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ABSTRACT

In a time when human capital is the highest potential source of value for the firm, 

organizations find themselves struggling to understand how to build a strategy around 

capabilities. Current organizational strategy processes seldom incorporate a human 

capital perspective and rarely are human resource (HR) professionals included in the 

development of strategy. If organizations are going to leverage human capital, HR 

professionals will need to become full partners in the strategy process. The resulting 

strategy needs to focus on capabilities and be constructed from the human capital 

perspective.

The primary research question driving this study is: How does an organization 

develop an organizational capabilities strategy from the human capital perspective and 

what are the resulting human resource management and development implications. The 

study includes the development of a human capital protocol that can be used to develop a 

capabilities based strategy and understand the human resource implications for an 

organization.
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CHAPTER 1 

INTRODUCTION AND PURPOSE 

There has been an increased focus on human capital and the strategic management of 

an organization’s talent pool in the past several years. One of the causes o f this 

phenomenon is the changing nature of work and the implications this change has for 

leveraging the talents and skills of the workforce. The shift to a knowledge economy has 

organizations struggling to attract, develop, and retain the best and the brightest 

employees (Gubman, 1998). Unfortunately, strategies to analyze the capabilities needed 

to thrive in a knowledge economy and the accompanying organizational support systems 

are lacking. Many attempts to manage an organization’s human capabilities and their 

talent pools are based on systems designed to measure other organizational assets, such as 

financial capital (Stewart, 1997). The application of short-term financial measures to 

human capital investments can present an impaired decision process since the 

fundamental nature of human and capital assets are different in many ways. One of the 

primary differences is in the application of the scarcity theorem which states that the 

more a resource is used the smaller the incremental return. Drucker (1998) notes that 

knowledge and information don’t stand under the scarcity theorem, on the contrary, they 

stand under the abundance theorem which implies that knowledge and information (and 

thus human capital) can be used over and over without diminishing in value.

This study analyzes organizational capabilities strategy from the human capital 

perspective. It includes the development and application of a methodology for utilizing a 

human capital framework to develop an organizational capabilities strategy, and an

l
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investigation into the resulting human capital implications. The purpose of this study is 

to enhance the organization’s understanding o f how they can leverage their 

organizational capabilities in ways that add value to the firm. This study is intended to 

provide a vehicle that human resource professionals can to use increase their involvement 

in the development of organizational strategy. In addition human resource strategies and 

initiatives can be more appropriately aligned around those capabilities that can have the 

greatest impact on the success of the firm.

As the field of human resources has emerged out of personnel management over the 

past several decades (Sibbet, 1997), professionals in those roles have grappled with their 

role in the management of human resources (HR). The challenge has been to recognize 

the role of human resources as not just responding to demands from the line and 

executing strategies that have been predetermined. There is a strategic role for the human 

resource professional throughout the organization and organizational leaders are 

beginning to recognize that significant and sustainable competitive advantage can be 

gained from focusing on organizational capabilities. These sources of sustainable 

competitive advantage are most frequently the skills and intellect of the workforce 

(Quinn, 1992).

Human resource professionals have been challenged to gain legitimacy in the 

strategic planning and thinking of their organizations and have been encouraged to do 

that through an understanding o f the business implications of effective human resource 

practices (Ulrich, 1997). Other than training in business strategy and encouragement to 

view the firm through the eyes o f the line managers they serve, there has not been a

pragmatic way for human resource professionals to engage in strategy development for
2
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their firm (Torraco & Swanson, 1995). Human resource leaders do not often participate 

as full partners in strategy development, but instead are engaged in the deployment of a 

strategy developed by others in the hierarchy (Jarrell, 1993).

A number of economic, demographic, and technological factors are converging to 

increase the competitive advantage of including a human resource perspective in the 

strategy process. The last several years have produced a period of low unemployment 

throughout the United States (Branch, 1998; Fenn, 1997; Rifkin, 1995). The economic 

environment is as close to full employment as normally considered by economists, in 

many regions across the country. The increasing demand for labor is coupled with a 

demographic phenomenon of an aging population and a shortage of new entrants to the 

workforce (Greco, 1998; Gubman, 1998; Working in America: A Chart Book. 1988). In 

addition to those factors, employers are seeing the application of technology and the need 

for knowledge workers reach an unprecedented peak (Bassi, Benson, & Cheney, 1996; 

Report on the American Workforce, 1994; Salamon, 1991; Working in America: A Chart 

Book. 1988).

The convergence of these trends provides an opportunity for human resource 

professionals to demonstrate the criticality of their role in the development and validation 

of organizational strategy, as they are responsible for managing what many believe to be 

the organization’s most critical resource. To engage the organization they will need to 

demonstrate value through the perspective of the asset they oversee, human capital. This 

role requires an understanding of how human capital contributes to the value of the firm 

and how that value can be measured and leveraged to allow organizations to use their

human assets to gain competitive advantage in the marketplace.
3
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There is an emerging approach to organizational strategy based on focusing on an 

organization's capabilities as a source of competitive advantage. Capabilities involve the 

integration or linking of activities in the value chain, they represent the skills, resources, 

processes and technologies of a firm (Duncan, Ginter & Swayne, 1998). The key is in 

focusing a strategy around these “uniquely developed set of core intellectual and service 

capabilities important to customers” (Quinn, 1992, p. 50).

As human capital is increasingly being recognized as the most critical source of 

organizational capabilities (Stewart, 1997), it is imperative that this asset be leveraged to 

provide optimal value for the firm. Analyzing the value of human capital requires an 

examination of an organization’s competitive positioning, and a fundamental 

understanding of how capabilities contribute to the value of the firm. Understanding the 

value of human capital requires a new and different analysis approach, one that can 

surface the sources of competitive advantage, propose a strategy for leveraging that 

advantage, and implement a measurement system appropriate for an organizational 

capabilities strategy.

This study will propose and test an organizational capabilities strategy process that

allows human resources professionals to develop and align human resource practices in a

way that increases human capabilities. The framework and methodology will engage

senior human resource professionals and key line managers to examine their value chain,

identify external and internal opportunities, and recognize constraints for the purpose of

developing a capabilities strategy for an organization. This process will investigate how

capabilities create value for the firm and examine the human resource implications that

result from this strategic approach. The framework will be used to analyze the impact
4
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and effectiveness of investments in human capital and allow organizations to view 

strategic advantage through a human capital lens.

Human resource professionals will need to demonstrate the value of their practices 

through the perspective of the asset they manage, human capital. For example, what 

distinguishes finance and marketing professionals is their ability to demonstrate their 

value to the firm through the perspective of the asset they manage. The corporate finance 

function measures the success of the firm through the performance of capital; the asset 

that their systems have been developed to optimize. Their internal and external practices 

provide for the allocation of funds in a manner that clearly demonstrate how investments 

in hard assets, such as property, plant and equipment create value for the firm. The value 

of the invested capital can be seen in the measures they employ to monitor their 

effectiveness: return on equity (ROE), return on assets (ROA), return on capital 

employed (ROCE), and their newest measure, economic value added (EVA).

Likewise, marketing professionals have a sophisticated set o f measurement tools that 

demonstrate their success and contribution to the organization through the perspective of 

sales revenues, market share, and customer behavior. Marketing professionals measure 

customer and brand loyalty, repeat business, and the elasticity of demand for their 

product thus providing evidence of added value.

Finance and marketing are very similar to human resources in that they are staff

functions, which are responsible for supporting the development, production and

deployment of organizational goods and services. What is different in the evolution of

these disciplines is that finance and marketing have gained legitimacy in the firm, and are

recognized as adding value to the organization. The chief organizational decision-makers
5
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recognize that investments in finance and marketing return value to the firm. The human 

resource function, on the other hand, has traditionally been seen as a cost element and not 

as a value creating entity in the firm. In extreme cases the line managers have seen 

themselves as adding value and resulting dollars to the firm and they view the HR role as 

simply to not spend too much o f the revenue others have generated.

Problem Statement and Research Question

In a time when human capital is the highest potential source of value for the firm, 

organizations find themselves struggling to understand how to build a strategy around 

capabilities. The current strategy processes often fail to incorporate a human capital 

perspective and instead view the HR professionals as strategy executors and not strategy 

developers. If organizations are going to leverage their human capital, HR professionals 

will need to become full partners in the strategy process. The resulting strategy needs to 

focus on capabilities and be influenced from a human capital perspective.

In reviewing the literature and investigating the resulting problem, the underlying 

research question has emerged: How does an organization develop an organizational 

capabilities strategy from the human capital perspective and what are the resulting 

human resource management and development implications?

This research question can be divided into three sub-questions that will frame the 

methodology presented in Chapter 3. The sub-questions are:

1. Can a human capital framework be used to develop a sound organizational 

capabilities strategy protocol from the human capital perspective?

2. Can human resource professionals use a human capital protocol to facilitate the

development of a capabilities strategy process for their organization?
6
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3. What human capital decisions emerge throughout the organization as a result of 

using the human capital protocol?

Significance of the Research 

Organizations struggling to gain competitive advantage in the current economic 

environment are becoming more dependent on enlightened human resource professionals 

who can guide the organization through the appropriate evaluation and application of 

human resource practices. It is critical to organizations and to the human resource 

profession that models for effective human resource practices be developed and 

deployed. Models and practice built on strong economic theory, and developed with the 

intent of enhancing the value of the firm through appropriate investments in human 

capital, are critical to organizational success given the changing nature of work.

Academics and business professionals espouse the importance of a strategic human 

resource function (Boudreau & Ramstad, 1998; Klein, 1998; Pfeffer, 1998; Torraco & 

Swanson, 1995; Ulrich, 1997; Winter, 1998) but to date the application and specific 

guidelines for organization-wide integration has been quite limited. The significance of 

this research is in the recognition by human resources professionals and their 

organizations that effective human resource practices have become increasingly more 

critical to the organization.

Definition of Terms

Capital -- The income and other useful outputs that physical, financial and human assets 

are able to generate over a over long period of time (Becker, 1993).

Competitive Advantage — The value a firm is able to create for its buyers that exceeds 

the firm’s cost o f creating it (Porter, 1998b).
7
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Core Competence — The collective learning of the organization, especially evident in 

how an organization coordinates diverse production skills and integrates multiple streams 

of technologies (Prahalad & Hamel, 1990).

Human Capital ~  The knowledge and acquired skills a person has that increase his or 

her ability to conduct activities with economic value (Milgrim & Roberts, 1992).

Human Resources ~  The energy and activity provided by the employees of an 

organization (Daft, 1995).

Intellectual Capital -- The invisible part of the balance sheet consisting of employee 

competencies, or the capacity of employees to act in a wide variety of situations, the 

internal structure including patents, models and administrative systems, and external 

structures, customers and supplier relationships (Sveiby, 1997).

Organizational Capabilities ~  Business processes that are strategically understood. 

These processes deliver value to the customer, and can be demonstrated in the following 

dimensions: speed, consistency, acuity, agility and innovativeness (Stalk, Evans, & 

Shulman, 1992).

Organizational Capabilities Strategy — Aligning uniquely developed core intellectual 

and service capabilities that are important to customers in a way that increases the value 

of the firm (Quinn, 1992).

PeopleSCOPE™ — A framework proposed by Boudreau & Ramstad (1999b) to 

demonstrate the tangible links between human capital investment and business results. 

Strategy — A plan, direction, guide or course of action into the future, a pattern of 

consistency over time, a position and perspective, or organization’s way of doing things 

(Mintzberg, 1994a).
8
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Value ~  The worth or usefulness o f directing resources to their most promising uses and 

most productive users. (Stewart, 1991)

Value Chain — A model for examining the collection of activities that are performed to 

design, produce, market, deliver and support an organizations product (Porter, 1998b).

9
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CHAPTER 2 

REVIEW OF THE LITERATURE

The challenge in conducting a literature review on using a capabilities approach to 

strategy is to balance the integration of work from other disciplines with an in-depth 

review of work in the area of strategic human resource management and development. 

The domains covered can be vast and the researcher can easily become distracted by the 

shear volume o f academic and applied research and opinion in this area. To develop a 

literature review for understanding the context and the necessity o f a strategic human 

resource development framework the investigation of prior work has been focused in four 

primary areas.

•  The definition and understanding of human capital

•  Fundamental models and theories driving organizational strategy

•  The application and expectations for strategic human resource management and 

development

•  The criticality of applying appropriate measurement systems to the application of 

human resource management and development

Human capital has been used as a phrase to attempt to define and quantify the 

importance of people in an organization. This terminology is helpful in distinguishing 

between the capital provided by stockholders and that value provided by customers. 

Organizations gain competitiveness through an integration of resources from three 

primary areas, the financial markers, customer markets and labor markets (Ramstad, 

1998). An initial look at sources of capital, in the broadest sense, yields the notion of

stockholder equity, customer equity, and human equity.
10
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Human Capital

To understand what is meant by the notion o f human capital it is important first to 

present a context for what is meant by the term capital. Becker (1993) defines the 

properties of capital as being able to yield income and other useful outputs over long 

periods of time. Stewart (1991) defines capital as an approximation of the economic 

book value of all cash invested in going-concem business activities, essentially it’s net 

assets. Capital can also refer to the funds investors provide to undertake projects 

(Brigham, Gapenski & Ehrhardt, 1999). Becker (1993) differentiates human capital from 

physical or financial capital by noting that one can not separate a person from his or her 

knowledge, skills or values the way it is possible to move financial and physical assets 

while the owner stays put.

The notion of human capital has been motivated by the realization that the growth in 

physical capital has done little to explain the growth in income in most countries, and 

intangible assets such as technological change and human capital have been the key 

contributors (Becker, 1993). Human capital becomes a source of competitiveness as 

viewed through an organization’s ability to attract and retain an adequate supply of 

qualified employees from the labor markets. Some researchers purport that “ ...people 

may be the only sustainable competitive advantage that an organization has in our 

globalized, informationalized world” (Bohl, Slocum, Luthans, Hodgetts, 1996, p. 8

It is clear that the notion of human capital encompasses a variety of perspectives.

This section will start with the broader definition of intellectual capital and the 

implications that brings to an organization. The context for understanding the role of

human capital in a knowledge economy will also be introduced.
11
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Intellectual Capital

The emergence of the use of the phrase intellectual capital is evident in the fact that 

three recently published books use these two words as their title (Brooking, 1996; Roos, 

Roos, Edvinsson and Dragonetti, 1998; Stewart, 1997). In these works and others, the 

term is used to apply to all intellectual capital in the firm, including but not limited to the 

knowledge and skills of people, relationships with customers and partners, patents, 

brands, and infrastructure.

This term however, has been used at far back as 1969 when the economist John 

Kenneth Galbraith referred to intellectual capital as the difference between the price paid 

for a stock in excess of the book value (Roos et al., 1998). This gap in his view was more 

that just knowledge or pure intellect, it encompassed what he referred to as intellectual 

action. Regardless of the application, it has become more evident that there is an inherent 

value in the firm that is not captured on the financial statements, but that contributes to 

the strategic positioning and success of firms that specialize in knowledge work (Sveiby, 

1997). To demonstrate that spread in a contemporary context one has only to look at the 

market value vs. book value for such organizations as Microsoft or Amazon.com (Value 

Line Investment Survey, September 3, 1999).

One of the interesting economic implications of the understanding and attempts to

measure the impact of intellectual capital is the scarcity theorem. Fundamentally this

concept states that the more a resource is used the smaller the incremental return. Ducker

(1998) notes that knowledge and information do not stand under the scarcity theorem.

On the contrary they are supported by an abundance theorem which implies that

knowledge and information can be used over and over without diminishing in value. The
12
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paradox: is given that most o f our accounting and financial systems are based on this 

principle it becomes difficult for an organization to account for the value of an asset that 

is not depleted when it is used. In fact, the more knowledge and information resources 

are applied the more value those resources create. The scarcity theorem is one o f the 

first indicators that intellectual capital needs to be examined in a  context other than that 

used to evaluate financial capital, as the same economic and measurement models don’t 

apply. Bontis (1996) notes that competitive success will be based less on the strategic 

allocation of physical and financial resources and more on how strategically intellectual 

capital is measured. Plott & Humphrey (1996) support the criticality of managing 

intellectual capital but for different reasons. They see that ability o f intellectual capital to 

attract hard capital for investment and development as having a substantial influence on 

the future of organizations. Stewart (1997) sees intellectual capital as the knowledge, 

intellectual property and experience that can be put to use to create wealth. Since current 

financial statements don’t reflect this wealth, the challenge for those managing human 

capital is to develop measurement systems that do accurately reflect the value of 

intellectual capital. Tichy (1996) agrees that a revisit of the financial model as the means 

for generating shareholder value is necessary.

Theoretical roots of intellectual capital. One o f the most applicable models for

understanding how intellectual capital translates to human capital is the one by Roos et

al. (1998). This model is also instructive for this study because it links strategy and

measurement to intellectual capital. Knowledge development branches off of the strategy

stream and human resource accounting and scorecards stem from the measurement

branch. The first three levels o f this model are replicated in Figure 1. This model ties the
13
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theoretical roots of intellectual capital to different streams of thought: strategy and 

measurement. The first stream studied the creation and use of knowledge, as well as the 

relationship between knowledge and success or value creation. The second focused on 

the need to develop a new information system, measuring non-financial data alongside 

traditional financial systems.

Figure 1. Conceptual Roots of Intellectual Capital.

Knowledge

Strategy,,

development

Knowledge
leverage

Intellectual
capital

resource
accounting

Measurement

Scorecards

Source: Roos et al., 1998.

This model is key to understanding the context of human capital in this study as it 

incorporates not only the way that knowledge is created and applied, but how it is 

leveraged into value. If knowledge is created with no application to the business 

operations of the firm, that knowledge can not be employed in the creation of value for

14
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the firm. Given that knowledge and learning are sources of competitive advantage, the 

development and leveraging of this knowledge can not be separate activities. This 

perspective is key to the rationale for linking the concepts o f human capital, strategy and 

measurement into the framework for this study.

The Skandia model. Skandia was instrumental in launching the intellectual capital 

discussion when it published an Intellectual Capital report to accompany its 1994 annual 

report (Roos et al., 1998). Their model divides market value into financial capital and 

intellectual capital. Intellectual capital is then further divided into human capital and 

structural capital. Structural capital in their model includes both the customer and the 

organizational capital encompassing both the internal and external focus. The first three 

phases of the Skandia model are shown in Figure 2.

The separation of human and structural capital is based on differentiating between the 

thinking and non-thinking components of intellectual capital. Roos et al. (1998) 

differentiate structural capital from human capital based on the criterion of what is owned 

by the company, and in many cases is proprietary and not self-renewing.

The Skandia Model is instructive to our definition of human capital for the purpose of 

this research study as the focus will be on the human capital part of the model, 

understanding that the structural component is also necessary to the successful 

deployment of an intellectual capital model.

15
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Figure 2. The Skandia Value Scheme
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SOURCE: Skandia (1996)

The Evolution of the Knowledge Economy

Much has been written about the evolution of the economic condition in the United

States over the course of its independence (Broudreau & Ramstad, 1997; Stewart, 1997).

This country was founded on the principles inherent in an agrarian economy where the

source of wealth was land and the most successful farmers were those who used

measurement systems and tools to get the most food production out of the land. Stewart

puts this in context by noting that shortly after the Civil War farm goods accounted for

nearly 40% of the GDP in the United States. After the First World War that percentage

had fallen to 14%, and in 1997 the percentage was 1.45% (Stewart, 1997).

As we progressed to a trade and distribution economy the constrained resource was

the ability to distribute goods and services. The source of wealth and the critical assets
16
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were the transportation systems. The most successful players in this economy were 

those who had access to the transportation and distribution systems and who knew how to 

deploy, manage and measure those systems.

Shortly after individuals were able to produce goods beyond their own needs and get 

those goods successfully distributed throughout the nation they launched into an 

industrial economy. The shift went from a rural focus on working the land in order to 

produce the food needed by the family to an urban focus with massive movements of the 

population to urban areas and industrial work. The constrained resource in an industrial 

economy is tangible assets; machines, buildings and the assets of production. This 

economy was fueled by those who had access to capital and leveraged the deployment of 

that resource to generate optimal returns for the owners, now heavily represented by 

stockholders. The most successful organizations in this era where those that were able to 

access capital relatively cheaply and who had consistent internal process to make sure 

that capital was employed in the most efficient and effective manner possible. In a 

capital constrained environment measurement systems and policy makers, such as the 

Securities Exchange Commission, emerged to insure the appropriate valuation of capital.

Since the United States had existed in a capital based economy for so long it was hard

for some managers to realize that there had ever been any other constrained resource

besides capital. Now at the end of the twentieth century, the United States is finding

itself in an intangible economy driven by knowledge resources. This shift to an

intangible economy requires an entirely different set of measurement and management

systems to make sure that human capital is allocated in the most effective way. Early

recognition of economic shifts and adoption of measurement systems for managing the
17
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constrained resource has always been a source of competitive advantage. For those 

organizations that slow to make the shift, the transition is painful.

Implications of a Knowledge Economy

The primary consequence that emerged from the discussion in the previous section is 

that knowledge and information take on their own reality, which can be detached from 

the physical movement of goods and services. Stewart (1997) identified some primary 

consequences of this phenomenon, noting that knowledge and the assets that create and 

distribute it can be managed. More importantly he states that “If knowledge is the 

greatest source of wealth, then individuals, companies, and nations should invest in the 

assets that produce and process knowledge” (p. 31). Drucker (1993) stated that 

knowledge is fast becoming the sole factor in production, surpassing both capital and 

labor. He defined the knowledge worker as one “who knows more about his or her job 

than anyone else in the organization” (Drucker, 1998, p. 164). He was also clear that 

economic growth can no longer come from putting more people to work (1997). 

Knowledge workers own their means o f production, and the best way to motivate them is 

to engage them in the mission of the organization. Performance can only be maximized 

by capitalizing on the strengths and knowledge of people. Drucker (1997) was strong in 

his conviction regarding economic growth:

It can only come from a very sharp and continuing increase in the productivity of the 

one resource in which the developed countries still have a competitive edge (and 

which they are likely to maintain for a few more decades): knowledge work and 

knowledge workers, (p. 20)

18
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These statements make a strong argument for investments in human capital, and are 

strengthened by the forces that Thurow (1995) identifies as changing the world economy.

1. The end of communism.

2. The shift from an economy based on natural resources to one based on manmade 

brainpower industries.

3. Demography.

4. The development of a global economy.

5. An era with no dominant economic, political, or military power.

These forces and those listed above have strong implications for the knowledge economy. 

The next section will illustrate further the need for organizations to invest in the assets 

that are the most capable of generating value for the firm.

Human Capital

While there may be some debate over the use of the term human capital, for purposes 

of this study it will be used to demonstrate that like other assets that must be invested in 

to yield value, there is a return on human assets as well. Human capital is the firm’s 

collective ability to extract the best ideas and solutions from the knowledge of its people. 

Salamon (1991) uses human capital to refer to the skills, knowledge, and abilities of 

human beings. Underlying this concept is the notion that these skills and knowledge 

increase human productivity, and that they do so enough to justify the cost incurred in 

acquiring them. Human capital theory states that “human capital is the knowledge and 

skills (physical and intellectual) that an individual possesses that make that individual a 

productive worker” (Besanko, Dranove, & Stanley, 1996, p. 641).

19
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Using the term human capital draws the parallel between finance and marketing 

functions where value discussions are focused on such things as financial capital and 

customer capital. As mentioned in Chapter 1, the terms human and employee equity are 

synonymous with human capital; the parallel to finance and marketing would be 

stockholder equity and customer equity. Again, human capital as used here, refers to the 

notion that employees are a source of value for the firm.

Writers in this area show more convergence than divergence around the term human 

capital and most use human capital to differentiate a specific sub-component of 

intellectual capital- Table 1 is provided below to summarize this definitional context.

According to Sveiby (1997), people should be seen as a source o f strategic advantage 

and invested in as other assets. Lewis (1997) uses the accounting perspective to enhance 

his case by noting that there is a growing recognition that organizations must invest in all 

assets appropriately if  they intend to be successful in the long term. Further, he makes 

the point that all organizations need to invest in building intellectual capital and that it 

can no longer be a luxury for a small minority of enlightened companies.

Certainly information and technology are changing the way human assets are 

deployed, and with this shift there is a need to study and explore what it means to 

effectively manage human capital. It may be that what will differentiate successful 

companies is their accumulation, development, and deployment of human capital. 

Mirabile (1998) calls human assets the true measure of corporate wealth.

20
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Table I

Definitions of Intellectual and Human Capital

Source Intellectual Capital Human Capital

Becker(1993) “ ...skills, knowledge, or health” 
of human resources that 
increase future monetary and 
psychic income (p. 11)

Klein (1998) “ ...their knowledge, experience, 
expertise, and associated soft 
assets” (p.l)

Knowledge workers make 
intellectual-capital contributions

Roos, et al. (L998) “ ...relationships with customers 
and partners, innovation efforts, 
company infrastructure and the 
knowledge and skills of 
organization members” (p. v)

“ ...originates from competence, 
attitude, and intellectual agility” 
(p. 35)

Stewart (1997) “ ...packaged useful knowledge” 
(p-67)
includes people, structures and 
customers

“ ...the capabilities of the 
individuals required to provide 
solutions to customers” (p. 76)

Sveiby (1997) The invisible part of the balance 
sheet consisting of “employee 
competence, or the capacity of 
employees to act in a wide 
variety of situations: internal 
structure, including patents, 
concepts, models, and computer 
and administrative systems, that 
is the organization; and the 
external structures, customer and 
supplier relationships and the 
organization’s image” (p. 18)

extends the definition of human 
capital to the concept of 
competence “...which embraces 
factual knowledge, skill, 
experience, value judgements, 
and social networks...” (p. 38)

While there has been an increased focus on the importance of human capital recently,

the debate on the shortage of human capital has been going on for some time. In a

special report on Human Capital by Business Week, Bruce Nussbaum (1988) predicted

that much of the economic success in the United States is dependent on developing a

workforce that can compete effectively in a world economy. He made the case that
21
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people and not machines are the driving force behind economic growth and that we as a 

nation have been scrimping on human capital. In this same publication Aaron Berstein 

(1988) put forward three forces that are combining to produce the leap in the level of 

skills that the economy will require. “First, technology is upgrading the work required in 

most jobs. Second, job growth will be fast mainly in high-skill occupations. Finally, the 

way is which work now is being organized requires a completely new set of skills” (104). 

Certainly we have seen shifts in the demand for particular skills in our labor force over 

the history of the United States (Rifkin, 1995), but the shift this time is to a knowledge 

based economy which requires a set of skills that previously has not been fully engaged. 

Rifkin goes beyond the borders of the United States to propose two courses of action that 

must be pursued for industrialized nations to successfully make the transition into a post

market era in the twenty-first century. He proposes:

First, productivity gains resulting from the introduction o f new labor-and time-saving 

technologies will have to be shared with millions of working people. Secondly, the 

shrinking o f mass employment in the formal market economy and the reduction of 

government spending in the public sector will require great attention to be focused on 

the third sector: the non-market economy, (p. 217)

Rifkin’s work is introduced here to illustrate that the demand for knowledge workers 

is not producing a new world of work for the market and government economies only. 

The social economy (his third sector) will also be affected by the changes in the 

development and deployment o f human capital and these changes will have a profound 

affect on how we address personal and societal needs.

22
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More and more organizations are announcing their plans to strategically manage 

their intellectual capital and see the cultivation and investments in human capital as an 

opportunity to enhance their market positions (Bontis, 1996). It is important to note here 

that the management of human capital is distinctive from managing physical assets and 

that an entirely different skill set is required. Meyer (1998) takes that distinction even 

further by differentiating between controlling the mind and the body. He says that 

managers are used to controlling people, but they can not control minds. His advice for 

managing a great mind is to aim it in the right direction and keep it excited. This 

statement is evidence that the management of an organization’s human assets is going to 

require a different set of management skills and the incorporation of an organizational 

strategy that provides the appropriate direction and excitement for the great minds. 

Summary

This first section of the literature review has focused on the notion of human capital.

Most writers in this area see human capital as a  component of the broader concept of

intellectual capital. The definitions and various viewpoints presented in this section show

a great deal of convergence around defining intellectual capital to encompass the people,

structures and customer relationships that add value to the firm. Another unifying

principle for differentiating intellectual capital from other sources of capital in the firm is

that intellectual capital is considered a soft asset and is not accounted for in the financial

statements. A second differentiating factor is that other assets on a firm’s balance sheet

are accounted for within the economic perspective of the scarcity theorem. Intellectual

capital does not stand under this theorem and in fact operates under an abundance

theorem, where assets are not depreciated with use and in fact are increased in value as
23
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they are used. The implication of these differences is that traditional financial and 

economic models can not be applied to the measurement and management of intellectual 

capital.

The Skandia model differentiates between human capital and structural capital. The 

research presented in this study will be grounded around the concept of human capital 

and will focus primarily on how human capital can be leveraged in a way that adds to the 

value o f the firm. Human capital in this study is grounded in how knowledge is created 

and applied in an organizational setting.

The driving force in the examination of human capital is the shift to a knowledge 

economy. In a knowledge economy the organizational constraints are centered around 

human capital. Technological advances and the demand for knowledge workers presents 

organizations with the challenge of how best to capitalize on the strengths and knowledge 

of their people. The knowledge of the people within the organization may be on the only 

source of competitive advantage in the future; thus organizations need to strategically 

manage investments in their human capital.

Understanding the unique challenges presented by the knowledge economy and the 

inability of current management systems to leverage human capital presents the context 

for this study. The following sections will present strategy models and measurement 

systems as currently applied to organizations and identify the movement toward 

approaches that can leverage human capital investments to acquire competitive 

advantage. Grounded in the concepts of intellectual capital, human capital, and the 

implications of the knowledge economy presented in this first section, further exploration
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of the literature is provided to support the study of a capabilities approach to strategy 

from a human capital perspective.

Organizational Strategy: Models and Theories 

A discussion on strategic positioning o f human resources requires some grounding in 

the fundamentals of strategy. There has been a great deal of debate in the past couple of 

years challenging the discipline of strategic planning and the pioneering work that Porter 

proposed in the I980Ts (Mintzberg, 1994a). Certainly strategy development has been 

around for thousands of years in one form or another (Griffith, 1963), but in the last 30 

years organizations have looked at strategic planning as essential to organizational 

success and not just as a tool for planning military actions (Campbell & Alexander, 1997; 

Long & Vickers, 1995).

This section will summarize some of the recent thinking in the area o f  strategy and 

present viewpoints on the role of human resource professionals in this endeavor. Given 

that strategy is fundamentally about aligning and leveraging resources for organizational 

advantage, the case is made in the final pages of this section that human resources are a 

source of competitive advantage. Looking at human capital through this lens provides 

the entree that human resource professionals can use to engage in the strategy process 

within their organizations.

Theories of Strategy

While it may be impossible to get complete concurrence around the theories of 

strategy, there does appear to be some general agreement around four fundamental 

approaches to the strategy process. The terminology used here comes from the work by

Whittington (1993) in which the approaches are categorized as: Classical, Evolutionary,
25
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Processual, and Systemic. These generic approaches to strategy are fairly consistent 

with four views of management: classical, scientific, processual, and phenomenological 

(Lee, 1997). There is also a relationship to what Van derHeijden (1996) proposed as 

three competing paradigms in strategic management: rationalistic, evolutionary, and 

processual. While details o f the similarities and differences between these taxonomies 

will not be compared and contrasted here, in general these models are more similar than 

different. The intent in this section is to overview these approaches as a framework for 

understanding the various perspectives discussed in the following sections.

