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The management of people is often overlooked as a source of competitive success. In this excerpt from his 1994 book, Competitive Advantage Through People: Unleashing the Power of the Work Force, Jeffrey Pfeffer describes 16 interrelated practices for managing people that characterise successful companies.








Competitive Advantage through People: Unleashing the Power of the Work Force





Traditional sources of competitive success are not as powerful as they once were. Product and process technology, protected or regulated markets, access to financial resources, and economies of scale can still provide competitive leverage, but to a lesser degree now than in the past. Instead, organizational culture and capabilities are comparatively more vital. Certain interrelated practices characterize companies that achieve success through the way they manage people. I have identified 16 practices, although the exact number and how they are defined are somewhat arbitrary.





First, some cautionary words. It would be difficult to find a single organization that does all of these things or does them all equally well. In fact, it is possible for an organization to do all of these things and be unprofitable. Managing the workforce is only one dimension of several that determine organizational performance.


By the same token, it is possible to be successful doing none of these things -- or even doing their opposite. Frank Lorenzo took over Continental Airlines and put it into bankruptcy in 1983 to break its union contracts. To say he played hardball with his employees is an understatement. For a while, these strategies worked. Similarly, Carl Icahn at Trans World Airlines made money, for a while, fighting with his workforce, seeking success through financial strategies. Neither airline succeeded in the long run, but in the short run, cutting wages and benefits, cutting employment levels, and managing through fear can produce results.


Finally, these practices are not necessarily easy to implement, particularly in a one-at-a-time fashion. The effectiveness of a given practice, such as training, depends on other practices, such as organizing work in ways that make the use of skills and knowledge possible. Implementation issues loom large, regardless of how sensible the practices may be.





Employment Security


The Lincoln Electric Company, which manufactures arc-welding products, has sales of close to $1 billion. During its history, it has driven a number of larger competitors (such as General Electric) out of the market, has consistently earned between 10 and 15 percent after-tax return on equity, and has been the leading U.S. manufacturer of arc-welding equipment since World War II. One of its fundamental policies is that of employment security.





Security of employment signals a long-standing commitment by the organization to its workforce. Norms of reciprocity tend to guarantee that this commitment is repaid. New United Motor Manufacturing, Inc. (NUMMI), the ToyotaÐ GM joint venture in California, guaranteed workers' jobs as part of the formal labor contract in return for a reduction in the number of job classifications and an agreement not to strike over work standards. This commitment was met even in the face of temporarily slow demand, and many observers believe that, as a result, trust between employees and the organization increased substantially.


One concern managers express is that guaranteed employment will foster a civil service mentality. This is not likely to be an issue if employment security is coupled with financial incentives for excellent performance and with work organization practices that motivate employee effort and capture the benefits of know-how and skill. Particularly if work is organized in teams so that there is a degree of peer monitoring and pressure, and there are rewards for performance, employment security will probably have more positive than adverse motivational consequences.





Selectivity in Recruiting


Security in employment means that one must be careful to choose the right people, in the right way. Southwest Airlines flies some of its best customers to Dallas and involves them in the flight attendant hiring process, believing that those who are in contact with the front-line employees probably know best what makes a good employee. At Lincoln Electric, hiring is done very carefully because employees are expected to make a lifetime commitment to the company. Lincoln selects for both the desire to succeed and the capacity for growth.


Recruiting also has an important symbolic aspect. If someone goes through a rigorous selection process, the person feels that he or she is joining an elite organization with high expectations for performance, a firm where people matter.





High Wages


In labor markets, as in other markets, there is a tendency to get what you pay for. High wages tend to attract more applicants, permitting the organization to be more selective in finding people who are trainable and who will be committed to the organization. Paying more makes turnover less likely. Perhaps most important, higher wages send a message that the organization values its people.


