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criticism, however, would be appropriate only if
we forget what this book attempts and what it
had to build upon. It captures the realities of
decisional processes in complex organizations
like none before it. It clestroys more decision and
management related myths than anything writ-
ten in years. It holds lzads for decades of rssearch.
It is truly remarkable. Of course, it’s not perfect.
Some linkages and elaborations should have been
attempted, fcr example, the impact of organiza-
tional culture; how role theory and leadership
process relate to decisioning; the extent and
function of 1ationalization; a calculus of con-
sequences; the impacts of alternative organiza-
tion designs; and so forth, But realistically, there
is always more understanding to accoraplish.
Let's savor ihis accomplishment first; Herb
Simon probably will,
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The chief executives of many U.S. corporations
are giving renewed attention and according more
status to human resources functions and special-
ists. Farsighted managers recognize the crucial
role of human resources management (HRM) as
the U.S. forges into the complex and changing
world of high technology and service-based econ-
omy. Concomitant with this renewed emphasis
on HRM, personnel specialists have entered into
the strategic planning process, arguing that par-
ticipation in the “front-end” of business plan-
ning is essential to meeting the long-run needs of
the enterprise. Hence, HRM planners have begun
learning the language and techniques of strategic
planning and have assumed a proactive stance in
promoting strategic thinking in HRM (Miles and
Snow, 1984). Odiorne is a forerunner in this area
and has extended the pe:sonnel function beyond
the limits of its traditional activities.

Odiorne argues that since management has his-
torically tended to see labor in terms of supply
and cdemand, employees have been considered
as short-term expenses that needed to be mini-
mized. He considers employees as assets who
can be valued and managed much as a portfolio
of stocks is managed such that their value to orga-
nizations can be maintained or increased.
Odiorne bases his ideas on human capital theory,
a relatively new econcmic concept stemming
from work by Nobel Laureate economist Theo-
dore Schultz. Even though the literature in this
area has mushroomed, its knowledge has not
been applied to HRM. Odiorne sees the purpose
of his book as the translation of the economic
theory of human capital into strategies for manag-
ing people in organizations.

Odiorne recognizes that over the past half
century, HRM has somewhat stagnated into a
maintenance mode wherein tasks are done with
little long-terin impact. HRM is usually seen as a
staff function that is not central to augmenting
investment in human capital. Odiorne’s book tries
to supplement the advisory techniques of HRM
by applying the more “line”-oriented tools of
strategic planning.

Odiorne contends that employee obsolescence
can be averted and both turnover and low pro-
ductivity can be reversed, if employees are distin-
guished as assets rather than expenses. Also, long-
term, steady employees can be motivated to
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sustain high productivity while new corporate
“stars” can be identified and nurtured.

Part One, comprised of three chapters, reviews
current research in an application of the economic
theory of human capital. The concept of human
capital is defined and elaborated on in Chapter
1. Socio-economic forces and demographics are
related to the idea of “people as assets.” Portfo-
lio theory is introduced in the second chapter as
a rationale that investment analysts use to man-
age financial assets under their control. The per-
sonnel managers may well gain a better “‘bottom-
line” and strategic perspective by reading this
chapter's explanation of financial terminology.
Odiorne shows how accounting methods can
relate to personnel assessment. Chapter 3
strengthens the needed strategic perspective by
illustrating how to apply portfolio analysis to
human capital in the same way strategic finan-
cial managers analyze an investor's securities or
corporate product-and-market plans. The Human
Resources Life Cycle and its four stages of start-
up, growth, maturity, and decline are discussed;
applications and drawbacks are noted. Odiorne
contends that the portfolio approach to human
capital, which is similar to the approach taken
for products and markets, is far more useful than
the replacement chart or life cycle methods for
making key personnel decisions.

However, a new variation of the life cycle
approach to strategic analysis was devised by the
Boston Consulting Group (BCG) which rearranged
the same elements into a different format. The
well-known two by two grid matrix has as its
horizontal axis the objective of market growth.
Along the vertical axis is the share (percentage)
of the market that the company holds. This cre-
ates & four-cell matrix into which various busi-
nesses (product and market) can be classified into
stars, cash cows, question marks, and dogs. Al-
though the portfolio format for rating businesses
and markets is only indirectly relevant to people,
Odiorne argues that it suggests a model for analy-
sis which can be tailored to strategic assessment
of the performance (vertical axis) and potential
(horizontal axis) of people in specific jobs in spe-
cific organizations.