The Classical approach to strategy places a great deal of confidence in the capacity 

and readiness of managers and their organizations to adopt strategies which increase 

profits through a rational approach to planning. This view assumes that after an 

evaluation of the environment one best answer arises. It is built on a military tradition 

and informed by an intellectual approach grounded in economics. Porter’s (1998a) 

model of industry analysis is consistent with this approach.

Evolutionary approaches are supported by those less confidant about the ability and 

rationality of the managers leading the planning process. The evolutionary theorists 

doubt the capacity of the organization to apply the models and processes suggested by the 

classical theorists in a deliberate and sustainable way. This approach implies that the 

only real comparative advantage is efficiency. If deliberate strategies are ineffective, 

then organizational success can come from exploiting the emergent opportunities. That 

competitive opportunities surface through the discovery of emergent strategy is supported 

by Mintzberg (1994).
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The Processual approach is consistent with the evolutionary theory in the skepticism

of the rationality o f strategy planning and making, but it is not as supportive of the

efficiency of markets in ensuring profitable outcomes. The processual approach is much

more dependent on the internal abilities of the organization. Advantage comes from

being able to exploit and review these resources, rather than relying on positioning

dictated by external forces. While this approach may seem to be dependent on

Mintzberg's (1994) emergent approach to strategy, it is much more aligned with Hamel

and Prahalad’s notion of core competence and strategic intent (1994).

The central tenet of the Systemic approach is that “decision-makers are not simply

detached calculating individuals interacting in purely economic transactions, but people

rooted deeply in densely interwoven social systems” (Whittington, 1993, p. 28). In this

approach the goals and processes reflect the social system in which the strategy is being

development and executed. The scenario planners (de Geus, 1997; Schwartz, 1996; Van

der Heijden, 1996) may argue that they are more closely aligned with the processualists

because of their focus on internal processes, but they also view the organization very

much as an organism, supporting alignment with the systemic approach.

The following discussion considers how various strategy models differ given the

theories outlined in the previous section.

Competitive Strategy (Porter)

As mentioned above Michael Porter is the name most associated with strategy as a

source of competitive advantage. The latest editions o f his seminal work on competitive

advantage and competitive strategy (Porter, 1998a, 1998b) build on his first works

published nearly two decades earlier (Porter, 1980; Porter, 1985). Much of Porter’s work
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is built on an examination of the five forces driving industry competition: industry 

competitors, potential entrants, buyers, substitutes, and suppliers. This classic model 

shown in Figure 3 illustrates how a structural analysis of an industry or firm can be 

examined through the dynamics amongst these five forces.

Figure 3. Forces Driving Industry Competition
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Power of 
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Source: Porter, 1998a

Porter proposes three generic strategies for coping with the five competitive 

forces. These strategic approaches can be used to successfully position oneself to 

outperform others in the industry through overall cost leadership, differentiation, or 

focus. Porter’s work is based on the application of these strategic approaches to 

competitor analysis, and the strategic decisions that result from an understanding of the
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structure and competitive forces within an industry. Ghemawat (L986) builds on 

Porter’s models of strategic positioning and provides some guidelines for maintaining 

sustainable advantage. While recognizing that not all industries offer equal opportunities 

to sustain an advantage, Gemawat noted ‘T o  create a sustainable advantage, you must 

either be blessed with competitors that have a restricted menu o f options or be able to 

preempt them” (p. 58).

In Porter’s work, once the structural analysis of the industry has been conducted and 

the organization has determined the generic positioning of their products and services, the 

organization can then align their energies around the strategy. In this model, as in many 

of the traditional strategy models, the human resource professionals are charged with the 

deployment of the strategy that results from this analysis.

Value Chain Analysis

Through the introduction of the Value Chain as a model for examining the collection 

of activities that are performed to design, produce, market, deliver and support an 

organizations product (Porter, 1998b), a case is made for human resource management as 

a key support activity in an organization’s infrastructure. Figure 4 shows the generic 

activities and the differentiation between primary and support activities.

In this model Porter (1998b) defines human resource management as consisting of 

all the activities involved in recruiting, hiring, training, developing and compensating all 

of the personnel within an organization. In this model human resources management 

encompasses both primary and support activities. Interestingly, while noting that human 

resource management has a role in supporting the value chain Porter admits that the cost
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Figure 4. The Generic Value Chain
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and benefit of this function are not well understood, “...the cumulative costs of human 

resource management are rarely well understood nor are the tradeoffs in different human

resource management costs, such as salary compared to the cost of recruiting and training 

due to turnover7’ (p. 42). While admitting that it is difficult to accurately quantify the cost 

or benefits of human resource management, Porter understands that effective human 

resource management practices do affect the competitive advantage o f the firm. While 

Porter’s Value Chain is a useful tool for defining the activities that add value to a firm, it 

is also important to understand not only what part of an industry’s value chain a firm 

operates in, but also the linkages that add value within the value chain of that firm. The
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human resource management role is critical to adding value to the activities and as 

importantly, the linkages between the activities.

A number of authors address the impact that changes in technology and information 

have on vertically integrated value chains. Evans and Wurster (1997) propose several 

strategic implications of the changing economics of information.

• Existing value chains will fragment into multiple businesses, each of which will 

have its own source of competitive advantage.

• As value chains fragment and reconfigure, new opportunities will arise for purely 

physical businesses.

• When a company focuses on different activities the value proposition underlying 

its brand identity will change.

• New branding opportunities will emerge for third parties that neither produce a 

product nor deliver a primary service.

• Bargaining power will shift as a result of a radical reduction in the ability to 

monopolize the control of information.

• Customers’ switching costs will drop, and companies will have to develop new 

ways of generating customer loyalty.

• Incumbents could easily become victims of their obsolete physical infrastructures 

and their own psychology, (pp. 79-82)

Given this one example on the impact of technology to an organization’s value chain 

it can be seen that understanding the current value chain is not enough for strategic 

human resource development. To be truly strategic, human resource professional will
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need to recognize those environmental signals which cause the current strategy to be 

vulnerable and participate as a  partner in seizing the opportunities being presented by 

these shifts.

Hamel and Prahalad

Hamel and Prahalad (1994) provided a challenge to Porter’s approach to competitive 

advantage through an analysis of the forces driving competition in an industry. Hamel 

and Prahalad are most notably associated with two concepts linked to organizational 

strategy: strategic intent and core competence.

Strategic intent. Hamel and Prahalad (1989) challenged the limits of competitor 

analysis that focused on the existing resources of present competitors. Their criticism 

centered primarily on the fact that resourcefulness and new competitive advantages being 

built rarely entered into the process. To challenge this notion and integrate what they felt 

was missing from this approach they introduced the notion of strategic intent. Their 

definition for this term has two concepts, the first is that strategic intent “...envisions a 

desired leadership position and establishes the criteria that organizations will use to chart 

its progress” (p. 64). The second concept involves an active management process that 

includes:

...focusing the organization’s attention on the essence of winning; motivating people 

by communicating the value of the target; leaving room for individual and team 

contributions; sustaining enthusiasm by providing new operational definitions as 

circumstances change; and using intent consistently to guide resource allocations.

(p- 64)
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This work challenged the existing strategic planning models, which were centered 

on the allocation of resources and maintaining strategic fit. Hamel & Prahalad also 

stressed the importance of a decentralized strategic planning process. Innovation is a key 

component underlying the premise of strategic intent and they noted that creative 

strategies are less likely to surface in an elitist planning process that only involves a 

certain level of management or a department such as corporate planning. While the 

concept of strategic intent is dependent on the engagement of individuals at all levels of 

the organization, it also requires that employees have the skills they need to work 

effectively on the target set by strategic intent.

Core competence. Prahalad and Hamel (1990) compare how managers were 

evaluated in the 1980’s for their ability to restructure and delayer their organizations with 

the prediction that in the 1990’s leaders will be judged by their ability to identify, 

cultivate and exploit their core competencies. Core competence as defined by the authors 

consists of the collective learning of the organization and are especially evident in how an 

organization coordinates diverse production skills and integrates multiple streams of 

technologies. The concept of core competence goes further to include the organization of 

work and the delivery of value, communication, and commitment. Another characteristic 

is that a core competence does not diminish with use. This distinction is built on the 

concept of the integration of knowledge work and human capital where the asset does not 

decrease in value with use. In fact competencies are enhanced and more valued as they 

are shared and applied throughout an organization.

The concept of core competence can be integrated with Porter’s (1998b) value chain

analysis and becomes a key component for a capabilities strategy, since the process in
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initiated by concentrating on those elements that are a source of competitive advantage. 

Knowing how to identify core competencies is one step in the process. The second is 

understanding how those competencies provide access to markets and add a significant 

contribution to the perceived customer benefits of the end product. These two elements, 

and knowing how to make it difficult for competitors to imitate your strategy, are the 

drivers to competitive positioning. The key in implementing a strategy through an 

examination of core competencies is to recognize that companies participate at different 

levels of the value chain and they often operate in a different context with different 

resources. Collins and Montgomery (1998) note that what prevails in any strategy 

approach is the logic of internally consistent corporate strategies which are tailored to a 

firms unique resources and opportunities.

Capabilities Strategy

While Prahalad and Hamel (1990) discuss core competence as a combination of skills 

and technologies, there is a competing voice (Stalk, Evans, & Shulman, 1992) that claims 

that a combination of skills and technologies are not enough to understand competitive 

advantage. Stalk, Evans & Shulman introduce the notion of capabilities and differentiate 

the dimensions of capabilities and competencies.

Both concepts emphasize “behavioral” aspects of strategy in contrast to the traditional 

structural model. But whereas core competence emphasizes technological and 

production expertise at specific points along the value chain, capabilities are more 

broadly based, encompassing the entire value chain. In this respect, capabilities are 

visible to the customer in a way that core competencies rarely are. (p. 66)
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Capabilities are business processes that are strategically understood. These processes 

deliver value to the customer, and can be demonstrated in the following dimensions: 

speed, consistency, acuity, agility and innovativeness (Stalk, Evans, & Shulman, 1992). 

These authors propose a set of basic principles of capabilities based competition.

1. The building blocks of corporate strategy are not products and markets but 

business processes.

2. Competitive success depends on transforming a company’s key processes into 

strategy capabilities that consistently provide superior value to the customer.

3. Companies create these capabilities by making strategic investments in support 

infrastructure that links together and transcends traditional SB Us and functions.

4. Because capabilities necessarily cross functions, the champion of a capabilities- 

based strategy is the CEO. (p. 62)

Strategy Development

The models presented above outline some of the preeminent thinking in business 

strategy in the past two decades. Porter’s models (1998a, 1998b) set the context for a 

process of identifying the competitive advantage presented through a strategic analysis. 

Hamel and Prahalad (1989, 1994) build on this analysis through an investigation of core 

competence and strategic intent. These authors provide a framework for understanding 

the application of a strategic approach. There are many other generic and not as well 

known approaches to strategy. A couple of these are presented here to illustrate the 

commonality found in many of these strategic planning approaches. This discussion will 

be followed by an update of the state of strategic planning that will range from

Mintzberg’s (1987, 1994a, 1994b) work to some recent thinking by Porter (1996).
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Picken and Dess (1998) propose that successful strategies are built with an internal 

frame of reference that meets two tests o f consistency “(a) the assumptions and premises 

must be consistent with the external realities of the competitive environment; and (b) they 

must be internally consistent with each other7’ (p. 44). They further proposed a strategic 

inventory that can be used to assess the strategy process for an organization. The 

following statements represent the key areas of that inventory:

• Defining the boundaries of the competitive environment

• Defining the key assumptions

• Is our assumption set internally consistent?

• Do we understand the relative importance of each of our assumptions?

• Are our key assumptions broadly understood?

• Do we have a process for reviewing and validating our key assumptions and 

premises? (p. 47)

What is outlined above is what traditionally has been considered the groundwork 

required to build an organizational strategy. There has to be an examination of the 

environment and the implications that each alternative will have on the organization.

Hamel (1996) sees strategy as revolution and notes that everything else is tactics. He 

provides ten principles that can liberate the revolutionary spirit and increase that chances 

that an organization can discover strategies that are truly revolutionary.

1. Strategic planning isn’t strategic.

2. Strategy making must be subversive.

3. The bottleneck is at the top of the bottle-
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4. Revolutionaries exist in every company.

5. Change is not the problem; engagement is.

6. Strategy making must be democratic.

7. Anyone can be a strategy activist.

8. Perspective is worth 50 IQ points.

9. Top-down and bottom-up are not the alternatives.

10. You can’t see the end from the beginning.

Hamel sees the challenge for senior executives to be willing to encourage new 

perspectives, initiate conversations that span organizational boundaries, and then to 

synthesize the unconventional options into a strategic direction.

Differentiating strategy from operational effectiveness. While operational 

effectiveness and strategy are both essential contributors to organizational success they 

are not the same thing. This distinction is key to understanding the true purpose and 

intent of strategy and the application to the capabilities strategy that is being proposed in 

this thesis. Porter (1996) provides definitions for both of these concepts, which clearly 

illustrates their differences.

Operational effectiveness (OE) means performing similar activities better than rivals 

perform them. Operational effectiveness includes but is not limited to efficiency. It 

refers to any number of practices that allow a company to better utilize its inputs, by, 

for example, reducing defects in products or developing better products faster. In 

contrast strategic positioning means performing different activities from rivals’ or 

performing similar activities in different ways. (p. 62)
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Competitive advantage comes then from making deliberate choices to perform 

activities differently or to perform completely different activities than competitors.

Porter (1996) goes on to say that having a unique position is not enough to sustain 

competitive advantage, as organizations must also make a number of trade-offs. These 

trade-offs arise for three reasons.

1. The first is inconsistencies in image or reputation. A company known for 

delivering one kind of value may lack credibility and confuse customer - or even 

undermine its reputation - if it delivers another kind of value or attempts to deliver 

two inconsistent things at a time.

2. Second, and more important, trade-offs arise from activities themselves.

Different positions (with their tailored activities) require different product 

configurations, different equipment, different employee behavior, different skills, 

and different management systems.

3. Finally, trade-offs arise from limits on internal coordination and control. By 

clearly choosing to compete in one way and not another, senior management 

makes organizational priorities clear. Companies that try to be all things to all 

customers, in contrast, risk confusion in the trenches as employees attempt to 

make day-to-day operating decisions without a clear framework, (p. 68-69)

Strategy goes beyond strategic planning. It is important that we not get lulled into the 

false sense of security that participating in the development of the strategic plan 

necessarily leads to effective strategy development or execution. Hamel (1996) is very 

clear in declaring that strategic planning isn’t strategic. In fact he makes an even stronger
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statement by noting “The essential problem in organizations today is the failure to 

distinguish planning from strategizing” (p. 71).

Mintzberg (1987) goes so far as to challenge the use o f the term strategic planning all 

together. He proposes using “crafting strategy” to bring forth images o f skill and 

dedication, and a sense of perfection through mastering the details. In this context he 

also makes the point that “strategies can form  as well as be formulated” (p. 68). Closely 

related to this principle he introduces a notion that he is frequently attributed with 

(Sanchez, 1997; Torraco & Swanson, 1995; Wall & Wall, 1995) that “strategies need not 

be deliberate—they can also emerge” (Mintzberg, 1987, p. 68). This concept will be 

addressed later in the discussion of the role of human resource professionals in the 

strategy process, but it is introduced here to demonstrate that in Mintzberg’s view 

effective strategies can show up in a number o f places and through the most unusual 

means. Thus, the most effective strategies may not be made or planned.

In later writings Mintzberg (1994a, 1994b) discussed at length the rise and fall of 

strategic planning. In these works he criticized the traditional strategic planning process 

as often being really strategic programming. His clarification was to let managers know 

that strategic planning is not strategic thinking and in fact the planning process often 

inhibits the strategic thinking that is needed to develop truly effective strategies. The 

calculating style of planning is not a committed style and real strategic change requires 

the engagement of people throughout the organization who can embrace a forum for 

bringing forward their best thinking and awareness of customer needs.

Mintzberg (1994a, 1994b) challenges the proposition that strategic planning is

strategy making and he offer three assumptions which underlie this fallacy:
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• The Fallacy o f Prediction

• The Fallacy o f Detachment

• The Fallacy o f Formulation

These assumptions undermine the strategy process by assuming that we operate in a 

static environment. To make strategy work the strategists have to engage in the real work 

of the organization and be constantly on the search for information and ideas. Finally, 

the strategy process should be ongoing and not conducted in an isolated process 

mandated by an artificial schedule.

Using Scenario Building to Enhance the Strategy Process

During the past fifteen years, scenario building has surfaced and attracted attention as 

a methodology that enriches traditional strategic planning by guiding organizational 

leaders through a process that recognizes critical uncertainties and the complexity of the 

forces driving change (Georgantzas & Acar, 1995; de Geus, 1988; Drucker, 1986, 

Schwartz, 1996; van der Heijden, 1996, Wack, 1985a, 1985b).

Scenario building is a disciplined methodology for imagining possible futures in 

which organizational decisions can be played out (Schoemaker, 1995). The process 

engages organizational decision-makers in a series of inquires and workshops in which an 

area of strategic uncertainty is examined and a set of scenarios are developed. Each 

scenario provides a narrative that include identification of (a) major organizational and 

environmental forces driving change within a system, (b) the interrelationships of these 

driving forces, and (c) the critical uncertainties in the future environment (Wack, 1985a). 

The use of scenarios in a strategic planning process is not a substitute for an examination

of the external or internal environment, nor is it a stand-alone process (Schriefer, 1995).
40

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

Instead it provides a forum for discussion and dialogue around environmental 

assumptions and the alternatives for dealing with them.

Provo, Ruona, Lynham, and Miller (1998) proposed five key areas where the scenario 

building process provides an opportunity for human resource development (HRD) 

professionals to more fully engage in the strategy process:

1. Increased knowledge about the scenario building process can further leverage 

HRD professionals into an organization’s strategic conversation.

2. HRD is integral to the success of any kind of action resulting from the scenario 

building process.

3. Scenario building is strongly connected to change management and learning 

applications with organizations, groups, and individuals.

4. HRD is in a  unique position to further inform the theory and practice of scenario 

building through the application of HRD theories.

5. Scenario building can be explored as a methodology to help better articulate 

possible futures within the field of HRD.

Summary

To understand how human capital can be leveraged as a strategic source of value for

an organization it is important to first understand the models and theories that drive the

organizational strategy process. This section addresses prevailing theories and models

inherent in most strategic planning processes and introduced the involvement of human

resources and the implications for human capital decisions throughout the discussion.

As a basis for understanding the strategy process four fundamental approaches to

strategy were presented: classical, evolutionary, processual and systemic. The
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implications of each approach are presented with the classical approach centered on a 

rational evaluation of ones environment; the evolutionary approach embraces a process 

that is more emergent than deliberate. The processuai approach is much more dependent 

on the internal abilities of the organization; the systemic view takes the notion a step 

further by embracing a social systems approach. Each of these viewpoints has 

implications for the way that strategies are shaped and executed, the construct is 

presented to provide a framework for understanding the planning approaches that are 

presented in this section.

Perhaps the name most associated with the classic approach to strategic planning is 

Porter (1998a, 1998b). His initial work is built around an examination of the forces 

driving industry competition. He expands on this work through the introduction of the 

value chain as a model for examining the activities that are performed to design, produce, 

market, deliver, and support the organization’s products. There is a human resource 

management component of this model which encompasses both primary and support 

activities. The underlying theory of the value chain is that it identifies activities that add 

value for the firm, and as importantly examines the links that add value within the chain.

Hamel and Prahalad (1994) are associated with two concepts which challenge 

Porter’s work, strategic intent and core competence. These approaches are more 

internally focused and dependent on management’s ability to focus the organization and 

exploit their core competencies. The core competencies are identified as the collective 

learning of the organization.

These prevailing approaches to strategy are recently being challenged by voices that

support a capabilities approach to strategy. In differentiating between capabilities and
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competencies, Stalk, Evans & Shulman (1992) note that capabilities are more broadly 

based, and encompass the entire value chain. They also argue that capabilities are much 

more visible to the customer as they are centered around business process which deliver 

value for the customer.

The evolution of thinking about strategy presents an interesting challenge for strategy 

development. The keys to strategy development are to define the boundaries within 

which the organization operates, understand the assumptions, and then synthesis the 

various options into a strategic direction. In doing this it is important to differentiate 

between strategy and operational effectiveness. Porter (1996) makes the clearest 

distinction by demonstrating that operational effectiveness is performing similar activities 

better than rivals perform them, while strategic positioning is performing different 

activities or similar activities in different ways.

To truly understand strategy it is important to know that the process does not end 

with the planning. In fact strategic planning in and of itself is often not strategic thinking. 

Mintzberg (1994a, 1994b) has been the most vocal in criticizing the strategic planning 

that takes place within many organizations. He also introduced the notion of crafting 

strategy and notes that strategies can be both deliberate and emergent.

The final element presented in this section is the use of scenario planning as a way to 

enhance the strategy process. This approach has the potential to move the strategy 

process from strategic programming to a comprehensive view of possible futures that 

recognize the critical uncertainties and the complexity of the forces driving change. This 

process allows the organizational leaders to leverage the traditional approaches to
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strategy in a way that allows them to construct scenarios for how they might react given 

challenges and opportunities presented in the future.

A review of strategic planning models and theories is presented in the literature 

review to set the stage for the development of a strategy process based on an examination 

of organizational capabilities. Traditional models and theories will be utilized in this 

approach. An understanding of the external and internal environment and the value chain 

is the key starting point for a capabilities strategy. Since the primary interest of this study 

is the human resource implications that result from a capabilities based strategy, the next 

section will review the role that the human resource function currently plays in the 

strategic planning process.

Strategic Human Resource Management and Development

Research has been done to provide a framework for the inclusion of the human 

resource professionals in the organizational strategy process. This involvement can take 

many forms. This next section is intended to highlight some of thinking around the role 

of human resource management and development in the organizational strategy process. 

Strategic Human Resource Management

(Tichy, Fombrun, and Devanna, 1982) made a case that the long-run competitiveness 

of American Industry was dependent on human resource management being more 

involved with strategy as a way of improving organizational performance. These authors 

proposed that there were three elements necessary for firms to function effectively:

• Mission and Strategy

• Organization Structure

• Human Resource Management
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This work also identified the human resource management iinks to strategy and 

structure, and segregated the human resource activities to differentiate between those that 

were operational, managerial, and strategic. While this publication did a  great deal to 

advance the conversation of strategic human resource management, the driving force was 

to link human resource functions to the line organization. While there may be 

organizations in which simply improving alignment will enhance the role of human 

resource management, this approach seems to be what Porter (1996) refers to as an 

operational efficiency and not true strategy. Nonetheless, this was a key piece o f  

literature and one of the first to differentiate the different levels of human resource 

activities. This differentiation was a progressive step for strategic human resource 

management. While the disciplines of finance and marketing have differentiated between 

the tactical, professional and strategic, there does not appear to be consensus on how the 

human resource profession should be stratified. Table 2 is an attempt to integrate Tichy, 

Fombrun, and Devanna’s (1982) management levels with the disciplines of Finance and 

Marketing. This differentiation is supported by Boudreau and Ramstad (1997), who use 

this comparison to address issues that arise from the measurement focus traditionally 

employed in these disciplines.

The differentiation for Finance and Marketing are based on the distinctive

competencies and outcomes at each level. For example in Finance the most tactical role

is Bookkeeping, which is fundamentally a process for keeping track of things. In this

role the primary responsibility is to maintain a ledger of transactions. Moving along the

continuum of the profession is the Accounting role. This section has been labeled,

professional, to demonstrate that there are standards which govern this practice. These
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Table 2

Comparison of the Differentiation in the Roles o f the Finance. Marketing, and Human 

Resource Disciplines

Tactical Professional Strategic

Bookkeeping Accounting Finance

Order Taking Sales Marketing

Operational HR: Day-to- 
day management

Managerial HR: Allocation 
and Availability of 
Resources

Strategic HR: Policy 
Formulation & Goal Setting

standards also allow for the reporting consistency needed to compare one organization to 

another. Accounting builds on the discipline o f bookkeeping, but goes beyond the role of 

keeping track of things to actually using that data to surface trends, patterns, and 

deviations in the data, which can provide useful insight to the organization. The strategic 

function on this continuum is Finance, which is dependent on a system of keeping track 

of things and an accurate reflection of what has taken place in the past, to make some 

strategic and predictive decisions about the future.

Marketing is very similar in that there is a very tactical process for selling the goods 

that people are ready to buy and a strategic approach to building a market for products 

that will appeal to the customer. At the tactical level there is catalog distribution and 

order taking. Sales is a profession with a number of strategies for price and promotion to 

ensure that items that have been produced can be sold in the market place in a manner 

which optimizes revenues. Finally, marketing goes beyond the order taking and sales

46

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

function to investigate what the customer may want to buy in the future and how the 

organization can best position itself to attract and meet that demand. The strategic role of 

marketing, like that of finance, is predictive.

In both the Finance and the Marketing professions there is a clear distinction of roles 

and each level is dependent on competency in the others. It is a struggle, for example, for 

an organization to build strategic assumptions for Finance without a good Accounting 

system that can provide an understanding of how past decisions have impacted the firm.

While there is debate among human resource academics and professionals regarding 

the tactical, professional, and strategic roles of the profession, there does not appear to be 

a well recognized differentiation. Some distinction can be drawn between human 

resource management and human resource development, but even this does not provide a 

consistent understanding amongst all parties. There have even been typologies proposed 

which provide a framework for aligning the management of human resources with 

corporate growth expectations and organizational readiness (Lengnick-Hall & Lengnick- 

Hall, 1988). The lack of a common differentiation framework, language and 

measurement effectiveness criteria may be due in part to the relative immaturity of the 

strategic nature of the field. The organizational application though, is that the human 

resource function will struggle to be a strategic player in an organization that is unable to 

differentiate between the distinctive human resource roles.

Ulrich (1998) purports “Successful organizations will be those that are able to quickly

turn strategy into action; to manage processes intelligently and efficiently; to maximize

employee contribution and commitment; and to create the conditions of seamless change”

(p. 127). The human resource implications of these conditions requires strong
47

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

participation by the human resource professional in not only the deployment and 

execution of strategy, but more critically in partnering in the development of strategy to 

ensure that the human capital implications are leveraged for organizational advantage. 

Mills (1985) supports the business criticality of using human resource planning to link 

human resource strategy to business objectives as noted in point three below:

...the most important development in human resource planning is not the creation of 

many elements but rather their integration into a decision-making process that 

combines three important activities: (I) identifying and acquiring the right number of 

people with the proper skills, (2) motivating them to achieve high performance, and 

(3) creating interactive links between business objectives and people-planning 

activities, (p. 105)

There is growing evidence that HR is moving toward a more influential role at the point 

of strategy formulation and developing the theory and skills to add a unique perspective 

to the strategy process (Swanson, Lynham, Ruona, & Provo, 1998; Torraco & Swanson, 

1995).

Strategy Driven bv Human Resource Professionals

Probably one of the most vocal writers on the need for human resource professionals 

to become active partners in the strategy process has been Dave Ulrich (1997). He bases 

the case for a more strategic HR function on eight competitive challenges facing 

organizations:

• Globalization

• Value chain for business competitiveness and HR services

• Profitability through cost and growth
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• Capability focus

• Change, change, and change some more

• Technology

• Attracting, retaining, and measuring competence and intellectual capital

• Turnaround is not transformation

Ulrich (1997) sees these challenges as redefining competition and the ability to add value 

to customers in unique ways. Looking at the HR profession as systems and processes, as 

well as the function or department, Ulrich challenges HR professionals to focus more on 

the deliverables of their work. This focus requires an articulation of their role in terms of 

value created. To further his position that HR professionals must be true strategic 

partners Ulrich put forward the following tasks that must be performed by HR 

professionals.

• They must establish an organizational architecture and be able to use it to 

translate strategy into action.

• They must leam to perform effective organizational diagnosis by asking good 

questions and generating creative and apt alternative practices.

• They must be able to set priorities for initiatives and then follow through on them.

(pp. 80-81)

In response to a growing frustration about the serious and widespread doubts about 

HR’s contribution to organization performance, Ulrich outlined four ways that HR can 

help deliver organizational excellence.
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• First, HR should become a partner with senior line managers in strategy 

execution, helping to move planning from the conference room to the 

marketplace.

• Second, it should become an expert in the way work is organized and executed, 

delivering administrative efficiency to ensure that costs are reduced while quality 

is maintained.

• Third, it should become a champion for employees, vigorously representing their 

concerns to senior management and at the same time working to increase 

employee contribution; that is, employees’ commitment to the organization and 

their ability to deliver results.

• And finally, HR should become an agent of continuous transformation, shaping 

processes and a culture that together improve an organization’s capacity for 

change, (pp. 124-125)

Mintzberg (1994) proposes a framework for strategic planners that may provide 

insight to the human resource professionals looking to engage in the planning process. 

He defines these role for planners as being, strategy finders, analysts, and catalysts.

Building on the work presented by Ulrich and Mintzberg there are several ways for 

HR leaders to engage in strategy development for their organizations. One of the most 

important roles for HR professionals is to use the human capital lens as a way to validate 

strategy. Pfeffer (1998) expands on the criticality of having the right strategy “senior 

managers of the most successful firms, worry more about their people and building 

learning, skill, and competence in their organization than they do about having the right 

strategy” (p. 5).
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Summary

Simply understanding strategy models and theories is not enough to propose a 

strategy process that leverages human capital and can be driven by human resource 

professionals. First, it is important to note the role that human resources historically have 

played in the strategic planning process and also to impose a differentiation of the human 

resource roles similar to that embraced by other support functions such as, finance and 

marketing. This section reviews the concept of strategic human resource management 

and presents the argument for a strategic process that engages human resource 

professionals.

Tichy, Fombrun, and Devanna (1982) were the first to differentiate among the various 

roles for strategic human resource management. They segregated human resource 

activities into those that were operational, managerial and strategic. This may have been 

the first attempt to differentiate between the roles of HR similar to the way that other 

disciplines have defined their various roles. The models presented in this section propose 

the use of the terms tactical, professional and strategic to differentiate between the 

various levels of activities that are performed by HR professionals. To provide a 

comparison, the disciplines of finance and marketing are segregated along this same 

continuum. The differentiation is based on the distinctive competencies and outcomes at 

each level. Strategic HR requires participation by the HR professionals on not just the 

alignment and execution of strategy, but more critically in partnering in the development 

of strategy to ensure that human capital implications are leveraged.

To take this concept a step further it can be proposed that since human capital is the

biggest source of competitive advantage in a knowledge economy, the organizational
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strategy should be based on an assessment o f  capabilities and driven by the HR 

professionals- This is certainly a leap from the role that most HR professionals play at 

the present time. Ulrich (1997) is one of the more vocal proponents o f HR professionals 

becoming active partners in the strategy process. He encourages HR professionals to 

articulate their role in terms of value created for the organization and in doing so to 

become true strategic partners. There are several ways to initiate this partnership and the 

first may be to use the human capital lens as a way to validate the current organizational 

strategy.