Organizations sometimes assume that lower wages equal lower labor costs. However, this is not inevitably the case, for labor costs are affected not only by what people are paid but also by how productive they are. NUMMI's wages are among the highest in the automobile industry, but its labor costs are substantially lower than average because it takes about half as many labor hours to assemble a car in the plant. At Lincoln Electric, some pieceworkers earn more than $100,000 per year. Nevertheless, because of the tremendous productivity, Lincoln's costs are low, and indeed, the company regularly lowers the prices of its products to pass along these gains to its customers.


In addition to confusing labor costs with labor rates, companies sometimes believe that lowering labor costs is essential for success. On the contrary, even in cost-competitive businesses, labor costs are often a small fraction of the total costs. Furthermore, even if labor costs (let alone labor rates) are higher, it may be that enhanced service, skill, and innovation more than compensate by increasing the level of overall profit.





Incentive Pay


People are motivated by more than money -- things like recognition, security, and fair treatment matter a great deal. Particularly in the United States, there has been a tendency to overuse money in an effort to solve myriad organizational problems. However, it is also true that if people are responsible for enhanced levels of performance and profitability, fairness and justice virtually dictate that they will want to share in the benefits.





Lincoln Electric is deservedly famous for its piecework and incentive bonus plan. Contrary to first impressions, the plan does much more than merely reward individual productivity. Although the factory workforce is paid on a piecework basis, it is paid only for good pieces -- workers correct quality problems on their own time.  Additionally, piecework is only a part of the employees' compensation. Bonuses, which often constitute 100 percent of regular salary, are based on the company's profitability -- encouraging employees to identify with the whole firm.


Some people believe that merit pay actually harms performance. However, it is possible and indeed desirable to reward performance, if not on an individual level, then on the basis of performance by groups, subunits, or even the entire organization. Gain sharing, profit sharing, and similar plans reward organizational members for improvements in overall performance. Sharing the gains of increased performance may motivate greater work effort. At a minimum, it fulfills employees' expectations for deriving some benefits from outstanding work.





Employee Ownership


Employee ownership offers two advantages. Employees with ownership interests in the organizations for which they work have less conflict between capital and labor -- they are both capital and labor. Second, employee ownership puts stock in the hands of people who are more inclined to take a long-term view of the organization, its strategy, and its investment policies, and who are less likely to support hostile takeovers, leveraged buyouts, and other financial maneuvers.





It is probably no coincidence that the five companies with the best shareholder returns from 1972 to 1992 (Southwest Airlines, Wal-Mart, Tyson Foods, Circuit City, and Plenum Publishing) are at least partially owned by employees. Although employee ownership is no panacea, and its effects depend largely on how it is implemented, the existing evidence seems to confirm that employee ownership has positive effects on firm performance. Nor are these positive effects confined to the United States. 





Writing in the Industrial and Labor Relations Review, Derek Jones and Takao Kato note that, in 1988, 91 percent of the firms listed on the Japanese stock exchange markets had employee stock ownership plans. Employee share ownership is an important part of the Japanese employment relations system. Although it is not emphasized as much as other arrangements, such as internal labor markets and lifetime employment, it is apparently an important part of the reason for the persistent success of many Japanese firms.





Information Sharing


As owners, employees have more power and expect to be treated as owners. Bofors is a successful employee-owned printing company located in the San Francisco area. It has excellent productivity, modern capital equipment, and employees dedicated to avoiding waste in materials and labor. One of its senior managers, explaining what it is like to manage in such a firm, noted that because the employees are also owners, they demand and receive more consultation about operations and much more information about productivity and profitability.





Whether or not employees are owners, they must have information if they are to be a source of competitive advantage. One reason given for not disclosing information to large numbers of employees is that it may leak to competitors. When Robert Beck was head of human resources for the Bank of America, he perceptively told the management committee, which was reluctant to disclose the bank's strategy and other information to its employees, that the competitors almost certainly knew the information already -- typically, the only people in the dark are the firm's own employees.





Participation and Empowerment


Sharing information is a necessary precondition to another important feature found in many successful work systems. It encourages the decentralization of decision making as well as broader participation by workers and allows employees influence in controlling their own work process.





