Align every customer or customer category with its
main expectations

This step implies a close and interactive link with the overall business goals of
the company or subsidiary. Awareness of the overall business goals, and the
kind of organizational capabilities required in order to achieve these goals, can
be very helpful in defining the firm’s customers and their expectations. To
stimulate this kind of thinking, the following overview of possible organiza-
tional capabilities is presented.

1. Talent
2. Speed
3. Customer alertness
4. Stick to your promises; accountability
5. Starting and managing alliances
6. Strong culture; shared values and norms
7. Innovation
8. Knowledge management

Table 9.2 Overview of the three main clients of the HR-function

Customers Expectations

Employee Administrative expertise, employee development, fair reward

systems, inspirational leadership, flexibility in the contract, a

challenging work environment, openness (information sharing

and communication), social security (continuity), an acceptable
work–life balance, and employee influence

Line manager HR knowledge transfer, administrative support, facilitating

certain HRM practices (and processes) like selecting and training,
and having clear goals and targets (information sharing and

communication)

Board of directors HR effectiveness and efficiency in terms of maximizing

productivity and creating human capital, creating employee
commitment and motivation, establishing fit between overall

business strategy and HR strategy and activities, and contributing

to sustainability (continuity)
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9. Use of state-of-the-art technology
10. Alertness with respect to new developments
11. Safety
12. Leadership
13. Quality/continuous improvement
14. Co-operation
15. Participation; voice
16. Creativity
17. Willingness to change
18. Flexibility
19. Cost-effectiveness
20. . . . . . . . . . . . . .
21. . . . . . . . . . . . . .
22. . . . . . . . . . . . . .

According to Yeung and Berman (1997: 328), it is important to target only a
few organizational capabilities, i.e. those that have not yet been totally met,
and to which HRM practices and policies might be able to contribute. Given
the significance of the link between strategy and HRM, it is important to
notice that, especially for the strategic logic, customers and goals are strongly
related to the overall business goals and necessary organizational capabilities.
Of course it is helpful for the filling in of the 4logic HRM scorecard if
top management has a clear view on the strategic objectives and organizational
capabilities required. These can act as a useful point of reference and a starting
point for filling in the scorecard. Very often the staff of the HR department
will be more aware of the customers and expectations for the other two
logics, i.e. the professional and societal. However, we should not be too
bothered about making a clear distinction between the various logics. It is
more important to be triggered by the various logics. And the logics often
overlap; for example, avoiding negative publicity for a big accounting firm is
both a strategic goal (negative publicity will result in loss of clients) and a
societal goal (society at large expects accountancy firms to maintain high
standards of conduct in terms of integrity and reliability). The expectations
of the customers will vary per logic and per organization. Table 9.3 presents
some examples.
As can be seen from the above-mentioned examples, it is helpful to take into

account the various perspectives/logics per customer category, including the
criteria outlined above for every perspective. So with respect to the societal
logic it is advisable to think of criteria like legitimacy, fairness, and sustainabil-
ity; the strategic logic is represented by criteria like efficiency, flexibility,
innovativeness; and the professional logic is represented by service quality
criteria like reliability, responsiveness, and assurance.
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Step 3: Summarize/merge customers’ expectations into
overall HR goals

Based on the overview of different customer groupings and their expectations,
the third step in our approach involves the setting of priorities and the merging
of different expectations into a ranking order of overall goals for the HR