The next section of the literature review will focus on the measurement systems used 

for assessing the effectiveness of human resource practices. If HR professionals are to 

become more active partners in the strategy process they will need valid measurement 

models which appropriately account for the value of human capital.

Measuring Human Resource Management and Development 

The need to provide an evaluation component of the human resource interventions is 

increasingly becoming necessary for HR professionals (Holton, 1996; Swanson, 1998). 

This next session reviews the case for measurement, provides evidence that investments 

in HR add value for the firm and summarizes various measurement methodologies.

The Case for Measurement

Holton (1996) stated that in order for results to occur a human resource intervention 

must be “linked with organizational goals (ability), have utility or payoff to the 

organization and the individual (motivation), and be subject to influence factors outside 

HRD (environment)” (p. 15). Previous sections on strategy addressed the first and third
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items on Holton’s list; this section will focus on the utility and payoff identified in his 

second element.

It is becoming increasingly difficult to participate as a strategic business partner 

within an organization without demonstrating the value that is generated through 

investment in the assets that you manage. In the case of human resource professionals 

that asset is people, an asset long thought to be immeasurable. There is a need for the 

development of HR measurement systems that accurately demonstrate the value of 

investment in HR initiatives. Walker and Bechet (1991) say that human resource staff 

functions need to measure both efficiency and effectiveness. They note “Efficiency 

addresses the relationship between key results and short term human resource activities. 

Effectiveness addresses the relationship between key results and longer term issues and 

strategies” (p. 235). They further identify that effectiveness is the extent to which human 

resources support long term business planning and strategies. Their caution is that 

efficiency may not be the goal of the human resource function. They provide an 

example, “An ‘efficient’ source of new hires (defined in terms of cost per hire) may 

indeed be quite ineffective when many of the employees that are hired do not stay with 

the organization for an adequate length of time” (p. 243). Becker and Gerhart (1996) 

prefer the use of effectiveness measures that have natural, meaningful metrics, but they 

caution the use o f HR measures at the corporate level. In their view HR practices differ 

substantially across the business units and facilities and aggregate measures may lose 

some of their meaningfulness. Boudreau and Ramstad (1997) note that while HR 

processes have evolved from administrative activities to those having strategic

significance, we have not seen a corresponding human resource measurement system.
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Gray (1986) echoes the support of strong information systems, noting that it is difficult 

for a strategic planning system to reach its full potential without support of the 

appropriate control systems.

Evidence that a Focus on Human Resources Adds Value

In a review of the theory and practice of demonstrating the financial benefit of human 

resource development Swanson (1998), summarizes a number of HRD studies that 

demonstrate how focused and systematic HRD interventions can lead to positive returns. 

Delery & Doty’s (1996) study also shows strong relationships between individual HR 

practices, such as profit sharing, results-oriented appraisals, and employment security and 

important accounting measures of performance. Delaney & Huselid’s (1996) study 

suggests “that progressive HRM practices, including selectivity in staffing, training, and 

incentive compensation, are positively related to perceptual measures for organizational 

performance” (p. 965). These and other studies begin to make the case for investments in 

HRD. The two studies summarized below are cited frequently (Gubman, 1998; Pfeffer, 

1998) as solid evidence that investments in HR lead to enhanced financial results for the 

organization.

Welboume and Andrews. The study by Welboume and Andrews (1996) captured 

considerable of attention in that it showed that an investment in human resources was a 

predictor of long-term survival and viability for organizations. The study focused on 136 

non-financial companies that made their initial public offering (IPO) in 1988. These 

companies were evaluated to determine the extent to which they considered their 

employees to be a source o f competitive value. The prospectus for each of these

companies was examined and coded using the following items.
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1. The company’s strategy and mission statements cited employees as a 

competitive advantage.

2. A training program for employees was mentioned.

3. An officer with responsibility for human resource management was listed.

4. The extent to which full-time rather than temporary or contract employees were 

used.

5. The employee relations climate.

These documents were also examined to determine if organization-based compensation 

programs (stock options and profit sharing) were available for all employees or only 

management.

The results of this study showed that while the companies that valued human 

resources were initially valued lower at the time of the IPO, those same companies had 

much higher values and survival rates five years later than those that did not recognize 

the value of human resources. The results are significant for two reason: 1) this study 

clearly relates investments in people to organizational success and survival, 2) the 

financial valuation systems failed to recognize the value of investments in human 

resources and saw only the costs. It is this second point which surfaces the disconnect 

between what the financial statements reflect and the true value of an organization. The 

analysts who were conducting the valuation process to determine the initial IPO price 

saw employee profit sharing plans as a drain on the returns that could accrue to the 

stockholder’s thus the market reacted negatively to firms using their capital for employee 

reward programs. The analysts were unable to account for the benefit that these policies

would have on the efficacy of these organizations and so they submitted a lower
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valuation for these companies. In examining these companies five years after the IPO, 

the researchers found that, “a firm that has a high level of human resource value and a 

high level of organization-based employee rewards boosts its chance of survival to .92” 

( P - 911).

Huselid. Huselid’s (1995) study was designed to be a comprehensive evaluation of 

the links between systems of high performance work practices and firm performance. In 

this study high performance work practices included comprehensive employee 

recruitment and selection procedures, incentive compensation and performance 

management systems, and extensive employee involvement and training.

Nearly 1000 firms participated in the study by submitting a questionnaire that had 

been mailed to the senior human resource professional in each of the firms. The results 

indicated that high performance work practices are shown by firms to lower employee 

turnover and result in greater productivity and corporate financial performance. In fact in 

this study the magnitude for returns on investments in high performance work practices 

was substantial. “A one-standard-deviation increase in such practices is associated with a 

relative 7.05 percent decrease in turnover and, on a per employee basis, $27,044 more in 

sales and $18,641 and $3,814 more in market value and profits, respectively” (p. 667).

This study is currently being replicated by other researches to see if the results can be 

substantiated. While future researchers may find varying results in the financial 

performance associated with these practices, this study initiated that further research and 

broke ground by demonstrating that effective human resource practices can increase the 

value of the firm.
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Beyond Evaluation

Evaluation techniques for many years have relied on the four levels proposed by 

Kirkpatrick (1994): reaction (satisfaction), learning results, changes in behavior 

(transfer), and organizational performance. In many cases, unfortunately, the evaluation 

of a human resource initiative rarely went beyond the first level. Increasingly 

organizations are expressing an interest in evaluating the organizational results that can 

be demonstrated by an investment in human capital. The organization may proclaim that 

people are their most important asset, but that doesn’t mean they aren’t interested in the 

return generated for an investment in that asset.

Kaufman & Keller (1994) suggest that evaluation techniques are often underutilized 

and inappropriately applied in organizations. They identify three reasons for this:

1. the most-used definitions and models of evaluation often are too restricted,

2. we do not ask the right questions for evaluation to answer, and

3. the relationship between ends and means is not made clear in the evaluation, 

planning, and implementation process, (p. 371)

They propose modifications to Kirkpatrick’s four-level evaluation model to include the 

consideration and determination of the value and worth o f resources, and an added level, 

which deals with the impact and consequences in, and for, society. They also support the 

extension of the evaluation model to organizational interventions beyond training.

Phillips (1996) model of evaluation gets right to the issue of effectiveness and 

performance. The three levels of evaluation in his model are:

1. Measures of Perceived Effectiveness

2. Measures of Performance
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3. Measures o f Return on Investment (p. 60)

While there are few human resource professionals who would question the need to 

measure beyond perceived effectiveness, there is Little agreement and very few step by 

step guides that show how to measure performance. While human resource professionals 

readily grasp the concept, there is not a clearly understood approach to demonstrating this 

value. The mistake that some organizations make is in trying to apply financial ratio 

analysis and measurement models to human resource initiatives. A discussion of the 

problems arising from using these models and in particular the Return on Investment 

(ROI) methodology will be presented in the following sections.

Cost — Benefit Analysis

Swanson and Gradous (1988) presented a model and method for forecasting HRD 

outcomes for business and industry in dollars and cents. Their basic HRD benefit- 

forecasting model and the methods that were introduced consisted of the following 

components: “(I) the performance value to result from the HRD program, (2) the cost of 

the HRD program, and (3) the benefit resulting from the HRD program” (p. 21). While 

this approach was relatively simple and straightforward it does provide focus on the 

performance value as the key component in financial benefit forecasting.

Cascio (1987) uses the term cost accounting to refer to his cost-benefit approach to 

HR analysis. He recognizes as Swanson & Gradous (1988) do, that performance is a key 

factor. Cascio introduces the use of a performance ratio to measure individual 

productivity. He also introduced the Cascio-Ramos estimate of performance in dollars 

(CREPID) model to value an increase in productivity for an individual. The approach
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assumes that the employee’s salary is an economic value of the employee’s labor. The 

analysis is described as follows:

CREPID breaks down each employee’s job into its principal activities, assigns a 

proportional amount of the annual salary to each principle activity, and then requires 

supervisors to rate each employee’s job performance in each principal activity. The 

sum of the dollar values assigned to each principal activity equals the economic value 

of each employee’s job performance to the company, (p. 182)

The measure represents the performance value and any investment in improving 

performance could be measured against the cost incurred in increasing that level of 

performance.

Jarrell (1993) notes that cost-benefit and utility analysis are used most often to

evaluate human resource procedures and programs. But he warns, “Using cost-benefit

analysis alone, it is difficult to determine or obtain precise estimates of human resource

costs and usually impossible to obtain precise estimates of human resource benefits” (p.

239). However, he goes on to say that precise estimates of costs and benefits are not

always necessary where the evaluation is intended to support the planning process.

Approximate estimates are useful for allowing comparisons among several alternative

programs, increasing planners’ awareness of the costs and benefits, and in revealing

hidden costs and benefits and improving the ability o f planners to judge value.

Return on Investment (ROD

Phillips (1996) calls ROI analysis the “ultimate level of evaluation” (p. 61) in the

evaluation of the actual return in a HR program. His discussion o f when to use ROI

illustrates that a measure of this type is not always appropriate. In fact in a table
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developed to provide guidance on when to use the ROI approach there are only two 

areas where he finds the use of ROI calculations to be highly appropriate. Those two 

human resource functions are in Safety and Health and Productivity/Quality 

Improvement (p. 301). The conclusion that can be drawn by human resource 

professionals is that unless they manage or contribute to the effectiveness o f either of 

these two functions they are unable to apply the “ultimate level” of evaluation to their 

programs.

Swanson (1998) cited several early HRD financial studies that used the ROI approach 

to demonstrate the value of HRD interventions. He noted that these studies 

“...demonstrated that HRD imbedded in a purposeful performance improvement 

framework — and systematically implemented — yielded very high returns on 

investments, an ROI of eight to one or more in a year or less” (p. 289). These results are 

indeed impressive and demonstrate the clear value of HRD interventions. Unfortunately, 

in the financial world high returns are associated with high-risk projects (Brigham, 

Gapenski, & Ehrhardt, 1999), and the reporting of high ROI’s reinforces the perception 

that investments in HRD programs are risky.

Fortunately, there is an approach that is more inclusive. Rather than scramble to 

develop the financial projections that are required to calculate the ROI, the Return On 

People™ (ROP) approach introduces a concept called threshold ROI (Provo & Neumann, 

1998). This method provides an alternative approach for human resource professionals. 

First, it discourages the presentation of a definitive ROI percentage. As mentioned above 

high ROI’s are associated with high levels o f risk. Investments in human resources are
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typically small relative to the benefits received and the reported ROI’s do little more 

than signal management that the investment is risky.

Second, the line managers are involved and asked to quantify their perceptions of 

what an increase in performance is worth to them. This process has been demonstrated to 

work even for highly skilled jobs where output has been difficult to measure. To 

demonstrate how this would happen; the ROP™ approach suggests a process where 

people who know the job well are asked to rank incumbents in a particular job. They are 

then asked to differentiate the performance of people who are in the top 75% vs. the 

bottom 25%. Fora project manager the list of brainstormed differences may include such 

things as: does a better job of budgeting projects, delivers more work on schedule, works 

well as a team, mentors others, etc. For those items where there is consensus that there 

are differences in performance the managers are asked to quantify the value of these 

different levels of performance. There will naturally be a bit of disagreement around the 

exact value and it is safe to use the lowest numbers that are proposed. Totaling up the 

values assigned to these increased levels of performance gives the human resource 

professional the measure of impact that these jobs can have. By asking the finance 

department what the hurdle rate is for investment analysis the impact can be grossed up 

to cover that return requirement. That figure can than be divided by 1.3 (the level of a 

shift in performance by 1 standard deviation) to determine the minimum level of 

performance that is required to make this investment viable.

Benchmarking

Benchmarking is a comparative measurement process for evaluating performance. It

is a systematic and continuous process for measuring and comparing business processes
61

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

against process leaders within and outside of an organization. According to Watson 

(1993) “The purpose of strategic benchmarking is to sustain the long-term improvement 

of key business processes that provide for continuing competitive advantage for a 

company” (p. 79). He further describes benchmarking in terms of four principles.

• Reciprocity: The knowledge exchanged must be based on reciprocal relationships 

where both parties win.

• Analogy: Operational processes must be comparative or analogous to achieve the 

highest degree of knowledge transfer.

• Measurement: The objective of a measured performance comparison is to 

understand why varying degrees of performance exist and understand what 

contributed to higher performance.

• Validity: Valid data must be collected and used for process comparisons.

Fitz-enz (1993) strongly advocates the use of solid measurement data, but is less

confidant in management’s ability to perform quantitative analysis.

Benchmarkers need quantitative data with which to distinguish best practices from 

others as well as to measure the results of their efforts. Unfortunately, many business 

people in the United States are not strong in quantitative analysis. By taking a value- 

adding perspective and tracing the route from staff processes to customer value, they 

can generate the date needed and easily understand what it implies, (p. 55) 

Benchmarking is fundamentally about adding value by investigating processes and 

making improvements based on comparative information. The external data gathered 

becomes a comparative indicator of performance. Measurement applies throughout the
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process and Fitz-enz (1993) notes that benchmarkers need measurement for at least four 

reasons:

1. To know where they stand at the beginning.

2. To decide if a given process improvement might add value and how much value it 

might add.

3. To qualify potential benchmark partners.

4. To monitor and evaluate the results o f the benchmarking effort (p. 73)

The use of benchmarking can aid an organizations assessment of business process and 

properly applied can enhance the strategy process by drawing attention to processes that 

truly are best in class. This awareness can be an important insight into what capabilities 

an organization may want to invest in and the identification of processes that may be 

performed better by others.

Balanced Scorecard

Kaplan and Norton (1996) introduced the balanced scorecard as strategic 

management system that could be used to measure strategy and results over the long run. 

The balanced scorecard approach was somewhat unique in that it suggested that 

organizations need to move beyond management of financial indicators only and also 

include objectives, measures, targets, and initiatives based on the customer, internal 

business processes, and learning and growth. The organizational scorecard should 

highlight those processes that are most critical to improved performance over the long 

term, in all areas.

63

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

While the scorecard can be used as a measurement system, the authors point out that 

the real value comes from using the balanced scorecard as a  management system. They 

show how this system can be used to:

• clarify and gain consensus about strategy,

• communicate strategy throughout the organization,

• align departmental and personal goals to the strategy,

•  link strategic objectives to long-term targets and annual budgets,

•  identify and align strategic initiatives,

•  perform periodic and systematic strategic reviews, and

• obtain feedback to leam and improve strategy, (p. 19)

The balanced scorecard has two applications for HR managers. The obvious 

application from an organizational perspective is to determine what should be measured 

and managed in the learning and growth perspective. The authors suggest that their 

experience has surfaced three principal categories for this perspective:

1. Employee capabilities

2. Information systems capabilities

3. Motivation, empowerment, and alignment (p. 127)

The key in determining what to measure in each of these categories is to determine what 

performance objective will indicate alignment with business strategy and will contribute 

to the achievement of the objectives set for the financial, customer, and business 

processes.
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A second application can be employed by the senior human resource manager in a 

large organization where human resource activities are decentralized throughout the 

organization. This can happen if the group is geographically dispersed or one when 

human resource professionals are resident in various divisions or aligned with particular 

products throughout the organization. An individual charged with the responsibility of 

managing and evaluating effectiveness in such a decentralized organization can use the 

balanced scorecard approach to measure the performance o f one area against another and 

roll up results in such a way that provides insight into the performance of various human 

resource functions.

Cautions in the use of Financial Analysis Tools to Evaluate HR Programs

Early adopters of capital budgeting and financial accounting techniques to evaluate

human resource programs were sharply criticized by Hunter, Schmidt, and Coggin (1988)

who claimed in their view that “...many of these methods are often conceptually and

logically inappropriate” (p. 522). Their skepticism and concern were driven primarily by

the definition of utility and the translation of that concept to a financial analysis.

Boudreau’s (1983) early work on utility analysis presented one of the first applications

for the use of capital budgeting as applied to such traditional human resource functions as

selection and training. Boudreau believed that utility figures should be discounted and

adjusted for variable costs and the taxation effect. His thinking resulted in a definition of

utility as contribution to after-tax profits. While this early work broke critical ground in

valuing human resource investments in a financial context, it can be difficult to apply a

single utility model to every situation. While Hunter, Schmidt and Coggin (1988) were

critical of the utility model and the application to HR investment decisions, they were
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later challenged by Cronshaw and Alexander (1991) who argued that capital budgeting 

theory can be a useful framework for demonstrating the utility of human resource 

programs. Cronshaw and Alexander encouraged practitioners to use the utility analysis 

models and supported the use o f  capital budgeting techniques that rank investment 

alternatives. They supported providing capital budgeting analysis of HR programs to 

organizational decision makers as a means of identifying relevant investment decisions. 

This debate is central to the issue o f whether financial measurement techniques are 

appropriate in the measurement o f human resources.

Parsons (1997) lists the benefits and limitations of using financial analysis tools to 

evaluate human resource development programs. Her list of advantages follows:

1. These tools help HRD practitioners to look at their programs through customers’ 

eyes and to ask strategic questions.

2. These tools guide practitioners in talking with other stakeholders about their 

programs.

3. HRD financial analysis tools provide a rationale way of making decisions.

While the application of financial models may provide some comfort in being able to

demonstrate value in dollar terms, the measures are often misapplied. Parsons (1997) 

recognizes this factor in identifying the limitations of using financial models:

1. These tools are unidimensional, in that they only capture aspects of performance 

that can be translated into dollars and cents.

2. HRD financial analysis tools have difficulty measuring aspects of performance 

where the feedback between action and effect is not immediate or direct.

3. The analysis is only as useful as the information and values on which it is based.
66

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

Her third point is true of most any analysis, although the values associated with 

people may understandably be more of a factor than the values associated with a capital 

asset. The outcome of a financial analysis for a human resource intervention is often a 

cost benefit analysis where the responsibility for justifying the assumptions falls back to 

the human resource managers to defend. This propose - defend trap is a sure way to 

frustrate the human resource professional and the line managers. The key is in 

demonstrating the value of investments in capabilities in a way that the line managers can 

understand and believe.

Drew (1996) notes that “ ...direct transfer of financial models to management of 

knowledge is limited in scope, presents conceptual difficulties, and if implemented could 

result in poor quality, over-simplified decision-making” (p. 13). In their discussion of the 

historical limits of financial measurements Boudreau & Ramstad (1997) expound on the 

danger of simply applying financial accounting measures to human resources. They 

remind us that accounting systems were developed over 500 years ago to be used as an 

internal management control device. The direct application to HR would be the 

development of a measurement system that was primarily used by decision-makers 

within the HR function. This is the activity monitoring function o f HR that provides 

insight on the efficiency of HR by measuring cost per hire or turnover rates, but does not 

provide insight into the impact that HR practices have on the competitive positioning of 

an organization.

An Alternative Human Capital Measurement Approach

‘The key to financial accounting is the consistent application o f accounting rules

producing comparable information across organizations” (Boudreau & Ramstad, 1997, p.
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350). Given this rationale, it is a short leap to supporting the notion that HR 

measurement could be used much the same way where certain HR practices could be 

evaluated across organizations or even across divisions in a decentralized organization. 

Human resource managers need a set of measures that appropriately account for the 

return on their assets, people. Boudreau and Ramstad (1997) use the differentiation 

between accounting and finance to differentiate between the professional and strategic 

applications of HR measures.

HR measurement systems should focus beyond simple descriptions of past activities, 

similar to traditional accounting. They should not be satisfied with measurement 

systems that merely satisfy regulatory requirements. Instead, HR measurement 

should adopt a predictive perspective, similar to finance, (p. 351)

Boudreau & Ramstad (1997) are also clear in their recommendations for applying 

lessons learned from financial history to the strategic role of human resources. They note 

that it is critical to establish linkages between business needs and HR processes and to 

understand constraint analysis as a way of developing appropriate and useful 

measurement systems. Specifically they recommend that HR professionals:

• Build on the value chain. One way for HR to be a “business partner” is for HR 

managers and their constituents to tmly understand the value chain and what it 

reveals about key constraints.

• Search fo r  constraints. For HR measures to create change, they must identify and 

alleviate critical constraints.

• Use data models even i f  the data are imperfect. Both financial measurement and

marketing measurement do not require perfectly objective information. In fact,
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their evolution shows that they began with very imperfect data, but with very 

coherent models o f the value linkage, (pp. 352-353)

The proposed process to improve the likelihood that human resource initiatives are 

funded appropriately will be applied to the case study used for this thesis. The approach 

developed by the Return on People™ Practice area (Ramstad, 1988) provides the 

business case context and tools to enhance the role of human resource professionals as 

strategic partners. The approach encourages human resource professionals to focus on 

the impact o f human capital investments, not simply efficiency and effectiveness. These 

concepts are incorporated into the PeopleSCOPE™ Human Capital Framework discussed 

in the next section.

PeopleSCOPE™ Human Capital Framework

The Return On People™ approach has been incorporated into a framework for the

purpose of aligning an organization’s human resource interventions in a way that

increases the firm’s value. This framework can also be used to analyze the human capital

implications of the firm’s strategy, or to build an organizational strategy that leverages

human capital. This framework has been used in a number of workshop settings and to a

limited extent in the development of HR strategies for specific organizations. However,

it has not been used to date to develop a capabilities strategy for an organization.

The framework first appeared in the literature as the PeopleVantage Model o f

Strategic Human Resource Management (Boudreau, 1998). The model was further

developed and positioned primarily as a way to convey the synergy between

organizational strategy and human capital investment (Boudreau & Ramstad, 1999a).

The resulting framework, the PeopleSCOPE™ Human Capital Framework can be seen in
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Figure 5. While initially a model to link HR metrics in a  way that increases their 

strategic impact to the organization, the implications for strategic positioning based on 

capabilities can not be ignored.

That framework presents a process whereby an organization can analyze the effective 

deployment of capital by looking at how investments in HR activities contribute to the 

increased capabilities, opportunity or motivation necessary for aligned action in pivotal 

roles. The investment is only truly strategic, if in addition to efficiency and effectiveness 

the interventions are focused on improving the business processes that lead to sustainable 

strategic advantage.

Figure 5. The PeopleSCOPE™ Human Capital Framework
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To provide further insight into the potential applications of the PeopleSCOPE™

Human Capital Framework it is helpful to understand the intended use and also the

process that a researcher or practitioner would undertake to uncover the key human

capital implications. The framework is intended to build line of sight from an
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organization's people to the specific elements of competitive advantage. The 

framework builds on business strategy, value creation, financial analysis and strategic 

human resource management to analyze economic value through the human capital lens 

(Boudreau & Ramstad, 1999b).

At each level of the framework questions are asked of the organization, which are 

intended to uncover the human capital implications of the strategic positioning. The key 

capability questions that are asked at each level o f the framework are presented in Table

3. The incorporation of the questions into the framework as presented by Boudreau and 

Ramstad (1999b), can be found in Appendix A. These questions were developed by to 

facilitate a discovery process that could be lead by the Human Resource function or 

initiated at various levels within the organization where human capital constraints affect 

strategy execution. The first two elements are primarily focused on the organization 

strategy while the following five begin to delve into the human capital implications of the 

organizational strategy and key business processes.

This framework allows for an examination of the perceptions of the impact that

capabilities can have on the accomplishment of strategic objectives. There is also an

opportunity for HR leaders to analyze the human capital implications o f a given

organization strategy. The framework can be used to move the HR focus from one of

efficiency and effectiveness to a concentrated effort to look at HR investments that have a

financial and strategic impact on the organization. The application of this framework to

identifying and analyzing human capital issues that are affecting key business processes

is fundamental to the ability of the organization to sustain strategic advantage. This

perspective changes the approach that HR professionals use in proposing investment HR
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Table 3

Capability Questions Asked for Each Value Lens Element of the PeopleSCOPE™ Human 
Capital Framework

Value Lens 
Element

Primary Capability 
Question

Secondary Capability Questions

Sustainable
Strategic
Advantage

How do we compete? What unique value do we create within this 
industry?
W hat value chain elements are critical to 
success?
How do we generate returns from the value 
created?

Business
Processes

What must we 
execute well?

How do our processes link to the value 
chain?
How does our network of processes create: 
sustainability, synergy, and advantage?

Pivotal Roles Which talent pools 
make or break key 
business processes?

Affect the critical constraints.
Build and protect the strategic resource. 
Variance in performance has the greatest 
strategic effect.

Aligned Action What employee 
behaviors make the 
biggest difference?

W hat are the moments of truth? 
Which behaviors most affect business 
processes?
Which behaviors most affect key 
constituents?

Human
Capacity

What people 
elements must exist? 
(COM)

Capability-Can they do it? 
Opportunity-Do they get the chance? 
Motivation-Do they want to?

HR Bundles What work practices 
support high 
performance?

Staffing 
Development 
Compensation 
Organization Design 
Succession Planning 
Communication

Investments How do we allocate 
scare resources?

Money 
HR Staff 
Employee time 
HR Influence 
Leadership Attention
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initiatives. The change is one of moving from proposing and defending HR initiatives 

(often on the bases of an ROI or cost-beneflt analysis) to showing how an investment in 

HR contributes value to the organization. The HR professionals can then present the 

business case for HR investments that is directly linked to attaining sustainable strategic 

advantage for the organization.

There is a great deal of research yet to be done on the application of this framework, 

particularly in the area of developing a capabilities strategy from the human capital 

perspective. While the framework is illustrative in presenting HR initiatives in a strategic 

and disciplined approach, there has not been a complete case of its application within an 

organizational setting. This framework will be used to guide the research described in 

the next chapter, where the researcher is proposing the development and application of a 

protocol for developing a capabilities strategy for a particular organization.

Summary

it is difficult to participate as a strategic business partner without demonstrating the 

value that is generated through investments in the assets one manages. The challenge for 

HR professionals is to demonstrate the value of investments in an asset, people, which 

has long been thought to be immeasurable. Measurement o f human capital investments 

needs to consider effectiveness, efficiency and impact.

There is growing evidence that investments in HR interventions can yield a financial

benefit to the organization beyond just the efficiencies o f doing something faster or

reducing cost. Swanson (1998) summarizes a number o f studies, which demonstrate how

focused and systematic HRD interventions lead to positive returns. Welboume and

Andrews (1996) showed that an investment in human resources was a predictor of long-
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term survival and viability in their study of firms five years after their initial public 

offering. Huselid (1995) provides a comprehensive evaluation of the links between 

systems of high performance work practices and firm performance. These studies are 

important groundwork in looking at HR investments as value adding, not just cost 

reducing.

One of the challenges toward understanding the value generated by HR investments is 

the current evaluation systems used by HR professionals. If investments in human capital 

are going to be seen as increasing value for the firm, the evaluation systems need to go 

beyond Kirkpatrick’s (1994) four levels. Phillips (1996) proposes three levels of 

evaluation that include effectiveness, performance, and return on investment, but there is 

little in the way of a concrete application of these measurement systems to most HR 

interventions.

Two other ways that organizations attempt to measure their HR practices are through 

the use of Benchmarking and the Balanced Scorecard. Benchmarking provides a 

systematic and continuous process for measuring and comparing performance against 

others within and outside of the organization. It is fundamentally about adding value by 

examining business processes for the purpose of making improvements. The balanced 

scorecard approach can be used as both a measurement and management system. The 

applications to HR managers it so obtain an organizational perspective on what should be 

measured in the category of learning and growth, one of the four areas measured by the 

scorecard. The second application is in a decentralized HR function where the senior HR 

manager wants to compare HR practices across the organization.
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Human resource professionals should be cautioned against the application of 

financial accounting techniques to evaluate their initiatives. Financial techniques were 

developed to ensure maximum returns on capital, which for decades has been considered 

the scarcest resource in an organization. Today the scarcest resource is human capital 

and measurement systems that optimize capital and not people will result in the 

misapplication of resources. One of the biggest cautions is in the use of Return on 

Investment (ROI) analysis. To the financial analyst a high ROI signals a high-risk 

investment. Studies and analysis that show the high ROI of HR investments only further 

the organization's assessment that investments in people are risky.

Given the inconsistencies and the limitations of the measurement practices presented 

in the literature review, this study will embrace an emerging approach being developed 

by Personnel Decisions International (PDI). The Return On People™ approach is a 

systematic way of examining investments in HR practices in a way that distinguishes 

between the efficiency, effectiveness and impact of these investments. This approach has 

been further refined through the development of the PeopleSCOPE™ Human Capital 

Framework, which integrates the human capital implications into the examination of 

organizational strategy. While this approach has a certain level of face validity in the 

presentation of a logical and clean approach to linking HR investments to organizational 

strategy, the process has not been comprehensively applied in an organizational setting. 

This framework will guide the application and evaluation of the research that is being 

proposed for the development of a capabilities strategy.
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Conclusions of the Literature Review

The literature review focused on four areas essential to the development of an 

organizational capabilities analysis through the human capital lens. The research yielded 

perspective and insight that will ground the research question and methodology which 

follow. The research concentrated on:

• The definition and understanding of human capital

• Fundamental models and theories driving organizational strategy

• The application and expectations for strategic human resource management and 

development

• The criticality of applying appropriate measurement systems to the application of 

human resource management and development

Key findings in this research will be summarized and synthesized here to set the 

context for the resulting research question that will ground this study. The concept of 

human capital surfaced a number of issues critical to this study. It is essential to note first 

however, that human capital is only one component of the much larger framework of 

intellectual capital. This study will incorporate only what is understood to be human 

capital, acknowledging that there are similarities between human capital and other 

components of intellectual capital. The study of human capital and the unique 

characteristics of this asset, which demand that it be treated differently than other 

organizational assets, is the foundation on which this study is based. In understanding 

how human capital creates value for the firm a resulting capabilities strategy can be 

developed to leverage investment in people.
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The review o f organizational strategy models and methods provides a platform for 

integrating the economic fundamentals, which drive strategy into a framework that 

incorporates the value that capabilities bring to the strategy process. The examination of 

the internal and external environment is the necessary first step for any strategy process 

and in this case provides the context within which the organization’s value chain can be 

analyzed. This analysis provides the initial look at how an organization’s capabilities add 

value to the market place and provides the starting point for determining how those 

capabilities can be leveraged.

Since human resource professionals are charged with the management of human 

resources and it is those resources that create organizational capabilities, an examination 

of HR’s role in the strategy process was undertaken. The literature surfaced an 

increasing need for HR professionals to be involved in the strategy development process. 