At Lincoln Electric, the company has an advisory board composed of people elected by their fellow workers who meet with senior management biweekly. They have the right to question anything the company does. In one instance, the president was asked why he thought it necessary to fly to Europe on the Concorde. As it happened, he was able to provide a satisfactory answer. Had he not done so, it is unlikely that he would have flown that way again.


Autonomy is one of the most important dimensions of jobs. It involves moving from a system of hierarchical control and coordination of activity to one in which lower-level employees, who may have more or better information, are permitted to do things to enhance performance. At Levi Strauss's jeans factory in Blue Ridge, Georgia, when it was time to purchase new forklift trucks, the drivers themselves got involved. They determined specifications, negotiated with suppliers, and made the final purchase decision, in the process saving the company money as well as obtaining equipment more appropriate for that plant.


Autonomy works best when it is coupled with rewards for the increased performance that autonomy can bring as well as training in the skills necessary to take true responsibility for one's own work process. And assurance of job security helps ensure that the increased productivity doesn't result in job loss.





Teams and Job Redesign


The traditional organizational hierarchy serves at least two functions: It provides monitoring and supervision to ensure that employees don't shirk their duties or otherwise take advantage of their employer, and it provides coordination across interdependent tasks.





Fortunately, there is an alternative that preserves much of the sense of autonomy even as it provides some level of monitoring and the requisite coordination. This alternative is the use of teams. Because most people are inherently social creatures, groups exert a powerful influence on individual behavior by enforcing conformity and providing social information.


Management has typically seen groups as perverse, leading to restrictions in output, formation of unions, and resistance to management control. Indeed, group pressures can at times have precisely these results. However, positive results from group influences are more likely when there are rewards for group efforts, when groups have some autonomy and control over the work environment, and when they are taken seriously and become the fabric of the organization.


Much of the success of the NUMMI automobile assembly plant in California is attributed to teams, and indeed, there is some evidence that the entire plant functions as one super team. Teams work because of the peer monitoring and expectations of coworkers that are brought to bear to both coordinate and monitor work. Indeed, even critics of the team concept often argue that the problem with teams as a substitute for hierarchy is not that this approach doesn't work but that it works too well. Thus, a dissident union leader in the NUMMI plant told management professor Paul S. Adler, "The team concept is a nice idea, but when you put the teams under pressure, it becomes a damn effective way to divide workers."





Training and Skill Development


Worker autonomy, self-managed teams, and even a high-wage strategy depend on having people who not only are empowered to make changes in products and processes but also have the necessary skills to do so. Consequently, an integral part of most new work systems is a greater commitment to training and skill development. Note, however, that this training will produce positive returns only if the trained workers are then permitted to employ their skills. One mistake many organizations make is to upgrade the skills of both managers and workers but not change the structure of work in ways that permit people to do anything different. Under such circumstances, it is little wonder that training has no apparent effect.





At Advanced Micro Devices' new submicron development facility, some 70 percent of the technicians came from older facilities at AMD. As old facilities were closed, people's skills were evaluated. Selected technicians were put through a seven-month program at a local college -- at full pay and at company expense -- and then went to work in the new facility. This training not only demonstrated the firm's commitment to its employees, which was then reciprocated, but also ensured that the facility would be staffed with highly qualified people who had been specifically trained for their new jobs.


If people are to be given more information about operations, they need skills in employing that information to diagnose problems and suggest improvements. That is why training is such an important part of virtually all quality improvement programs.





Cross-Utilization and Cross-Training


Having people do multiple jobs has a number of potential benefits. The most obvious is that doing more things can make work more interesting. Variety in jobs permits a change in pace, a change in activity, and potentially even a change in the people with whom one comes in contact, and each of these forms of variety can make work life more challenging. Beyond its motivational effects, having people do multiple jobs has other important benefits. One is keeping the work process both transparent and as simple as possible. If people are expected to shift to new tasks readily, the design of those tasks has to be straightforward enough so they can be learned quickly. A second benefit is the potential for newcomers to a job to see things that can be improved that experienced people don't see.





