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Chapter 16
Creating and Maintaining
High-Performance
Organizations

1. Define high-performance work systems and identify the elements of such a
system.

2. Summarize the outcomes of a high-performance work system.

3. Describe the conditions that create a high-performance work system.

4. Explain how human resource management can contribute to high
performance.

5. Discuss the role of HRM technology in high-performance work systems.

6. Summarize ways to measure the effectiveness of human resource
management.

Introduction
Blackmer/Dover Resources, which makes heavy-duty pumps, experienced some re-
sistance while trying to get performance improvements flowing.1 To boost efficiency
and cut inventory costs, the company redesigned its production process. Replacing
jobs in which assemblers built most of each pump at a single workstation, Blackmer
set up an assembly line. The redesign was done by consultants without input from the
production workers. The results included slower production, higher costs, and lower
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job satisfaction. Workers who intimately knew their machines and products felt that
their expertise no longer mattered.

With sales declining, the company hired a new president, Carmine Bosco. Bosco
brought a desire to learn from workers. Under Bosco, workers provided ideas for cor-
recting problems in the production system. Production workers still learn different
jobs so that they can move to different parts of the factory as needed. Not everyone
likes the change. Bill Fowler, whose job involves the precision cutting of metal shafts
for the pumps, says, “I don’t want to move around, because I love my routine—it
helps me get through the day.” To avoid unfamiliar assignments, Fowler—a 24-year
veteran with a track record of working faster than his coworkers—keeps his extensive
knowledge to himself. He figures his strategy also prevents management from using
his knowledge against him by raising production standards. In spite of Fowler’s reac-
tion, Blackmer’s management believes that most employees will be won over to the
spirit of knowledge sharing. The company intends to convince them by building trust
and setting up the right incentives so that employees know they will be rewarded, not
punished, for sharing their know-how.

Blackmer’s efforts at achieving high performance show that technology alone can-
not do the trick. Someone in the organization has to recognize how changes will af-
fect the organization’s people. The organization must design work and performance
management systems so that they bring out the best in the employees. These chal-
lenges are some of the most crucial responsibilities of human resource management.

This chapter summarizes the role of human resource management in creating an
organization that achieves a high level of performance, measured in such terms as
long-term profits, quality, and customer satisfaction. We begin with a definition of
high-performance work systems and a description of these systems’ elements and out-
comes. Next, we identify the conditions that contribute to high performance. We ex-
plain how the various HRM functions can contribute to high performance. Finally,
we introduce ways to measure the effectiveness of human resource management.

High-Performance Work Systems
The challenge facing managers today is how to make their organizations into high-
performance work systems, with the right combination of people, technology, and
organizational structure to make full use of resources and opportunities in achieving
their organizations’ goals. To function as a high-performance work system, each of
these elements must fit well with the others in a smoothly functioning whole. Many
manufacturers use the latest in processes including flexible manufacturing technology,
total quality management, and just-in-time inventory control (meaning parts and
supplies are automatically restocked as needed), but of course, these processes do not
work on their own; they must be run by qualified people. Organizations need to de-
termine what kinds of people fit their needs, and then locate, train, and motivate
those special people.2 According to research, organizations that introduce integrated
high-performance work practices usually experience increases in productivity and
long-term financial performance.3

Creating a high-performance work system contrasts with traditional management
practices. In the past, decisions about technology, organizational structure, and hu-
man resouces were treated as if they were unrelated. An organization might acquire a
new information system, restructure jobs, or add an office in another country without
considering the impact on its people.4 More recently, managers have realized that suc-
cess depends on how well all the elements work together.
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Elements of a High-Performance Work System
As shown in Figure 16.1, in a high-performance work system, the elements that must
work together include organizational structure, task design, people (the selection,
training, and development of employees), reward systems, and information systems,
and human resource management plays an important role in establishing all these.

Organizational structure is the way the organization groups its people into useful di-
visions, departments, and reporting relationships. The organization’s top management
makes most decisions about structure, for instance, how many employees report to
each supervisor and whether employees are grouped according to the functions they
carry out or the customers they serve. Such decisions affect how well employees coor-
dinate their activities and respond to change. In a high-performance work system, or-
ganizational structure promotes cooperation, learning, and continuous improvement.

Task design determines how the details of the organization’s necessary activities will
be grouped, whether into jobs or team responsibilities. In a high-performance work
system, task design makes jobs efficient while encouraging high quality. In Chapter 4,
we discussed how to carry out this HRM function through job analysis and job design.

The right people are a key element of high-performance work systems. HRM has a
significant role in providing people who are well suited and well prepared for their jobs.
Human resource personnel help the organization recruit and select people with the
needed qualifications. Training, development, and career management ensure that
these people are able to perform their current and future jobs with the organization.

Reward systems contribute to high performance by encouraging people to strive for
objectives that support the organization’s overall goals. Reward systems include the
performance measures by which employees are judged, the methods of measuring per-
formance, and the incentive pay and other rewards linked to success. Human resource
management plays an important role in developing and administering reward systems,
as we saw in Chapters 8 through 12.

The final element of high-performance work systems is the organization’s informa-
tion systems. Managers make decisions about the types of information to gather and
the sources of information. They also must decide who in the organization should
have access to the information and how they will make the information available.
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Modern information systems, including the Internet, have enabled organizations to
share information widely. HR departments take advantage of this technology to give
employees access to information about benefits, training opportunities, job openings,
and more, as we will describe later in this chapter.

Outcomes of a High-Performance Work System
Consider the practices of steel minimills in the United States. Some of these mills
have strategies based on keeping their costs below competitors’ costs; low costs let
them operate at a profit while winning customers with low prices. Other steel min-
imills focus on “differentiation,” meaning they set themselves apart in some way other
than low price—for example, by offering higher quality or unusual product lines. Re-
search has found that the minimills with cost-related goals tend to have highly cen-
tralized structures, so managers can focus on controlling through a tight line of com-
mand. These organizations have low employee participation in decisions, relatively
low wages and benefits, and pay highly contingent on performance.5 At minimills
that focus on differentiation, structures are more complex and decentralized, so au-
thority is more spread out. These minimills encourage employee participation and
have higher wages and more generous benefits. They are high-performance work sys-
tems. In general, these differentiator mills enjoy higher productivity, lower scrap
rates, and lower employee turnover than the mills that focus on low costs.

Outcomes of a high-performance work system thus include higher productivity and
efficiency. These outcomes contribute to higher profits. A high-performance work sys-
tem may have other outcomes, including high product quality, great customer satis-
faction, and low employee turnover. Some of these outcomes meet intermediate goals
that lead to higher profits (see Figure 16.2). For example, high quality contributes to
customer satisfaction, and customer satisfaction contributes to growth of the business.
Likewise, improving productivity lets the organization do more with less, which sat-
isfies price-conscious customers and may help the organization win over customers
from its competitors. Other ways to lower cost and improve quality are to reduce ab-
senteeism and turnover, providing the organization with a steady supply of experi-
enced workers. In the previous example of minimills, some employers keep turnover
and scrap rates low. Meeting those goals helps the minimills improve productivity,
which helps them earn more profits.

In a high-performance work system, the outcomes of each employee and work
group contribute to the system’s overall high performance. The organization’s indi-
viduals and groups work efficiently, provide high-quality goods and services, and so
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FIGURE 16.2
Outcomes of a High-Performance Work System

on, and in this way, they contribute to meeting the organization’s goals. When the or-
ganization adds or changes goals, people are flexible and make changes as needed to
meet the new goals. For example, an especially important outcome of human resource
departments during the high-growth 1990s was obtaining enough talented employees.
When the economy began to slow in 2000 and 2001, many organizations relied on
HR departments to help them focus more on the efficiency of their workforces. Yet
another issue surfaced following the September 2001 terrorist attacks on the Penta-
gon and World Trade Center: knowing that all the organization’s employees are safe
and accounted for.6 As employers of people working at those locations struggled to lo-
cate their employees on September 11, 2001, they appreciated more than ever the im-
portance of having accurate data about all personnel, including up-to-date emergency
contact information. This tragic lesson illustrates the importance of good HR infor-
mation systems as an outcome that helps an organization perform even under the
worst circumstances.

Conditions that Contribute 
to High Performance
Certain conditions underlie the formation of a high-performance work system. Table
16.1 shows examples of such conditions—common practices in high-performing or-
ganizations. These practices, such as those involving rewards, employee empower-
ment, and jobs with variety, contribute to high performance by giving employees
skills, incentives, knowledge, anatomy—and satisfaction, another condition associ-
ated with high performance. Finally, ethical behavior is a necessary condition of high
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performance because it contributes to good long-term relationships with employees,
customers, and the public.