The shift represents a movement from their traditional role of simply aligning human 

resource activities to support the organizational strategy. The capabilities based process 

being proposed in the next section requires a human capital perspective and suggests a 

more strategic role for the HR professional.

Finally, the review of the literature included an investigation into human resource

measurement systems. It is apparent that there are a number of academics and

practitioners who believe that measurement of human resource practices is critical, but

there seems to be a great deal o f struggle and not much definitive consensus on the

appropriate measurement methods. There is growing evidence that the application of

financial accounting methods to human resource initiatives is a flawed process. The key

question then is to propose a system that truly reflects the value of human capital and can
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be supported by the organizational leaders as sound and useful. Two methods that are 

starting to show promise are the Return On People™ approach and PeopleSCOPE™ 

Human Capital Framework. The key to successful integration of HR interventions with 

strategic positioning seems to be in determining the impact that is needed to sustain 

competitive advantage and then applying the most effective human resource intervention 

in an efficient manner. The fundamental approach requires working backwards and 

focusing on impact and effectiveness before efficiency.

The research supports the need for an organizational capabilities view of the 

organization. This approach needs to be constructed through the human capital lens. 

Finally, the approach has to be supported by a measurement system that correctly 

measures the value of investments in human capital.
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CHAPTER 3 

METHODOLOGY

This study of organizational capabilities strategy relies on the integration of several 

research techniques conducted through a  case study methodology. These methods are 

dictated by the nature of the question and the resulting sub-questions, and include 

expertise-based evaluation and a variety of data collection methodologies including 

interviewing, surveys, documentation review and observation.

Research Questions

To develop a format for the study of an organizational capabilities strategy from the 

human capital perspective the research question will be presented with a proposed 

methodology for investigating each of the resulting sub-questions. The central research 

question is as follows: How does an organization develop an organizational 

capabilities strategy from the human capital perspective and what are the resulting 

human resource management and development implications?

This research question was divided into three sub-questions. These sub-questions are

1. Can a human capital framework be used to develop a sound organizational 

capabilities strategy protocol from the human capital perspective?

2. Can human resource professionals use a human capital protocol to facilitate the 

development of a capabilities strategy process for their organization?

3. What are the human capital decisions emerge throughout the organization as a 

result of using the human capital protocol?

The questions are derived from the literature review, which suggests that an

organization views its human capital as a source of strategic advantage when the
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company is basing its competitive positioning on the development of distinctive and 

sustainable competencies. This proposition presents the theoretical foundation to ground 

this study.

Research Methodology 

The research follows the general guidelines for case study research put forward by 

Robert Yin in his book. Case Study Research: Design and Methods 2nd Edition (1994). 

“Case studies are the preferred strategy when ‘how’ and ‘why’ questions are being posed, 

when the investigator has little control over events, and when the focus is on a 

contemporary phenomenon within some real-life context” (Yin, 1994, p. I). One of the 

key characteristics is that “ ...the case study allows an investigation to retain the holistic 

and meaningful characteristics of real-life events...” (Yin, 1994, p.3)

This methodology includes the following general phases:

1. Determine the study questions

2. Design the case study

3. Prepare for data collection

4. Coilect the evidence

5. Analyze the case study evidence

6. Compose the case study “report”

Table 4 presents an overview of the process steps in Yin’s methodology.
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Table 4

Summary o f Yin’s Case Study Methodology

Step Process and Intent
Determine
Study
Questions

A literature review is conducted to determine the questions most 
significant for the topic and to gain some precision in formulating these 
questions.

Design the 
Case Study

The design should consider the study questions, its propositions, the unit 
of analysis, the logic linking the data to the propositions, and the criteria 
for interpreting the findings.

Prepare for 
Data
Collection

The data collection is dependent on the training and experience of the 
investigator because of the interaction between the theoretical issues being 
studied and the data being collected. Once in the field, the case study 
fieldworker is an independent investigator and cannot rely on a rigid 
formula to guide behavior. The case study protocol contains the 
procedure and the general rules that will be followed.

Collect the 
Evidence

Evidence for case studies can come from six sources: documents, archival 
records, interviews, direct observation, participant-observations, and 
physical artifacts. The principles for data collection are to use multiple 
sources of evidence, have a process for assembling the evidence, and 
building a chain of evidence.

Analyze the 
Case Study 
Evidence

The ultimate goal is to treat the evidence fairly, to produce compelling 
analytic conclusions, and to rule out alternative interpretations. The 
analysis should follow the theoretical propositions that led to the case 
study, as these would reflect the research questions, be informed by the 
literature review, and guide the data collection plan.

Compose 
the Case 
Study 
“Report”

The report should reflect the needs of the potential audience and can be 
shared throughout the process as well as at the conclusion of the research. 
In situations where a sequence of events take place a chronological 
approach can be used to illustrate the causal nature of events.
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This study follows the criteria proposed by Yin and incorporates a variety of 

methods to collect data. Since the analysis o f the findings in a qualitative research 

approach is very dependent on an observation and synthesis of the experience (Mertens 

1998), the researcher will be directly involved in the data collection and process 

implementation within the organization. In case study research the investigator is 

involved in the design o f the study, collection of the data, and the synthesis of the data. 

The effectiveness of the researcher is not dependent on the extent to which they have 

experienced a situation similar to that being studied (Yin, 1994).

The objective throughout this research is to rely on multiple sources of evidence, and 

informed by the literature review, work through the application of a protocol for 

understanding and aligning human capital strategy and actions to improve the 

capabilities of the organization. Yin’s case study methodology will be followed in 

researching each of the three sub questions. Summaries of the methodology, research 

steps, and outcomes for each of the sub questions can be found at the end of this chapter.

Methodology for Research Sub-question I 

The first sub-question requires a process to operationalize a human capital framework 

to develop an organizational capabilities strategy protocol. The framework that will be 

used for this study is the approach outlined by the PeopleSCOPE™ Human Capital 

Framework. This framework has been presented in a number o f practitioner workshops, 

classroom settings, theoretical discussions, and in initial discussions with HR clients 

(Boudreau & Ramstad, 1999b) but has not been implemented in a thorough way in any 

organization as of the time of this research study. The process to expand this framework
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will incorporate both a scholarly and practitioner critique and the development of an 

accompanying implementation protocol that can be used for a specific organization.

Specifically sub-question 1 asks, “Can a human capital framework be used to 

develop a sound organizational capabilities strategy protocol from the human 

capital perspective?”

This sub-question was approached using a two step analysis. The first step was to 

critique the PeopleSCOPE™ Human Capital Framework that has been selected for use in 

this study. The second step was to incorporate the findings from the critique into the 

development o f a human capital protocol that can be used to guide the development o f a 

capabilities strategy within a particular organizational setting. These processes are 

explained more fully below.

Critique of the PeopleSCOPE™ Human Capital Framework

The PeopleSCOPE™ Human Capital Framework will be analyzed to ensure both 

theoretical grounding and operational soundness. Experts in academic and organizational 

settings will be used to critique the framework. This method is consistent with Borg and 

Gall’s (1989) expertise-based evaluation methodology. Scholarly critique will be drawn 

from one expert in each of the following areas:

(a) industrial/organizational psychology and human resource development; and

(b) economics and strategy.

These experts were selected on the basis of their professional relationship with the

researcher and an expressed interest in the development of human capital strategy.

The framework will also be critiqued by two practitioners who have expertise in

strategy, who understand the human resource implications of organizational strategy, and
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have expressed a desire to explore alternative approaches to developing capabilities 

strategies. Each practitioner will be asked to critique the work for operational soundness, 

with a particular view of the human capital perspective.

Each respondent will participate in a one hour meeting with the researcher during 

which the PeopleSCOPE™ Human Capital Framework will be reviewed and the process 

for critique of the framework will be presented. The respondents will leave that session 

with the documented instructions for completing the critique and the accompanying 

questions. These instructions and questions will also be sent via email to facilitate an 

electronic response. The meeting guideline and complete critique protocol can be found 

in Appendix B. Respondents will be asked to answer the following six questions 

proposed to evaluate the theoretical and practical soundness of the framework and to 

gather insights on the applicability of using this model to develop a capabilities based 

strategy from the human capital perspective. The framework is being evaluated on its 

utility in guiding an organization through a process which links HR capability investment 

to desired business outcomes.

1. Please comment on the theoretical and/or practical soundness of the 

PeopleSCOPE™ framework as a tool for building a capabilities based strategy.

2. Please comment on the extent to which the PeopleSCOPE™ framework appears 

to represent an approach for developing a capabilities based strategy.

3. Please comment on the extent to which the PeopleSCOPE™ framework 

represents the content elements that must be analyzed in developing an 

organizational capabilities strategy. Your critique may include specific
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objectives, desired participant levels, and approaches for uncovering the 

elements at each level of the value lens.

4. Please comment on the model’s potential to yield a capabilities based strategy that 

considers the human capital perspective.

5. Please comment on the practicality of the PeopleSCOPE™ framework. How 

useful and functional is this approach to a theoretical or practical understanding of 

the development and/or implications of a capabilities based strategy.

6. Please feel free to comment on any other aspects of the framework which may be 

helpful from either a theoretical or practical perspective.

The responses from the scholars and practitioners will be synthesized to integrate areas of 

agreement and understand areas of disagreement between the two perspectives (Seidman,

1998). The researcher will search for connecting threads and patterns among the 

responses and present specific excerpts that provide insight into the theoretical and 

practical applications of the framework. Findings from this analysis will be used as a 

basis for designing the protocol for the human capital strategy in the organizational case 

study and to surface any elements that may require additional definitional context or 

grounding. Again, it is important to note that the intent of this analysis is not to revise the 

PeopleSCOPE™ Human Capital Framework, only to provide insight into issues that may 

arise in its application and to provide detailed information for inclusion in the human 

capital protocol.

It is anticipated that the process for introducing the PeopleSCOPE™ Human Capital

Framework and the protocol to operationalize this process will be further modified after

they are applied to the case study. While this process is iterative, the validation of the
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framework will be complete with the critique by the scholarly experts and practitioners. 

Further refinements that result from the application of the PeopleSCOPE™ Human 

Capital Framework during the case study will be covered in the research findings and 

discussion sections o f this study, Chapters 4  and 5 respectively.

Developing a Protocol for Using the PeopleSCOPE™ Human Capital Framework

The critique o f the PeopleSCOPE11"1 Human Capital Framework in the previous step 

will be used to develop a process for application in an organizational setting. A 

preliminary project plan outline is presented in Appendix C. This process will identify 

the fundamental steps envisioned for the application of the framework in the development 

of a capabilities strategy. The integration of the critique findings and work with the 

subject organization will be needed to develop the specific actions, outcomes and 

involvement needed to apply this protocol within the organization. The steps presented 

below summarize the protocol for conducting a case study to discover whether the 

PeopleSCOPE™ human capital framework can be used to develop an organizational 

capabilities strategy.

1. Project Planning

2. Fieldwork to uncover mental models and define the value chain

3. Identification of members to participate in the strategy development workshops

4. Training the HR team members who will assist in the workshop facilitation

5. Conducting a strategy workshop with members throughout the organization to 

uncover areas where investment in human capital add value

6. HR debriefing session to apply the workshop insights to an HR strategy
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7. Creation of a report on the human capital implication of a capabilities based 

strategy

8. Brief the results to the leadership team and present measurement models which 

encourage human capital investment ownership across the organization

This sub-question requires both the development o f the protocol for applying the 

framework within an organizational setting and the application of that process. The 

subject of the proposed case study is Select Comfort®, a rapidly growing company that 

went through an initial public offering in December o f 1998. This organization has been 

selected because they have realized rapid growth in the few years since their inception, 

and with the recent IPO find themselves is a situation where their constraints are 

capabilities, not access to capital or customers. The organization presents a unique 

opportunity to investigate the applications and outcomes o f a capabilities strategy 

process. A complete description of the organization and key components o f the firm’s 

business and growth strategy are presented in Appendix D.

Given the definition provided by Stalk, Evans, & Shulman (1992) that capabilities are

found in strategically understood business processes that deliver value to the customer

and are demonstrated through speed, consistency, acuity, agility and innovativeness, it

seems that this organization is in a position to undertake a capabilities based strategy. In

addition, after an initial interview with the Vice President o f Human Resources and the

Vice President of Supply Chain management (personal communication, January 13,

1999) it was confirmed that the execution of the strategy outlined above is very much

dependant on being able to attract, develop, and retain talent. This issue was profiled in

Inc. 500 (Fenn, 1997) which showed that Select Comfort was being challenged to hire
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two employees per day, in a tight labor market, during 1996 and 1997 just to keep pace 

with their rapid growth.

The case study methodology proposed here will allow for full participation by the 

senior human resource professional and other members of the human resource 

department. The researcher will enlist the HR department and engage with key line 

managers and members of the Executive Team to study the interaction and effects of the 

development of a capabilities strategy. In addition to the observation of the application 

of a capabilities based strategy methodology, other evidence such as internal and external 

documents and interviews will be incorporated. The various sources of evidence will 

enhance the design validity through triangulation and the use of referential materials 

(Newman & Benz, 1998).

In an exploratory study the data collected during the pilot phase are then used as part 

of any ensuing case study (Yin, 1993). This approach is true of this study as well, as the 

initial data gathering will be used to build the executive interview protocol, and data 

gathered from those interviews will be incorporated into the briefing and training sessions 

that follow. The identified outcomes of a capabilities based strategy process are outlined 

in Appendix E.

The key to interpreting the results of this case study are to continue to tie the findings

back to the theories of human capital, strategy, and measurement that inform the

development of a capabilities strategy. The theory and research presented in the literature

on the application and benefits of developing a capabilities based strategy will be the

level at which the case study results will be generalized. This process is referred to as

analytic generalization (Yin, 1994) and is the method by which previously developed
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theory is used as a template with which to compare the empirical results o f the case 

study. Using this approach, the case study will be used as basis for suggesting further 

application of the human capital protocol being proposed for developing a capabilities 

strategy. While it is unlikely that the results will modify the theory underlying the 

capabilities approach to strategy, further exploration and real life application is intended 

to further the understanding of this practice and more importantly to further the linkage 

from HR investments to business results.

Methodology for Research Sub-question 2

The second sub-question asks, “Can human resource professionals use a human 

capital protocol to facilitate the development of a capabilities strategy process for 

their organization?

This question will be examined by looking at HR’s current role in the organizational 

strategy processes and by gathering information throughout the process application to see 

how the use of the human capital protocol has influenced the way that the HR 

professionals affect and respond to strategic decisions. There are two primary activities 

from which information to answer this question will be gathered. The first is to 

understand the role that HR currently plays in organizational strategy. This information 

will be gathered through an interview with the Senior HR professional and on-going 

discussion with HR Directors throughout the organization to understand the role that they 

currently play in strategy development and determine the factors that contribute to that 

positioning.

This sub-question will further be researched by presenting a two day workshop to the

entire HR organization to overview and introduce the capabilities approach to strategy,
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overview the PeopIeSCOPE™ Human Capital Framework and the resulting human 

capital protocol. This workshop will be conducted once the fieldwork and executive 

interviews are completed so that relevant organizational elements can be woven into the 

presentation materials. To gauge the impact that this approach to strategy has on how the 

HR professionals view their role in the development of organizational strategy, each 

participant was given a survey to be completed at the beginning and ending o f the 

session. These surveys will be coded to allow for pre and post comparison at the 

individual level while keeping the identities o f the respondents confidential. The survey 

instrument can be found in Appendix F. The same instrument will be used to gather the 

pre and post responses although the participants will not be aware of that when they 

complete the pre assessment. The questions to be asked are summarized below.

1. Describe the extent to which Human Resources has been involved in the strategy 

process at Select Comfort.

2. What role should HR have in strategy development and execution?

3. What is HR’s role in ensuring that the organization is able to reach its strategic 

goals?

4. What are the potential constraints/obstacles to HR being able to successfully 

contribute to the attainment of the organization’s goals?

These questions were edited as appropriate given the data that emerges from the 

fieldwork and executive interviews. In the third question the organization’s strategic 

goals, as summarized through the fieldwork and interviews, would be listed so that the 

participants could respond to the HR implications of each goal.
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The research undertaken in answering this question is intended to provide insight 

and an analysis of the involvement that HR currently has in the organizational strategy 

process and to provide a platform from which the HR professionals can present strategic 

alternatives for improving organizational capabilities. The focus will be on the abilities, 

credibility and visibility o f the core HR team, which includes the HR VP and the 

Directors. The HR training session will involve the entire HR team and is intended to 

provide insight into how the HR investments and activities impact organizational success.

Methodology for Research Sub-question 3 

The third sub-question asks “What human capital decisions emerge throughout 

the organization as a result of using the human capital protocol? This sub-question 

will rely on the analysis o f the data gathered from the previous two sub-questions and 

will require the involvement of the HR VP and the HR Directors.

This question will be analyzed by probing into the human capital implications of the 

resulting organizational capabilities strategy. These implications will be examined 

through a series of working sessions in which the researcher will work with the Core HR 

Team to develop a strategy that can demonstrate how investments in human capital can 

create value for the firm. This strategy and the initiatives recommended will be presented 

to the Executive Team as a way to facilitate decision making around human capital 

investment.

This sub question can only be fully answered by incorporating organizational data

gathered through the fieldwork, interviews and training experiences to ensure that the

resulting strategy leverages HR investments that support the organizational strategy. The

researcher will rely on the data gathered throughout the case study to work with the HR
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Directors in discovering how decisions for human capital investment can be influenced 

by a capabilities approach. This case will be presented to the Senior Executives to 

validate the business case and gauge the impact on human capital decision making. The 

final outcome of this question will be the development of a HR strategy for the 

organization that provides direct line of sight to the business objectives and provides a 

process whereby human capital investments can be leveraged to improve organizational 

capabilities.

The research is not longitudinal and is not intended to examine the financial results of 

the implementation of a capabilities strategy. Instead the research is intended to look at 

how HR investments are positioned, what decisions can be made as a result o f using a 

human capital protocol, and to demonstrate how human capital investments can provide 

value for the firm. To answer this question the research will center on how the HR 

leaders can present HR investments that contribute to the achievement of strategic 

organizational objectives.

Methodology Summary for Each Sub-question
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Sub Question I

Can a human capital framework be used to develop a sound organizational capabilities

strategy protocol from the human capital perspective?

Yin’s
Methodology

Research Process Steps Outcomes

Determine the 
Case Study 
Questions

Informed by research on Human 
Capital and Organizational Strategy 
from Chapter 2 and an interest in 
building on emerging research in the 
area o f human capital strategy.

•  Research Question 1
•  Selection of a human capital 

framework to apply in the study

Design the 
Case Study

The question asks for a 
determination as to whether a human 
capital framework can be used to 
develop an organizational strategy. 
The design to answer this question 
integrates an expert analysis with the 
development of a process for 
applying the framework.

•  Critique Protocol
•  Interviews with experts
• Expert Critique
• Integration of expert critique into 

a project plan for testing the 
PeopleSCOPE™ human capital 
framework in an organizational 
setting

Prepare for 
Data
Collection

Synthesize the insights gathered in 
the previous step and involve the HR 
team within the organization as 
described in Step 2 of Question 2 to 
complete the data collection plan.

• Champion Kick-off
•  Fieldwork and data collection 

plan, interview schedule
• Executive interview protocol and 

schedule (final protocol 
dependent on evidence collected 
through the fieldwork)

Collect the 
Evidence

A review of internal and external 
records and documentation, 
fieldwork, interviews and direct 
observation. Researcher led 
fieldwork and executive interviews.

• Collection of data to provide 
context for Step 5 of Question I

•  Completion of fieldwork and 
executive interviews

• Transcription and validation of 
Executive Interviews

Analyze the 
Case Study 
Evidence

An analysis of the data collected in 
the previous step to understand key 
business challenges and the 
applicability of using a human 
capital framework to develop 
capabilities strategy.

•  Presentation of findings to the 
Executive team

• Integration o f the findings into 
the team strategy event and a 2- 
day HR team workshop

Compose the 
Case
Study Report

Integrate of the findings of the 
previous step to develop the 
Strategic HR plan.

•  Interview with CEO
• HR Debriefing on implications 

for the HR strategy
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Sub Question 2

Can human resource professionals use a human capital protocol to facilitate the

development of a capabilities strategy process for their organization?

Yin’s
Methodology

Research Process Steps Outcomes

Determine the 
Case Study 
Questions

Builds on Question 1 and integrates 
research in the area of strategic human 
resource management and 
development.

•  Research Question 2

Design the 
Case Study

Work with the HR leaders to assess 
their current level of involvement in 
the strategy process. Develop 
opportunities to increase the strategic 
expertise of the HR leaders using a 
human capital framework as a way to 
facilitate the development of a 
capabilities strategy.

•  The integration and positioning of 
the HR Core team as the 
organizational experts

• Design an action plan that 
increases HR’s expertise and 
involvement in organizational 
strategy, leveraging the 
capabilities approach

Prepare for 
Data
Collection

Initiate a process for developing 
capabilities strategy expertise within 
the HR core team. Design of a 
workshop for HR team that 
incorporates the findings of Question 
1. Develop a process for allowing 
their participation and facilitation in 
the organization leaders strategy 
event.

• Development of the team training 
agenda and curriculum 
incorporating Question I findings

• Design a role for HR team as 
facilitators of the leadership team 
strategy event

• Develop a survey instrument to 
gauge impact of exposure to a 
capabilities approach to strategy

Collect the 
Evidence

Administer a survey of the entire HR 
group to determine whether their 
exposure to the capabilities strategy 
approach improved their ability to 
facilitate discussions around strategic 
human capital investments.

• Collection of pre and post survey 
to gauge the extent to which they 
felt comfortable initiating strategy 
HR discussion before and after the 
training event.

Analyze the 
Case Study 
Evidence

Analyze HR team survey data. 
Discussions and continued work with 
the HR core team to discover areas 
where a capabilities approach could 
be applied.

• Summary and dissemination of 
survey findings

• Insights into implications 
discussed in Question 3

Compose the 
Case Study 
Report

Integration of the findings in the 
development of the Strategic HR plan 
focused on the capabilities needed by 
the HR managers.

• Assessment of the HR managers 
capabilities to develop and deliver 
the HR strategic initiatives over 
the next 5 years
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Sub Question 3

What human capital decisions emerge throughout the organization as a result of using a

human capital protocol?

Yin’s
Methodology

Research Process Steps Outcomes

Determine the 
Case Study 
Questions

Builds on Question 1 and 2 and 
incorporates human capital 
investment decision criteria.

•  Research Question 3

Design the 
Case Study

Requires an integration of the data 
collected and analyzed in questions 
1 and 2 to surface resulting human 
capital decisions.

•  Synthesis of the data gathered in 
Question 1 and 2 to understand 
the human capital decisions that 
result from using the human 
capital protocol.

Prepare for 
Data
Collection

Provide the Core HR team with the 
findings from Question 1 and an 
assessment of their current abilities 
and processes from Question 2

• Summarize research findings 
from Question I and 2

• Work HR VP to develop a plan 
for developing the HR Strategy

Collect the 
Evidence

A series of planning session with the 
HR core team to analyze the data 
collected, determine the human 
capital implications of the 
capabilities strategy and prepare a 
plan to support the strategy.

• Summary of the meeting notes
• Analysis of current processes
• Analysis of strategic positioning 

and past performance
• Development of measurement 

criteria
Analyze the 
Case Study 
Evidence

The data collected throughout the 
planning session is revised, 
aggregated and validated to facilitate 
effective human capital investment 
decision making.

•  Reviews with the Core HR Team 
to discuss areas of convergence 
and divergence in the plan

•  Development of proposals to 
improve organizational 
capabilities based on the data 
gathered in questions 1 and 2

Compose the 
Case Study 
Report

Integration of all the findings, 
assessment of strategic priorities, 
and the expected impact of human 
capital investment on the 
organization’s success over the next 
five years.

• The completion of the HR 
Strategic Plan which 
incorporates initiatives needed to 
improve organizational 
capabilities

•  Proposals which outline 
solutions to the capability gaps

•  The development and 
presentation of the HR strategy 
to Senior Management
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CHAPTER 4 

RESEARCH FINDINGS

This study was conducted to answer the research question: How does an 

organization develop an organizational capabilities strategy from the human capital 

perspective and what are the resulting human resource management and 

development implications?

This research question was divided into three sub-questions that frame the 

methodology. The sub-questions Listed here will be used to organize the presentation of 

the research results below:

1. Can a human capital framework be used to develop a sound organizational 

capabilities strategy protocol from the human capital perspective?

2. Can human resource professionals use a  human capital protocol to facilitate the 

development of a capabilities strategy process for their organization?

3. What human capital decisions emerge throughout the organization as a result of 

using the human capital protocol?

The research involved a case study application to critique a human capital framework 

and develop a human capital protocol that could be used to develop an organizational 

capabilities strategy. The findings from the research are presented below and will be 

summarized by each of the sub-questions that support the central research question.

Overview of Procedures

The methodology presented in Chapter 3 is case study research, which incorporated

expertise based critique. The critique as conducted for this study was not a pure

validation of a theory, but instead was intended to provide feedback and insights that
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would enhance the ability o f  the researcher to use this approach for the purposes of 

developing a human capital protocol for an organization. The critique was conducted 

with input from both scholars and practitioners. Their comments included critique of the 

practical and theoretical soundness of the framework and questions geared toward face, 

content and construct validity. This critique is integrated into the second step o f Yin’s 

case study methodology, designing the case study. For the purpose of this research study 

the critique needed to be completed before the protocol could be proposed and the 

resulting data collection steps initiated.

The comments from the experts were used to construct a protocol for the case study 

application. The case study was proposed following Yin’s (1994) methodology to test 

the framework for developing a capabilities strategy and also to yield insights on the role 

of HR professionals in the process and the implications for HR investments. The case 

study was conducted on the client site and included a close relationship with a core team 

consisting of HR professionals within the organization. The data was collected according 

to Yin’s fourth step in case study methodology, collecting the evidence. The evidence in 

this case included a variety of methods including documentation, archival records, 

interviews, direct observation and participant-observation. The evidence was gathered 

over a period of approximately six months. Given the nature o f the organization and as 

typical in case studies conducted over a period of time (Marshall & Rossman, 1995), 

changes in personnel, strategy and positioning occurred. Those changes, where 

significant to the case, will be illuminated in detail in this chapter.
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Description of Results Sub-question 1 

The first sub-question asks; Can a human capital framework be used to develop a 

sound organizational capabilities strategy from the human capital perspective? As

noted in Chapter 3, the PeopleSCOPE™ Human Capital Framework was the framework 

used to research this sub-question. This sub-question was approached using a two step 

analysis- The first was a critique of the PeopleSCOPE™ Human Capital Framework and 

the second an incorporation of that critique into a  protocol that would be used to develop 

a capabilities strategy for a specific organization. The results of this sub-question are 

presented below.

Critique of the PeopleSCOPE™ Human Capital Framework

Before the initiation of the case study research, the proposed framework for

implementing this process was critiqued by four individuals with expertise in the fields of

industrial/organizational psychology, human resource development, and/or economics.

These experts were selected by the researcher on the basis of their academic work in the

fields mentioned above and their experience in working with organizations to develop

strategies and HR initiatives that leverage human capital. These individuals were

presented with the framework during a face to face encounter with the researcher.

During this session the framework and the intended use for the case application was

reviewed. These sessions were scheduled to be one hour in length. At the conclusion the

reviewers were presented with a guideline and a format for responding to six questions

regarding the theoretical and/or practical soundness of the framework and extent to which

this framework could be used effectively to develop a capabilities strategy for an

organization (see Appendix B). These guidelines and questions were also emailed to
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each expert. Each reviewer submitted a critique o f the framework (see Appendix G).

The criticisms and comments helped to shape the application of this process to the case 

study. These findings are summarized separately by the responses from the scholars and 

practitioners.

Scholarly Critique. The scholarly reviewers were both intrigued by the prospect of an 

approach to bridge the economic and psychological aspects of strategy. The fact that “the 

evaluation of strategy incorporates many elements of microeconomics at the industry and 

market level, it is very well grounded in theory” (Gulliver, Appendix G). However, both 

cautioned that the framework could not be fully appreciated without descriptive and 

definitional context. A key concern surfaced was the need to clearly define what is meant 

by capabilities and which organizational components are included or not included in the 

definition. Clearly articulating this definition is critical since the framework is based on 

developing capabilities based strategy. One reviewer noted “ ...this approach focuses on 

capability as a critical component of implementation. This is an aspect of strategy that is 

frequently neglected, yet often the cause for failure to execute strategy” (Gulliver, 

Appendix G).

There was also some clarification provided on the need to appreciate the shift from an 

organizational to individual perspective. ‘T o  a psychologist, a switch from looking at the 

organizational environment (external) to examining the interior world of the person 

(internal) is significant as they would be conceptualized and measured differently”

(Sloan, Appendix G). In addition it was noted that many elements come into play under 

the aligned action component. Cultural values and customs, as well as, tastes and 

preferences play a role.
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Further, while both were confident that the model would be useful in providing a 

process for allocating scare resources, it was noted that a distinction is needed between 

direct and indirect investments. Specifically noting that “While great attention must be 

paid to the return on direct investment in allocation, we must remember that the indirect 

investments have the potential to lever those direct returns multiple fold” (Gulliver, 

Appendix G).

Practitioner Critique. The two practitioner reviewers were from the HRD/OD 

function of public companies. One was in a corporate position, while the other was a key 

executive in an operating division. As would be expected these reviewers were a bit 

more critical of the practical implications, with concerns focused on the ability of the 

framework to stand alone without a great deal of explanation. “ ...I  think that it is a 

simple model and could be effective in developing a capabilities based strategy if used in 

a focused way” (Hewitt, Appendix G). This same reviewer also noted the strength of 

focusing on the impact segment first, “If we can truly understand our strategic advantages 

(either existing or possible), business process and pivotal roles in our organization, the 

human capital issues will be possible to make clear” (Hewitt, Appendix G).

The practitioner reviewers both noted the need to present a structured approach to

building capabilities in the organization, but mentioned how difficult it is and the need to

have leadership support for this process to be effective. There was some concern about

the order of the flow of components, noting that most senior managers would look at

investments as the next step after sustainable strategic advantage, but both found it a

useful path to think about capabilities. Gregory (Appendix G) felt that the model’s

uniqueness and practicality lay in its ability to address questions of measurement and
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valuing the outcomes of measurement for each component, and made a strong 

recommendation to build off of that angle.

The critiques provided by the scholars and practitioners provided perspective and 

insight into the application of this framework in an organizational setting. While the 

purpose of the critique was not to make changes to the framework, the feedback provided 

guidance for how to use this framework to build a capabilities strategy. The simplicity of 

the framework while demonstrating a clean and focused process also raised questions 

about how to uncover the issues at each level. In developing the protocol that follows, 

those concerns were considered in developing a process for applying the framework in a 

case setting. The intent of using this framework to initiate a discussion around 

capabilities strategy to this organization is to demonstrate the links that investment in 

people can have on organizational success. The protocol developed below is dependent 

on using the framework to uncover competitive issues that can be addressed through 

specific investments in building human capital within the organization.