Maintaining employment levels sometimes compels organizations to find new tasks for people, often with surprising results. Fortune magazine told how Mazda, the Japanese automobile manufacturer, suffered a decline in business in the 1980s and, rather than laying off factory workers, put them to work selling cars. At the end of the year, when awards were presented to the best salespeople, the company discovered that the top ten were all former factory workers. They could explain the product effectively, and of course, when business picked up and they returned to their jobs, the fact that factory workers had experience talking to customers yielded useful ideas about product characteristics.


At AMD's submicron development facility, the organization uses skill-based pay to encourage people to learn many jobs. Moreover, it uses cross-functional teams to do development, solve problems, transfer design to manufacturing -- in short, almost everything. Managers at the facility believe that cross-training and cross-utilization of people, organized in teams, facilitate the development of seamless organizational boundaries. These, in turn, enhance productivity by making integration among the various parts of the semiconductor design and manufacturing process easier and faster.





Symbolic Egalitarianism


Few who have worked in a manufacturing facility have not heard the phrase "the suits are coming" when people from headquarters arrive. One important barrier to decentralizing decision making, using self-managed teams, and eliciting employee commitment and cooperation is symbols that separate people from each other. Consequently, it is not surprising that many of the firms that are known for achieving competitive advantage through people have various forms of symbolic egalitarianism.





At NUMMI, communication across levels is greatly enhanced by the opportunity to interact and meet in less formal settings. The executive dining room has been eliminated, and everyone eats in the same cafeteria. There are no reserved places in the employee parking lot. This means that senior management is more likely to know what is actually going on and be able to communicate its ideas more directly to everyone in the facility. The reduction in the number of social categories tends to decrease the salience of various subdivisions in the organization, diminish "us" versus "them" thinking, and provide more of a sense of working toward a common goal. This egalitarianism makes cross-movement easier because there are fewer status distinctions to be overcome.


Egalitarian symbols come in many forms. In some organizations, it is dress. Japanese organizations almost invariably have pins with the organization's insignia or logo that virtually everyone wears, reminding each of his or her identification with the organization. Physical space is another way in which common fate can be signaled, or not. The CEO of Solectron, a contract manufacturer that won the Malcolm Baldrige award, does not have a private office, and neither does the chairman. Open office arrangements have their own problems, but they do signify equality. Reserved parking spaces, private dining rooms, and other symbols of rank are inconsistent with an egalitarian culture.





Wage Compression


Teamwork is fostered by the sense of a common fate, and that sense is enhanced when people are rewarded comparably. Although issues of wage compression are most often considered in terms of hierarchical compression, and particularly CEO pay relative to that of others, there is a horizontal aspect to wage compression that can have a number of efficiency-enhancing properties for organizations.





Pay compression can reduce interpersonal competition and enhance cooperation. Furthermore, while large differences in rewards can motivate people to achieve these rewards, they can as readily result in excessive time and energy spent on ingratiating oneself with one's supervisor or trying to affect the criteria for reward allocation, according to my colleagues John Roberts and Paul Milgrom. By this reasoning, a more compressed distribution of salaries can actually produce higher overall performance, as there is less incentive for individuals to waste their time on gaming the system. Wage compression also makes it easier to move people across units or functions because their standard of living is not drastically altered by each move.


Vertical pay dispersion sends a signal that the lower-paid, lower-level people matter comparatively less. This may be fine in some technologies and under some strategies, but it is quite inconsistent with attempting to achieve high levels of commitment and output from all employees. Ben & Jerry's, the very successful producer of premium ice cream, limits pay so that no one can earn more than seven times what the average worker receives. In a strong-culture organization, one will tend to find -- and will indeed want to have -- more compressed pay to increase the sense of community and a common fate that such organizations seek as a source of competitive success.