Teamwork and Empowerment
As we discussed in Chapter 2, today’s organizations empower employees. They expect
employees to make more decisions about how they perform their jobs. One of the
most popular ways to empower employees is to design work so that it is performed by
teams. On a work team, employees bring together various skills and experiences to
produce goods or provide services. The organization may charge the team with mak-
ing decisions traditionally made by managers, such as hiring team members and plan-
ning work schedules. Teamwork and empowerment contribute to high performance
when they improve job satisfaction and give the organization fuller use of employees’
ideas and expertise.

For empowerment to succeed, managers must serve in linking and coordinating
roles7 and providing the team with the resources it needs to carry out its work. The
manager should help the team and its members interact with employees from other
departments or teams and should make sure communication flows in both direc-
tions—the manager keeps the team updated on important issues and ensures that the
team shares information and resources with others who need it. Along with these ef-
forts at coordination, the team’s manager should help team members resolve problems
as needed. To provide such help, the manager may have to refer team members to re-
sources outside the team or organization.

Knowledge Sharing
For the last decade, managers have been interested in creating a learning organiza-
tion, that is, an organization in which people continually expand their capacity to
achieve the results they desire.8 The people in a learning organization are constantly
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• Teams perform work.
• Employees participate in selection.
• Employees receive formal performance feedback and are actively involved in

the performance improvement process.
• Ongoing training is emphasized and rewarded.
• Employees’ rewards and compensation relate to the company’s financial

performance.
• Equipment and work processes are structured and technology is used to

encourage maximum flexibility and interaction among employees.
• Employees participate in planning changes in equipment, layout, and work

methods.
• Work design allows employees to use a variety of skills.
• Employees understand how their jobs contribute to the finished product or

service.
• Ethical behavior is encouraged.

TABLE 16.1
Conditions for High
Performance

SOURCE: Based on J. A. Neal and C. L. Tromley, “From Incremental Change to Retrofit: Creating
High-Performance Work Systems,” Academy of Management Executive 9 (1995), pp. 42–54; M. A.
Huselid, “The Impact of Human Resource Management Practices on Turnover, Productivity, and
Corporate Financial Performance,” Academy of Management Journal 38 (1995), pp. 635–72.

learning
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An organization in
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learning. Their learning results from monitoring the business environment, taking in
information, making decisions, and making changes in the organization based on
what they learn. An organization’s information systems, discussed later in this chap-
ter, have an important role in making this learning activity possible. Information sys-
tems capture knowledge and make it available even after individual employees who
provided the knowledge have left the organization. Ultimately, people are the essen-
tial ingredients in a learning organization. They must be committed to learning and
willing to share what they have learned. A learning organization has the key features
identified in Figure 16.3: continuous learning, generation and sharing of knowledge,
thinking that is critical and systematic, a culture that values learning, encouragement
of flexibility and experimentation, and appreciation of the value of each employee.

Continuous learning is each employee’s and each group’s ongoing efforts to gather
information and apply the information to their decisions. In many organizations, the
process of continuous learning is aimed at improving quality. To engage in continu-
ous learning, employees must understand the entire work system they participate in,
the relationships among jobs, their work units, and the organization as a whole. Em-
ployees who continuously learn about their work system are adding to their ability to
improve performance.

Knowledge is most valuable to the organization when it is shared. Therefore, to
create a learning organization, one challenge is to shift the focus of training away
from merely teaching skills and toward a broader focus on generating and sharing
knowledge.9 In this view, training is an investment in the organization’s human re-
sources; it increases employees’ value to the organization. Also, training content
should be related to the organization’s goals. Human resource departments can sup-
port the creation of a learning organization by planning training programs that meet
these criteria, and they can help to create systems for creating, capturing, and sharing
knowledge.

Critical, systematic thinking occurs when organizations encourage employees to see
relationships among ideas and to test assumptions and observe the results of their ac-
tions. Reward systems can be set up to encourage employees and teams to think in
new ways.
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FIGURE 16.3
Key Features of a
Learning Organization

SOURCE: Adapted from M. A. Gephart, V. J. Marsick, M. E. Van Buren, and M. S. Spiro,
“Learning Organizations Come Alive,” Training and Development 50 (1996), pp.
34–45.
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learning
organization.
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A learning culture is an organizational culture in which learning is rewarded, pro-
moted, and supported by managers and organizational objectives. This culture may be
reflected in performance management systems and pay structures that reward em-
ployees for gathering and sharing more knowledge. A learning culture creates the
conditions in which managers encourage flexibility and experimentation. The organiza-
tion should encourage employees to take risks and innovate, which means it cannot
be quick to punish ideas that do not workout as intended.

Finally, in a learning organization, employees are valued. The organization recog-
nizes that employees are the source of its knowledge. It therefore focuses on ensuring
the development and well-being of each employee.

An example of a learning organization is Viant, a consulting firm that specializes
in building e-businesses.10 When employees join the company, they start in the home
office in Boston, where they learn team skills, the company’s consulting strategy, and
the organization’s culture. There they meet members of upper management. On the
job, Viant employees work in settings that encourage interaction; no walls separate
desks, and snack areas are located conveniently nearby. Performance reviews empha-
size growth in employees’ skills, and the company rewards knowledge sharing with in-
centives in the form of stock options. Before each project, consultants complete a
brief document describing the knowledge they need, the knowledge they can use from
other projects, what they need to create, and what they hope to learn that they can
share with their colleagues. These documents are posted on Viant’s internal website.
Every six weeks, Viant’s knowledge management group posts an online summary of
what has been learned.

Job Satisfaction
A condition underpinning any high-performance organization is that employees ex-
perience job satisfaction—they experience their jobs as fulfilling or allowing them to
fulfill important values. Research supports the idea that employees’ job satisfaction
and job performance are related.11 Higher performance at the individual level should
contribute to higher performance for the organization as a whole. One study looked
at job satisfaction in teachers and the overall performance of their schools.12 It found
a significant link between teachers’ satisfaction and their schools’ performance ac-
cording to a variety of measures, including students’ behavior and academic achieve-
ment. More recently, a study by Watson Wyatt Worldwide found that companies with
high employee commitment (which includes employees’ satisfaction with their jobs
and the company) enjoyed higher total returns to shareholders, a basic measure of a
company’s financial performance.13

Chapter 10 described a number of ways organizations can promote job satisfaction.
They include making jobs more interesting, setting clear and challenging goals, and
providing valued rewards that are linked to performance in a performance manage-
ment system that employees consider fair.

Some organizations are moving beyond concern with mere job satisfaction and are
trying to foster employees’ passion for their work. Passionate people are fully engaged
with something so that it becomes part of their sense of who they are. Feeling this way
about one’s work has been called occupational intimacy.14 People experience occupa-
tional intimacy when they love their work, when they and their coworkers care about
one another, and when they find their work meaningful. Human resource managers
have a significant role in creating these conditions. For example, they can select peo-
ple who care about their work and customers, provide methods for sharing knowledge,

520 PART 5 Meeting Other HR Goals



Noe−Hollenbeck−Gerhert−Wright: 
Fundamentals of Human 
Resource Management

V. Meeting Other HR Goals 16. Creating and 
Maintaining 
High−Performance 
Organizations

© The McGraw−Hill 
Companies, 2003

design work to make jobs interesting, and establish policies and programs that show
concern for employees’ needs. Such efforts may become increasingly important as the
business world increasingly uses employee empowerment, teamwork, and knowledge
sharing to build flexible organizations.15

These trends rely on positive employee relationships. Perhaps that is why, when
the Gallup Organization studied more than 105,000 employees, it found that one of
the 13 circumstances associated with high productivity was “having a best friend at
work.”16 A case in point is David Liggett, who developed important friendships at
work. Those friends encouraged him, provided helpful feedback, and pitched in
whenever one of the friends needed help to meet a deadline. Fifteen years after meet-
ing, the friends continue to get together.

Ethics
In the long run, a high-performance organization meets high ethical standards. Ethics,
defined in Chapter 1, establishes fundamental principles for behavior, such as honesty
and fairness. Organizations and their employees must meet these standards if they are
to maintain positive long-term relationships with their customers and their community.

Ethical behavior is most likely to result from values held by the organization’s lead-
ers combined with systems that promote ethical behavior. Charles O. Holliday Jr., the
chairman and chief executive officer of DuPont Company, is an example of an exec-
utive who cares about ethics. For Holliday, ethics is a matter of behaving in ways that
promote trust: “Just saying you’re ethical isn’t very useful. You have to earn trust by
what you do every day.”17 Holliday experienced this kind of leadership himself when
he first joined DuPont. The CEO at that time, Dick Heckert, told him, “This com-
pany lives by the letter of its contracts and the intent of those contracts,” speaking
with such conviction that he imprinted the lesson on Holliday’s mind.

A number of organizational systems can promote ethical behavior.18 These include
a written code of ethics that the organization distributes to employees and expects
them to use in decision making. Publishing a list of ethical standards is not enough,
however. The organization should reinforce ethical behavior. For example, perfor-
mance measures should include ethical standards, and misdeeds should receive swift
discipline, as described in Chapter 10. The organization should provide channels em-
ployees can use to ask questions about ethical behavior or to seek help if they are ex-
pected to do something they believe is wrong. Organizations also can provide train-
ing in ethical decision making.