Developing a Protocol for using the PeopleSCOPE™ Human Capital Framework

Using the critique from the expert evaluations, a process for testing this framework 

within an organizational setting was developed. While preliminary work had been done 

to outline possible process steps and outcomes (see Appendix C and E), discussions with 

the experts and their written critique provided further understanding needed to develop a 

project plan for the case study. More importantly they raised issues and provided 

guidelines for successfully implementing this methodology within an organizational 

setting. These insights were incorporated into the development and application of the 

human capital protocol.
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Project Planning. The proposed project plan (see Appendix H) was presented to the 

Core HR Team as a way to scope the study and get their input on the next steps, which 

included identification of the key participants and the development of a proposed 

timeline- The sponsor for this project was the Human Resources VP and it was her 

suggestion that the core team be members of her staff which included the following:

• Director of Compensation and Benefits

• Director of Training Management and Organizational Development

• Director of Generalist Services

• Director of Retail HR

• HR Administrative Assistant

The VP of Supply Chain Management was included in the initial meetings and was 

consulted throughout the process to ensure that the line perspective was considered in the 

development and execution of the project.

The initial meeting with the HR Core Team (Step 1 in Appendix H) ironically was 

held on the day that the organization was announcing a major reorganization. During the 

meeting, in fact, a memo was being drafted to all personnel announcing that the current 

Chief Operating Officer (COO) who had also been serving as the Chief Financial Officer 

(CFO) would be assuming the Chief Executive Officer (CEO) role. The current CEO 

would be resigning that position, but would remain a member of the board. The 

Controller was being promoted to CFO and the position of COO was being eliminated. 

Top-level organization charts can be found in Appendix I. The President and Managing 

General Partner of the venture capital firm representing the largest ownership in the

102

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

company was named Chairman of the Board. These organizational changes raised 

concerns about the continuation of this study. The HR VP mentioned that given these 

changes it was an opportune time to initiate the studyT as the management team was going 

to be evaluating the organizational strategy and direction. In fact she felt that the 

management team would be receptive to a structured process for examining the 

organizational capabilities and the human capital investments that would be needed to 

execute their rapid growth strategy. The internal announcement of the reorganization 

(See Appendix J) was followed by a press release and newspaper articles. In addition to 

the personnel changes, the Chairman of the Board used this media attention to state that 

the company would be the leading bedding company in the country in 5 years. This 

leadership position would be measured by market share, sales, and profitability.

To fully understand what that statement meant for this organization it is important to 

provide a bit of perspective about the Chairman’s personal stake in this business and also 

the company’s current position in the industry. First, the Chairman is the President and 

Managing General Partner of the venture capital firm that bought the company in 199 L, 

when there were just seven employees and $300,000 in sales. His combined stake in the 

company, including the venture capital ownership and his personal investment is 

approximately 30% (Weintraub, 1999). Thus he has a high stake in the success of the 

organization.

The size of the mattress and foundation market is quite large, generating in excess of

$6.7 Billion in retail sales in 1997 (Select Comfort Prospectus, December 4, 1998). The

industry is dominated by four major players Sealy, Serta, Simmons, and Spring Air.

Those four companies are responsible for 62% of retail sales. Select Comfort currently
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has approximately four percent o f the market. According to Select Comfort’s 1998 

annual report their sales for 1997 and 1998 were $184M and $246M respectively. They 

were projecting 1999 sales of $350M in their May forecast budgets. The figures on both 

the industry and Select Comfort’s position demonstrate the incredible growth that has to 

come from this alternative sleep product in order to become “the leading bedding 

company in the country” (Appendix J). Given the current estimates, the proposition to 

lead the industry would mean growth in excess o f 40 percent annually, with sales 

growing from $250 million to $1.4 billion in five years (Weintraub, 1999).

This context is provided to set the stage for the size and scope of the changes that 

were being announced for this organization. There was excitement among the Core HR 

Team, but also a bit of anxiety about how the organizational infrastructure, and 

particularly the human resources function, would be able to support the growth plans. 

They were not alone. Employees throughout the organization were anxious to see 

concrete plans or any clues of organizational direction that would clarify expectations and 

accountabilities.

The stock market did not react favorably to the announcement. The company went

public on December 4, 1999 at a price of $17.00, raising $68M for the company and their

investors. The stock closed at $20.37 after the first day of trading, and reached $35.25 in

January of 1999. The day prior to the reorganization and the announcement of the

accompanying growth plan the stock was trading at $29.38. Within weeks the stock had

dropped to $12.25, nearly $5.00 below the IPO price. The investors may have been

reacting to concerns regarding the changing of CEO’s, but there were other implications

as well. The growth proposal meant that revenues would be invested in opening
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additional stores and developing infrastructure which would negatively impact the 

distribution of earnings to stockholders, in the short term.

Champion Kick-off. The project plan was finalized and an accompanying timeline 

was developed to present to the Executive Team (Appendix K). This meeting was held 

on May 17, 1999. Attendees at the meeting were the Chief Executive Officer, Chief 

Financial Officer, VP Human Resources, Sr. VP Operations, VP Development and 

Technology, Sr. VP and General Manager-Direct, and the Chief Administrative Officer. 

The HR VP introduced the researcher and the project. The process plan was presented 

with very little response or feedback from the group. The VP o f Operations was the most 

engaged and supportive of the process. He indicated a strong desire to develop a strategy 

and action plan to meet the growth targets and appeared anxious to begin the process.

The others appeared less receptive and were less vocal. They did however agree to go 

forward with the project after the CEO made an endorsement that the time was right for 

this type of strategy exercise and that it was critical that they understand where 

capabilities add value throughout the organization. The project was approved and 

commitments were made to be available for interviews and planning sessions over the 

next three months.

It was discovered by the researcher shortly after the meeting that the participants were

somewhat distracted by an article that had come out the previous Friday in CityBusiness,

a local business weekly. The article was critical of the management and the financial

performance of the company (Weintraub, 1999). Given the recent bad press and the

internal struggles, they may have been less than enthusiastic about having someone from

the outside scrutinizing their organization for the purpose of testing a capabilities strategy
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protocol. In spite of these potential misgivings, the CEO endorsed the project and 

encouraged everyone on his team to perceive this project as an opportunity to think 

strategically about their competitive positioning and the criticality of effectively 

leveraging their human resources in this time o f reorganization and growth.

Fieldwork. The fieldwork was structured to gather the necessary financial and 

industry data to understand the strategic drivers o f the business. The fieldwork included 

a review of public information such as the annual report, prospectus, industry journals, 

financial websites, and periodical publications (External Reference List, Appendix L). 

There was also a review of internal documentation including financial reports, retail store 

profitability models, retail stores strategic plan, organization charts, press releases, and 

various memos, reports, and marketing literature (Internal Sources Appendix M).

After an analysis of this data, eleven interviews were scheduled to meet with director 

level people throughout the organization to gain their perspective on the challenges that 

the organization was going to be facing over the next 5 years. These interviews were 

fairly opened ended and were intended to explore further the nature of the business and 

the concerns these individuals had about the strategic and operational direction of the 

firm. The questions asked by the researcher were focused on three areas:

1. What is your role at Select Comfort and what is the nature of your interaction 

with your internal and external customers?

2. What are the major constraints or barriers to the successful execution of your job?

3. What are your personal feelings about the strategic direction of the firm 

(particularly around the announcement o f being the leading mattress retailer in the 

country in the next 5 years)?
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These eleven interviews were conducted one on one. Notes were taken by the 

researcher and later typed and synthesized. The intended outcome of these interviews 

was twofold: first to more fully understand organizational operations, and secondly to 

help frame the questions for the more formal executive interviews. These initial 

interviews were 60 minutes in length. The Core HR Team and the HR VP proposed the 

fieldwork participant list. The fieldwork participant list can be found in Appendix N. 

The researcher reviewed this list with the Core HR Team to ensure that a comprehensive 

perspective could be gathered- There was a concerted effort to get input from all o f the 

primary functional areas and also to ensure that the people interviewed had a solid grasp 

of the day to day operational issues with some insight into strategic challenges and 

opportunities. The titles of the individual interviewees are listed below:

• Director of Public Relations

• Controller — Retail

•  Media Sales - Direct

• Director of Product — Corporate

• Controller -  Operations

•  Manager of Supply Chain Management — Operations

• Director of Financial Planning and Analysis — Direct

• Regional Sales Director

• Director Marketing — Retai 1

• Controller —Direct

• Director Database Marketing — Direct

107

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

The outcomes of the fieldwork and interviews were analyzed and a presentation 

was made to the Core HR Team to validate the findings. The value chain was developed 

based on these findings to illustrate the integration and flow amongst the various 

functional areas (See Appendix O). The researcher also reviewed a summary of the 

fieldwork findings (See Appendix P) with the Core HR Team. The interview findings 

were sorted into two broad categories: Business Issues and Constraints/Challenges. 

These were further segmented into categories within each of the two major headings and 

representative comments from the interviews were noted (See Appendix Q) for the 

complete listing. The broad categories are presented in Table 5.

Table 5

Summary of Fieldwork Interviews

Business Issues Constraints/Challenges

Brand Awareness Infrastructure

Sales Human Capital

Product Mix Leadership

Distribution Operations

Organization Structure Strategic Planning

Growth Strategy Brand Management

Cost Organization Structure
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The business issues were focused on the lack of brand awareness, slowing of sales,

concerns about the dependence on one product, the distribution strategy and concerns

about being able to grow the business without acquisitions. To further understand the

issues on the minds of these people a few of their comments are presented. The brand

awareness issue is one that is heavily tested and in fact the fieldwork uncovered the

Chairman’s proposition that ‘T o  be the market leader, we need 80 percent awareness and

a 20 percent share of the aware market” (Weintraub, 1999, p. 42). The CEO made a

presentation at the Annual Meeting on June 8, 1999 that showed an awareness level of

64.0 percent in the Minneapolis/St. Paul area and a corresponding 22.8 percent market

share. Nationally the company has a 29.3 percent awareness and a 4.0 percent market

share. These are numbers that are watched carefully. It would be expected that there is a

higher brand awareness in the Minneapolis area since this is the company headquarters,

their retail stores have had a presence in this region longer than any where else, and they

received a great deal of local press both pre and post IPO. A representative comment

gathered during the interviews supports these concerns “We are not doing enough to

build brand awareness.” There was also concern about the need to get branded quickly

and that the company “may be too promotional — are we buying business.”

The concerns on sales performance focused on the fact that sales were below

expectations, but there also seemed to be some concern about how the sales goals were

set, “What’s the formula to hit goal? It seems to be a moving target.” In the area of

product mix there was little agreement on whether the solution was to introduce new

products or just make changes to the current ones. Comments ranged from “Need

changes to current products not more” to “Need to branch out with different products.”
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There are also logistical issues with selling new products since the current retail model 

consists of very small stores within mall locations (averaging less than 1000 sq. ft.), this 

configuration will not accommodate additional product offerings. As would be expected 

with the announcement of the aggressive growth strategy there was a great deal of 

concern about how to execute. Many of the interviewees felt that it was difficult to met 

the growth goal without acquisitions, “ ...don’t see any planned acquisitions, these are 

usually vehicles to growth” and “Being number one should be the goal, but that means 

43% growth in beds, will there be acquisitions.” There was also an uncertainty about the 

lack of communicated strategic priorities and the fact that the current growth may be 

attributed to a strong economy, rather than anything purposefully being done by the 

organization.

In the area of constraints and challenges issues around infrastructure, human capital, 

leadership and planning often were woven together in the comments that people made. It 

seemed that the human capital issues were key to the execution of the strategy. However, 

there was a general feeling that the leadership had not done much planning or articulation 

around the strategy and they were not confident that the infrastructure or the employees 

could support such aggressive growth. A human capital concern at the front of the retail 

division was the amount of time spent recruiting sales managers and the challenge of 

finding the best people. “District Sales Managers are spending 40 percent of their time 

recruiting, we need corporate recruiting to funnel candidates.” Concerns were also raised 

on the availability of talent “current personnel is good, but worry about how headcount 

additions change the talent mix” and “may be lowering standards just to get people.”

110

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

The leadership issues were hard to separate from the strategic planning issues.

Many comments centered on the lack o f a communicated strategy and that the plans that

had been articulated were very sketchy. An important finding here was that people were

not as concerned about their ability to meet the five year sales goal as they were in simply

getting some direction that would allow them to focus their energy toward the right

initiatives. The fact that there had been a management change and that sales and the

stock price were slipping made them a bit uneasy about how the organization was going

to fare. The tension of being a public company and the scrutiny on earnings that it brings

were articulated by one person who said “Management philosophy may inhibit growth—

not willing to take the long view due to impact on current earnings.”

The fieldwork provided a solid understanding o f the organization and the challenges

and opportunities that faced this rapidly growing business. The review of news articles,

press releases, and an analysis of the stock movement presented a perspective on the

organization as viewed from the outside. The review of internal plans, memos, financial

reports, and growth models reiterated the struggles in trying to manage the growth and

also surfaced inconsistencies in direction and perspective. The interviews from the

various functional areas put a human perspective on all of the data and provided a great

deal of context for understanding the human capital issues. The company is relatively

young and the employees are used to change and instability, but it was clear that there

was a strong need for strategic direction and communication around expectations and

accountabilities. In many cases, as seen by the summary of fieldwork interviews in

Appendix P, people were starting to question the announcement o f the growth strategy to

the competitors and the market. There was a feeling of increasing anxiety without the
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benefit of a clear view of how the growth challenge was going to be met. AH these 

employees knew for sure was that more growth meant more people and more pressure on 

an already strained infrastructure. The stock performance was also a daily reminder of 

how the organization was perceived by the financial community. The local press raised 

further questions about the soundness of the organization. Many of the individuals 

interviewed appeared to be struggling to stay “upbeat” about the organization, which they 

perceived to be difficult given the bombardment by skeptics. What was unwavering, 

however, was their belief in the product. They fundamentally believed that their product 

improves their customer’s quality of life. Their frustrations were focused on the inability 

of the organization to position itself in the industry and leverage a quality product.

Executive Interviews. The data from the fieldwork research and interviews were used

to inform the next step, which was a longer and more structured interview of the senior

leadership. The interviews were scheduled for 90-minutes, a period suggested as optimal

for interviews of this type (Seidman, 1998). Given the demands on the time of these

executives, a single interview format was set with the flexibility of communicating via

phone or email if there were a need for any follow-up or clarification. The interview

schedule was set through the HR VP, who also informed the interviewees of the

expectations and fielded any questions that were raised. The interviews were conducted

by the researcher and also attended by member of the core team, the Director of Training

Management and Organizational Development. The core team member was the same

individual for all ten interviews and the role included taking notes and also later

validating the transcripts against those notes to ensure accuracy. The interview questions

were distributed to the interviewees one-week prior to the interviews and several of the
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interviewees used the advance notice to prepare written responses including which 

points they wanted to make on each question. The interview protocol can be found in 

Appendix R. The interviews were taped and later transcribed. The tapes and completed 

transcripts are maintained by the researcher in accordance with the research agreement 

with the organization. The names and titles of the individuals interviewed can be found 

in Appendix S. To ensure anonymity, comments throughout this chapter will not be 

attributed specifically to these individuals.

The Executive Team consisted of ten individuals with varying tenures with the 

company and also somewhat different perspectives on the strategic direction and 

positioning of the firm. The executive interviews were intended to further define the 

strategic context and the key business processes as defined in the first two steps of the 

PeopIeSCOPE™ Human Capital Framework. The information from these interviews 

provided a platform for engaging a larger body in validating the sustainable strategic 

advantage and the key business processes that would increase the likelihood of achieving 

the strategic intent. The interviewees were quite candid and most were quite receptive to 

the process and interested in working on framing the strategic direction of the 

organization. The individuals interviewed represented the following positions:

• President/Chief Executive Officer (CEO)

• Vice President & Chief Financial Officer (CFO)

• Senior Vice President & Chief Administrative Officer (CAO)

• Senior Vice President & General Manager-Direct

• Senior Vice President & General Manager-Retail
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• Vice President E-Commerce

• Vice President & Chief Information Officer

• Senior Vice President Operations

• Vice President Human Resources

• Vice President Product Development & Technology

The interviews were conducted over a period of three days. The interviews were 

conducted on three consecutive days and care was taken not to share any of the data until 

all interviews had taken place. At the conclusion of these interviews the information was 

transcribed and reviewed by the researcher and the member o f the core team who was 

present at all ten interviews. The initial review by the researcher was to compare the 

transcripts with written notes taken during the interviews to ensure that the transcriber 

had accurately captured the content of the interview. The core team member reviewed 

each transcript as well by comparing the transcripts to notes taken during the interviews. 

A letter documenting that review can be found in Appendix T. The second review by the 

researcher was to search for threads and patterns within and between the interviews and 

to discover themes that might arise from connections between the categories. The 

summary and excerpts that follow are based on a thematic organization of the data 

(Marshall & Rossman, 1995) developed by the researcher to investigate issues with the 

first four levels of the PeopleSCOPE™ Human Capital Framework, namely:

• Sustainable Strategic Advantage

• Business Processes

• Pivotal Roles, and
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•  Aligned Action.

Any themes or data that emerged on the last three levels of the model, Human 

Capacity, HR Bundles and/or Investments were used to inform the second and third sub

questions.

The first question asked in the interview and the one that provided the context for 

much of the rest of each interview was focused on the key business challenges to 

obtaining sustainable strategic advantage. The intent was to initiate discussion on 

these challenges that would inform a deeper probe into what the organization needed to 

do to achieve a sustainable strategic advantage.

The key challenge that surfaced was the need to build awareness for the product. The 

comments represent various perspectives on the current level of brand awareness.

“...how to synergistically build brand awareness in a category today that has virtually 

none.” “...the industry is very large and very fragmented once you get outside the top 

four players in the market and our awareness factor is relatively low even though we’ve 

worked very hard to build that over the past two to three years.”

Obviously, we have a long way to go in terms of continuing to build brand 

awareness for the brand, and so we’ve got to keep at that. We’ve got to find 

effective and efficient ways to build our brand. Then make sure we are 

building the brand appropriately and that we understand who our customer is 

and that we do an effective job with a broad-based targeting effort.

Related to the need for increased awareness was the challenge of rapidly adding more 

points of distribution. The following quote illustrates this point.
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Right now we are only in a few pinpoint places of distribution. So if someone wants 

to go out and buy an airbed, more likely if there are thinking about or heard 

about an airbed, they are going to go to a mattress store or a department store 

where people traditionally buy mattresses. They are either not going to find 

an airbed, or if they find an airbed it will not be a Select Comfort airbed.

...we’ve got to establish enough points o f distribution of the product that truly 

allows us to meet the needs of the masses today. Our 300 mall locations are 

certainly not enough when you look at retails needs within the U.S. For this 

plan, to get to 1,000 to 1,200 units by the year 2003 is probably a very 

adequate number to get us to the industry lead. Is that a cap? Absolutely not.

The business is done across the country in a fashion that should allow for the 

day that comes that Select Comfort could have a couple thousand points of 

distribution in the U.S.

In addition to traditional distribution points the company is expanding into E- 

commerce. That venue brings its own challenges in the area of brand awareness, “ ...we 

don’t have brand awareness as a company and we don’t have awareness as a website.” 

Another key element evident in these interviews was the recognition of the human capital 

constraints.

To grow this business at the rate we want to grow to support our long-term 

growth obviously means a huge amount of personal capital. Our biggest 

challenge in this business-its not extremely labor intensive to build the 

product-but it is skilled labor. Then if you look at the stores and the direct
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market sales groups, that’s the key, because you have to find our performance in the 

store is directly related to the caliber of people we have there.

While the previous comments make a case for a highly skilled labor force there are 

challenges inherent in the current labor market that make any hiring difficult. The 

aggressive growth strategy has raised the difficulties of hiring quality employees to the 

forefront in most areas. “It’s easy to hire great people when you have a huge pool of 

candidates, but we don’t have huge pools of candidates any more. Just to find the skill 

sets we are going to need and the numbers of people is going to be crucial.”

Informed by the business challenges the researcher probed into the priorities to meet 

these challenges. In soliciting responses to the initiatives the organization needs to 

implement it became clear that even though there was a great deal of activity taking place 

on a number of fronts, it was evident that there was not a clearly understood or articulated 

organizational approach to these initiatives. “W e have an overall strategy that says we 

should be the dominant player, but it is not clear to me yet how we are going to go about 

that.”

There was agreement around the need to implement tactics to increase awareness and

the need for additional distribution sites, but there was not alignment on how best to

achieve these goals. When asked about priorities the CEO responded; ‘The top ones

obviously are advertising which is working, which we’ve been talking about. The second

piece would be then to build points of distribution which is predominately retail

environments.” While there was agreement on the need to increase retail distribution,

there was also caution. “I think we need to figure out how to get into more retail

distribution and do it in more of a controlled fashion.” The distribution strategy also
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raised issues about product pricing and positioning. “We are in a premium price 

product. We compete right now virtually only in the very upper end of the price point 

range of mattress shopping. If our average ticket is $1200-$ 1300 we are really only 

competing in the top 20% of the market.” These managers realize that the customer base 

needs to be segmented and that there may be alternative ways of reaching the various 

customer segments. The current product mix covers a variety of price points but again, 

there is a lack of awareness and penetration in some channels. “While we have product 

that competes at a lower price point, we don’t do a very effective job in segmenting and 

marketing that price product to the mass market.” The company has recently launched an 

E-commerce presence, to reach a broader market. While it is too early to evaluate the 

success of this distribution channel there are some proponents. “I think the distribution 

points are huge depending on how far out of the box we are willing to go.” “If we stay in 

our vertical structure so that all distribution points are still within this organization, then I 

think it would be more challenging [to achieve the growth goal]. At the same time, I 

think that the Internet could make a big difference.”

There was not as much concern as expected about the competition from the industry 

leaders. Many felt that their competitors entry into the airbed marketplace would 

cannibalize the traditional products of those competitors and in the process legitimize the 

airbed. “If I were sitting in one of the four S’s [Sealy, Serta, Simmons, Spring Air] in 

that consolidating industry, would I want to have an air product because it really goes 

against the efficacy of my own metal coil product that I am trying to tell people is better 

for them.”
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The next level of the PeopIeSCOPE™ Human Capital Framework requires an

examination of the business processes that must be executed well to sustain strategic

advantage. In this area there were a number o f  processes raised that support the need to

create brand awareness. “W e’ve got to find effective and efficient ways to build our

brand.” “I think the key issues are how effective and efficient is our advertising going to

be.” “.. .unless we can make our retail advertising work cost efficiently and generate

awareness and drive retail traffic, there is no way we are going to reach that growth

objective.” Building a brand is a hard thing to do it “ ...takes a lot of time, consistency,

and marketing dollars to do this.”

In reaching the customer, the key process is one of educating the customer on a

product that is basically in “ ...a  low interest category, and people have not wanted to

spend a lot of time shopping for a mattress.” “Usually people buy one every ten to eleven

years or longer.” “Given the fact people are in the market purchasing every ten to eleven

years, you need to be in the decision set. Once we get people into the decision set, it’s a

pretty easy decision.” In fact the current customers often become evangelists for the

product; the challenge is to get more people using the product so they can experience the

benefits. An illustration of some recent retail research illustrates the challenge:

They did focus groups with customers and with inquiries or prospects. The

customers were familiar with the product, slept on the product and were

basically converts to the product. They had nothing but tremendously high

praise in what it did for them, how it helped them sleep, how it helped their

backs feel. The prospects couldn’t get there. How do you convince them

short of giving them the opportunity to try the product that the product has
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that sort of life-changing potential? I think that is a  real challenge; I think that is a 

real obstacle. Again it gets back to a marketing challenge more than anything 

else.

One of the strategies in the past has been to control the distribution channels as a way

to have access to and educate the customer.

...in terms of market power, I think a real advantage we have is this unique system of

distribution channels for customers. We’ve got the direct marketing channel, we got

the retail channel, we’ve got the roadshow event channel and now we’ve got the e-

commerce channel. To me that offers enormous opportunity and potential market

power in that we control that distribution. We control our pricing. We can track and

measure the interaction, for the most part, between distribution channels.

Given the importance of creating brand awareness and effectively leveraging the

distribution channels, the facilitation of a discussion around pivotal roles quickly

resulted in a list of key positions and talents needed throughout the organization. While

there was concern about the lack of bench strength in several areas throughout the

organization, the primary focus was on the positions that directly affected the sales

process. Issues around the need for creative and talented people to set the marketing

direction to build brand awareness were also mentioned, but the interviewees noted that

awareness is primarily built through targeted persistence over time.

The following comments are representative of the focus on those positions affecting

sales. “I think just in terms of recruiting, retaining, training and developing high quality

dedicated phone representatives. That is our biggest challenge there.” “On the call

center side, for instance, I think we are going to have to decentralize there driven by labor
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constraints in the local market. It is very challenging to find enough qualified sales 

people, so we’ve recently, within the past year, have started to ramp up our South 

Carolina call center. We may have to go to more remote locations.”

While the need for sales people in the direct side of the business were stated above, 

the growth plans call for an expansion of the approximately 300 distribution sites 

currently to over 1200 in five years, making the most pivotal role the store sales 

professional. The need to staff these stores has prompted a great deal of discussion about 

how the growth targets can be achieved. “Probably the biggest challenge that will face us 

will be identifying good people to run these stores and locations. That’s generally the 

biggest constraint that we have had as well as continue to have is identifying the 

appropriate people.”

Given that the sales professional role is so critical there has been an increasing effort 

on those people. A new Sr.VP and General Manager of retail was brought in a little over 

a year ago and his comments reflect the increased focus on this talent pool. “When I 

joined the company, I turned a lot of people both here in the office as well as in the field.

I think that we had a good organization, but it was a real mixed bag. What I mean by that 

is that we had either excellence or incredibly poor performers.” “As I got out into the 

field and began to dissect our business out there, I saw the same thing -  very, very 

shoddy work done in the selection process, the development process and the training 

process.”

While there is concern for turnover and the fact that “ ...we don’t have the systems

that allow us to track turnover as closely as we should be able to”, this concern is more

with the managers than the sales professionals. “ ...we generally find that where stores
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are successful, it’s where there is a good manager. Where they don’t tend to be this 

successful, it’s generally where you don’t have as strong people. It comes back to that 

time and time again. W e’ve seen a store performing very well; take someone out of it, 

and the store doesn’t perform well. We’ve seen where we’ve taken a dumpy store and 

put a good person in and it comes around to that.” There has been a great deal of focus 

on the multi-store manager, which include the District Sales Managers and the Regional 

Sales Directors, “...multi-store management is outstanding and you have to remember 

that we have 40 people today. There has been no turnover in those ranks in the last eight 

months other than a couple of people that needed to be turned over. I believe all of those 

people went back to store manager positions. None of those people have left us that 

we’ve wanted to keep."

When asked about recruitment issues the HR VP was candid in the anxiety that is 

building around staffing all of the distribution points. Currently all sales positions are 

staffed by Select Comfort, even when the sales site is a leased department within another 

store. “As I think about the plans, it [constrained process] will still continue to be the 

non-exempts in the retail field as we grow all of these stores. Even in a management 

level, as we are talking about all the growth plans and growth strategies and that type of 

thing, that is going to be huge. In getting the skill set we need, you can’t just hire a 

bunch of clerks to get there.”

The next step is then to identify what employee behaviors make the biggest

difference, or as the PeopleSCOPE™ authors have labeled this component, aligned

action. Following the sequence suggested by the PeopIeSCOPE™ Human Capital

Framework, the sustainable strategic advantage exploration results in an examination of
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the key business processes which then surfaces the roles most pivotal to organizational

success. Given that pivotal roles impact the critical constraints, aligned action is intended

to build and protect the strategic resource. Pivotal roles are ones where improvements in

performance can have a strategic impact. The role of the store sales professional has

been identified as a pivotal role for this case. The interviewees were asked “Where/how

do employees have the greatest impact on business results?” The comments that follow

represent the view from the executive leadership team on the behaviors that most impact

the business processes and the customer. “You have to have people in the stores that can

communicate the key benefits. That’s going to be a key issue in this labor market.” “I

think the longer term issue is finding quality people, recruiting, training, and retaining

people who are good sales people.” In addition to giving them tools to work, so much is

dependent on the person. No matter what kind of cookie cutter approach you put in there,

it still comes down to the skill sets and motivation of people.”

“I think you can make a reasonably good performer out of most people, but the great

ones just have something inside that they are motivated to do that. Generally, it comes

down to people skills, motivation, and an aggressive nature, a get-it-done attitude.”

“I believe that it is real important to have smart people, and I believe it is real important

to have people that have ‘fast speed’. They are willing to move fast; they are willing to

take action; they are motivated to drive the business. You have to like working in a fast-

paced environment to succeed around here.”

While the comments on aligned action can be generalized to several positions within

the company, the need for aligned action is particularly evident in the sales professionals.

There are currently 1200 such individuals in the organization and the growth plan calls
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for hiring an additional 600 next year. This number is significant but it becomes an 

even more challenging task when the 100% turnover rate is factored in. The sheer 

magnitude of this talent pool would qualify it as a pivotal role under the guidelines that it 

affects the critical constraints. It is also the role on which the achievement of the 

company’s growth strategy is most dependent.

Identify Team Event Participants by Value Chain Element. The project plan called for 

the next step to be the identification of the participants for the two to three day team 

event with HR participants partnered with line managers and information specialists 

(employees with knowledge of business processes and access to key data) throughout the 

organization. The goal was to develop triads that represent the core business processes in 

the value chain, and work through the PeopIeSCOPE0,1 Human Capital Framework to 

identify the human capital implications of the organization strategy. The purpose 

outlined in the project plan was to:

• Develop an in-depth understanding o f where capabilities create value for the 

organization and the human capital implications

• Validate business challenges, value chain, constraints, critical processes and 

pivotal roles for each segment of the value chain, and

• Engage individuals who will work with HR to align resources to support an 

effective human capital strategy.

A great deal of discussion took place amongst the core team and also the executive

team to identify the participant roster. The researcher had suggested triads to ensure that

sufficient resources were available to address the strategic issues and human capability

implications. The value chain that was developed based on the fieldwork and executive
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interviews had six segments (see Appendix O), therefore suggesting 18 participants.

The CEO felt strongly about the executive team being included in the sessions since they 

were the critical links to the execution of the strategic outcomes. In reality though, they 

would not necessarily have all of the data or the time required to support the development 

of the human capital strategy. A request was made by the HR VP to expand the triads to 

teams of four or five to ensure that the appropriate people were involved. Since including 

additional participants would not inhibit the process the decision was made to include 

additional people in the team event. The list of participants was presented again to the 

CEO and during a review it was noted that nearly all of the employees at the Director 

level and above were included on the list. In a gesture intended to err on the side of 

inclusivity rather than send an unintended message to someone who was being excluded, 

a decision was made to include all employees at the Director and above level. This 

decision resulted in a total participant list of 39, including key HR people below the 

Director level.