Table 9.3 Examples of customers and their expectations per logic

Customers Expectations Logic

Internationally operating accounting firm

Equity partners Maximize sustainable earnings per partner

while avoiding negative publicity

Strategic logic

General public Provide assurance and trust about financial

reporting of organizations

Societal logic

Works council Safeguard participation and solidarity among

workforce as well as fairness in worker–

management relationships

Societal logic

Government Compliance with regulations Societal logic

Employees Maximize both tangible and intangible
rewards

Professional
logic

Line managers Provide information on the right mix of

human resources

Professional

logic

Internationally operating steel mill

Managing director Qualified employees; health and safety; overall

cost effectiveness (implementing manpower

reduction); cultural change

Strategic logic

Works council Contact person; delivery of reliable

information on HR and IR issues

Societal logic

Trade unions Point of contact and information; fair partner
for negotiations

Societal logic

Line management Staffing and administrative support Professional

logic

Employees Information and individual help Professional

logic
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function. Some of these expectations are similar for different customers
and therefore can easily be prioritized into overall goals. For example, continu-
ity is an important goal for the board of directors in terms of viability, and
for employees in terms of job security. Another example is related to infor-
mation sharing. Employees expect the HR function to be open about issues
affecting the employment relationship; line managers expect the HR function
to be clear about their HRM goals and targets. In both cases the customers
expect a high quality of information sharing and communication from the
HR function (professional logic). However, other expectations arising out of
the different customer categories and related logics might contradict each
other. For example, a top management team may initiate a process of down-
sizing in order to give a signal to investors and shareholders that the company
is seriously trying to make its operations more efficient; however, this endeav-
our could cause unrest and resistance from trade unions and works councils,
which would give priority to maintaining employment levels.
This raises the important question concerning what determines the

setting of priorities and the establishment of a ranking order of overall HR
goals. With reference to the CBHRT model, this issue belongs to the domain
of the so-called ‘dominant coalition’. The composition of this coalition will
differ per company. Very often actors such as the board of directors, the
HR manager, and the works council/shop steward will be included. They
will have regulatory mechanisms (authority, consultative, and decision-making
meetings) to arrive at a final decision or to settle a dispute. Feedback and
evaluation should be important elements in the overall process of decision-
making and setting priorities. Circumstances can change overnight, which
necessitate a different ranking order of priorities. Table 9.4 gives a few
examples of this step, based on our case studies in this area.
It can be seen that filling in the different steps of our 4logic HRM

scorecard approach is not a mechanistic endeavour. It requires a lot of intelli-
gent and creative thinking on the part of the actors that are part of the
dominant coalition (board of directors, line management, HR staff, works
council, trade unions)—and also much consultation. Of course that takes
time, but once an agreement has been settled, the implementation can be
faster and the acceptance better, thanks to the preceding involvement and voice
opportunities for the parties involved (see also Boxall and Purcell, 2003: 231–2).
The example of the US-and Dutch-based chemical firms implementing team-
work and flexibility, described in Chapter 8, is both illustrative and convincing
in this respect.
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Step 4: Link prioritized goals to HRM policies and practices

What kind of HRM policies and practices should be present or developed in
order to realize the goals? An HRM policy explicitly states what you can or
would like to achieve using a certain HRM practice/tool/activity. For example,
the HRM policy of achieving adequate staffing in order to realize the right mix
of human resources (both quantitatively and qualitatively) implies practices in
the areas of labour market communication, advanced recruitment and selec-
tion methods, and the right methods for socialization and introduction training
(see Table 9.5).

Step 5: Opt for indicators in order to monitor the selected
enabling HRM practices

HR management needs to select and/or develop a limited range of indicators
that can be used to monitor and measure the effects of the selected HRM

Table 9.4 Examples of overall goals for the HR function

Internationally operating steel mill

. Providing operational HR support in the areas of staffing, administration, training,
and development, in order to have the right manpower (both qualitative and

quantitative)

. Punctual and reliable delivery of information related to HR issues

. Implementing and supporting cost savings activities

. Initiating cultural change

Engineering firm involved in a process of privatization

. Management development

. Succession planning

. Employability/multi-skilling

. Establishing a more commercial attitude

. Developing a performance management cycle

. Smooth administrative HR support systems
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Table 9.5 Examples of linking HRM goals to HRM practices