As these examples suggest, ethical behavior is a human resource management con-
cern. The systems that promote ethical behavior include such HRM functions as
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training, performance management, and discipline policies. In today’s business cli-
mate, ethical behavior also can affect recruiting. Recent scandals such as those at En-
ron and Arthur Andersen have hastened the collapse of some companies and put
thousands of employees out of work. (The second case at the end of this chapter de-
scribes the situation at Arthur Andersen.) Job candidates want to avoid employers
whose misdeeds might cost them their jobs and their reputations. Many job candi-
dates have asked recruiters how well their organizations promote ethical behavior.19

At United Technologies, for example, Patrick Gnazzo says the company’s formal prac-
tices to promote ethics are “a great recruiting tool.” United Technologies and many
other companies are finding that ethical behavior and the reputation for it help them
keep the best employees as well as the best customers.

HRM’S Contribution to High Performance
Management of human resources plays a critical role in determining companies’ suc-
cess in meeting the challenges of a rapidly changing, highly competitive environ-
ment.20 Compensation, staffing, training and development, performance manage-
ment, and other HRM practices are investments that directly affect employees’
motivation and ability to provide products and services that are valued by customers.
A study by Watson Wyatt Worldwide found that significant improvements in major
HR practices, including reward systems, recruitment, and employee retention, led to
significant increases in the value of a company’s stock.21 Table 16.2 lists examples of
HRM practices that contribute to high performance.

Research suggests that it is more effective to improve HRM practices as a whole
than to focus on one or two isolated practices, such as the organization’s pay structure
or selection system.22 Also, to have the intended influence on performance, the HRM
practices must fit well with one another and the organization as a whole.23 An exam-
ple of an organization that has achieved this fit is FedEx, described in the nearby “Best
Practices” box.

Job Design
For the organization to benefit from teamwork and employee empowerment, jobs
must be designed appropriately. Often, a high-performance work system places em-
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• HRM practices match organization’s
goals.

• Individuals and groups share
knowledge.

• Work is performed by teams.
• Organization encourages continuous

learning.
• Work design permits flexibility in

where and when tasks are
performed.

• Selection system is job related and
legal.

• Performance management system
measures customer satisfaction and
quality.

• Organization monitors employees’
satisfaction.

• Discipline system is progressive.
• Pay systems reward skills and

accomplishments.
• Skills and values of a diverse

workforce are valued and used.
• Technology reduces time and costs

of tasks while preserving quality.

TABLE 16.2
HRM Practices That
Can Help
Organizations
Achieve High
Performance
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At FedEx, the well-known
provider of express package
delivery, human resource
management uses a strategy
based on the company’s
philosophy that “employees
should be doing the kind of
work they want to do.” To
match candidates with the right
jobs, the company hosts a
virtual career center on its
website (www.fedex.com). The
career center invites visitors to
identify their ideal job by
choosing location, type of work,
and other variables from drop-
down lists. Candidates also
enter information about their
skills. As new positions become
available, FedEx uses this
system to sort through the data
and find candidates with the
right interests and skills.

According to FedEx, the
online recruiting produces a
pool of candidates who are
more intelligent than average,
even for jobs requiring manual
labor. Their intelligence
contributes to FedEx’s
performance at all levels.
According to Larry McMahan,
the company’s vice president of
human resources performance
and support, “Brighter people
are better employees in every
category, in every way. They’re
safer, don’t take as much time

encouraging good attendance.
To correct a problem with high
absenteeism, the company
adopted a policy for sick leave.
Employees receive five days of
paid sick leave. If they are sick
longer, they may use vacation
days. If they use fewer than five
days, the company pays them
for unused sick days at the end
of the year. When the company
adopted this policy,
unscheduled medical absences
fell by almost one-third. FedEx
also helps employees get back
to work after an injury. The
company helps disabled
employees coordinate their
medical benefits, encourages
them to stick to their treatment
plan, and provides answers to
questions about the health care
system. When employees can
return to work but still must
restrict their activities, the
company tries to arrange for
jobs they can handle as they
finish their recovery.

Together, HR programs and
policies at FedEx bring talented
people onboard, then motivate
them and provide them with
resources they need to do their
jobs.

SOURCE: C. M. Solomon, “HR’s Push
for Productivity,” Workforce, August
2002, pp. 28–33.

off from work, and are better
performers.”

The selection process at
FedEx builds on its electronic
recruiting. Candidates take
skills tests that measure their
reasoning, reading, and math
skills. The company also
measures physical abilities and
conducts background checks.
From the test results, hiring
managers can select the most
qualified candidates.

FedEx’s award-winning
training programs prepare
employees for their jobs. First
comes an orientation program,
which lasts up to one month.
Electronic instruction materials
tell employees about FedEx
and the employee’s job in
relation to the compnay.
Additional training prepares
employees for specific kinds of
jobs. Couriers, for example,
receive an additional three
weeks of training. Managers
receive 6 to 10 weeks of
training during their first year
with FedEx. Each year after
that, they participate in another
40 hours of training. The
training program supports the
company’s position tht better-
informed employees will be
better-performing employees.

Human resource policies also
contribute to productivity by

ployees in work teams where employees collaborate to make decisions and solve prob-
lems. A good example of this approach to job design is GE Fanuc Automation North
America, a joint venture between General Electric Company and FANUC Ltd. 
of Japan.24 GE Fanuc Automation employs 1,500 people and maintains a strong 
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commitment to quality. Its work design is based on the principle that employees who
are closest to the work have the best ideas for improvement. To encourage these em-
ployees to contribute their ideas, the venture organized work into more than 40 work
teams. The teams set their own goals and measure their success based on factors re-
lated to the venture’s business goals. Each team spends at least one hour per week
measuring performance relative to the goals and discussing ways to improve. Each
function team within the business has a dedicated HR manager who helps the team
develop its strategies, accompanies the team on sales calls, and supports the team as
needed.

Recruitment and Selection
At a high-performance organization, recruitment and selection aim at obtaining 
the kinds of employees who can thrive in this type of setting. These employees are
enthusiastic about and able to contribute to teamwork, empowerment, and knowl-
edge sharing. Qualities such as creativity and ability to cooperate as part of a team
may play a large role in selection decisions. High-performance organizations need se-
lection methods that identify more than technical skills like ability to perform ac-
counting and engineering tasks. Employers may use group interviews, open-ended
questions, and psychological tests to find employees who innovate, share ideas, and
take initiative.

Training and Development
When organizations base hiring decisions on qualities like decision-making and team-
work skills, training may be required to teach employees the specific skills they need
to perform the duties of their job. Extensive training and development also are part
of a learning organization, described earlier in this chapter. And when organizations
delegate many decisions to work teams, the members of those teams likely will bene-
fit from participating in team development activities that prepare them for their roles
as team members. In the previous example of GE Fanuc Automation North America,
training supports the effectiveness of the joint venture’s work teams. All GE Fanuc
employees receive more than 100 hours of training.25

Employee development is an important factor in IBM’s top ranking in a study of
the “Top 20 Companies for Leaders,” jointly conducted by Hewitt Associates and
Chief Executive magazine. According to Randall MacDonald, IBM’s senior vice presi-
dent of human resources, IBM had determined that leadership was one of four areas
it had to focus on to achieve high performance. So the company charged all its ex-
isting leaders with developing future leaders. Once a year, IBM calls together its top
managers to select candidates for leadership development, and they work with the
candidates to create a development plan that meets their personal goals. By making
leadership development a part of the company’s routine processes, IBM removes the
fear that coaching one’s replacement threatens one’s own career. MacDonald points
out that planning for leadership is at least as important as other types of planning:
“The [chief financial officer], when he gives one of our line guys $3 billion to go build
a new plant, he doesn’t say, ‘Go build the plant and do what you want with it.’ No,
that CFO and that line person are going to manage that asset. . . . Whatever hap-
pened to the concept of people being our most important asset? Well if they are, we
ought to manage them.”26
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To create high-
performance work
systems, organizations
should establish
performance goals that
are linked to meeting
customers’ needs.
Customers can be
external or internal, such
as the ones pictured here
attending a
training/orientation
session conducted by
someone in the
company.

Individuals’
behaviors

Individuals’
skills and abilities

Objective
results

Situation
(organizational culture,

economy, etc.)