HR Team Training. The preceding two sections presented results from the fieldwork 

and executive interviews. The protocol that was presented to the Executive Team at the 

commencement of this study noted that the next step would be to train the Human 

Resource team on the process and to share the results of the findings with them. The 

objective was to equip them to co-facilitate a team event in which the data gathered in the 

previous steps would be shared, validated and refined by a larger constituency. This step 

is a key vehicle for positioning the HR professionals as strategic partners who would then 

be a resource for developing human capital strategies that could drive strategic success.
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The training included the HR VP, the four HR Directors, and eighteen others 

representing various positions within the human resource function. Everyone under the 

direction of the Human Resource VP was invited to attend. Twenty-three people were 

invited and twenty-two attended for a participation rate of 96 percent. The session was 

held at an offsite location to minimize distractions. The training was conducted over a 

two-day period, running approximately nine hours each day. The material was delivered 

via a workshop model where new material was presented and discussion and application 

to the company and current situations was strongly encouraged. The workshop 

presentation materials can be found in Appendix U. In addition to the capabilities based 

strategy materials there was also a presentation on building capabilities through strategic 

staffing (Provo and Bly, 1990) since the fieldwork surfaced staffing issues at many levels 

throughout the organization. The introduction of the strategic staffing material provided 

a concrete application of the links between key business process and what Boudreau and 

Ramstad (L999b) refer to as HR bundles. The training objectives for the HR team 

training as outlined in the project plan were to:

• Provide training on the components of building a capabilities based strategy,

• Equip the HR participants as process experts for the upcoming team event, and

• Initiate the process for understanding the links between key business processes 

and HR bundles.

The participants were surveyed at the beginning and end of the session using the 

identical instrument (see Appendix F). The results of the survey will be further discussed 

in answering sub-question two in the next section. The survey was used as one vehicle
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for gauging the comfort level for initiating strategic conversations within the 

organization both pre and post training.

Overall reaction to the training was positive. Many of the participants felt better 

equipped to partner with their functional areas within the company, and they more clearly 

understood the business success drivers. “HR has not been strategically involved in the 

overall business strategic planning. We certainly have the ability to contribute to the 

process, but need the buy-in from the executive management to be a true player and 

facilitator within the process.” This same individual responded to the question of what 

role should HR have in strategy development in this way. “[We should be] able to 

evaluate impact o f decisions [from an HR perspective] before they are finalized [from a 

strategic planning standpoint].” Others felt more comfortable in articulating and 

understanding the link between organizational strategies and the resulting HR 

implications. When asked about HR’s role in helping make the firm the leader in the 

industry in the next five years, many mentioned understanding pivotal roles, examining 

and developing an infrastructure to support growth, the need for alignment and 

measurement. The follow responses are representative.

• “Make sure HR strategy is aligned”

• “Measure results”

• “Examine our process to make sure we are getting ‘value’”

• “Assess the value to the organization from a human asset evaluation”

• “Become a  strategic partner who provides analysis data and challenges to 

management team”
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These responses reflect a more strategic perspective than the more traditional responses 

from HR that were seen in the pre training surveys. When asked about their role in 

helping the organization achieve their industry leadership goal the responses were more 

centered on recruiting and training, and included fewer references to measurement, 

alignment, and creating value through human capital investments. Representative 

responses from the pre survey included the following:

• “Attracting the right people”

• “Maintaining a high level of skill and productivity”

• “Hire the right people”

• “Source and hire the best sales associates”

• “Improve the company’s image for employees and potential employees”

• “Provide competitive benefits and compensation”

• “Provide needed training”

The training was intended to provide the HR team with a deeper understanding of the 

implications that business strategy has on human capital strategy. It was also intended to 

provide a framework and tools to analyze human capital investments within a business 

context to facilitate informed strategic decision making. The immediate application 

would be in assisting with the facilitation of the team event discussed in the next step.

The second application was to prepare the HR leadership to work with the organization to 

develop a capabilities strategy and to align their human capital initiatives in a way that 

creates value for the firm. The second application will be discussed in response to sub

questions two and three.

128

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

Team Event. The project plan called for the next step to be a two to three day team 

event with HR participants partnered with line managers and information specialists 

(employees with knowledge of business processes and access to key data) throughout the 

organization. As mentioned previously, the goal was to have these triads, representing 

the core business processes in the value chain, work through the PeopleSCOPE™ Human 

Capital Framework to identify the human capital implications of the organization 

strategy. The purpose outlined in the project plan was to:

• Develop an in-depth understanding of where capabilities create value for the 

organization and the human capital implications,

• Validate business challenges, value chain, constraints, critical processes and 

pivotal roles for each segment of the value chain, and

• Engage individuals who will work with HR to align resources to support an 

effective human capital strategy.

Due to the uncertainty felt throughout the organization and the need to develop and 

communicate strategic direction, the size of the participant list was increased well beyond 

the initial proposal by the researcher. In the initial plan it was proposed that each 

segment of the value chain be supported by a triad representing HR, the line and a key 

information specialist for each segment. This would result in a total of eighteen 

participants since the value chain as presented in Appendix O showed six key business 

processes. A decision was made by the CEO and the HR VP to include all employees at 

the Director and above level. This resulted in a total participant list of 39, including key 

HR people below the Director level.
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The meeting was set for June 29, the week following the HR Team Event. The 

process was dependent on the HR professionals being able to facilitate strategic 

discussions in the value chain groups, so it was essential that they be allowed to 

participate in a preliminary training session which prepared them for their role in the 

team event. The decision to lag the HR training by one week was made by consensus of 

the core team based on the desire to have some chance to integrate the information and 

gain clarity around their role in facilitating the organizational event. The scheduled also 

recognized the value in having the two events scheduled close together so the concepts 

would be fresh and familiar.

However, the team event was never conducted. The initial meeting was postponed 

due to a number of events that were distracting the management team and delaying the 

articulation of strategic direction. The CEO and members of the executive leadership 

team were concerned with the original schedule that required a strategy session to be 

fleshed out and articulated on the day preceding the team event. Their concern was that 

they would not have enough time to formalize their thinking before presenting to the 

larger group. There had been considerable anxiety around the meeting on the part of the 

Executive Team who were being asked to present their plan for achieving the growth 

target proposed by the chairman. The executive team felt they had not had a chance to 

think through all of the alternatives themselves and there was considerable discussion 

about the fundamental determinants of the business model. There was concern that not 

having a full understanding o f the financial and market components of the business 

model they would not be in a position to appropriately evaluate alternatives.
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Adding additional pressure to the Executive Team was the fact that employees 

throughout the organization were anticipating the session, and looking forward to the 

resulting strategy. The session was being held nearly ten weeks after the new CEO had 

been named and there had been frustration building around the lack of communication 

and guidance from that position. Many saw this meeting as a chance to finally hear the 

strategic objectives and to participate in the development of tactics and action plans to 

achieve those objectives. The anticipation and expectation level from the Director and 

VP levels was high and that pressure was felt by the Executive Team who were 

uncomfortable communicating a strategy that was not completely clear to them. Instead 

of the team event as suggested by the schedule, they recommended a strategy session 

with the executive team followed by a team event two weeks later.

Thus, the organizational strategy event with the Directors and above was rescheduled

for July 13 and 14. This meeting was to be preceded by meetings with the Executive

Team to plan the agenda and develop the business case that could be used to support the

strategic alternatives. A meeting was held on June 29 with the Executive Team and the

researcher to review the fieldwork results and set an agenda for the strategy event. All

members of the Executive Team attended this meeting. The overall mood was sober and

there was not much participation in the discussion of the results that were shared in

summary form (see Appendix Q). When pushed by the CEO to express their opinion

about having the organization strategy session, there was initial hesitation. After some

discussion there were a number of those present who implored the team to go forward

with the planning sessions. There was a great deal of pressure to have a plan finalized for

the Board Meeting on July 28 and many felt that an exploration of the strategic
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positioning and the reasons for being so far below sales projections would yield some 

insight for that presentation. At that point the CEO commented that it was very difficult 

to plan forward when there was no one in the organization that could really explain the 

drivers of the business. He provided examples where sales were up one period and down 

the next or up in one region and down in others and no one was able to discern the 

patterns or the reason for the erratic sales performance. The Sr. VP’s of Retail and Direct 

were currently working on financial projections for the board meeting that would forecast 

revenues for the balance of the year. It was expected that those reports would be 

available by July 8 at which time the Executive Team would be ready to analyze those 

reports and begin a planning process to establish strategies and objectives for the 

following years.

On June 30 a memo to all Directors and all Vice Presidents was sent out at the 

direction o f the CEO to postpone the July 14 team event. The memo stated:

The strategy session we had scheduled for July 14 has been officially 

postponed. Due to the reforcasting for 1999 and the forecasting for 2000, the 

management team needs more time to strategize on future plans. We will plan 

to reschedule another date after the board meeting on July 28.

Travel plans were cancelled and calendars cleared for a second time. There was some 

discussion about announcing the new date, but the management team was uncomfortable 

committing to a date for a third time. At this point they wanted to get through the board 

meeting and then gauge the impact of any changes in direction or strategy.

It became evident why the CEO had delayed in presenting strategic objectives and the

initiation of discussions on the development of a human capital strategy. On July 19,
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1999 the CEO announced his resignation after just three months on the job. The CEO 

announced that he was leaving to join another organization. While publicly the decision 

was presented as an opportunity that had come up quickly, there were many who felt that 

he had been working on this deal for quite some time and probably had not been directing 

the organizational activities as closely as he should have been.

The researcher called the HR VP the day after the board meeting to find out what had 

been presented and to reschedule the team event. That call, and several others after that 

during the next couple of weeks went unanswered. There was a prevailing sense of 

uneasiness among the people the researcher was able to connect with during the several 

weeks following the CEO’s resignation.

Once again, there was a question as to whether or not the research study could 

continue. In the weeks immediately following their CEO’s resignation there were a 

number of changes within the organization. The Sr. VP of the Direct business resigned, a 

person was hired into the position of Sr. VP of Strategic Planning and Branding, and a 

search was launched for a Sr. VP of Corporate Development and Marketing. Much of the 

activity was driven by the Chairman of the Board who had initiated a search for a new 

CEO, but was serving in that capacity on an interim basis. This was the third CEO for 

this organization this year and once again there was anxiety amongst the employees at all 

levels and a great deal o f speculation in the press about the direction and leadership of 

this organization. To make matters worse one of the local papers published their 

Minnesota 100 second quarter stock performance for the largest public companies in the 

state (Oslund & Kennedy, 1999) and Select Comfort was at the bottom of the list with a

negative 74 percent change in share price year to date.
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Interview with the Chairman of the Board and Interim CEO. During the course of 

this study the researcher developed a number of relationships with individuals throughout 

the organization. In conversations with these individuals it became clear that the stress 

on the organization was starting to take its toll. This was particularly true with members 

o f the Core HR Team who were faced with incredible challenges to attract, hire, retain 

and motivate employees. The HR VP had a similar feeling of uncertainty and was seeing 

increased anxiety building throughout the organization. It was at this point that she 

suggested a meeting between the researcher and the Chairman of the Board. The 

Chairman, who was serving as the interim CEO, had been given a brief overview of the 

work that was being done and agreed to meet with the researcher. The meeting took 

place at the Chairman’s office over a two-hour period. The meeting was tape recorded 

and the tapes were later transcribed. The tapes and transcription are maintained by the 

researcher in accordance with the agreement between the researcher and the organization. 

The researcher used the same interview guide that had been developed and used for the 

previous CEO and Executive Team interviews. The intent going in was to compare the 

interview data with the previous data gathered to surface areas of alignment or 

disagreement. A second objective was to gauge the Chairman’s understanding of the 

human capital constraints to growing the business and to assess the willingness to make 

investments to alleviate those constraints.

The Chairman was accommodating and generous o f his time. The interview was 

initially scheduled for two hours and ran an additional 30 minutes beyond that. The 

comments that follow are intended to provide insight into the Chairman’s vision for the

company and to also illustrate differences of opinion on how to achieve those goals.
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When asked about the most important challenges facing the company the following 

areas were mentioned:

• Developing awareness for the product and for the company,

• Appropriately deploying the growth strategy,

• Ensuring that the right people were in place, and

• Taking the management team to the next level by getting them to understand the 

strategy and have a business plan for their area.

He further noted that four things had to be looked at together when recommending or 

initiating any action: people, product, distribution and marketing. He stressed the 

integration of these components and noted that they would not be able to accomplish the 

strategy without being appropriately engaged at all four levels. In talking about these 

elements he mentioned that “these need to be orchestrated extremely well by the senior 

management team and that needs to trickle down through the divisions very specifically.”

He mentioned specifics of what is entailed to meet the requirements of people, 

product, distribution, and marketing. The people issues were pervasive throughout the 

interview and will be discussed further below. In regards to the other components he 

talked about needing more and better products. “ ...I think we are going to move towards 

three major products; the mattresses, sofa sleepers and the chairs, and that we will then 

have another 10-15 sku’s that will be important and will be consistent with those 

products. Consistency with these products means that they work”. ‘They are probably 

sleep oriented, relaxation oriented, or back oriented.”
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“In terms of distribution points, it is clear that to be $1.5 billion, we have to have 

over 1,000 distribution points.” In terms of distribution he again centered back on the 

need for consistency. ‘T he distribution points need to be consistent with the brand.”

He also discussed marketing extensively. “The problem with our mattresses is that 

people are not aware of what we have. It they were aware of what we have we would 

feel a lot better about the product line-up.” In the areas of advertising he specifically 

mentioned his frustration with the current activities, and the challenge of trying to work 

with advertising agencies who need to grow with their business. “Ad agency people tend 

to lock in really early. For some reason, in seeing these people for 25 years, they develop 

their two or three great ideas and then they can’t move off. Four, five and six don’t 

come. We need to continue to innovate in terms of advertising.” There was also 

discussion on segmenting the market. ‘There are plenty o f opportunities there, but the 

approach the direct marketing has to take is one where they really do segment the 

consumer and think about what the consumer needs.”

While several of the other executives mentioned the need to increase brand awareness 

during their interview and many talked about the importance marketing played in that 

challenge, they less frequently mentioned the people aspect. The CEO and the HR VP 

were most direct in talking about the need for key talent, but the other senior managers 

mentioned people to a much lesser extent. The Chairman, however, mentioned the 

critical role that people (employees) play in the achievement of organizational success.

He summarized the organizational challenges in three different ways and in all three 

summaries he mentioned people as success drivers.
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He went further when asked about the biggest internal constraint or obstacle. 

“Internally the biggest issue is sheer intellect. Secondly, it’s attitude. The intellect has to 

change at the top and then really good people will bring in really good people behind 

them.” When asked a clarifying question about the people currently on staff he was quite 

candid in his assessment. “I think that we did not hire the right people. In an 

organization like this, for instance, we should be able to look down into the organization 

and see people who are pushing up from underneath. They are challenging their 

superiors: they’re bright, they’re young, they’re energetic, and they’re enthusiastic. We 

will have people like that.”

In response to a question on the caliber of his people and retail employers in general, 

he was quite critical of the level of current talent.

I’ve invested in retailers for 26 years. Retailers are normally not the brightest 

people on the face of the earth. They are not engineers; they’re not scientists.

They are hard workers; they’re very nice people. They are usually very 

creative and are terrific in sales. When you get down to sheer intellect, that’s 

not how they are going to figure something out. They’re going to do it 

through personality or through tricks of the trade, selling techniques. That’s 

great, but we needed some people in the organization, and as much as I don’t 

like MBA’s, we needed a bright, young Harvard MBA pushing up from 

underneath. We have not hired those people. We have consistently hired 

people that on a grading scale, I would call B+. B+’s tend to be great people, 

but who are the stars in the organization? When you ask who are the stars in

this organization, it is a very short list. We need more stars in this company.
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Why we have not hired them, I’m not sure. It has to start at the top. In my Venture 

Capital organization I’ve had one rule of thumb in hiring other partners. They 

have to be smarter than me. I’ve done that consistently, and they are, and that 

works. I think that at Select Comfort we’ve clearly not done that. We said we 

are going to hire somebody that will be satisfied with this salary level and can 

do the job. They will do the job for the next 14 years. That’s the wrong 

approach.

In summary he noted that the three elements to be considered in the accomplishment 

of their objectives should be people, motivation, and strategy. He concluded his remarks 

on strategy by going back to a point he made earlier, “What I am trying to do is these four 

things — people, product, distribution and marketing and they are all interrelated.

When asked how success would be measured when he looked back in 2003 his 

response was quite clear.

I would put a definition on it as four different things. One is high growth, 35 

percent per year and revenues is the best measurement for that. Secondly, 

high profitability. My own goal would be to hit a minimum after tax profit 

margin of 80 percent. Third, is that we are known in the customer community 

as being a company that produces high-quality, innovative, proprietary 

products that provide real benefits. The last one is respect. Respect has to be 

all of our key constituencies, which includes employees, shareholder, and 

vendors. We have to be a company that by the time we accomplish our goal, 

we have done it and developed a position of respect for those key constituents
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rather that an organization where people say, wow they did it, but everyone hates 

them.

HR Debriefing Session. While there were a number of setbacks and considerable 

change taking place within the organization, there was continued contact and dialogue 

with the Core HR Team. The conversations centered on their desire to take all of the data 

that have been gathered through the fieldwork and interviewing process and incorporate 

that into their 2000 planning initiative. This desire appeared to be somewhat spurred by 

their deeper understanding of the strategic implications, but also driven by the current 

challenges they were having within the functional areas they support. There had been 

some turnover in key roles and there was also a great deal of uncertainty amongst the 

employees driven by the change in management, lackluster sales performance, and a 

constant barrage of negative reports on the company from the local media and financial 

analysts.

The core HR team appeared to be anxious to initiate some action on the findings of 

the research and they were becoming somewhat impatient waiting for some direction 

from the Interim CEO. There were a number of attempts made by the researcher to 

encourage the team to go ahead with their own planning and strategy work. In fact 

several calls were made to the HR VP to try to initiate the next step. She appeared to be 

waiting for some direction from the CEO. Furthermore, there were several initiatives 

being launched (a marketing study, retail distribution study, and an executive search), and 

that there appeared to be a desire to complete those activities before initiating any 

planning for the HR group.
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At this point no amount o f prodding and suggestions from the researcher were 

having an impact as people were struggling with the changes that were going on day to 

day within the organization. It was a “wait and see” approach, and given the 

organizational upheaval of the last several months it was understandable that people were 

not ready to launch anything new until they felt comfortable that the CEO was going to 

be supportive of their efforts. Nearly two months had passed since the last meeting with 

the Executive Team when an opportunity to reengage this group emerged. The interim 

CEO sent out a memo requesting each department to analyze their business, the role they 

played in the organization and their strategy for the next 5 years (See Appendix V). This 

memo prompted a call from the HR VP to the researcher and the resulting engagement 

proved critical to the development of a strategy that focused on alleviating some of the 

capability constraints.

Initiate HR Strategy Plan (Create Report). The researcher and the Core HR Team 

reconvened on September 7, 1999. At that time there was a great deal of discussion on 

the information that had been gathered during the fieldwork and the interviews and a 

sharing of the changes that had taken place since that work had been completed. Armed 

with an understanding of the organizational challenges and fundamental drivers of this 

business the researcher was poised to apply a strategic and financially sound approach to 

the development of a human capital strategy for this organization.

The full day working session on September 7 was preceded by a planning session

between the HR VP and the researcher and the development of an approach to

incorporate the data and insights gathered over the past several months into a plan for

moving forward with the human capital strategy. The meeting on September 7 included
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the HR VP, the Director o f Training and Development, the Director o f Retail HR, the

Director of Generalist Services, the Director of Compensation and Benefits and the newly

named Director o f Recruiting. This was an all day session and it was launched with a

discussion of what was done in 1999 and what have been the biggest constraints to

achieving their goals this year. There was also a review of the assumptions that were

driving growth through the year 2004. The prevailing measure was the sales projection

for 2004. This figure had been stated a number of ways over the past few months but at

the core was that the organization “will grow to $1.5B in sales by the end of 2004”. This

figure had been further broken down by distribution channel with $1.2B coming from the

Retail business, $200M from Direct and $100M coming from E-commerce. There was

currently a great deal of work being done to determine the best way to achieve these sales

goals. Along with the current distribution avenues there was discussion about placing

Select Comfort products in the more traditional distribution channels, working on

launching a number of affinity programs (such as with health care organizations or senior

citizen groups), and also the notion o f distribution through catalog. While all of these

ideas were currently under investigation, the one given was that no matter what avenue

was taken, there were going to be human capital issues primarily centered around the

need for a staffing strategy. The current thinking was that even if alternative distribution

sites were used they would still be staffed by Select Comfort employees. Given that there

are currently 1200 retail employees for 350 distribution sites, simple calculations would

indicate that over 4000 retail employees would be needed in the next 5 years. The

strategy for staffing these distribution sites needs to consider not only the hiring of the

new employees, but also the high turnover and the resulting replacement strategy. A
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succession management or promotion strategy is also needed, as many of the current 

sales professionals will need to move into Sales Manager, District Sales Manager and 

Regional Sales Director positions in the next few years to support the addition of 

distribution sites. The recruitment and retention strategy would need to include all 

elements of the process including, sourcing, selection, hiring, orientation, and retention.

A number of other HR issues and needs were surfaced during the resulting HR 

strategy sessions and in the development of the five-year HR plan. Given the volume of 

transactions required for each employee there was a need for HR systems that could 

support and maintain this data in an timely and accurate way. Nearly all of the other 

issues raised were centered on the staffing strategy needed to attract, retain and motivate 

this rapidly growing workforce. The key areas mentioned were:

• Recruitment and attraction strategies

• Competitive compensation and benefit strategies

• Automated benefits and payroll systems

• Performance management strategies including management development, 

succession planning, career development and mentoring.

To successfully implement these practices there was a need to track and measure HR 

data. There was also some discussion on what was needed to be considered a strategic 

partner within the organization. The growth strategy is very dependent on effective and 

efficient HR practices, yet these HR leaders did not find themselves included in the 

strategy discussion going on throughout the organization. There was a great deal of 

discussion around what was needed for HR to be considered a strategic partner. The 

resulting elements are listed below:
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• Recruitment strategy that supports growth

• Data driven decision making

• A way for valuing human capital alternatives

• Support/partnership with the business units

• HR involvement at the front end of strategic decisions 

• Well defined systems and processes

Brief Results. The resulting presentation (Appendix W) summarizes the strategic HR 

approach that was recommended. A change in the organizational structure for HR is 

suggested to manage this growth and there is a great emphasis on building partnerships 

with the various business units. There is a scorecard for 1999 with some discussion on 

what could have been done better and also a summary of what HR must do exceptionally 

well to be successful in supporting the organizational strategy in the areas of:

•  Recruitment and Retention

• Performance Management

•  Training and Organizational Development

• Employee Relations

•  Compensation and Benefits

• Human Resource Administration and Management

Also included in Appendix W are detailed actions planned for each of these areas through 

2004. While focal areas mentioned above could be generalized to most any organization, 

the key for this group is that they discovered that each of their areas has to be aligned 

around the growth objectives and the need to support the distribution strategies for the

143

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

organization. This may not seem like a keen insight, but for this group it was the first 

time they really analyzed their day to day activities and articulated the need to align what 

they were doing in a way that has the greatest impact on achieving the organizations 

growth goals. This insight alone provided a platform for aligning and organizing their 

initiatives and also provided a framework from which they could measure the 

effectiveness and impact of their collective activities.

The HR VP made this presentation to the Chief Administrative Officer and later to 

the CEO. This report was also presented to the Executive Team. Several of the human 

capital implications that resulted from this HR strategy and the subsequent presentations 

will be further discussed in the description o f results for sub-question 3.

Summary of Results Sub-question I

The critique of the PeopleSCOPE™ Human Capital Framework was used to inform

the development of an organizational capabilities strategy protocol from the human

capital perspective. The critique surfaced a number of issues that were considered in the

development of the human capital protocol. The resulting protocol consisted of ten steps

as documented in Appendix H. The resulting application of this protocol did not go as

planned however with Step 7, the Team Event, redesigned a number of times and

eventually cancelled due to a number of organizational issues, including poor financial

performance and the CEO’s resignation. The CEO resignation prompted an additional

step that was not in the original protocol and that was an interview with the Chairman of

the Board who was serving as the Interim CEO.

The PeopleSCOPE™ Human Capital Framework was used to develop the capabilities

strategy protocol, and framework proved useful as an organizing construct to show how
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each step in the process was integrated into the development of an organizational 

capabilities strategy. Without the team event as scheduled this process was not 

introduced as planned, but has still received a great deal of interest and attention by the 

Executive Team and the Human Resources Group. The ability of the human resource 

professionals to facilitate this process and the resulting human capital decisions will be 

discussed in description of results for sub-questions 2 and 3 in the next sections of this 

chapter.

Description of Results Sub-question 2

The second sub-question asked, Can human resource professionals use a human

capital protocol to facilitate the development of a capabilities strategy process for

their organization? This sub-question was examined by looking at HR’s current role in

the organizational strategy process and by gathering data to evaluate how the application

of the human capital protocol can impact the way HR professionals affect and respond to

strategic decisions. There were two primary activities from which data to answer this

question was gathered. The first was to understand the role HR currently plays in the

organization’s strategic decision making. The second activity was the development and

facilitation of a two-day workshop for the organization that introduced the capabilities

approach and a process for thinking about the capability constraints o f the organization’s

growth strategy. The research results for both of these activities are presented below.

An integral part of the study included increasing the business acumen of the human

resource professionals within the organization. The HR VP appeared to be frustrated by

the lack of involvement that the HR professionals had in the strategic planning process.

The PeopleSCOPE™ Human Capital Framework and the resulting human capital
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protocol became a platform for enhancing the HR staffs ability to think strategically 

and look for opportunities to present a business case for HR investments throughout the 

organization. The leaders of the various human resource functions were traditionally 

trained HR specialists with little educational or line business experience. Their 

introduction to the human capital framework and strategic context of capabilities strategy 

was presented during a two-day workshop. As previously referenced, the workshop 

materials can be found in Appendix U.

In order to gain insight into how the HR professionals viewed their role in strategy, 

they were given a survey that asked them to describe the extent to which they had been 

involved in the strategy development and deployment in their organization. They were 

further asked to describe their role in helping the organization reach its strategic goals for 

the next five years. The strategic goals as presented in the Chairman’s letter on April 21, 

1999 (Appendix J) included the following: increasing distribution points, expanding 

product offerings and increasing the retail advertising reach. They were also asked to 

comment on the constraints or obstacles that would inhibit their ability to contribute to 

the attainment of these goals. The complete participant evaluation form is found in 

Appendix F. These individuals were given the same instrument at the conclusion of the 

second day of the training. These instruments were coded so that each participant’s pre 

and post comments could be compared. The researcher did not know how the codes had 

been assigned to the participants and the survey results were not reviewed until the 

completion of the entire workshop.

The data were analyzed to determine if there was a change in the perceptions of what

these individuals could do to enhance the value of the firm through the application of a
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strategic perspective. The participants were not familiar with the notion of capabilities 

strategy or even human capital strategy per se, but their responses to the survey 

distributed at the beginning o f  the session indicated that they felt strongly that HR should 

have a role in the strategy process. The following are responses to the question of what 

role HR should have in strategy development. “Facilitate and put in place action plans 

that help carry out the strategy”. “HR should be central in the strategy development and 

execution.” “HR needs to be involved in the development o f our business strategy to 

ensure we have the knowledge up front to implement the needed system enhancements, 

recruitment initiatives and training plans.” “I think HR should be the core developers of 

the strategy process.”

While these participants felt strongly about the role they should play in strategy 

development the extent to which they have been involved in the strategy process varied 

significantly. “Different areas of the HR department have participated at different times 

during the process, we are generally given the goals for HR and are instrumental in 

strategizing how to attain them.” “I would say a lot, especially in terms of recruitment, 

selection and training of new hires.” “I am not aware of the extent to which HR has been 

involved with planning at Select Comfort.” “One strategy HR has been involved in is 

developing a communication strategy for the whole company.” The comments represent 

input from individuals at different levels of the organization and it is perhaps not 

surprising that their understanding of strategy and HR’s role in the development of 

strategy would be diverse.

The comments received at the end of the two-day workshop were more specific about

the role that HR should have in strategy development. In fact, there was a great deal of
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input provided regarding how HR could help accomplish the strategic objectives of the 

firm. While the comments were focused on the traditional HR offerings, there was a 

richer strategic context for this involvement. “Hiring, retention o f employee, determine 

pivotal roles.” “Put the pivotal people in place.” “Hire the right people, train them well, 

provide opportunities for development.” “Lay out specific plan to ensure that we will 

have the staff to support the growth.” “Become a strategic partner who provides 

analytical data and challenges to management team.” “Make sure management is 

receiving the necessary data to determine what area is responsible. HR needs to be there 

to support the changes not take ownership of the problems incurred with the change.”

While the comments reflected a great deal of enthusiasm and understanding of the 

ways that HR can contribute to the strategic positioning of the organization there are 

some organizational constraints/obstacles that need to be overcome in order to 

successfully contribute to the attainment of the strategic goals. When asked to identify 

the potential constraints/obstacles to HR being able to successful contribute to the 

attainment of the five year goals, the following comments were made. Each bullet point 

represents a single comment by a respondent.

• “Buy in by upper management, technical support, human resources (people)”

• “Number of people, system abilities, measuring tools”

• “Not being able to convince management of the importance of program to lend 

value to the goals”

• “Alignment with corporate vision”

• “Labor market, benefit offerings to new hires, attrition”
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• “Lack of support from upper management, support from other departments, lack 

of thorough planning and strategy”

• “Other departments willingness to view HR proposals/role in strategy and 

growth”

• “Need to Ieam how to strategically present initiatives to key stockholders for 

backing”

• “System constraints limiting measurable items capabilities”

• “Number of employees, training budgets, too many strategies demanded from top 

management, IS/Computer systems”

• “Systems, personnel”

• “View from executive managers that HR is a strategic partner, time, systems”

• “Lack of understanding of pivotal roles of HR”

• ‘Traditional methods of seeing HR as a cost.”

• Line does not always see linkage of investment in people but cost

• The only constraint is us — HR — is we don’t utilize these strategic processes

• Being able to be involved in the development of the goals to ensure that HR staff 

will support the goals

• HR needs to communicate the strategies down to all levels of HR to ensure that 

every member plays the correct roles and supports the strategies

While the responses mentioned lack of people and systems issues, the primary 

obstacle identified was related to gaining credibility within the organization. There was a
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concern that management did not see HR a strategic partner or did not value their 

perspective in the strategic planning process.

Summary of Results Sub-question 2 

This sub-question asked, Can the human resource professionals use a human capital 

protocol to facilitate the development of a capabilities based strategy for their 

organization. This question required the researcher to understand the role HR currently 

plays in the organization’s strategic decision making. Data to support this investigation 

was gathered from the Executive Interviews and also interviews with the HR staff. There 

was a great deal of consensus around the lack o f HR involvement in the development of 

organizational strategy and also some debate about how successful HR has been in 

executing strategy.

The delivery of the two-day workshop for the HR Group did provide an introduction

of the capabilities approach to strategy and a process for thinking about the capability

constraints of the organization’s current growth strategy. The human capital protocol did

provide a tool for thinking strategically about the implementation of HR initiatives that

can increase value for the firm. When this protocol was coupled with the elements of the

Return On People™ approach, where the value of HR initiatives can be quantified, the

HR professionals begin to demonstrate an understanding of the value of HR investments.

The surveys gathered at the end of the workshop did indicate a heightened level of

awareness about the human capital implications of the organization’s current strategy.

There was also some initial work done on how the HR professionals could facilitate

discussions around their role in developing organizational capabilities. However, the

capabilities strategy process in this case was very much dependent on the researcher. The
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next sub-question will provide examples of the human capital decisions that emerged as 

a result of the human capital protocol and the role that HR team has taken in the 

execution of these decisions.