HRM goals/policies HRM practices

Internationally operating fast-moving consumer goods company in the food sector

Attract and retain the best people,

leveraging the internal knowledge and

networks

Culture programmes; management

development

Develop capability to build and

empower brands

Expatriate management

Encourage breakthrough thinking and

entrepreneurial drive, leading to

innovation

Climate and atmosphere

Build and use the European muscle to

leverage our size

Team development

Have the right leadership to bring both

inspiration and aspiration

Leadership development

Develop a culture of trust/high
involvement

Global technology centre

HRM support

Personal development plans

Training and development

Centralized HR support

Human resource planning

Open job posting

Recruitment

Internationally operating travel agency

Operational HR support Maintain expertise with respect to

remuneration and personnel

administration

Planning resulting in cost-effective

allocation of staff

Align HRM with corporate strategy Active role of HR manager in
management team

(Continued )
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practices. Indicators such as employee satisfaction, motivation, retention, pres-
ence, absence due to illness, turnover, social climate, involvement, trust,
loyalty, and commitment are all examples of typical HRM outcomes.
The model of Becker et al. (1997) and the scheme of Paauwe and Richardson
(1997) suggest that HRM systems or practices are closely linked to those
kinds of HRM outcomes and less closely linked to performance indicators
such as productivity, product/service quality, customer satisfaction, and re-
search and development. In other words, the distance between HRM systems
(or practices) and HRM outcomes is smaller than the distance between HRM
systems (or practices) and performance indicators such as productivity. Finan-
cial performance indicators such as return on investment (ROI) and return on
assets (ROA) are even further away fromHRM practices than indicators such as
productivity and product/service quality (see Table 9.6).
Appendices 9.2 and 9.3 present a more extensive overview of a range of

possible HRM practices and possible indicators.
In connectionwith the previous example of the fast moving consumer goods

company, Table 9.7 gives an example of how the different HRM practices can
be linked to indicators.

Table 9.5 (Contd)

HRM goals/policies HRM practices

Stimulate example-setting behaviour
by top management

Line managers as HR managers Train line managers in recruitment,

selection, appraisal and motivation of
their own staff

Development of competences Succession planning for key

managerial roles and related training

and MD programmes

Implementation of cost-saving activities Stimulate cost-effective behaviour

among employees

Link additional pay to maintaining

the budget
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Table 9.6 HRM outcomes and other performance indicators

HRM outcomes Performance outcomes Financial outcomes

Employee satisfaction,

motivation, retention, social

climate, involvement, trust,
loyalty, security, intention to

leave, commitment

Productivity, product/

service quality, customer

satisfaction, research and
development

ROI, ROA, ROE, ROS,

GRATE and Tobin’s q

(Sales, market share,
growth, profits, and

market value)

Table 9.7 Linking HRM practices to indicators

Fast moving consumer goods company operating at a European level

HRM practices Indicators

Cultural programmes,

management development

% high potentials attracted from operating

companies

Expatriate management % high potentials leaving voluntary

Climate and atmosphere % increase in skills and profile regarding the

building and maintenance of power brands

Team development Number of innovative ideas per brand

Leadership development Number of pan-European innovations

delivered

HRM support Progress made in factory rationalization

Personal development plans

Training and development

Centralized HRM support Global employee survey scores

Human resource planning

Open job posting

Recruitment

9>>>>>>>>>>>>=
>>>>>>>>>>>>;
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Step 6: Make people accountable; specify reporting intervals
and indicators

This step involves three important issues. First of all, there is the issue related to
who is accountable (responsible) for a specific HRM practice. Possible candi-
dates are (1) the HRM department, (2) line management (employees’ direct
supervisors), (3) teams (e.g. self-managing teams and quality circles), (4) self-
service through e-HRM, and (5) external partners (outsourcing). So for each
HRM practice we have to determine who is responsible.
Second is the issue of (a) when to start, (b) when to finish, and (c) what kind

of reporting intervals to create. The necessary evaluation can be successful
only if there is general agreement between stakeholders on these temporal
issues in advance.
Third is the issue of what kind of indicators to apply. There is a fundamental

difference between the ‘indicator’ itself (e.g. absence due to illness), the way we
measure it (e.g. the average duration of absence due to illness), the objective or
‘target’ we want to achieve (e.g. less than 5 days on average per year absence
due to illness), and the ‘actual outcomes’ (e.g. the organization on average had
an absence rate of 6.1 days in the year 2001). In Table 9.8 we present some
examples in order to clearly illustrate the differences.