Organization’s goals

Performance Management
In a high-performance organization, employees know the organization’s goals and
what they must do to help achieve those goals. HR departments can contribute to this
ideal through the design of the organization’s performance management system. As
we discussed in Chapter 8, performance management should be related to the orga-
nization’s goals. For example, teamwork is central to the success of the joint venture
at GE Fanuc Automation. Therefore, managers must support their teams, and support
of teamwork is one performance measure in the managers’ performance evaluations.27

At Extreme Logic, high performance comes from clear communication about what
kinds of behavior are needed. On its intranet, the Atlanta-based software company
publishes attributes and behaviors associated with success in each job, as well as the
performance standard for each attribute and behavior. Employees can go online at any
time to gauge whether they are meeting those standards.28

To set up a performance management system that supports the organization’s goals,
managers need to understand the process of employee performance. As shown in Fig-
ure 16.4, individual employees bring a set of skills and abilities to the job, and by ap-
plying a set of behaviors, they use those skills to achieve certain results. But success
is more than the product of individual efforts. The organization’s goals should influ-
ence each step of the process. The organization’s culture and other factors influence
the employees’ abilities, behaviors, and results. Sometimes uncontrollable forces such
as the current economic conditions enter the picture, it mustn’t be forgotten—for 

FIGURE 16.4
Employee Performance as
a Process
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example, a salesperson can probably sell more during an economic expansion than
during an economic slowdown.

This model suggests some guidelines for performance management. First, each as-
pect of performance management should be related to the organization’s goals. Busi-
ness goals should influence the kinds of employees selected and their training, the 
requirements of each job, and the measures used for evaluating results. Generally, this
means the organization identifies what each department must do to achieve the de-
sired results, then defines how individual employees should contribute to their de-
partment’s goals. More specifically, the following guidelines describe how to make the
performance management system support organizational goals:29

• Define and measure performance in precise terms. Focus on outcomes that can be 
defined in terms of how frequently certain behaviors occur. Include criteria that
describe ways employees can add value to a product or service (such as through
quantity, quality, or timeliness). Include behaviors that go beyond the minimum
required to perform a job (such as helping coworkers).

• Link performance measures to meeting customer needs. “Customers” may be the orga-
nization’s external customers, or they may be internal customers (employees re-
ceiving services from a coworker). Service goals for internal customers should be
related to satisfying external customers.

• Measure and correct for the effect of situational constraints. Monitor economic condi-
tions, the organization’s culture, and other influences on performance. Measures of
employees’ performance should take these influences into account.

This approach gives employees the information they need to behave in ways that
contribute to high performance. In addition, organizations should help employees
identify and obtain the abilities they need to meet their performance goals.

Compensation
Organizations can reinforce the impact of this kind of performance management by
linking compensation in part to performance measures. Chapter 12 described a num-
ber of methods for doing this, including merit pay, gainsharing, and profit sharing. A
small manufacturer called Headsets.com improved productivity by linking bonuses to
sales volume; employees share a fixed percentage of the company’s total sales.30 Em-
ployees at Headsets.com can see that if the company grows by hiring more workers,
rather than by using the same number of workers to produce and sell more, the bonus
will be divided among more people. They can earn a bigger bonus if they get the same
results by working more efficiently. Since starting this bonus plan, Headsets.com has
been able to grow more profitably. Compensation systems also can help to create the
conditions that contribute to high performance, including teamwork, empowerment,
and job satisfaction. For example, as discussed in Chapter 12, compensation can be
linked to achievement of team objectives.

Organizations can increase empowerment and job satisfaction by including em-
ployees in decisions about compensation and by communicating the basis for deci-
sions about pay. When the organization designs a pay structure, it can set up a task
force that includes employees with direct experience in various types of jobs. Some
organizations share financial information with their employees and invite them to
recommend pay increases for themselves, based on their contributions. Employees
also may participate in setting individual or group goals for which they can receive
bonuses. Research has found that employee participation in decisions about pay poli-
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A learning organization uses
information technology to
encourage employees to share
information with each other, and
HR professionals can help
establish these applications.
Here are some ideas:

• Set up an intranet that allows
employees to store and share
knowledge through Web
pages and e-mail.

• Publish directories listing what
employees do, what kinds of
knowledge they have, and
how to contact them.

• Develop “informational
maps,” or charts that identify

time off from work to acquire
knowledge or study
problems. Establish policies
for sabbaticals, attendance
at training programs, and
other time away from the
workplace for learning, and
communicate these on the
intranet.

• Create an online library of
learning resources, such as
journals, technical manuals,
training opportunities, and
seminars. These can be
available through the
organization’s intranet.

where specific knowledge is
stored in the organization.

• Create the position of chief
information officer, which
includes the responsibility
for cataloging information
and enabling the sharing of
information within the
organization.

• When employees attend
training programs, require
that they give their
coworkers presentations or
post summaries on the
intranet of what they have
learned from the programs.

• Allow employees to take
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HR
HOW TO

Using Information Systems in a Learning
Organization

cies is linked to greater satisfaction with the pay and the job.31 And as we discussed
in Chapter 11, when organizations explain their pay structures to employees, the
communication can enhance employees’ satisfaction and belief that the system is fair.

HRM Technology
Human resource departments can improve their own and their organization’s perfor-
mance by appropriately using new technology. New technology usually involves au-
tomation—that is, using equipment and information processing to perform activities
that had been performed by people. Over the last few decades, automation has im-
proved HRM efficiency by reducing the number of people needed to perform routine
tasks. Information technology also provides ways to build and improve systems for
knowledge generation and sharing, as part of a learning organization. The “HR How-
To” box describes some ways of using information technology to create and share
knowledge.

HRM Applications
As computers become ever more powerful, new technologies continue to be introduced.
In fact, so many HRM applications are developed for use on personal computers that
publications serving the profession (such as HR Magazine and Personnel Journal) de-
vote annual issues to reviewing this software. Some of the technologies that have
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been widely adopted are transaction processing, decision support systems, and expert
systems.32

Transaction processing refers to computations and calculations involved in re-
viewing and documenting HRM decisions and practices. It includes documenting de-
cisions and actions associated with employee relocation, training expenses, and en-
rollments in courses and benefit plans. Transaction processing also includes the
activities required to meet government reporting requirements, such as filling out
EEO-1 reports, on which employers report information about employees’ race and
gender by job category. Computers enable companies to perform these tasks more ef-
ficiently. Employers can fill out computerized forms and store HRM information in
databases (data stored electronically in user-specified categories), so that it is easier to
find, sort, and report.

Decision support systems are computer software systems designed to help man-
agers solve problems. They usually include a “what if?” feature that managers can use
to enter different assumptions or data and see how the likely outcomes will change.
This type of system can help managers make decisions for human resource planning.
The manager can, for example, try out different assumptions about turnover rates to
see how those assumptions affect the number of new employees needed. Or the man-
ager can test a range of assumptions about the availability of a certain skill in the la-
bor market, looking at the impact of the assumptions on the success of different re-
cruiting plans. Possible applications for a decision support system include forecasting
(discussed in Chapter 5) and succession planning (discussed in Chapter 9).

Expert systems are computer systems that incorporate the decision rules used by
people who are considered to have expertise in a certain area. The systems help users
make decisions by recommending actions based on the decision rules and the infor-
mation provided by the users. An expert system is designed to recommend the same
actions that a human expert would in a similar situation. For example, an expert sys-
tem could guide an interviewer during the selection process. Some organizations use
expert systems to help employees decide how to allocate their money for benefits (as
in a cafeteria plan) and help managers schedule the labor needed to complete proj-
ects. Expert systems can deliver both high quality and lower costs. By using the deci-
sion processes of experts, an expert system helps many people to arrive at decisions
that reflect the expert’s knowledge. An expert system helps avoid the errors that can
result from fatigue and decision-making biases, such as biases in appraising employee
performance, described in Chapter 8. An expert system can increase efficiency by en-
abling fewer or less-skilled employees to do work that otherwise would require many
highly skilled employees.

In modern HR departments, transaction processing, decision support systems, and
expert systems often are part of a human resource information system. Also, these
technologies may be linked to employees through a network such as an intranet. In-
formation systems and networks have been evolving rapidly; the following descrip-
tions provide a basic introduction.

Human Resource Information Systems
A standard feature of a modern HRIS is the use of relational databases, which store
data in separate files that can be linked by common elements. These common ele-
ments are fields identifying the type of data. Commonly used fields for an HR data-
base include name, Social Security number, job status (full- or part-time), hiring date,
position, title, rate of pay, citizenship status, job history, job location, mailing address,
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transaction
processing
Computations and
calculations involved
in reviewing and
documenting HRM
decisions and
practices.

decision support
systems
Computer software
systems designed to
help managers solve
problems by
showing how results
vary when the
manager alters
assumptions or data.

expert systems
Computer systems
that support
decision making by
incorporating the
decision rules used
by people who are
considered to have
expertise in a
certain area.
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birth date, and emergency contacts. A relational database lets a user sort the data by
any of the fields. For example, depending on how the database is set up, the user
might be able to look up tables listing employees by location, rates of pay for various
jobs, or employees who have completed certain training courses. This system is far
more sophisticated than the old-fashioned method of filing employee data by name,
with one file per employee.