Promotion from Within


Promotion from within is a useful adjunct to many of the practices already described. It encourages training and skill development because the availability of promotion within the firm binds workers to employers and vice versa. It facilitates decentralization, participation, and delegation because it helps promote trust across hierarchical levels -- supervisors are responsible for coordinating the efforts of people whom they probably know quite well. By the same token, those being coordinated personally know managers in higher positions. This contact provides social bases of influence so that formal position can loom less important. Promotion from within also offers an incentive for performing well, and although tied to monetary rewards, promotion is a reward that also has a status-based, nonmonetary component. Perhaps most important, it provides a sense of fairness and justice in the workplace. If people do an outstanding job but outsiders are brought in over them, there will be a sense of alienation from the organization. Finally, promotion from within tends to ensure that people in management positions actually know something about the business, the technology, and the operations they are managing.





Long-Term Perspective


The bad news about achieving competitive advantage through the workforce is that it inevitably takes time to accomplish. By contrast, a new piece of equipment can be quickly installed; a new product technology can be acquired through a licensing agreement in the time it takes to negotiate the agreement; and acquiring capital requires only the successful conclusion of negotiations. The good news, however, is that once achieved, competitive advantage obtained through employment practices is likely to be substantially more enduring and more difficult to duplicate.


Nevertheless, the time required to implement these practices and start seeing results means that a long-term perspective is needed. In the short term, laying off people is probably more profitable than trying to maintain employment security; cutting training is a quick way to maintain short-term profits; and while cross-training and cross-utilization may provide insights and innovation in time, initially the organization may forgo the advantages of more narrow specialization and the immediate proficiency achieved thereby.





Measurement of the Practices


Measurement is a critical component in any management process, and this is true for the process of managing the organization's workforce. Measurement serves several functions. First, it indicates how well the organization is implementing various policies. For example, a commitment to a high-wage policy obviously requires information about where in the relevant labor market the organization's wages fall. A commitment to training is more likely to be fulfilled if data are collected, not only on the total amount spent on training but also on the types of employees who have received training and the sorts of training delivered. Second, measurement ensures that what is measured will be noticed. Most people will try to succeed on the measures even if there are no direct, immediate consequences. Things that are measured get talked about, and things that are not, don't.





It is, therefore, not by accident that organizations seriously committed to achieving competitive advantage through people make measurement of their efforts a critical component of the overall process. Measurement permits the organization to see the extent to which it is actually doing what it thinks it wants to.


In a world in which financial results are measured, a failure to measure human resource policy and practice dooms them to second-class status, oversight, neglect, and potential failure. Feedback from the measurements is essential to refine and further develop ideas for implementation, as well as to learn how well the practices are actually achieving their intended results.





Overarching Philosophy


Last, and possibly most important, is having an overarching philosophy or view of management. It provides a way of connecting the various individual practices into a coherent whole and also enables people in the organization to persist and experiment when things don't work out immediately. Moreover, such a philosophy makes it easier to explain what the organization is doing, justify it, and mobilize support from its internal and external constituencies. Most simply put, it is hard to get somewhere if you don't know where you are going. In a similar fashion, practices adopted without a deeper understanding of what they represent and why they are important to the organization may not add up to much, may be unable to survive internal or external problems, and are likely to produce less than stellar results.





Developing a coherent view of the employment relation is not invariably part of the manager's tool kit. Yet it seems clear that the survival of the separate practices that generate success depends at least in part on there being glue to hold things together -- this glue is a system of values or beliefs about the basis of success and how to manage people.


The practices enumerated here have helped many organizations achieve competitive advantage through people. The specific implementation of the practices, and the form they take, are obviously contingent not only on strategy but also on other contextual factors such as the location, nature, and interdependence of the work. Of course, one can achieve competitive success on the basis of things other than people. However, particularly because many of the other bases of success are more readily imitated, ignoring these ideas can be hazardous to organizational health and well-being.