Table 9.8 The difference between concept, measurement, objective, and reality

Indicator Measurement Target/objective Reality

Absence due to

illness

The average duration of

absence due to illness
per year

< 5.0 days per

person per year

6.1 days absence

per person, per
year

Employee

turnover

The number of

employees that (whether

voluntarily or not) have
left the organization in

relation to the total

number of employees in

a specific year (%)

10% < employee

turnover > 20%

(Target is an
employee

turnover rate

above 10% and

below 20% per

year)

8.3% employee

turnover

Employee

satisfaction

The degree of employee

satisfaction on a 5-point

scale (1 ¼ low and 5 ¼
high)

Average

satisfaction > 3.5

3.87
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Step 7: Determine the proper delivery channel
(or combination of it) for every HRM practice

In the past, HRM delivery mechanisms were limited to discussions about HR
staff specialist versus line management and centralized versus decentralized
delivery. Nowadayswe see an increase in types of deliverymechanism, including
various degrees of internalizing and externalizing. By ‘internalizing’ we mean
the shift fromHRMdepartment to linemanagers and/or employees themselves.
By ‘externalizing’wemean the shift from in-house activities to outsourcing or, in
thewords of Adams (1991: 44), ‘the application ofmarket forces to the deliveryof
personnel activities’. Figure 9.8, based on Paauwe (Chapter 6, in Flood et al.
1996:200), presents an overview distinguishing between minor changes (which
can be implementedwithout radically altering the existing organizational struc-
ture, systems, and culture) and major changes (which have an impact upon the
whole organization and cannot be implemented in an isolated way).
More recently has come the need to include the possibilities of self-service by

employees (and potential employees!) through e-HRM or web-enabled HRM
delivery by making use of intranet and internet. It is to be expected (see Wright
and Dyer, 2000) that a range of so-called transactional activities, such as
compensation and benefits administration and record keeping, but also parts
of training and development, will increasingly be delivered through the use of
information technology. Many companies nowadays have an HRM website for
information, vacancies, the updating of personnel files, benefits administration,
internal labour market, training and development, assessment, etc., a develop-
ment that is paralleled by a centralization and reallocation of the more transac-
tional HRM activities into so-called ‘shared services centres’. Combined with

Focus of change

Extent of change Internalizing (shift from staff
to regular line/workers)

Externalizing (outsourcing)

Integral management
Self managing teams
Core and peripheral
personnel activities

Outsourcing partially
Contract management
Specialized in-house
units
Internal
consultancy/profit center

Major change Personnel management
without personnel
management

Agencies
Leased employees
Teleworking

Minor change

Fig 9.8. Alternative HRM delivery mechanisms found in practice

Source: Paauwe, in Flood et al. (1996)
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information technology, this development enables a more cost-effective execu-
tion of a range of standardized HRM activities and the rapid answering
of frequently asked questions by employees. So today the options for HRM
delivery include HRM department, line management, teams, outsourcing, and
e-HRM. It is advisable to develop action overview sheets for every delivery
channel. Appendix 9.4 gives an example based on one of the participating
companies that took part in our executive programme on HR leadership.