The ability to locate and combine many categories of data has a multitude of uses
in human resource management. Databases have been developed to track employee
benefit costs, training courses, and compensation. The system can meet the needs of
line managers as well as the HR department. On an oil rig, for example, management
might look up data listing employee names along with safety equipment issued and
appropriate skill certification. HR managers at headquarters might look up data on
the same employees to gather information about wage rates or training programs
needed. Another popular use of an HRIS is applicant tracking, or maintaining and
retrieving records of job applicants. This is much faster and easier than trying to sort
through stacks of résumés. Nike, for example, had to throw away most of the 35,000
unsolicited résumés it received until it began using the Resumix applicant tracking
program.33 With relational databases, HR staff can retrieve information about specific
applicants or obtain lists of applicants with specific skills, career goals, work history,
and employment background. Such information is useful for HR planning, recruit-
ment, succession planning, and career development. Taking the process a step further,
the system could store information related to hiring and terminations. By analyzing
such data, the HR department could measure the long-term success of its recruiting
and selection processes.

Human Resource Management Online: E-HRM
During the last decade or so, organizations have seen the advantages of sharing in-
formation in computer networks. At the same time, the widespread adoption of the
Internet has linked people around the globe. As we discussed in Chapter 2, more and
more organizations are engaging in e-HRM, providing HR-related information over
the Internet. Because much human resource information is confidential, organiza-
tions may do this with an intranet, which uses Internet technology but allows access
only to authorized users (such as the organization’s employees). For HR professionals,
Internet access also offers a way to research new developments, post job openings,
trade ideas with colleagues in other organizations, and obtain government docu-
ments. In this way, e-HRM combines company-specific information on a secure in-
tranet with links to the resources on the broader Internet.
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Apple’s recruiting home
page. Online recruiting
offers potential benefits
for companies. Employers
can retrieve résumés at
their own websites. They
can also use online
testing services to help
make selection decisions.
Potential employees
benefit because they can
read more about the
company directly on the
site and easily apply or
submit their résumé.
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The promise and challenge of
Internet technology in
organizations is that it enables
them to review and restructure
their processes, including those
of human resource
management. Oracle
Corporation is among the
companies that have realized
great improvements in
efficiency from applying this
technology to HRM. Using 
e-business software has saved
Oracle over a billion dollars,
and a significant part of the
savings came from the
transformation of HRM.

Oracle, the world’s second
largest independent software
company, must manage
administrative activities for a
huge global workforce. Not
surprisingly for a technology
leader, the company does so
efficiently through its use of
automation to create a “B2E”

Oracle Spells Human Resource 
Management “B2E”

resource staff can meet the
needs of more employees—1
staffer for every 3,000
employees. This efficiency has
enabled Oracle to grow in
other departments without
increasing the budget for
human resource management.
At the same time, the focus of
HRM has shifted from
paperwork to business success.
In the words of Joyce
Westerdahl, Oracle’s vice
president of human resources,
“We will continue to add more
and more capabilities to
empower employees and
managers with the tools and
knowledge they need to be as
effective and as productive as
possible.”

SOURCE: C. Collett, “Business to
Employee: Automating the HR
Function,” CMA Management 75, no. 7
(October 1, 2001), p. 20.

(business-to-employee)
relationship. Oracle has moved
routine, day-to-day
administrative tasks online. A
variety of self-service tools let
managers and employees find
answers and provide
information on their computers.
Before the change, HR staff had
been spending 6 out of every
10 hours on simple
administrative tasks. By
automating those tasks, HR
professionals have freed up
more time to focus on activities
that are more directly
productive—for instance,
recruiting, staffing, training, and
compensation.

The savings of the B2E
approach go straight to
Oracle’s bottom line. To carry
out all the HRM tasks, Oracle
once needed an HR staff
person for every 800
employees. Now the human

E-
HRM

A benefit of e-HRM is that employees can help themselves to the information they
need when they need it, instead of contacting an HR staff person. For example, em-
ployees can go online to enroll in or select benefits, submit insurance claims, or fill
out employee satisfaction surveys. This can be more convenient for the employees, as
well as more economical for the HR department. The “e-HRM” box describes how
Oracle Corporation has obtained these benefits by moving many HRM services on-
line. Similarly, at Cisco Systems, many HR activities are automated online.34 When
employees join the company, they log on, visit the “New Hire” page, and sign up for
benefits. They also see that the website is the place to file expense reports, look up
project information, and more. The site lets employees know when it is time for their
performance review and lets them start the process with their supervisor. The em-
ployee reviews an evaluation form, studies the expected behaviors, fills in needed in-
formation, and sends the form to the supervisor. If the form requires information from
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someone else in the company, the supervisor clicks on a link to request that informa-
tion. The supervisor receives any requested information, completes the appraisal
form, and meets with the employee to discuss the review. So much of the process is
automated that supervisors have more time to focus on the actual meeting with the
employee.

Most administrative and information-gathering activities in human resource man-
agement can be part of e-HRM. For example, online recruiting has become a signifi-
cant part of the total recruiting effort, as candidates submit résumés online. Employ-
ers go online to retrieve suitable résumés from job search sites or retrieve information
from forms they post at their own websites. For selection decisions, the organization
may have candidates use one of the online testing services available; these services
conduct the tests, process the results, and submit reports to employers. Online ap-
praisal systems can help managers make pay decisions consistent with company poli-
cies and employee performance. Many types of training can be conducted online, as
we discussed in Chapter 7. Online surveys of employee satisfaction can be quick and
easy to fill out. Besides providing a way to administer the survey, an intranet is an ef-
fective vehicle for communicating the results of the survey and management’s
planned response.

Not only does e-HRM provide efficient ways to carry out human resource func-
tions, it also poses new challenges to employees and new issues for HR managers to
address. The Internet’s ability to link people anytime, anywhere has accelerated such
trends as globalization, the importance of knowledge sharing within organizations,
and the need for flexibility.35 These trends, in turn, change the work environment for
employees. For example, employees in the Internet age are expected to be highly
committed but flexible, able to move from job to job. Employees also may be con-
nected to the organization 24/7. In the car, on vacation, in airports, and even in the
bathroom, employees with handheld computers can be interrupted by work demands.
Organizations depend on their human resource departments to help prepare employ-
ees for this changing work world through such activities as training, career develop-
ment, performance management, and benefits packages that meet the need for flexi-
bility and help employees manage stress.

Effectiveness of Human 
Resource Management
In recent years, human resource management at some organizations has responded to
the quest for total quality management by taking a customer-oriented approach. For
an organization’s human resource division, “customers” are the organization as a
whole and its other divisions. They are customers of HRM because they depend on
HRM to provide a variety of services that result in a supply of talented, motivated em-
ployees. Taking this customer-oriented approach, human resource management de-
fines its customer groups, customer needs, and the activities required to meet those
needs, as shown in Figure 16.5. These definitions give an organization a basis for
defining goals and measures of success.

One company that uses this approach is Whirlpool Corporation. The company’s
HR managers identify their customer, define the need they can satisfy or the value
they can provide, and identify the methods they must use to satisfy the customer.
When Whirlpool planned to start a centralized service center, its plan called for 
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hiring of 100 to 150 employees as call takers to process service requests from cus-
tomers owning Whirlpool appliances and to schedule service calls. Whirlpool gave an
HR manager the responsibility for developing a selection system for call takers. The
manager determined the customer in this instance was the operations manager in
charge of phone service and the need was the delivery of qualified call takers. To meet
this need, the HR manager decided to use a combination of structured interviews and
paper-and-pencil tests. The company can evaluate the success of this program in
terms of whether it efficiently produces enough qualified call takers.

Depending on the situation, a number of techniques are available for measuring
HRM’s effectiveness in meeting its customers’ needs. These techniques include re-
viewing a set of key indicators, measuring the outcomes of specific HRM activity, and
measuring the economic value of HRM programs.

Human Resource Management Audits
An HRM audit is a formal review of the outcomes of HRM functions. To conduct
the audit, the HR department identifies key functions and the key measures of busi-
ness performance and customer satisfaction that would indicate each function is suc-
ceeding. Table 16.3 lists examples of these measures for a variety of HRM functions:
staffing, compensation, benefits, training, appraisal and development, and overall 
effectiveness. The audit may also look at any other measure associated with success-
ful management of human resources—for instance, compliance with equal employ-
ment opportunity laws, succession planning, maintaining a safe workplace, and posi-
tive labor relations. An HRM audit using customer satisfaction measures supports the
customer-oriented approach to human resource management.