Description of Results Sub-question 3 

The third sub-question asked; What human capital decisions emerge throughout 

the organization as a result of using a human capital protocol? This sub-question 

relied on the analysis presented by the previous two sub-questions and required the 

involvement of the HR Directors in the organization. These Directors, who formed the 

Core HR Team, were presented with the results of the first two questions and with the aid 

of the researcher examined the human capital decisions that emerged as a result o f using 

the human capital protocol. The HR Core Team and the researcher then developed a plan 

to leverage investments in human capital to create value for the firm. While there were a 

number of human capital implications (and most of them will be realized within the next 

five years), for the purpose of this research the implications of the strategic plan and 

sample of how human capital decisions create value for the organization will be 

presented.

Human Capital Decisions Resulting from the Human Capital Protocol

An illustration provided by the researcher summarized the nature of the decisions that 

surfaced during the implementation of the human capital protocol. There was 

considerable interest in the financial and strategic impact of the current recruiting 

initiatives. This following example provides a baseline that the HR leaders can use for 

evaluating alternative human capital strategies and also provides the process steps around
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which all of the HR areas can be aligned to ensure organizational impact of HR 

investments.

The researcher asked for some data from the HR leaders on the recruitment and 

selection process to demonstrate the magnitude of this task for the coming year. The 

following data was provided. For every one employee hired,

• 20 Resumes are screened

• 10 Candidates are phone screened

• 4 Candidates are interviewed in person

• I Person is eventually hired

• The current turnover rate is 100%

Given this data and the hiring needs for the coming year, the amount of time that will 

be spent on recruiting and hiring is staggering. For example, there are currently 60 sales 

positions open and there will be another 140 open by year-end for a total of 200 

positions. Given the figures above, filling those positions will require 4000 resumes to be 

screened, 2000 phone interviews, and 800 in person interviews. The issue is not only the 

magnitude, but the cost as well. The HR VP commented “We’re spending thousands of 

dollars in recruitment fees. For the dollars we have spent alone in recruitment fees in a 

year, you could hire six people.”

Once the magnitude was understood, the HR Team was in a position to start 

brainstorming how they might align their efforts to make this process more efficient. The 

list was long and included everything from regional recruiting centers, to employee 

referral bonuses to massive advertising campaigns. These ideas had merit, but the next
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question raised was how this recruiting effort could be funded. This question prompted 

the researcher to review the human capital protocol, the PeopleSCOPE™ human capital 

framework and to introduce the threshold ROI approach. The goal was to have the team 

understand the strategic and financial implications of their recommendations and also to 

understand how to present their human capital initiatives to the managers of the business 

units they support.

In the data gathered earlier in the research it was determined that the district sales 

managers are spending at least 40% of their time recruiting and hiring. It was also noted 

that the median price for a bed was $1,200. The successful sales professionals sell three 

to four beds a week for an average of about twelve beds per store per week. With 332 

stores currently open and the figure expected to rise to 345 stores by year end the impact 

of one more bed per store is 345 x $1,200 for a total of $414,000.

The $414,000 is the amount available to be invested in recruiting and hiring if

management believes that having their district sales managers in the stores two more days

a week (40%) will help them sell one more bed per store per week. This threshold ROI

approach incorporates financial data already known about the business and proposes the

intervention in a way that allows the senior managers to make an informed decision about

the assumptions presented. In this case, management had already said that one of the

drivers to the success of the stores was having an effective district sales manager who

was visible and involved in the stores they manage. As a HR manager the investment

becomes much easier to sell when the question is positioned in a more compelling way.

Such as “What is it worth to you to have your district sales managers in the stores two

more days a week?” “Could you sell one more bed a week per store if the district sales
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manager were available to be in the stores two more days per week?” It is this type of 

discussion that demonstrates a strategic perspective of human capital and lays the 

groundwork for investment in capabilities. In this particular case when the Director of 

Retail Human Resources presented this example to the Senior VP of Retail his response 

was “now you’re thinking”.

The analysis can go beyond the immediate needs and be taken to the next level by 

looking at the number o f stores to be opened next year and extending the analysis to 

incorporate the impact of turnover. In fact when looking at turnover it is known that the 

average sales professional stays with the organization for just five to six months. In this 

case, assuming that an average salesperson sells three beds a week conservative 

projections demonstrate that each additional week that a person stays on the job is worth 

$1,200 for each bed sold. In the worse case if the person only sold one bed a week and 

stayed an additional month it would be worth $4,800 to the company. That number rises 

significantly when multiplied by 1,200, the number of current sales professionals.

Given this data and the approach for analyzing the appropriate investment of 

resources in particular HR initiatives or bundles, the HR professionals are in a much 

better position to align their efforts. In this case there may be retention strategies, which 

include training that ensures that the sales professional is more successful and thus stays 

longer with the organization. There may be an opportunity to provide bonuses based on 

tenure or to managers who are better able to retain their successful sales professionals. 

This analysis can also be used to determine the amount o f investment in recruiting, and 

even to determine the financial impact o f a change in the compensation structure.
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The point for this Core HR Team and for others within the organization is that

starting the analysis with an understanding of the sustainable strategic advantage and key

business processes provides a “line of sight” into pivotal roles within the organization.

Once the pivotal roles are understood from a strategic perspective, HR professionals are

in a much better position to analyze the behaviors that most impact the business and

determine whether the constraint is one of capability, opportunity or motivation. This

understanding provides the strategic context for recommending HR investments to build

capabilities that will have the greatest impact on the organization. Using the sales

professionals as a pivotal role, the following section will illustrate how this organization

is using a strategic approach to building capabilities within their sales function and how

these investments can create value for the organization.

Human Capital Decisions that Create Value for the Firm

As shown in the HR strategic plan (Appendix W), there are a number of HR

initiatives being planned for the next five years. Of all of these activities, the area that

has received the greatest amount of management support and interest is in the attraction,

motivation and retention of sales professionals. The business strategy is dependent on a

successful approach to recruiting and hiring these employees, and the senior management

of the retail sales channel has acknowledged the importance of placing and keeping key

people in these roles. The management has also shown a willingness to partner with the

HR staff to develop solutions that are not only efficient, but also have the biggest impact

on achieving the organization’s strategic and financial goals.

This role is critical for a number of reasons that need to be illustrated here. There are

very few sales professionals in any one store. In fact stores with $1,000,000 in annual
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sales revenue operate with a sales force o f three to four people. It should also be noted 

that there are large variances in performance between the high performers and the 

average performers. There appears to be a correlation between tenure and revenues 

although the study on that is currently going on and was not completed at the time of this 

writing. There is a great benefit to having a high performer in the store as evidenced 

from the sales figures. While differences in performance for average performers can be 

illustrated, it is not known how much poor performers hurt potential sales and brand 

image beyond the fact that the sale was not made. In other words, there is a potential 

revenue loss that is not captured when poor to average performer are allowed to continue 

to work in the store. It is also important for the accomplishment of the organization’s 

growth strategy that potential district and regional sales managers be recognized. While 

their performance may be evidenced in their sales figures there have been instances 

where a sales professional who was only rated as an average sales professional went on to 

become a highly effective District Sales Manager, managing stores and sales 

professionals who are performing very well.

The question then posed to the HR leaders was how to develop strategies that allow

them to attract and retain these key employees. They also need to analyze and

recommend practices that support high performance in this area. In order to accomplish

these objectives there has to be a determined focus on where to invest money, HR staff

time and influence, employee time and leadership attention. They need to make this

determination based on a focused “line of sight” on the business drivers and how the role

of the sales professionals contributes to organizational goals. There also has to be an in-

depth analysis of this talent pool. The questions that need to be answered start with what
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attracts potential candidates to this position, what they are looking for, and what 

motivates them to stay and perform well. There needs to be a way to assess their 

potential and performance over time. Finally there needs to be an understanding of the 

obstacles to their success and an examination of those work practices which inhibit their 

ability to achieve their sales quotas.

In the examination of the sales professionals in this organization throughout this

study, a number of HR strategies have been suggested. At the time of this writing many

are in the process of being implemented. One of the first processes being initiated is an

examination of the behavioral competencies needed to be successful in the sales

professional role. While there is currently an interview guide available to the store

managers, it is not being used consistently and in fact may not be providing insight into

what makes a successful sales professional in this organization. The Sr. VP of Retail

stated that in the past they have tended to hire high energy, gregarious people. “We were

practically looking for the stand-up comedian.” In retrospect, and now that they have a

couple of years of history to look at, the gregarious people may not be the one the

customer relates to and in fact they may not be the type of individual from whom the

customer wants to buy a bed from. In addition these gregarious sales people need a great

deal of interaction to be effective and there is not always enough traffic in the store to

keep them motivated. The sales professionals spend a great deal of their time on the

phone following-up on leads. This type of selling may not be all that appealing to the

gregarious, high-energy sales people they have hired in the past. So, in order to enhance

their ability to create value the organization needs to look at the competencies

demonstrated to be correlated with success for this company. They should then develop
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and implement an interviewing and screening process that selects for those behaviors. 

The Retail HR Director made it clear that they can not use a standard competence model 

for sales professionals since this type o f selling is unlike traditional home furnishing 

selling. The store model is different with the single product and there is also a great deal 

of product knowledge that must be conveyed to the customer.

As a result of the strategic process initiated in this study the organization is now

developing a competency based interviewing process that will allow them to maintain

consistency in their hiring as well as allow them to increase their likelihood of selecting

for success. The process they have undertaken has a number of steps. The first step

involves understanding the correlation between sales performance and other variables,

such as tenure, management influence, promotional activity, and location. They are

cautious against building competencies from and analysis of the top performers only,

without understanding what other variables may have and impact on success. Once they

have determined these relationships they are in a position to build a competency model

against the behaviors that have been found to most contribute to success. These

competencies will then be incorporated into an interview process that will allow the

hiring manager to more accurately screen and make hiring decisions. Finally, the results

of the interview guide can be compared at a later time to determine how that person

performs against expectations. The data can also be used to evaluate the performance of

the hiring manager. If for example, it is shown that a particular manager has no ability to

predict future performance during an interview, they may need additional training or be

removed from the hiring process. Conversely, if there are people who are particularly

insightful they may be used to train other managers in what to look for and how to
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conduct the interview, or they may take a larger role in the hiring process beyond their 

region. Each of these alternatives creates value for the organization by increasing the 

likelihood of hiring candidates who have a high propensity to be successful in the 

organization.

In the recruiting and screening process there are a number o f HR initiatives that can 

be incorporated into the process which can create value for the organization. As 

illustrated in the example in the previous section the district sales managers are spending 

40% of their time recruiting and interviewing. There is the potential for immediate sales 

increases in the stores they manage if they can just make themselves more available to 

those stores. It may be desirable to continue to have them involved in the interviewing 

process but there are a number of alternatives to recruiting and screening that could free 

them from those tasks. The researcher and the Director of HR for retail are analyzing a 

number of initiatives, including:

• regional recruiting centers,

• interactive interviewing kiosks,

• using 800 phone lines to prescreen, and

• outsourcing the hiring process completely.

Each of these alternatives can be evaluated under the same methodology as demonstrated 

above by getting the management to determine what the value of additional management 

time is worth if they could be freed of these recruiting and screening duties. An added 

benefit is a more consistent process and more opportunities to share learning and data 

across the system, as much of this information would be more thoroughly documented 

than it is now.
159

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

Also under way are a number of discussions around the capability, opportunity, and 

motivation of the sales professionals. There has been a great deal of effort under way the 

past couple of years to provide additional and better training for these employees. The 

completion of the manual for training sales professionals was revised in November of 

1999 and distributed organization wide. The manual outlines a rigorous five day training 

program that is conducted by the store managers when new sales professional start with 

the organization- The preliminary results from the pilot of this training process have 

shown an increase in performance in the areas where the new sales training process has 

been implemented. This study has provided the strategic context for evaluating these 

initiatives as well as a framework analyzing future HR investments.

There has been some limited analysis on whether the sales professionals have the 

opportunity to be successful. In other words do they get the chance to be as successful as 

they can be? In the past there have been some barriers to getting orders entered into the 

system. A large portion of the transaction was completed manually and the sales 

professionals needed to do a great deal of follow-up to make sure that the order had been 

received at the home office and to track orders for the customer. Some of those activities 

have been automated, and others are now centrally handled by the customer service 

function, but there are still opportunities for additional improvements here. HR creates 

value for the organization by ensuring that organizational impediments to success are 

resolved. These impediments can be related to the system, the product, the management, 

and even the compensation system. HR’s involvement in the resolution of any of these 

barriers creates value for the organization.
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It is also important that the HR professionals analyze the motivational aspects of the 

job and this talent pool. What practices are in place to ensure that these individuals want 

to be successful? What stands in the way? The standard answer to this question usually 

drives to the compensation and benefits area. In fact motivational studies particularly 

those conducted by Pritchard (1995) point out that there are a number of factors which 

contribute to the valuation of rewards, including control systems, productivity, 

measurement and feedback, and contingent rewards. It is important to understand how 

the employee’s behavior, results of that behavior, and performance contribute to the 

motivating value of intrinsic and extrinsic rewards.

Summary of Results Sub-question 3

The preceding section illustrates a number of human capital decisions that resulting

from the application of the human capital protocol. The protocol was built from the

PeopleSCOPE™ Human Capital Framework and used in conjunction with measurement

methodologies to provide insight into how the HR group could become more strategic

and how they could be much more proactive in initiating activities that would contribute

to organizational success. The level of strategic understanding and positioning amongst

this group had been elevated through the HR workshop and continued work with the Core

HR Team. The development of the five-year strategic plan provided a fomm for

gathering the various HR activities into an aligned action plan and it also provided insight

into initiatives most closely linked to organizational success at this time.

In looking at how human capital initiatives and capabilities create value for the firm

this HR organization has altered their approach to be more in line with the strategic

thinking and decision making of their business units. In this organization human capital
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challenges are being addressed at every level and the better armed HR is to address 

these challenges and provide solutions that create value for the organization the more 

likely it is that they will be seen as strategic partners.
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CHAPTERS 

SUMMARY AND DISCUSSION 

The challenge with organizationally based case study research is that the organization 

continues to function. At some point the researcher recognizes that the research 

questions have been answered and it is time to conclude the study. In this case, it is 

assumed that the insights and strategies initiated during the research period will continue. 

The summary and discussion that follow cover the research period and the questions that 

were proposed for the study.

Summary of Research Question and Method

The study was conducted using case study research which incorporated expertise

based evaluation. These methods were dictated by the nature of the question and the

resulting sub-questions. While the research technique was that application of the case

study methodology, expert critique was also used incorporating insights from an

academic and practitioner perspective. The integration of various research techniques

was proposed to increase the likelihood that the findings would be theoretically valid and

operationally sound.

Research Question

The study was framed around a central research question: How does an

organization develop an organizational capabilities strategy from the human capital

perspective and what are the resulting human resource management and

development implications?

This research question was then divided into three sub-questions that were used to

frame the methodology. These sub-questions are:
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1. Can a human capital framework be used to develop a sound organizational 

capabilities strategy protocol from the human capital perspective?

2. Can HR professionals use a  human capital protocol to facilitate the development 

of a capabilities strategy process for their organization?

3. What human capital decisions emerge throughout the organization as a result of 

using a human capital protocol?

The questions were grounded in the literature review, which suggests that an 

organization views its human capital as a source of strategic advantage when the 

company is basing its competitive positioning on the development of distinctive and 

sustainable competencies. This proposition presents the theoretical foundation to ground 

this study. The research involved a case study approach that included expertise based 

critique to enhance the process for developing a human capital framework from the 

PeopleSCOPE™ Human Capital Framework. In addition, the case study was conducted 

to gather evidence on how HR professionals can use the human capital protocol to 

facilitate the development of capabilities strategy process for their organization and to 

understand the human capital decisions that emerge.

Research Method

The first sub-question required a process to develop a human capital framework, in 

this case the PeopleSCOPE™ Human Capital Framework, to develop an organizational 

capabilities strategy from the human capital perspective. The process included the 

incorporation of scholarly and practitioner critique to inform the development of human 

capital protocol.
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Scholarly critique was solicited from two experts, one in the field of 

industrial/organizational psychology and the other in economics and strategy.

Practitioner critique was provided by two individuals with expertise in strategy and an 

understanding of the human resource implications of a capabilities approach to strategy. 

The respondents were asked to answer six questions proposed to evaluate the theoretical 

and practical soundness o f the PeopleSCOPE™ Human Capital Framework and to gather 

insights for the applicability of using this framework to develop an organizational 

capabilities strategy protocol from the human capital perspective.

All questions were analyzed using Yin’s (1994) case study methodology. The subject 

of the case study was Select Comfort®, a rapidly growing company that went through an 

initial public offering in December of 1998. This organization was selected because they 

had realized rapid growth in the few years since their inception, and with the recent IPO 

found themselves is a situation where their constraints are capabilities, not access to 

capital or customers. The case study allowed for full participation by the senior human 

resource (HR) professional and other members of the human resource department. The 

building of the human capital strategy protocol using the PeopleSCOPE™ Human 

Capital Framework required key line managers and members of the Executive Team to 

be involved as well, through interviews, and in some cases participation in discussions on 

the resulting human capital strategies. In addition to the interviews, participant 

observation, internal and external memos and announcements, financial analyst reports, 

and media accounts were analyzed and incorporated. The final outcome was the 

development of a human capital strategy protocol that would lay that groundwork for
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investing in strategic HR initiatives that could create value and support sustainable 

strategic advantage.

Interpretation of Each Result 

The findings for each of the sub-questions have been presented in length in Chapter 4. 

In this chapter the results o f each of those questions will be presented. These results are 

based on the interpretation o f the researcher and supported in conversation with 

colleagues and feedback gathered from individuals at various levels of the subject 

organization. Except for the critique methodology used in answering sub-question 1, no 

other external validation was preformed.

The research was guided by the following primary research question: How does an 

organization develop an organizational capabilities strategy from the human capital 

perspective and what are the resulting human resource management and 

development implications?

The primary research question required the development of a process to construct an 

organizational capabilities strategy protocol- The People SCOPE™ Human Capital 

Framework was used as a basis for building the protocol. While this framework had been 

used in various academic situations and as a framework in a series of human capital 

strategy workshops, at the time of this research, the framework had not been fully tested 

in an organizational setting. The research required a critique of the framework, the 

development of a protocol to use the framework in developing a capabilities based 

strategy for an organization, the application of the steps in the protocol, and an 

interpretation and integration of the results into the development of a human capital 

strategy.
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Sub-Question 1

The first sub-question asked: Can a  human capital framework be used to develop 

a sound organizational capabilities strategy protocol from the human capital

perspective? This question required research to understand the strategic, financial, 

operational and human capital challenges facing the organization. The first step in 

determining how to develop a protocol to operationalize this framework required some 

critique from scholars and practitioners in the area of industrial/ organizational 

psychology, human resource development, economics and strategy. The critique was not 

intended to make changes to the framework, but instead to provide insight into how this 

framework could be used to build a capabilities strategy protocol. There were a number 

of concerns around the simplicity of the framework and the difficulty in its application 

without a great deal of understanding about each element. Each step of the framework 

requires a fairly specific “how to” and the feeling was that many HR professionals would 

struggle with getting valid responses around the areas of “sustainable strategic 

advantage” and “key business processes”. One of the insights gained through the critique 

and applied to the presentation of later steps was to refer to PeopleSCOPE™ as a 

framework rather than a model as had initially been presented to the experts.

The critique led to more discussion between the researcher and the authors of the 

PeopleSCOPE™ Human Capital Framework. It was through these discussions that the 

protocol identified in Appendix H was developed. This is the process that was used to 

guide the research with the case study organization.

The protocol proved fairly robust, and even though there were numerous delays and

the team event identified in Step 7 did not occur. The protocol application generated the
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data and discussion needed to initiate strategic human capital planning, and provided a 

process for evaluating the merit of the various alternatives. The level of success in 

applying this protocol was dependent on buy-in from the leadership and key line 

managers and some fundamental business and financial acumen from the HR 

professionals. The application of this protocol and the resulting processes were 

dependent on the researcher in this case. Even with a  well detailed protocol it would be 

difficult to ensure that the resulting human capital strategy was appropriately linked to 

the business goals without understanding those goals and reconciling any inconsistencies. 

In this particular case, the HR professionals did not have the expertise or the credibility 

within the organization to engage in the level of investigation that was required on the 

front end of the study.

The executive interview process required interviews with all of the direct reports to 

the CEO. In this case the CEO had only been in his position a few weeks and he resigned 

from the organization prior to the conclusion of the study. The Chief Administrative 

Officer was also new to his position and was still uncertain of his role and that of the 

people who reported to him at the time of the interview. The CFO was new to his 

position since the prior CFO had recently been promoted to CEO. While these 

individuals were new to their roles they all had a fairly good understanding of the 

organization and the challenges facing them. If this study was being conducted by 

someone within the organization the breadth, and perhaps even the depth, of these 

interviews could be curtailed.

The key line manager interviews took place approximately eight weeks after the

instatement of the new CEO and the announcement by the Chairman that the
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organizations was going to grow to $1.5 billion in sales by 2004 and would be the 

largest firm in the mattress business. The fact that there was a great deal of uncertainty 

within the organization was evident in the interviews. The level of uncertainty and 

concern in the organization may have helped to get more candid insights as people were 

really starting to question the organizational strategy, but there may also have been some 

apprehension about the organization’s future and their role in it. The executive 

interviews took place right after the annual meeting and the announcement that the 

second quarter earnings were going to be significantly below forecast. This 

announcement, coupled with the reaction from the financial community and a lawsuit by 

two of their stockholders, consumed a great deal of their time and energy. While it 

probably was not the best time for them to be involved in a research study it certainly 

provided a richer case and a situation in which the organization and the key players were 

on the verge of a roller-coaster ride.

What became obvious early on was that the key line managers fundamentally 

believed in the product and the jobs they were doing. The issues for these managers 

centered on the lack of clarity around vision and the lack of alignment within and among 

departments. These individuals also felt a tremendous squeeze on their talent pools and 

were having a harder time attracting, retaining and motivating employees. The 

combination of the low unemployment rate in the vicinity of their corporate headquarters 

and the lack of faith in some of the management decisions, or in many cases indecision, 

was taking its toll at all levels of the organization.

The human capital protocol did help to facilitate a structured process for examining

the business model and the resulting human capital implications. The protocol relied
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heavily on the use of the PeopleSCOPE0,1 Human Capital Framework in interviews and 

consistently in discussions with the Core HR Team and management to demonstrate the 

relationship between alignment of human capital investment and capability strategies 

with the business goals. The Human Capital Framework was also used in the two-day 

workshop that was conducted with the entire HR team. In the workshop each step of the 

framework was explored through exercises, evaluation, case examples and application to 

the organization. This HR team training workshop may have been one of the more 

valuable components of the study. This workshop presented a completely new way of 

thinking for the HR leaders and since the data gathered during the interviews was 

incorporated into the workshop they were able to translate the interview responses to 

action that could be taken in response to the challenges presented. The HR group also 

gravitated to the exercises around making the business case for HR investments. They 

become much more comfortable with their ability to link HR strategies to organizational 

challenges and they also seemed to gain a heightened sense of the importance of their 

role in driving organizational success.

The process of gathering data to understand the drivers of the business is a key step in 

developing a human capital or capabilities strategy. It is possible to alter the steps that 

have been suggested in the protocol that was used. This was a one-time application for a 

particular company and, as noted earlier, not all of the steps were accomplished 

according to the plan. However, the discipline built into the protocol did provide the 

groundwork for the development of a HR strategy that has enhanced the organization’s 

likelihood of achieving their growth goals. The following two sub-questions illustrate

HR’s role and the resulting HR strategy implications.
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Sub-Question 2

The second sub-question asked: Can HR professionals use a human capital 

protocol to facilitate the development of a capabilities strategy process for their 

organization? While this question was partially answered by the protocol developed in 

sub-question 1, there were some distinct skills and insights necessary to be successful in 

the application of this protocol. In this case, the process, while championed by the HR 

VP and the CEO, was led completely by the researcher. The intent was to more fully 

engage the HR VP as the process moved beyond the data gathering stage to the 

development of strategy. It became evident as the study went along that the HR 

department had not thought strategically about the services they provide to the 

organization. While they hoped to see themselves as business partners, it soon became 

evident to the researcher and themselves that they were not perceived that way within the 

organization. They had very little formal education or background in the area of strategy 

and admitted as a whole that they were fairly weak in business and financial acumen. 

They did understand the business and seemed aware of the challenges facing the 

business units they supported, but they were consumed with transactional HR activities 

and spent little time thinking strategically about where the organization was going and 

the human capital implications of that direction.

The protocol provides a process for HR professionals to follow in analyzing a

capabilities strategy, but it is dependent on their credibility in leading a strategic effort

and the opportunity to engage in activities at the strategic level. In organizations where

HR has a strong leader and a high level of visibility and credibility this process could

serve to reinforce that view. However, in organizations where the HR role is not seen as
17 L
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being very strategic, and where they are perceived as having less credibility, there is the 

potential that this process would only serve to illustrate HR’s lack of business 

understanding and strategic ability. In this case, the researcher led the effort and the HR 

leaders built on the visibility of the study and the data gathered, to build a capabilities 

strategy response to real business challenges. This visibility led to inclusion in the 

development of human capital initiatives to support the organizational growth strategy.

In this case and in many organizations that visibility and attention may be enough to 

launch a deeper strategic partnership between HR and the business units.

It is also important for HR position to this process as a human capital or capabilities 

strategy and not an HR strategy. This process can not look like a HR initiative if it is to 

get the support needed to be successful. This process needs to be embraced by leaders 

throughout the organization. The executives interviewed were surprised that the questions 

asked were primarily based on the drivers and challenges of the business. The executives 

were able to discuss their business strategies first and then work into the implications for 

the HR strategy. It is only after the business issues illuminate the pivotal roles that 

anything resembling a HR initiative is apparent. The impact portion of the framework is 

dependent on business insight and understanding. While it may be possible to enter the 

framework at an level and work up to the levels above, this process was heavily grounded 

in the business implications of the growth strategy and the challenges of being a young, 

public company.

As the study was winding down, the HR leaders continued to discuss the protocol.

While none of them felt that they would have been able to lead the process, they all

agreed that an effective human capital strategies requires a full understanding the
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business impact of the first few steps of the framework- They not only felt more 

comfortable in discussing strategic implications with their business unit VP’s, they also 

started to develop a consciousness around the need to align all of their initiatives in a way 

that had business impact. Finally, they developed a strong appreciation for the need to 

have solid measurement systems throughout the process. Their human capital strategy is 

heavily dependent on a measuring the impact of each initiative and aligning their HR 

resources in a way that is consistent with the organizational goals.

Sub-Question 3

The third sub-question asked: What human capital decisions emerge throughout 

the organization as a result of using a human capital protocol? The results of the 

third sub-question build on the last paragraph of the previous section by presenting 

evidence of the impact of alignment and the value created by strategic human capital 

investment. Whether the investment in human capital is initiated to align or be more 

responsive to the needs of the business unit or it is an investment to build organizational 

capabilities, the response to the third sub-question generated the most interest by the Core 

HR Team in this study. These HR leaders were interested in the future implications 

portion of the study. This focus may be the result of these leaders being less involved in 

the earlier steps of the protocol or because this question finally got down to their 

individual actions. Regardless of the motivation, this was the step during which the HR 

Core Team fully engaged as a group. This was also the step in which the HR strategy 

was developed.

As noted in Chapter 4, there was a lull in activity from the time the CEO resigned in

July until the interim CEO put out his memo asking each of the functional areas “to
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present a written plan for how their department will become a valuable strategic asset o f 

the organization as we grow the business five times in the next five years.” (See 

Appendix V for the complete memo.) Rather than seeing this request as an opportunity 

to position themselves as strategic assets, the HR VP’s initial reaction was one of panic. 

There was a 30 day time limit on the request and the HR VP did not know for sure how to 

precede and did not immediately recognize that this was exactly what the study had been 

building up to. This request provided the impetus to take the protocol to the next step. 

Furthermore, since all of the functional areas had been asked to undertake the same task 

there would be an increased level of discussion and activity toward thinking of the 

strategic positioning and alignment of each area. The business units would be hearing 

from all functional areas, not just HR, and the plans would be shared with the executive 

management teams once they were all reviewed by the CEO.

It was the discomfort felt by the HR VP that initiated a call to the researcher and

provided the opportunity to complete the final step of this research study. This process

was initiated with an all day session with the HR leadership team and followed by a

series of discussions, meetings, faxes and emails, culminating in the development of a

five-year strategic plan for the HR organization. The plan as presented to the CEO is

included in Appendix W. This plan was well received by the CEO and it provided the

impetus to initiate a number of HR decisions and strategic initiatives. The CEO’s first

reaction was that the HR organization was starting to think more strategically. The next

step, is his mind, was to address the implications and to provide alternatives for

addressing some o f the human capital constraints presented in the plan. This discussion

prompted more discussions between the researcher, the HR VP, and Director of HR for
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Retail, centered on developing and deploying strategies that would align the HR 

resources in a way that would have the greatest potential for creating value for the firm. 

Since the sales professional had emerged as a pivotal role during the course of the 

research, the human resource implications of developing capabilities within this role were 

analyzed and various alternatives were presented.

The organizational growth objectives were based on the need to increase the number 

of distribution sites. These additional sites would require additional sales professionals.

It had been determined that under the current thinking even if these distribution sites were 

located in traditional furniture stores, they will still be staffed by Select Comfort 

employees. The role was considered pivotal for a number of reasons, not the least of 

which was the sheer volume of sales people needed. There are currently 1200 sales 

professionals in the organization staffing 350 distribution sites. It was determined that if 

the distribution sites were to grow to 1200 in five years there would need to be over 4000 

sales professionals by the end of 2004. This prospect would be challenging enough, 

attracting and hiring an additional 2800 sales professionals. Exacerbating the challenge 

is the organization’s 100% turnover rate. Thus the number of people to be hired in the 

next five years would be closer to 10,000.

How HR leaders might use this decision process to align and develop human capital

to create value was also an important aspect emerging from sub-questions three. Some

alternatives that HR could pursue in presenting the emergent human capital decisions and

resulting strategy to the executive management team follow. One alternative would be to

conclude the impossibility of hiring that many people, thus the need to slow the growth

plan. They could also suggest alternative staffing strategies such as using employees of
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the stores where they lease space, or hiring contract workers. Each of these alternatives 

has a cost and a strategic implication that could be presented using the PeopleSCOPE™ 

Human Capital Framework.

However, in this case there was a strong desire to staff the sites with their own 

employees, at least through 2000. Given that direction, the HR leaders needed to align 

themselves and their resources to ensure an efficient and effective process for hiring the 

right people in order to demonstrate an impact and create value for the firm. There are 

currently a number of alternatives being considered. These alternatives are described 

fully in Chapter 4  and summarized here. The focus o f  each of these strategies is to:

• attract a larger pool of qualified candidates,

• provide an efficient method for screening out candidates who do not meet the 

criteria,

• land a high percentage of candidates to whom they have make offers,

• retain a high percentage of the best sales professionals,

• establish a process for promoting sales professionals who have the potential to be 

effective district and regional managers, and

• accomplish all of these objectives while freeing up the managers from spending 

40% of their time in the recruiting and hiring process.