9.9 Summary and conclusions

The topic of HRM effectiveness and measurement has become very important
since the mid-1990s. This development has been stimulated on the one hand
by the interest among academics and practitioners in the relationship between
HRM and performance, and on the other by the growing conviction within the
business community that all kinds of specialist staff function have to prove their
contribution to the process of generating added value. Approaches like value-
based management are popular among the big internationally operating com-
panies. Scorecards and monitoring through key indicators can be of help in this
respect. However, choosing a certain approach does not remove the necessity
to think about the far more important topic of what to measure, and whether
we can really measure the things that are important. So the underlying
philosophy of the approach is crucial.
In the above approach I have deliberately paid a lot of attention to the basic

fundamentals underlying the 4logic HRM scorecard. The different perspectives
or logics are fully in line with my approach of combining both economic and
normative rationality, and both added value (the economic point of view) and
moral values such as fairness and legitimacy. In this way I hope to have
contributed to a balanced perspective on performance in the area of human
resource management.
Moreover, the 4logic HRM scorecard provides a way of reconciling the

inherent tensions in the field of HRM—between the short and long run,
between productivity/profitability and legitimacy/fairness, etc.—based not
on a mechanistic approach, but on intelligent and imaginative scanning of
the different forces (PMT dimension, SCL dimension, organizational configur-
ation) involved. These forces create scope and leeway for the dominant coali-
tion to shape best HRM practices in a way that fits the very context of the
organization and can contribute to long-term viability.

Note

1. Since its conception, the balanced scorecard has diffused rapidly and become widely
used. This has led on the one hand to a range of papers describing its adapted use in
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areas other than those originally intended, and on the other hand to papers criticiz-
ing its approach. For a critical overview readers are referred to Meyer (2002), who,
under the heading of ‘Rethinking Performance Measurement: Beyond the Balanced
Scorecard’, critically analyses its approach and offers an alternative activity based
probability analysis. A paper by Maltz et al. (2003) offers under the same heading
(‘Beyond the Balanced Scorecard’) more refinedmeasures for organizational success.

Appendix 9.1 Decision Tree for Weighing Staff-line and

Make/Buy Alternatives

Tailor-made
Involvement
Arbitrariness
Lack of time and
competence
No synergy
Opportunity costs

Regular line
management/

workforce

Personnel activity
is necessary

Personnel activity
is not necessary

Different
degree of

internalizing

Personnel or
human resource

department

In-house (make)

Different
degree of

externalizing

Outsourcing (buy)

Development of in-house
know-how
Positive for image
Insufficient quality by
agencies
Important to know culture
Internal costs of
co-ordination

Lack of expertise/
manpower
Importance of
impartiality
Allows focus on
core activities
More flexibility
Control and
'monitoring' costs

Uniformity
Synergy
Competence
Danger of 'passing
the buck'
Overhead expenses

Source: Paauwe, in Flood et al. (1996).
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Appendix 9.2 Overview of Possible Human Resource

Practices

HR planning Decentralization

Selection Autonomy

Socialization Teamwork

Training Status and security

Appraisal Internal promotion opportunity

Rewards/compensation Coaching

Job design Formal procedures

Participation

Source: based on Paauwe and Richardson (1997) and Boselie (2002).

Appendix 9.3 Overview of Possible Indicators

Indicators Examples

Perceived HRM outcomes Employee satisfaction, employee motivation, employee

trust, employee commitment, employee loyalty,

employee involvement, organizational citizenship,

social atmosphere (management/employees), intention
to leave the organization (attitude)

Objective HRM outcomes Employee turnover, employee retention, (internal)

conflicts, absence due to illness, time needed to fill a

vacancy, percentage of internally filled vacancies,
average number of applicants per vacancy advertised,

percentage of employees eligible for training,

percentage of employees with a career planning,

selection of young people, women, minorities, and

incapacitated workers

Manufacturing performance Product/service quality, customer complaints,

customer satisfaction, productivity, scrap rate, number

of accidents, innovation (R&D outcomes)

Firm performance Negative publicity, sales, market share, growth, profits,

market value

Source: based on Paauwe and Richardson (1997); Boselie (1999); Boselie et al. (2001a); Boselie and

van der Wiele (2002).
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Appendix 9.4 Action Overview