After identifying performance measures for the HRM audit, the staff carries out the
audit by gathering information. The information for the key business indicators is usu-
ally available in the organization’s documents. Sometimes the HR department has to
create new documents for gathering specific types of data. The usual way to measure
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Who Are Our
Customers?
Line managers
Strategic planners
Employees

What Do Our
Customers Need?
Committed employees
Competent employees

How Do We Meet
Customer Needs?
Qualified staffing
Performance management
Rewards
Training and development

Human Resource Management

FIGURE 16.5
Customer-Oriented Perspective of Human Resource Management

HRM audit
A formal review of
the outcomes of
HRM functions,
based on identifying
key HRM functions
and measures of
business
performance.
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TABLE 16.3
Key Measures of Success for an HRM Audit

BUSINESS INDICATORS CUSTOMER SATISFACTION MEASURES

SOURCE: Reprinted with permission excerpts from Chapter 1.5, “Evaluating Human Resource Effectiveness,” pp. 187–227, by
Anne S. Tsui and Luis R. Gomez-Mejia, from Human Resource Management: Evolving Roles and Responsibilities; edited by Lee
Dyer. Copyright © 1988 by The Bureau of National Affairs, Inc., Washington DC 20037.

Average days taken to fill open requisitions
Ratio of acceptances to offers made
Ratio of minority/women applicants to
representation in local labor market
Per capita requirement costs
Average years of experience/education of hires per
job family

Anticipation of personnel needs
Timeliness of referring qualified workers to line
supervisors
Treatment of applicants
Skill in handling terminations
Adaptability to changing labor market conditions

Staffing

Per capita (average) merit increases
Ratio of recommendations for reclassification to
number of employees
Percentage of overtime hours to straight time
Ratio of average salary offers to average salary in
community

Fairness of existing job evaluation system in
assigning grades and salaries
Competitiveness in local labor market
Relationship between pay and performance
Employee satisfaction with pay

Compensation

Average unemployment compensation payment
(UCP)
Average workers’ compensation payment (WCP)
Benefit cost per payroll dollar
Percentage of sick leave to total pay

Promptness in handling claims
Fairness and consistency in the application of
benefit policies
Communication of benefits to employees
Assistance provided to line managers in reducing
potential for unnecessary claims

Benefits

Percentage of employees participating in training
programs per job family
Percentage of employees receiving tuition refunds
Training dollars per employee

Extent to which training programs meet the needs
of employees and the company
Communication to employees about available
training opportunities
Quality of introduction/orientation programs

Training

Distribution of performance appraisal ratings
Appropriate psychometric properties of appraisal
forms

Assistance in identifying management potential
Organizational development activities provided by
HRM department

Employee appraisal and development

Ratio of personnel staff to employee population
Turnover rate
Absenteeism rate
Ratio of per capita revenues to per capita cost
Net income per employee

Accuracy and clarity of information provided to
managers and employees
Competence and expertise of staff
Working relationship between organizations and
HRM department

Overall effectiveness
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Summary

1. Define high-performance work systems and identify the
elements of such a system.
A high-performance work system is the right combina-
tion of people, technology, and organizational structure
that makes full use of the organization’s resources and

opportunities in achieving its goals. The elements of a
high-performance work system are organizational struc-
ture, task design, people, reward systems, and informa-
tion systems. These elements must work together in a
smoothly functioning whole. 

customer satisfaction is to conduct surveys. Employee attitude surveys, discussed in
Chapter 10, provide information about the satisfaction of these internal customers.
Many organizations conduct surveys of top line executives to get a better view of how
HRM practices affect the organization’s business success.

Analyzing the Effect of HRM Programs
Another way to measure HRM effectiveness is to analyze specific programs or activi-
ties. The analysis can measure a program’s success in terms of whether it achieved its
objectives and whether it delivered value in an economic sense. For example, if the
organization sets up a training program, it should set up goals for that program, such
as the training’s effects on learning, behavior, and performance improvement (re-
sults). The analysis would then measure whether the training program achieved the
preset goals.

The analysis can take an economic approach that measures the dollar value of the
program’s costs and benefits. Successful programs should deliver value that is greater
than the programs’ costs. Costs include employees’ compensation as well as the costs
to administer HRM programs such as training, employee development, or satisfaction
surveys. Benefits could include a reduction in the costs associated with employee ab-
senteeism and turnover, as well as improved productivity associated with better se-
lection and training programs.

In general, HR departments should be able to improve their performance through
some combination of greater efficiency and greater effectiveness. Greater efficiency
means the HR department uses fewer and less-costly resources to perform its func-
tions. Greater effectiveness means that what the HR department does—for example,
selecting employees or setting up a performance management system—has a more
beneficial effect on employees’ and the organization’s performance.

HRM’s potential to affect employees’ well-being and the organization’s perfor-
mance makes human resource management an exciting field. As we have shown
throughout the book, every HRM function calls for decisions that have the potential
to help individuals and organizations achieve their goals. For HR managers to fulfill
that potential, they must ensure that their decisions are well grounded. As an exam-
ple, we discussed telework in Chapter 4, as an option for work design that many or-
ganizations have embraced to promote greater productivity and job satisfaction. At
the same time, a review of the research literature shows that these assumptions about
telework’s benefits are largely untested.36 Telework is but one example of an issue that
can dramatically affect employees’ lives and organizations’ success yet remains open
for future investigation. The field of human resource management provides tremen-
dous opportunity to future researchers and managers who want to make a difference
in many people’s lives.
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2. Summarize the outcomes of a high-performance work
system.
A high-performance work system achieves the organi-
zation’s goals, typically including growth, productivity,
and high profits. On the way to achieving these overall
goals, the high-performance work system meets such
intermediate goals as high quality, innovation, cus-
tomer satisfaction, job satisfaction, and reduced absen-
teeism and turnover.

3. Describe the conditions that create a high-performance
work system.
Many conditions contribute to high-performance work
systems by giving employees skills, incentives, knowl-
edge, autonomy, and employee satisfaction. Teamwork
and empowerment can make work more satisfying and
provide a means for employees to improve quality and
productivity. Organizations can improve performance
by creating a learning organization, in which people
constantly learn and share knowledge so that they con-
tinually expand their capacity to achieve the results
they desire. In a high-performance organization, em-
ployees experience job satisfaction or even “occupa-
tional intimacy.” For long-run high performance, or-
ganizations and employees must be ethical as well.

4. Explain how human resource management can con-
tribute to high performance.
Jobs should be designed to foster teamwork and em-
ployee empowerment. Recruitment and selection
should focus on obtaining employees who have the
qualities necessary for teamwork, empowerment, and
knowledge sharing. When the organization selects for
teamwork and decision-making skills, it may have to
provide training in specific job tasks. Training also is
important because of its role in creating a learning or-
ganization. The performance management system
should be related to the organization’s goals, with a fo-

cus on meeting internal and external customers’ needs.
Compensation should include links to performance,
and employees should be included in decisions about
compensation. Research suggests that it is more effec-
tive to improve HRM practices as a whole than to fo-
cus on one or two isolated practices.

5. Discuss the role of HRM technology in high-per-
formance work systems.
Technology can improve the efficiency of the human
resource management functions and support knowl-
edge sharing. HRM applications involve transaction
processing, decision support systems, and expert sys-
tems, often as part of a human resource information
system using relational databases, which can improve
the efficiency of routine tasks and the quality of deci-
sions. With Internet technology, organizations can use
e-HRM to let all the organization’s employees help
themselves to the HR information they need whenever
they need it.

6. Summarize ways to measure the effectiveness of human
resource management.
Taking a customer-oriented approach, HRM can im-
prove quality by defining the internal customers who
use its services and determining whether it is meeting
those customers’ needs. One way to do this is with an
HRM audit, a formal review of the outcomes of HRM
functions. The audit may look at any measure associ-
ated with successful management of human resources.
Audit information may come from the organization’s
documents and surveys of customer satisfaction. An-
other way to measure HRM effectiveness is to analyze
specific programs or activities. The analysis can measure
success in terms of whether a program met its objectives
and whether it delivered value in an economic sense,
such as by leading to productivity improvements.

Review and Discussion Questions

1. What is a high-performance work system? What are its
elements? Which of these elements involve human re-
source management?

2. As it has become clear that HRM can help create and
maintain high-performance work systems, it appears
that organizations will need two kinds of human re-
source professionals: One kind focuses on identifying
how HRM can contribute to high performance. The
other kind develops expertise in particular HRM func-
tions, such as how to administer a benefits program
that complies with legal requirements. Which aspect of
HRM is more interesting to you? Why?

3. How can teamwork, empowerment, knowledge shar-
ing, and job satisfaction contribute to high perfor-
mance?

4. If an organization can win customers, employees, or in-
vestors through deception, why would ethical behavior
contribute to high performance?

5. How can an organization promote ethical behavior
among its employees?

6. Summarize how each of the following HR functions
can contribute to high performance.
a. Job design
b. Recruitment and selection
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c. Training and development
d. Performance management
e. Compensation

7. How can HRM technology make a human resource de-
partment more productive? How can technology im-
prove the quality of HRM decisions?

8. Why should human resource departments measure
their effectiveness? What are some ways they can go
about measuring effectiveness?

What’s Your HR IQ?

The student CD-ROM offers two more ways to check
what you’ve learned so far. Use the Self-Assessment exer-
cise to test your ethical judgment. Then go online with

the Web Exercise to learn more about global organizations
that have high-performance work systems.