Part Two discusses employees who are in the
high performance categories of the portfolio:
workhorses (analogous to the BCG classification
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of cash cow), and stars. Chapter 4 elaborates on
the workhorse category, which includes high per-
formance but }imited or low growth potential
employees, and on average comprises about 70
percent of a company's workers. The training and
development field is reviewed and the applica-
tion of job enrvichinent and job design to main-
taining high motivation and productivity among
workhorses is discussed.

Odiorne devotes four chapters to dealing with
the roughly five percent of compuny employees
who are in the star category. They are employees
who are both highly productive and have great
growth potential. The health and success of the
organization is ensured if stars are managed cor-
rectly and if their leadership and flexibility skills
are developed. Ways of identifying the character-
istics of potential stars are described. Chapter 6
concerns educating, training and mentoring stars
so that they can advance through education and
individual perseverence. Basic guidelines are pro-
vided for sensible mentoring so that pitfalls are
avoided.

Chapter 7 delineates the ways executives can
help groom stars for the spacial kinds of tasks
and roles high-level managers need to tackle. The
discussion of executive roles might well have
benefited from utilizing Mintzberg’s (1973) re-
search on managerial roles.

Chapter 8 d=z!s with the stresses and rewards
of stardom and provides fourteen crisis tactics.
This chapter could have been strengthened by
drawing on some of the voluminous stress man-
agement literature.

Part Three is more thorough, though, and deals
with the two categories of low-performing em-
ployees. Problem employees have high potential
but are not performing up to it; while deedwood
have both low performance and little or no growth
potential. Chapter 9 concerns identifying and
removing causes of poor performance; it is en-
lightening. Odiorne reviews his own past research
showing how personal behavior, habits, skills and
motivation are at leac as important as actual job
performance in determining who is fired. Both
Chapters 9 and 10 address steps managers can
take to avoid or remedy poor performance
through developmental, rather than punitive,
discipline. Chapter 11 explores how high per-
formers become low performers and offers some
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insight into the nature of employee obsolescence.
Chapter 12 offors a model for romedial training
of obsolescent people. '

It appears in this part of the book that Odiorne
is not considerir.g all the aspects needed for
developing a sclid performance diagnostic. Peters
and O’Connor {1980) contend job performance is
the culmination of thres elements working to-
gether: skill, effort, and nature of external condi-
tions. The lattor is the degree to which external
conditions are favorable in facilitating an em-
ployee's productivity and these are not under
the smployee’s control. Hence Odiorne's two by
two matrix may well be an oversimplification. A
two by two by two matrix that adds the external
condition of favorable versus unfavorable would
help counter mistaken attributions about why
someone is not performing well. Too often man-
agers assume that a performance problem stems
from some cheracteristic of the employse when,
ini fact, it is frequently due to conditions that are
beyond the employee’s centrol.

Part Four deals with implementing portfolio
management strategies. Chapter 13 addresses
strengthening performance appraisal systems and
discusses why accurate performance appraisal is
difficult. Odiorne argues for Management by
Objectives (MEO) for higher-level jobs and Behav-
jorally Anchored Rating Scales (BARS) for lower-
leve} lobs as the preferable choices for an ap-
praisnl system. Chapter 14 describes writing ob-
jectives, specifying commitment to objectives,
and measuring and using results, These two
chapters do not appear to draw on the latest
research in performance appraisal. However, the
discussion of key strategy questions to be an-
swered in defining strategic objectives integrates
personnel and policy objectives particularly well,
Also good is the way Odiorne relates operational
performance objectives to human resource port-
folio valuation. Innovative goals are set for star
employees while problem solving goals are set
for minimal stars, problem employees and high
workhorse eraployees.