HRM

practices

HRM practice in

detail

Delivery channel Start/ready Indicator Measurement Target

Training and
skill

development

For every function a
training schedule

has to be made

Line manager/HR
manager

08/2003–12/
2003

No. of
completed

curriculum

% of total
functions

100%

Every employee
must have a

personal

development plan

Line manager/HR
manager

08/2003–12/
2003

No. of
completed

personal

development

plans

% of total
population

100%

Selection of training

agencies

HR manager 09/2003–10/

2003

Selection of

agency

Y/N Selection

agency

Recruitment
and selection

process

Clear competences
have to be defined

for every function

Line manager/HR
manager

06/2003–09/
2003

No. of
completed with

defined

competencies

% of functions 100 %

Interview process
to be described

HR manager 06/2003–07/
2003

Description of
the procedure

Y/N Procedure
ready

Selection of

professional

recruitment
agencies

HR manager 10/2003–12/

2003

Selection of

agency

Y/N Selection

agency ready

(Continued )

2
1
1



Appendix 9.4 (Contd )

HRM

practices

HRM practice in

detail

Delivery channel Start/ready Indicator Measurement Target

Selection of

psychological test

agency

HR manager 10/2003–12/

2003

Selection of

agency

Y/N Selection

agency

Performance

review process

Every employee

must get clear and

measurable targets

Local MT/Line

manager

10/2003–01/

2004

Number of

employees with

clear targets

% of

population

95%

Target setting has to

start with local

management team

Local MT 10/2003–01/

2004

Number of MT

members that

sets targets

% of MT 100%

Train supervisors to

set targets and to

give feedback

HR manager 09/2003–10/

2003

Select training

agency and plan

training

Y/N 90%

Compensation

policy

Base salaries must

be in Q3 compared

with benchmark

HR manager 02/2004–05/

2004

Execution of

salary survey

Y/N Survey

completed

Low performers

must be below

market average

HR manager immediately Low performers

do not get

increases

Y/N Immediately

Study on incentive

pay to be carried

out

HR manager 02/2004–06/

2004

Execution of

study

Y/N Study

completed

2
1
2



10 Epilogue

Our journey of developing a contextually based human resource theory has
come to an end. We started with the discovery of the building blocks in
strategy, industrial relations, human resource management, and related per-
formance. The theoretical model itself then had to prove its value at the level
of the individual organization, the sector, and the international comparative
level. Finally there were some practical insights into HR roles and the develop-
ment of the 4logic HRM scorecard—a relevant chapter for those practitioners
who sincerely want to achieve a fair balance between competitiveness and
social justice in order to achieve uniqueness in the area of human resource
management.
This is a tentative end, because endeavours will continue to generate more

insights into the factors that are important in shaping HRM policies and
practices. Some people proclaim that the research topic of HRM and perform-
ance is dead, either because they think that everything has already been
investigated, or because of the many flaws and methodological pitfalls encoun-
tered thus far (Gerhart, Wright and McMahan, 2000; Wright and Gardner,
2001; Sels, 2002). I am convinced that the research track into the factors that are
decisive in shaping HRM is a fruitful one, irrespective of whether or not such
practices contribute to performance.
The topic of HRM and performance is an important one, but it does not tell

the whole story. The number of variables having an effect on the bottom line,
on the performance of a firm, might easily add up to more than 300, of which
HRM will be just one. But the field of HRM has a lot to say in the areas of
bringing about fairness and legitimacy, contributing to sustainability, willing-
ness to change, improving agility, etc. In the end, these topics will prove to be
far more important than ‘proving’ that an improvement in HRM sophistication
implies an increase in added value per employee.
So the quest to unravel the factors that are decisive in shaping HRM policies

and practices is a rewarding and promising one, and—as the empirical chapters
indicate—is also important for practitioners who want to develop a unique
approach in HRM, one that fits their organization in its context and serves
viability in the long run.
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