Hanging in the New York office of Keefe, Bruyette &
Woods Inc. is a painting of the American flag. A close
look reveals that the stripes are in fact names. These are
the 67 people who worked at KBW’s offices on the 88th
and 89th floors of the World Trade Center and died on
September 11, 2001. The flag is the only obvious reference
to the tragedy. Indeed, to all appearances, KBW—which
makes its money by researching, trading, and advising
banks and financial-services firms—is prospering. It’s a bit-
tersweet success. “No matter what horrible things you’ve
been through, life goes on,” says President Andrew M.
Senchak. “It’s horrifying and glorious at the same time.”

Going on meant rebuilding the shattered firm, which
was among the hardest hit. Since that day, as they have
grieved for their lost colleagues, Senchak, CEO John G.
Duffy, and their staff have done more. Today, the recon-
stituted KBW employs more people, takes in just as much
in commissions, and covers almost as many stocks as it did
when the Twin Towers fell. Revenues are down 13 percent
from a year ago, but that’s an impressive achievement
given the economic climate. The firm’s resurrection is a
result of Herculean efforts by surviving employees, plus
dozens of outsiders, some of whom radically changed their
lives to join. And, Duffy says, KBW “caught some breaks
along the way.”

The first two weeks were the toughest. The company
had lost its co-chairman, a third of its staff, and all of its
New York documents and computer files. Senchak—then
KBW’s vice chairman and the man who ran the company
while Duffy was home mourning the death of his son,
Christopher, an employee—recalls those early days as
“fundamental chaos. There was no road map for what we
had to do.” Still, order soon emerged. KBW set up tempo-
rary digs at the offices of Wachtell, Lipton, Rosen & Katz,
a midtown law firm where Senchak had been on the

morning of September 11. KBW also shipped traders up to
its Boston offices until securing temporary space at the
Banc National de Paris.

A huge hurdle was filling the vacancies, a task made
immeasurably simpler when Wall Street veterans, ex-
Keefe employees, and even rivals began offering their ser-
vices. One such person was Michael Corasaniti, an
ex–portfolio manager for Newberger Berman LLC who
had quit the rat race to teach part-time at Columbia Uni-
versity, work at boutique research shop Graham Fisher
Company, and spend more time with his young son. As he
scanned the list of missing employees on KBW’s website,
Corasaniti realized the firm needed his help. “It was like a
phone call from God,” he says.

Corasaniti’s decision to accept a job as director of re-
search marked a turning point. His presence prompted
former colleagues to come aboard, too. First to sign up
were two of Corasaniti’s partners from Graham Fisher.
“That was huge,” says Duffy. “It sent the message that
Keefe was in good enough shape to join.” KBW’s reputa-
tion for solid research helped, too. Before long, most of
Morgan Stanley’s San Francisco bank-analyst team had
joined. Then two UBS Warburg analysts came on. “It was
like a waterfall,” says Corasaniti.

As KBW set about rebuilding its business, employees
had to be creative. At Wachtell Lipton, where the invest-
ment bankers set up shop, there weren’t enough phones to
go around. So they used public ones to contact clients.
“You’d see this Harvard MBA go into a booth, open his
briefcase, and put the finishing touches on a deal,” says
Senchak. “Then he’d leave, and another banker would go
into the same booth.”

Whatever it took to keep deals flowing, they did. By
December 2001, KBW had closed 13, including a record-
setting deal with First Tennessee National Corporation

BusinessWeek Case

From Devastation to High Performance
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(FTN). The complicated deal with FTN required coordi-
nating 85 small banks and creating and selling three types
of bonds. “Everyone at Keefe worked around the clock,”
says Gary Grear, president of FTN Financial Securities
Corporation, FTN’s investment bank. “They were going
to get that deal done.”

There has been no letup this year [2002]. Corasaniti
has taken up the goals laid out by his late predecessor,
David S. Berry. “David projected 10 percent growth for
2002. I want his budget met,” he says. That has put a
strain on the new researchers. “No one has gotten a vaca-
tion since they got here,” says Corasaniti. “Maybe in late
September they can have a little time off.”

While KBW seems back on track, its execs concede
their work is far from finished. In early September, con-
struction at the new headquarters on Seventh Avenue and
51st Street still wasn’t complete. Wires hung from the ceil-
ing. Doors were barricaded with Wet Cement signs. Duffy’s
office was a cramped, unadorned space filled with boxes.

There is a nagging worry they all share: What if oper-
ating in crisis mode was the easy part?

SOURCE: H. Timmons, “Keefe Bruyette: Up from Ground Zero,”
BusinessWeek Online, September 16, 2002, www.businessweek.com.

Questions
1. In terms of human resource management, what do you

think were the biggest challenges facing Keefe,
Bruyette & Woods in the weeks after September 11,
2001? Will the focus of HRM at the firm need to
change in the future? Why or why not?

2. In the period described by this case, what elements of
a high-performance work system do you see? Which of
the conditions that contribute to high performance are
present?

3. Why do you think the firm’s people are worried that
“operating in crisis mode” might be “the easy part”?
What can be “easy” about a crisis? What principles of
high-performance organizations might help in this sit-
uation?

Case: A Giant Falls

Arthur Andersen, once a giant of the accounting world,
crumbled into bankruptcy in a scandal that made interna-
tional headlines. The firm bears the name of its founder,
Arthur Andersen, a principled accountant who founded it
to conduct audits. Basically, auditing involves reviewing a
sample of a client’s paperwork to make sure transactions
are being recorded properly. Andersen had a reputation for
strictly adhering to auditing principles. If a client threat-
ened to go elsewhere unless Andersen signed off on ques-
tionable reports, Andersen would say good-bye. Thanks to
Andersen’s good reputation, the small Chicago firm grew
to one of the nation’s Big Eight (and eventually, as firms
merged, Big Six and Big Five).

From its early days, Andersen’s firm offered more ser-
vices than auditing. If an audit uncovered a problem, the
firm offered to develop solutions—that is, it offered busi-
ness consulting. During the 1980s, Andersen succeeded so
well at developing computerized business solutions that its
auditing became more automated and less profitable. In a
climate where Andersen’s consultants were generating far
more profits than the auditors, tension developed between
the two groups.

The differences between the auditors and the consul-
tants involved more than profitability. The two groups rep-
resented wholly different cultures. For an auditor, inde-
pendence and accuracy are core values. The quality of an
auditor’s work depends on accurate reporting of the facts as
they are, not as the client wishes them to be. Consultants
must care about accuracy, too, but a consultant’s aim is to

improve the client’s success. The consultant is more di-
rectly committed to the client’s interests. Also, consultants
build their practice by looking for areas in which they can
help organizations improve, so Andersen’s consultants
were more oriented to selling than its auditors were. These
differences shaped the way the auditors and consultants
made decisions. In the words of Gresham Brebach, a head
of consulting for Andersen during the 1960s, “When
you’ve got a gray area, the auditors would always push you
toward . . . the conservative view.” Consultants, in con-
trast, are “there to influence change, to convince the client
to do something different, not to conform or comply.”

As the consultants’ role grew, the firm went hunting for
dramatic revenue growth. In the 1970s, the firm’s Detroit
office, headed by Dick Measelle, won the account of the
short-lived DeLorean Motor Company, owned by the
flamboyant John DeLorean. Tipped off by the motor com-
pany’s own financial executives, auditors discovered that
DeLorean was charging a wide range of personal expenses
to the company. But when Measelle and other Andersen
auditors met with DeLorean, they accepted the CEO’s ex-
planations and let the expenses stand. Later, DeLorean’s
company collapsed, leaving the British government empty-
handed after giving tens of millions of dollars in loans and
grants to bring a DeLorean plant to Belfast. The British
government sued Andersen for vouching for DeLorean
rather than disclosing the questionable accounting. An-
dersen settled the suits—and promoted Measelle. He be-
came the head of Andersen’s U.S. audit division in 1987,
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and two years later, he took the helm of Andersen’s world-
wide audit and tax practice.

Measelle and CEO Larry Weinbach charged Jim Ed-
wards, head of the U.S. audit practice, with making that
practice more profitable. They encouraged Edwards and his
managers to reduce the number of auditors, often through
retirement incentives for the most experienced auditors—
the ones most steeped in the old auditing culture. To win
more business from existing clients, the audit practice of-
fered internal auditing, which studies a company’s financial
statements to answer management questions such as
whether the company is operating efficiently. Traditionally,
companies use their own accountants for internal audits,
and outside auditors review the books to report on the fair-
ness and accuracy of the financial statements. When An-
dersen began doing internal audits, it typically would put
the client’s accountants on its own payroll.

The pressure on the auditors continued to intensify.
The consulting business eventually dwarfed auditing; it
then split away from Andersen to operate as a separate
company named Accenture. Growth had to come from
the audit division. The company rewarded partners who
brought in new business, even when audits failed to un-
cover scandalous problems, including the collapse of Lin-
coln Savings and Loan in 1992, allegations of fraud
against Waste Management Inc. in 1999, and the collapse
of Enron Energy Services in 2001. Settling the associated
lawsuits cost the firm tens of millions of dollars.