The major critique of MBO and results orienta-
tion is that, by themselves, results appraisals are
contarninatecl by external conditions. It is because
of this, that rnanagers often have a difficult time
helping emnployees overcome their performance
problems (Snell and Wexley, 1985).
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Chapter 15 concerns strategic human resource
planning and provides a strong finish to the book.
Odiorne notes some very important recent devel-
opments in the evolution of personnel depart-
ments: (1) human resource (HR) departments have
become more central to the purposes of their
firms, and (2) this new role centers around stra-
tegic considerations rather than operations de-
tails. A Jenuary 3, 1985, Bureau of National
Affairs Bulletin to Management strongly sup-
ports QOdiorne’s contentions. Chief HR execu-
tives in Fortune 1000 companies report a very
significant strategic role and HR centralization
with respect to planning, policy making, and
management responsibilities. Chapter 15 takes a
fairly new and needed look at the role of the
human resources staff in strategic planning for a
corporation and suggestions are made for mak-
ing this role more effective. Some of the obsta-
cles to achieving a strongly integrated human
resource strategy are discussed. This chapter
responds well to Jain and Murray’s (1984) con-
tention that personnel has been, and remains
today, a reactive function, only responding to
problems once they arise (and not forecasting or
preventing them).

Chapter 16, the last chapter, is a nase study
showing how portfolio analysis ca» be applied
to managing the human capital of a 1..ajor league
basebali team. Again, oversimplification of the
complex world of business may be a problem.
Business is impacted by diverse and interde-
pendent external circumstances such thatan anal-
ogy between business and baseball is not very
strong.

In summary, Odiorne has shown how per-
sonnel, business policy, and strategy can be bet-
ter integrated. It is an ambitious undertaking and
not surprisingly some chapters in his book lack
depth even though he utilizes several hundred
references. He has, however, written a very reada-
ble and interesting book for the personnel practi-
tioner, especially in the area of human resource
planning. Given that human resource planning
is rarely integrated with strategic business plan-
ning, this book is a strongly needed step in that
direction.
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Two central questions underlie the choice of
competitive strategy. The lirst is the attractive-
ness of industries for long term profiiability and
the factors that determine it. Not all industries
offer equal opportunity for sustained profitability,
and the inherent profitability of its industry is
one essential ingredient in determining profit-
ability of a firm. The second central question in
competitive strategy is the determinants of rela-
tive competitive position within an industry. In
most industries, some firms are much nore prof-
itable than othors, regardless of what the average
profitability of the industry may be. (Porter, 1985,
pp. 1-2).

These two questions are the focus of Porter's
books. While it was Porter’s intention to orient
the books toward ihe practitioner, they both offer
many theories about the nature of strategic choice
in an environmental context and should be of
great interest to scholars in strategic management,
organizational theory and behavior, particularly
those individuals who believe that strategic
choice exists (Child, 1972) whils also recogniz-
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ing the doterministic influences of the popula-
tion ecology perspective (Aldrich, 1979; McKael-
vey, 1982). S

Porter conceived his ideas within the context
of industrial economics. He presents these idoas
in a manner that is easy to understand. There are
no raathernatical formulas, no supply and de-
mand curves, and he always provides an oxam-
ple frorn an actizal business situation to support
a point of view. Since Porter does not engage in
the flights of obtuseness of most microeconomists,
or averburden the reader with refsrences to the
academic literature in industrial economics, he
develops some very interesting and compelling
ideas about industry structure and the nature of
competition and makes a powerful case for the
usefulness of his ideas for strategic decision
makers.

At the center of each book is a framework upon
which Porter builds more complicated and elabo-
rate ideas about industries and competition
among firms. An industry is defined loosely us
“the group of firms producing products that are
close substitutes for each other” (p. 5). In Com-
petitive Strategy, where he acldresses the ques-
tion of industry structure and its influence on
profitability of firms, Porter describes a frame-
work of the structure of an industry comprised of
five competitive forces: suppliers, buyers, sub-
stitutes, potential entrants, and industry rivals.
Industry attractiveness, that is, the profitability
of all the firms competing in the industry, will be
a product of the influences of the five forces.
Porter analyzes how particular characteristics of
each of the five forces will influence industry
attractiveness. For example, suppliers to an in-
dustry will exert powerful infliences on an
industry’s attractiveness if the suppliers do not
have to contend with other substitute products
for sale to the industry.

Porter identifies three generic strategies (overalt
cost leadership, differentiation, and focus) by
which firms in an industry may attempt {o gain a
competitive advantage over their rivals. He pres-
ents various techniques for using the industry
framework for analyzing industries and for deter-
mining competitive maves of indus:ry rivais, rec-
ognizing markst signals, identifying strategic
groups, and recognizing changes in an industry’s
structure over time (industry evolution).
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