The Enron collapse was the final straw. Andersen em-
ployees worked at Enron’s Houston headquarters, and for-
mer Andersen employees were on Enron’s payroll doing in-
ternal audits. The close ties between the auditor and its
important client (Enron paid Andersen $58 million in 2000
alone) made it difficult for Andersen’s auditors to be impar-
tial. As Enron crafted questionable deals in an apparent ef-
fort to hide losses, Andersen’s auditors felt pressured to go

along. Patricia Grutzmacher, a former senior manager at
Andersen who worked on the Enron account, testified that
when auditors insisted on unfavorable requirements, Enron
managers would call Andersen senior partners and persuade
them to overrule the auditors’ advice. Carl Bass, an auditor
and member of Andersen’s Professional Standards Group,
remained steadfast, but Enron eventually persuaded Ander-
sen to exclude him from the account.

When Enron’s schemes began to unravel and its stock
plunged, many people questioned Andersen’s role in sign-
ing off on Enron’s financial statements. The scandal wors-
ened following publicity that Andersen employees had
been shredding documents related to the Enron account.
In light of Andersen’s earlier questionable practices, in-
cluding the audit of Waste Management, the Justice De-
partment indicted Andersen for obstruction of justice.

The mighty accounting firm could not withstand this
blow to its reputation. On June 15, 2002, a jury found An-
dersen guilty of obstruction of justice, and on August 31,
Andersen shut down its auditing business.

SOURCE: “Civil War Splits Andersen,” Chicago Tribune, September 2, 2002,
sec. 1, pp. 1, 14–15; “Ties to Enron Blinded Andersen,” Chicago Tribune,
September 3, 2002, sec. 1, pp. 1, 8–9; “Repeat Offender Gets Stiff Justice,”
Chicago Tribune, September 4, 2002, sec. 1, pp. 1, 12–13.

Questions
1. What elements and conditions of a high-performance

work system did Arthur Andersen possess? Which did
it lack?

2. How would human resource management at Arthur
Andersen have needed to change when the firm’s goals
shifted from an emphasis on independence and techni-
cal skill to an emphasis on profit growth?

3. How could human resource management have pro-
moted ethical behavior and affected the course of
events described in this case? 
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During the Industrial Revolution a
century ago, workplace injuries were
so commonplace that they were sim-
ply considered one of the hazards of
having a job. Children and adults
were often maimed or disfigured in
factory accidents. Today, strict regula-
tions cover safety in the workplace,
guided by the U.S. Department of La-
bor’s Occupational Safety and Health
Administration (OSHA). But during
the past couple of decades, as industry
itself has changed, a different type of
injury has emerged: musculoskeletal
disorders (MSDs). MSDs are injuries
resulting from overexertion and repet-
itive motion, such as constantly lift-
ing heavy loads or grabbing and twist-
ing a piece of machinery. People who
sit at computer workstations all day
are susceptiable to MSDs as well, par-
ticularly carpal tunnel syndrome,
which affects the nerves of the hand,
wrist, and arm. According to OSHA,
about one-third of repetitive stress in-
juries, or 600,000, are serious enough
to require time off the job, which
means that businesses pay for these in-
juries not only in medical costs but in
lost productivity. They can also con-
tribute to high employee turnover. No
one disputes that these injuries occur.
But various experts, industry leaders,
and politicians argue about how se-
vere the injuries are, who should pay
for them, what should be done about
them, and who takes ultimate respon-
sibility for the safety of workers.

One aspect of the whole issue of
workplace injuries is ergonomics—
“the applied science of equipment de-
sign, intended to reduce operator fa-
tigue and discomfort, or as OSHA

Workplace Ergonomics Is Good Business

the National Association of Manufac-
turers, argued that “there’s a central
flaw here and that is that there is no
scientific—or no consensus in the sci-
entific or medical community about
the causes of ergonomics injuries.”
Debates over the proposed rules’ merit
were further clouded by the Small
Business Administration’s prediction
that implementing the standards
would cost industries $18 billion;
OSHA had forecast a mere $4.2 bil-
lion.

Just before he left office, President
Bill Clinton signed the bill into law,
which was overturned by incoming
President George W. Bush and the
new Congress. Calling the workplace
safety regulations “unduly burden-
some and overly broad,” Bush signed
the measure to roll back the new
rules.

Where do these actions leave
workers and businesses in regard to
workplace injuries? Legally, businesses
are not required to redesign work sys-
tems or continue full pay and benefits
for an extended period after a work-
related injury. But if the goal of a
company is to find and keep the best
employees, perhaps developing good
ergonomic practices makes good busi-
ness sense. The high cost of treatment
and turnover, not to mention lowered
productivity, points toward preven-
tion as a competitive strategy. “Good
ergonomics in the office should not be
a big burden on a company and may
be a way to retain good employees,”
notes Peter Budnick, president and
CEO of Ergo Web Inc., an ergonomics
consulting firm in Utah. Gary All-
read, program director at the Institute

puts it, the science of fitting the job
to the worker,” explains news corre-
spondent Gwen Ifill. Ergonomics in-
volves everything from developing
new equipment, including desk chairs
that support the back properly and
flexible splints to support the wrist
while typing, to designing better ways
to use the equipment, such as the
proper way to hold a computer
mouse. Ergonomics standards are
“about helping real people suffering
real problems, problems like back in-
juries and carpal tunnel syndrome,
tendonitis—not minor aches or
pains, but serious, life-altering in-
juries,” notes Alexis Herman, former
Secretary of Labor.

Several years ago, OSHA proposed
new guidelines for better ergonomic
standards, targeting jobs where work-
ers perform repetitive tasks, whether
they are engaged in poultry processing
or delivering packages. The proposal
required employers that received re-
ports from workers who were suffering
from MSDs to respond promptly with
an evaluation and follow-up health
care. Workers who needed time off
could receive 90 percent of their pay
and 100 percent of their benefits. Not
surprisingly, arguments for and against
the proposal broke out. OSHA
spokesperson Charles Jeffers claimed
that the guidelines “will save employ-
ers $9 billion every year from what
they’ve currently been spending on
these problems.” Peg Seminario of the
AFL-CIO noted that the guidelines
did not go far enough, since they did
not cover “workers in construction,
agriculture, or maritime, who have
very serious problems.” Pat Cleary, of
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for Ergonomics at The Ohio State
University, remarks, “In my opinion,
there’s enough research out there to
show that implementing some of
these types of controls can signifi-
cantly reduce workers compensation
costs. . . . [But] there are also a lot of
companies that aren’t as concerned
about the health and welfare of their
employees, so they’re not attuned to
the things that can be done” to mini-
mize workplace repetitive stress in-
juries. In fact, they may not even re-
alize that shifting an employee’s
computer screen from the side to dire-
clty in front of the employee could ac-
tually prevent an injury.

So perhaps the more savvy compa-
nies can use good erogonomics as a
competitive strategy—to retain the
best workers, boost morale, and even

“OSHA Releases Final Version of Workplace
Ergonomics Rules,” Computerworld, November 13,
2000, www.computerworld.com; “Working
Better,” Online NewsHour, video transcript,
November 22, 1999, www.pbs.org.

QUESTIONS
1. Do you agree or disagree that er-

gonomics in the workplace should
be covered by federal regulations?
Explain your answer.

2. Choose a job with which you are
familiar and discuss the possibili-
ties for repetitive stress injuries
that could occur on this job and
ways they could be prevented.

3. Imagine that you are the human
resource manager for a company
that hires workers for the job de-
scribed in question 2. What steps
might you encourage company of-
ficials to take to identify and pre-
vent potential MSDs?

enhance productivity. “Employers
have every incentive to protect em-
ployees,” says Tim Hammonds, presi-
dent of the Food Marketing Institute.
To that end many supermarkets and
grocery stores have already put er-
gonomics programs in place to pre-
vent workplace injuries—with or
without federal regulations.

SOURCE: “Ergonomics Rules,” Workforce, June
19, 2001, www.workforce.com; Jennifer Jones,
“Bush Expected to Rescind OSHA Rules,”
InfoWorld, March 22, 2001, www.cnn.com; Mike
Allen, “Bush Signs Repeal of Ergonomics Rules,”
Washington Post, March 21, 2001,
www.washingtonpost.com; James Kuhnhenn,
“House Joins Senate in Repeal of Workplace
Ergonomics Rules,” San Jose Mercury News,
www.siliconvalley.com; Kathy Kiely, “House
Votes to Repeal Ergonomics Rules,” USA Today,
March 7, 2001, www.usatoday.com; David Espo,
“Senate Votes to Repeal Ergonomics Rules,”
ABCNews.com, March 6, 2001,
www.abcnews.go.com; Patrick Thibodeau,
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