The hiring requirements present a significant challenge for HR given that they 

currently are managing the entire Retail side of the business with one director, two 

recruiters, and two generalists. The answer however, is not simply hiring more recruiters

L76

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

but analyzing alternatives to managing the entire staffing process. The initiatives that 

are currently underway include:

•  Developing a  competency model to include behavioral anchors and standards for 

all Store Managers and Sales Professionals.

• Creating a custom interview guide to help Sales Managers select Sales 

Professionals based on the competency model.

• Establishing a performance management system that rewards behaviors 

determined to be desirable.

• Establishing a measurement system that compares actual performance to 

predicted performance of Sales Professionals to validate the accuracy of the 

interview guide in predicting behavior.

• Comparing the predictor data for each Sales Manager to assess which managers 

are better at identifying successful Sales Professionals.

Limitations of the Study

This study was focused on one organization and a single framework was presented 

and implemented. While a number of strategy and financial techniques were 

incorporated into the design and the development of the resulting strategy protocol this 

study was built around one organization at a particular point in time. The same study 

done a year later with this same organization may produce different results.

Another limitation, perhaps more appropriately labeled a difficulty, with case study 

research is that it is impossible to isolate the variables and determine a true cause and 

effect. The organization continues to evolve and each day brings additional challenges
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and information into the situation. It is nearly impossible to complete a case study 

exactly as designed for this very reason - - situations change, people resign, stock price 

declines and new products are introduced. Research of this type requires flexibility and a 

constant focus on the initial research questions. Knowing that this study could be 

cancelled as the situation evolved required that each step was connected to each o f the 

previous and next steps, and that each step also could be self-contained and analyzed. 

This approach was used to ensure that a cancellation of the study would not mean that the 

research could not be completed and that the researched gathered to date would not be 

invalid.

The very nature of case study methodology makes it difficult to separate the 

researcher from the research. It is inevitable that the researcher’s perspective is reflected 

in the results. In this case, the researcher took on a bigger role than was initially 

proposed because of the organizational turmoil and the inability of the HR VP to take on 

a larger role given other priorities and distractions. Future applications of this process 

may require an assessment of the HR leaders to determine whether they are capable of 

leading a process like this one. In this case the research was dependent on the expertise 

of the researcher. An additional challenge was staying within the parameters o f the study 

when at times the organization and its participants demanded more. The needs o f the 

organization required that unplanned additional support be provided by the researcher to 

advance the research to the next step.

Implications

In actuality this process was more the development of a human capital strategy

protocol than the development of a capabilities strategy. In the definition provided by
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Besanko, Dranove & Shanley (2000), “capabilities are activities that a firm does 

especially well compared with other firms” (p. 406). They also note that another term for 

this concept is distinctive competencies or core competencies. Stalk, Evans & Shulman 

(1992) see capabilities as somewhat distinctive from competencies.

Both concepts emphasis behavioral aspects of strategy in contrast to the 

traditional structural model, But whereas core competence emphasizes 

technological and production expertise at specific points along the value chain, 

capabilities are more broadly based, encompassing the entire value chain. In 

this respect, capabilities are visible to the customer is a way that core 

competencies rarely are (p. 66).

Regardless of which at definition of capabilities is accepted, it would be inappropriate

to purport that this study designed an organizational strategy based on the capabilities of

its sales professionals. These capabilities are clearly visible to the customer, however the

strategy for this organization while dependent on the capabilities of its sales

professionals, is not built on their capabilities. Instead, as is true in many organizational

strategy endeavors, the organizational direction is driven by financial and market

implications. The strategy is developed to increase sales, net revenues, or achieve a

particular market share. It is possible that there are some organizations that truly do look

at their human capabilities and develop a strategy around how best to leverage them.

This was not true for the organization profiled in this case. The strategy was set to grow

to $1.5B in revenue in five years, a growth rate of five times in five years, and to be the

leader in the mattress industry. That strategy was driven by financial and market share

considerations. Nonetheless, this goal can not be achieved without an aligned human
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capital strategy. The framework researched and tested in this study did provide a 

process for analyzing the value creating potential of aligned HR strategies.

HR professionals have been struggling for years to increase their presence and 

participation in the strategy process. In most organizations the role of HR is in the 

execution of the organizational strategy. This role often is reduced to objectives such as 

“hire someone with these skills” or “reduce training costs by I0%”. Not only are these 

mandates not strategic, without a thorough analysis of the strategic implications of these 

requests, there is a potential for misalignment and the misallocation of HR resources.

While the organizational capabilities strategy protocol did not convince the 

organizational decisions makers to build their strategy off of their capabilities, the project 

was not a failure. The application of the protocol in this case provided a process to build 

awareness in the HR management ranks of the human capital implications of alternative 

business strategies. This understanding provided the basis for discussion and the 

development of a human capital strategy that was aligned with the organizational goals 

and proposed HR initiatives that could alleviate a constraint to the achievement of the 

organizational objectives. The “line of site” from investment to sustainable strategic 

advantage provided a context within which HR initiatives could be analyzed. The 

outcomes for the HR professionals in this organization included:

• An increased level of business acumen and insight,

• a proposed reorganization to partner more closely with the leaders of the various 

business units, and

• The launching of a number of strategies for recruitment, staffing, development 

and motivation.
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These outcomes are considered essential for this organization and the HR leaders are 

using these outcomes to launch human capital initiatives that will create value for the 

firm. While perhaps not comprehensive, this list provides goals for the HR leaders in 

going forward in their planning and management processes. They realized that they have 

not been able to quantify the impact of HR initiatives and they had not fully considered 

the human capital implications of the organizational strategy. The HR leaders also 

discovered that they needed to increase their own understanding of the business drivers 

and also become more closely aligned with the managers of the business units they 

support. This partnership and involvement was most critical in the retail area since that is 

the area where most of the growth is being driven. While there are certainly strategic 

issues for Compensation and Benefits, Legal Compliance, and HR Administration and 

Management, for this organization at this point and going forward for the next five years, 

the most critical focus needs to be on recruitment and retention. This understanding was 

key to the HR team as they realized that the primary drivers for their strategies had to be 

on supporting retail growth.

Again, these initiatives are concerned with the alignment of the HR activities and are 

clearly not indicative of any change in organizational strategy. The increased awareness 

of the human capital implications of the current organizational strategy are being 

examined. However, at the conclusion of this study the organizational strategy had not 

changed to one being led by HR capabilities.

Future Research

The implications for the practice of HRD and for future research in this area is the

importance of a strategic approach to human capital investment. HR professionals can
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enhance the acceptability and impact of human capital investments through an 

understanding of the financial, market, and customer drivers of the business. In this case 

the value chain was used in conjunction with a constraint analysis to surface the pivotal 

roles and provide insight into the areas in which HR had opportunities to have an impact 

on organizational success. This study did not specifically delve into the capabilities 

needed by the HR professionals to be effective in a strategic partnership role and it is 

likely that these capabilities would be different in different organizations. What did 

surface in this study, was that in order for HR professionals to be seen as strategic 

partners they needed to demonstrate some credibility in that role. They could enhance 

their image and participation rate by presenting their investment decisions in a way that 

demonstrates clear value for the organization. This approach needs to go beyond the ROI 

analysis, which is helpful, but may not provide the best criteria for choosing among 

various HR investment alternatives. As demonstrated in Chapter 4, a business case 

grounded in data provided by the line managers, with a logical progression from 

assumptions to value creation can greatly enhance the acceptability of a proposed HR 

initiative.

As HR struggles to develop a standardized measurement system that fully represents

the payoff for investments in human assets, they simply can not default to using measures

developed by finance and marketing. These methods were developed to measure very

different assets and there are some inherent problems in a blanket application to human

capital decision making. Some organizations are developing human capital measures that

they are using to demonstrate the value of investments in people, but these have yet to be

standardized or globally applied or understood. In the absence of universally accepted
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measures the HR professionals in each organization need to examine their 

organizational strategies and fully understand the implications these strategies have on 

human capital initiatives. This analysis needs to go beyond simply aligning the human 

resource strategies to the organizational strategies. Instead, an effective analysis of this 

type requires a deep investigation into the business drivers and constraints. The result of 

this analysis is the development of strategies that help build on the capabilities needed for 

success. This process may require a stretch for some HR professionals but if they truly 

want to participate at the strategic level they have to develop strategies which leverage 

the human assets they manage.

Given the relative immaturity of the strategic positioning of human resources within 

organizations and the lack of generally accepted human capital measurement systems, 

recommendations for further research may include:

• Longitudinal studies which study the effect of an integrated human capital 

strategy on financial performance.

• Comparative studies, which analyze organizations in similar businesses for 

differences in key human resource and financial performance indicators, based on 

their level of focus on capability enhancement.

• The development of human capital measures which capture the true value of 

investment in HR initiatives.

•  A follow-up study o f this particular case organization to determine the impact of 

the application of the human capital protocol after a period of time.
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• A study of a start up organization deliberately building a strategy based 

fundamentally on capabilities.

As mentioned throughout this study, the critical organizational assets are increasingly 

the human assets or more specifically the capabilities possessed by the organization’s 

employees. The focus on capabilities and investment in human capital will carry a cost. 

In this case the process was very much dependent on the services of the researcher and 

while the organization was able to realize the value o f the approach, there was not an 

attempt made to justify the cost. The organization was not billed for the researcher’s time 

and there was no analysis to quantify the indirect costs associated with the time spent by 

the HR team and those being asked to participate in interviews or associated activities.

Organizations adopting strategic approaches to capability development will most

likely be interested in the total cost of the efforts required to develop the resulting human

capital strategy. The costs in this case may have run anywhere from $50,000 to $100,000

in consulting and indirect costs. The outcome, however is a platform for evaluating and

aligning all human capital investments. The organization will have to weigh the initial

investment in developing a strategic approach to HR investment against the cost of miss-

aligned HR interventions and more significantly, to lost business revenue due to under

investment in organizational capabilities. This investment analysis may need to go

beyond the calculation of an ROI or the development of a cost benefit analysis, to the

development of a business case that demonstrates the value of adopting this approach to

human capital strategy. This analysis may in some cases be presented as a risk analysis

demonstrating the potential losses that could be incurred if inappropriate decisions are

made. A more powerful approach would be to demonstrate the value created through the
184
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development and execution of a human capital strategy. The analysis is intended to 

facilitate the decision of whether there is a value in this investment. The analysis could 

consider the costs of turnover, inadequate bench strength, misaligned investments and 

lost opportunity. The analysis in this case showed the impact that an investment in 

recruiting could have if that investment was implemented in a way that was less 

dependent on the involvement of the mangers in the applicant screening processing. The 

investment in a staffing strategy would allow the managers to spend much more time in 

the store coaching and mentoring the current workforce. In this case the President of the 

Retail felt strongly that an increased presence of the managers in the store would result in 

revenue increases that would far outweigh the costs of the investment.
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APPENDIX B 

Expert Interview Guideline and Critique Protocol

Expert Interview Guideline

The interviews were conducted in person and were scheduled for 60 minutes. The format 

was as follows:

Topic Covered M aterial Provided Time Allotted

Introduction o f  the Researcher and the 
Intent o f the Research

Research Summary 10 Minutes

Overview o f the PeopleSCOPE™ 
Framework as process for developing a 
capabilities strategy from the human 
capital perspective.

PeopleSCOPE™ 
Framework as 
Presented in 
Appendix A

30 Minutes

Overview o f the Critique Questions and 
format for responding. The reviewers 
were asked to critique the 
PeopleSCOPE™ framework for its utility 
in developing a capabilities strategy from 
the human capital perspective.

Critique Instructions 
and Question

10 Minutes

Questions or Clarifications Phone numbers and 
email address if  
additional clarification 
was required.

10 Minutes
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Critique Protocol

Guidelines for the critique of the PeopleSCOPE™ Model

• Please review the PeopleSCOPE™ Model in the attached document. The entire 
model is presented on the first slide with each o f  the following slides providing 
definitional context for each value lens element. I am using this model to develop an 
organizational capabilities strategy from the human capital perspective, and am 
interested in your critique as a scholar or practitioner in Human Resource 
Development, Industrial/Organizational Psychology or Economics. I am most 
interested in your critique o f the value lens elements as the appropriate steps in this 
process. You may also have suggestions or cautions for answering the particular 
questions posed by each component o f  the model.

• I have attached six questions intended to serve as a guideline for your critique o f the 
PeopleSCOPE™ model. Please answer each o f the six questions. You may enter 
your responses directly into this document or use any other means that is convenient 
to provide your written response. Each o f  the questions addresses a particular 
component of validity for the purposes o f  critiquing this model and its applicability as 
the basis for developing a capabilities based strategy from the human capital 
perspective. I am asking for your critique o f this model for theoretical and 
operational soundness with particular emphasis on the human capital perspective.

• I would appreciate a response by July 21, 1999. You may reply directly to this e- 
mail, e-mail me atjprovo@pdi-corp.com, fax to (612) 337-8292 or send this by mail 
to my work address, Personnel Decisions International, 2000 Plaza VII Tower, 45 
South Seventh Street, Minneapolis, MN 55402-1608.

• Your critique will be reviewed and used to revise the model and/or provide additional 
insights or cautions in the application o f  this model as the basis for developing a 
capabilities based strategy. I will share the results o f  the critique and forward any 
revisions or comments when I have integrated the feedback from the scholars and 
practitioners.

• Please call me at (612) 337-3639 if  you have questions about any aspect o f this 
critique.
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Questions for Critique of the PeopleSCOPE™ Model*

1. Please comment on the theoretical and/or practical soundness o f  the PeopleSCOPE™ 
model as a tool for building a  capabilities based strategy.

2. Please comment on the extent to which the PeopleSCOPE™ model appears to 
represent an approach for developing a capabilities based strategy.

3. Please comment on the extent to which the PeopleSCOPE™ model represents the 
content elements that must be analyzed in developing an organizational capabilities 
strategy. Your critique may include specific objectives, desired participant levels, 
and approaches for uncovering the elements at each level o f  the value lens.

4. Please comment on the model’s potential to yield a capabilities based strategy that 
considers the human capital perspective.

5. Please comment on the practicality of the PeopleSCOPE™ model. How useful and 
functional is this approach to a theoretical or practical understanding o f the 
development and/or implications o f  a capabilities based strategy.

6. Please feel free to comment on any other aspects o f  the model which may be helpful 
from either a theoretical or practical perspective.

* The term model was changed to framework as a result o f response from the critiques

and additional refinement by Boudreau and Ramstad. All references in Chapters 2-5

have been changed to refer to the PeopleSCOPE™ Human Capital Framework.
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APPENDIX C 

Proposed Capabilities Strategy Protocol 

Project Plan

Step Process Outcome Days
1 Planning 

Develop plan 
Timeline
Identify key participants

Key milestones developed, 
briefing package for the 
organizations

2

2 Field work in the organization
Interviews
Systems & models
Financial & Strategic data review

Mental models (beliefs) 
identified
Value chain defined 
Strategic view o f  the 
organization

5

3 Identify trio by value chain 
element 
Line Manager 
Information Specialist 
Senior HR Leader

List o f triad members 
identified, date set for team 
event

1

4 Training for HR Team HR leaders briefed on the 
strategy process and their role 
from a human capabilities 
perspective

2

5 Team event 
Value Chain Analysis 
Identify Constraints

In-depth understanding o f  
where capabilities add value 
and the human capital 
implications

3

6 HR Debriefing Session Organizational models and 
capabilities 
Mental model 
Resulting HR strategy

2

7 Create Report Create Report 
HR Strategy

3

8 Brief Results Engage Leadership Team in 
Ownership o f  HR Strategy 
Present Measurement Models

1
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APPENDIX D

Select Comfort® Company Profile

Select Comfort®, “The Air Bed Company”, is the Leading vertically integrated 

manufacturer, specialty retailer and direct marketer o f  premium quality, premium priced, 

innovative airbeds and sleep-related products” (Select Comfort®, 1998 Prospectus, p. 3). 

Select Comfort® was founded in 1987 and opened its first retail store in 1992. They 

have grown rapidly over the past six years and are currently the fifth-largest mattress 

manufacturer in the country, reaching $184 million is sales in 1987 (Barshay, 1998).

They sell directly to customers through their 244 retail stores and by phone.

The key components o f the firm’s business and growth strategy identified in the 

Company Prospectus (1998) are listed below:

• Provide a superior product

• Educate consumers and provide superior customer service

• Increase product awareness and brand recognition

• Leverage complementary distribution channels

• Capitalize on vertically integrated operations

• Pursue additional growth opportunities (pp. 31-32)
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APPENDIX E 

Proposed Outcomes o f  Capabilities Strategy Analysis 

Value Chain Analysis (Current State)

• Define the value chain by understanding existing mental models o f  the business

• A value chain for the unit as is, for the market, for the typical customer (How the 

product is used)

Capability and Resource Analysis

• For each element identified in the value chain analysis define the critical 

capabilities and core resources that support each element o f the value chain

• Understand capabilities and how resources create value 

Economic Analysis

•  Constraints

• Sustainable Competitive Advantage

• Risk, Return, Liquidity

Analysis o f Future Markets to be Served/Future Value Chain Implications

• Define new value chains to optimize returns on capabilities and resource to meet 

expected market conditions

•  Forecast market demand and understand critical resources and capabilities

• Understand constraints and competitive advantage

• Attributes o f  the Resources needed to create value 

Human Resource Development Implications

• Organization Development Strategy

• HRD Strategy
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APPENDIX F 

HR Workshop Participant Survey Instrument

Select Comfort—Participant Evaluation

I . Describe the extent to which Human Resources (HR) has been involved in the 
strategy process at Select Comfort.

2. What role should HR have in the strategy process?
A. In strategy development?
B. In strategy execution?

3. If  Select Comfort is to become the leader in the mattress industry in terms of 
revenues, market share, profitability and shareholder value in the next five years
A. What is HR’s role in ensuring that the organization is able to:

•  Increase the number of distribution points
•  Expand product o fferings
• Increase retail advertising reach

B. What are the potential constraints/obstacles to HR being able to successfully 
contribute to the attainment o f  these goals?
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APPENDIX G 

Critiques: Sloan, Gulliver, Gregory, Hewitt

Dr. Elaine Sloan, Senior Vice President 
Organizational Effectiveness 

Personnel Decisions International

Dr. Karen Gulliver 
Director o f Master o f  International Management 

University o f  St. Thomas

Dick Hewitt, Vice President 
Administrative Services 

NRG Energy, Inc.

Scott Gregory 
Director o f  Management Development & Diversity

Pentair
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Elaine Sloan 
Senior Vice President 
Organization Effectiveness 
Personnel Decisions International

Critique o f the PeopleSCOPE Model

1. Theoretical and/or Practical Soundness

First o f all, I think the endeavor to define and test a  theoretical model to guide practice 
and research in this area is important and much needed. Many organization theorists have 
developed and practitioners have adopted models for designing organizations from a  
psychological or economic view, but few have tackled the challenge o f  bridging the 
economic and psychological realms to develop a theory that can work from both 
perspectives. Since this model attempts to bridge this divide, it will be very important for 
the authors to describe the theory in terms that will be understandable and compelling to 
both potential audiences. Since the model, as currently presented, is only in skeletal form, 
there is some important work to be done to flesh it out.

I believe what is needed is a descriptive and definitional overview o f the model that 
clarifies the purpose(s) o f  the model, the added value o f  each step in the flow o f the 
process , and the meaning o f  each element. Without this fuller description, the reader/user 
may misinterpret or fail to understand your intent. In addition, since the model combines 
the perspectives of two different worlds o f  inquiry—economic and organization 
psychology—it would help those who are trained in one or the other realm to understand 
the model in terms that are familiar or at least related to the conceptual frameworks they 
use for research and practice. For example, I don’t know the professional lineage to 
which the economic elements should refer, but I believe connections or contrasts to the 
work o f leaders in the field o f organization design from the psychological perspective— 
such as Jay Galbraith, David Nadler and Michael Tushman, Edward Lawler, and Jeffrey 
Pfefifer should be made.

Having said all that, I would like to say that overall, I like the terminology, concepts, and 
graphically format used to present the model. They seem simple and straight forward—  
accessible to practitioner and academic alike. I would also like to comment on the 
elements as I understand (no doubt imperfectly) them. First, from a practical point o f 
view, I like the two way, symmetrical flow o f the Planning and Execution processes.
This helps the user understand the most logical and appropriate approach for working 
through the process to achieve the desired result. There is a nice intuitive logic to the 
overall flow of the elements. Assuming that the primary economic ends one seeks are 
business IMPACT, EFFECTIVENESS, AND EFFICIENCY, one works through a 
process of answering key questions relating to critical organization decisions, starting 
with strategy formulation and ending with tactical resource allocation. The line of 
questioning suggests that this can be used as a heuristic device for carving a strategic path 
for critical organization design decisions, hi order to be theoretically sound, then, it need
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not cover all possible organization design elements, but it must include all the critical 
decision elements in the right logical order from an economic perspective, since the 
ultimate outcomes (FOCAL POINTS) are defined in economic terms.

I am not equipped to comment on the logical soundness o f  an economic decision model, 
but I would like to comment on the elements in the model as an organization design 
framework. In simplest terms, the flow seems to start with defining the external work 
context, work structures, and task requirements, (strategy, business processes, roles or 
responsibility clusters, key behaviors), then it seems to move inward (from a people 
perspective) to defining the behaviors and capacities o f  the work performers (aligned 
action, human capacity), then it moves back to the external realm o f the managerial 
practices/HR systems and investments that incent and support the work performers. This 
shift in the locus and focus o f attention—from organization environment to performer to 
organization environment—can cause confusion if  not clarified. For example, there might 
be a way o f noting this shift graphically within the model, rather than having it appear 
like the domain and unit o f analysis behind the flow is the same at all points. For 
example, one could make the Aligned Behavior and Human Capital elements interlocking 
circles that show that this is the turning point where the “rubber meets the road” in terms 
o f real performance. If  I am not interpreting this correctly, that just makes my case for 
the need for greater clarity about this aspect o f the model.

Even within the component called Human Capacity, however, there appears to be both 
internal elements (Capability or ability to perform and Motivation or willingness to 
perform) and external elements (Opportunity to perform). Again, I may be 
misunderstanding these concepts. I could also conceive o f  Opportunity as resting in the 
“eye o f  the beholder” so to speak, and therefore it would be an internal element which 
would be measured by a “within person” measure. The most important points here are:

❖ In order to assess the validity o f  the model, it is necessary to provide a fuller 
description and greater clarification o f the purpose and components o f  the model, 
preferably in terms that both an economist and an organization psychologist could 
comprehend.

❖ To a psychologist, a switch from looking at the organization environment (external) 
to examining the interior world o f  the person (internal) is significant as they would 
be conceptualized and measured differently.

2. and 3. Approach and Content for Developing a Capabilities Based Strategy

The term “capabilities” is subject to different interpretations and I am not sure the exact 
meaning intended here. It would be helpful if  you would provide an operational 
definition of “capabilities” that would clarify what aspects o f  the organization that are 
included and what are not included in the definition. From the strategy formulation 
perspective o f Hamel and Prahalad, for example, a core organizational capability or 
“core competency” is a distinctive skill o f  the collective organization that creates a
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competitive advantage in the marketplace. Such capabilities are higher order 
organization skills which are produced by a combination o f  many organization elements 
(resources, business processes, human capabilities, cultural values etc.). and may change 
as a result o f  changes in the external competitive arena or internal strategy shifts and 
organization design and development interventions.

From an organization psychology perspective, we might think o f  organization capabilities 
in terms o f  the necessary and sufficient design elements to create an effectively 
functioning operation that results in human behavior that is aligned to explicit business 
goals. The focus is on designing the organization and aligning all relevant component 
parts to shape, incent, and produce desired behavior. Galbraith’s dynamic “Star Model,” 
for example, identifies Strategy, Structure, People, Rewards, and Processes as the main 
elements o f organization design that interact to drive employee Behavior which in turn 
results in individual and group Performance and Culture (collective mindset, values, 
shared beliefs). Nadler and Tushman’s Congruence Model looks at the match between 
Input variables (including business environment, resources, and history) and Output 
variables (including individual, unit, and organization behavior/performance) and the 
intervening variables or core components in between: Strategy, Work, Informal 
Organization, Formal Organization, and People. You are no doubt familiar with the 
McKinsey 7S Model which provides another framework for looking at organization 
components.

The PeopleSCOPE model appears to be a useful framework for developing a capabilities 
based strategy, but my main question is: how do you define “capabilities” and which o f 
the various possible kinds o f  organization components— resources, work structures, value 
chain components, business processes, managerial systems, people skills, corporate 
image, culture, do you include or not include in your definition o f  “capabilities?” It 
would seem from the flow diagram that business processes, HR systems, pools of 
talent/skills, and individual and collective behaviors and motivations are included, but I 
do not see resources (like technology, capital, facilities), market power factors like brand 
recognition and corporate reputation, managerial processes (like planning, 
communications, decision making) or cultural elements (like shared mindset, values, 
expectations) explicitly represented.

A few semantic questions:

❖ Aligned Action—since this is primarily about key behaviors—why not call it that? 
When the term “Aligned Actions” is used, the meaning is not as intuitively obvious 
and it suggests that only this element needs to be aligned—don’t all elements need to 
be aligned? Also, what is a “Moment ofTruth;” does that mean that this is where the 
“rubber meets the road” as noted above? The user, like I, might have various 
intuitions about the meaning, but they may not be correct. I’m also not sure how this 
concept fits with general line o f thinking for this element with its primary focus on 
defining key behaviors.
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❖ HR Bundles—I don’t think this is a  recognizable and easily understood word for all 
audiences that might use this framework. The questions asked have to do with Work 
Practices and the components listed under the question would commonly be called 
systems or processes. In my professional lexicon, practices tend to refer to collective 
managerial or group behavior and usually are elements o f  organization systems or 
processes.

❖ In general, the use o f  multiple levels o f  abstraction within the elements, as well as 
variables o f different types and scope between elements, especially in the absence o f 
a clear and complete definition o f the main elements, makes the logical flow difficult 
to intuit and to follow at times. This can be corrected, but I think it may impede 
immediate understanding and application o f the model in its present form.

4. Capabilities Based Strategy from a Human Capital Perspective

It appears to me—especially given what appears to be included and left out—that this 
model is primarily focused on the human capital perspective and, as such, provides a 
good framework for that purpose. I would like to understand better the theory o f human 
behavior that underlies the model, and the assumptions about how organizational context 
and process variables are seen to affect and shape behavior. There is a  “mini” content 
model embedded in the Human Capacity element, but it is not clearly laid out in a 
dynamic or causal model.

Also, I would like to see a definition o f  Human Capital— is this an individual, group, and 
/or organization variable? What is included— developed/demonstrable skills, raw 
talent/potential/aptitudes, motivations, attitudes, expectations, knowledge, capacity for 
change and growth, numbers o f  skilled individuals in particular pools? Unless the 
operational definition o f  Human Capital is clear, it is not possible to determine if  the 
model is comprehensive or effective in yielding a human capital strategy.

In addition, I think the notion of “Value Proposition for People” needs to be addressed in 
a Human Capital strategy, as this is a critical organization element for attracting, 
retaining, and motivating high performers. I’m  not sure how defining the value 
proposition for the “employee market,” and aligning the organization capabilities to 
execute it would/should be dealt with in this model. I think there might be something at 
the middle mark—“the Moment ofTruth”—showing the two-way value exchange that 
needs to take place in order for Effectiveness to be achieved.

Finally, I think the HR Bundles section needs to be worked on more. I would personally 
prefer to avoid HR language and focus on core organizational processes and managerial 
practices that are the responsibility o f all leaders, not just HR professional. The 
components listed in the box seem too much like standard personnel or human resource 
functions rather than critical organizational levers that drive human behavior and 
performance, which is the way I would prefer to think about this section. For example, 
acquisition and deployment, goal-setting, appraisal and feedback, rewards, inter-group
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relationship-building, communications, learning/development are organizational 
processes or managerial practices that have a direct impact on human behavior and 
performance.

5. Practicality o f  the Model

I think the model is very practical in that it sets the stage and provides a very useful, step- 
by-step framework for discussing key organization and human elements associated with 
important business and economic outcomes. It advances our thinking and provides a 
useful heuristic tool for translating business strategies into the organization processes, 
work structures, and human capacities necessary to execute them effectively, efficiently, 
and with positive economic impact. I believe that this is what everyone in the business o f  
managing organizations needs to do and those that recognize this need are trying to get 
better at it.

Lacking more specific description and definition o f  the model’s key concepts and their 
inter- relationships, it is difficult for me to determine if  anything critical is missing or 
doesn’t make sense from an organization psychology viewpoint. I would need more 
specific information —as indicated above— to evaluate it more fully. Some o f  the 
conceptual and semantic issues I have noted above make it a little less intuitively clear 
and, hence, less immediately applicable for practical purposes in its present form. These 
definitional concerns would also be important to make the model more accessible for 
theory testing and research purposes. For example, I suspect that the elements can be 
measured and evaluated in some way to create a  powerful suite o f  predictive and 
diagnostic tools. Without a clearer operational definition o f  the variables to be measured, 
however, it is difficult to quickly surmise how it might be done.

6. Final Comments

I hope these reactions are helpful to you. I wish I could be more helpful. I think your in - 
depth case study and other client applications will surface many ideas and insights that 
will help you and the ROP team clarify the model more sharply and create useful tools 
for applying and testing it. Thanks for letting me be a part o f  the process!
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From:
Sent:
To:
Subject:

Karen Gulliver [mailto:Gulliver@MSUS1.MSUS.EDU] 
W ednesday, June  3 0 ,1 9 9 9  7:13 PM 
Provo, Jo an n e
Re: PeopleSC O PE  Model Critique

D ear Jo an n e ,
Thank you for the  opportunity to com m ent on your research  m odel. I 

hope my com m ents a re  a  help to you.

Sincerely,

Dr. Karen Gulliver 
Metropolitan S ta te  University 
Econom ics D epartm ent

1. P lea se  com m ent on the  theoretical and/or practical soundness o f the 
PeopleSC O PE  model a s  a  tool for building a  capabilities based  strategy.

Review o f the  model with the  author reveals tha t sh e  h a s  deep  knowledge of 
the  role of econom ics in the  formation o f strategy. S ince the evaluation 
of stra tegy  incorporates m any e lem ents of microeconom ics a t  the  industry 
and m arket level, it is very well grounded in theory. T he author a lso  h a s  
d eep  know ledge of the  w ay business opera tes . Many o ther studen ts  would have 
difficulty making the  link betw een business p rocess and  strategy but I 
don 't ex p ec t it to be a  problem with this student. Making this connection 
requires the  u se  of reverse  system ic thinking i.e., going from the  big 
picture to the  firm level, then inside the  com pany (business p ro cesses).
This is a  tricky transition for students to m ake, no m atter if the study is 
qualitative o r quantitative. This m odel's sou n d n ess  would be validated 
considerably if som e quantitative com ponent could b e  built into the  
b u siness  p rocess  a sp e c t of the  paper, th a t ultimately tied to the  
stra teg ic  portion. I hope the author can  also  s tre ss  the  concept of 
utility maximization in her paper. W e a re  all utility maximizers, w hether 
a s  consum ers o r an  em ployees. Many of us have maximized the  utility we 
derive from work by going 9-5. O thers, however, pu t in way above the  
minimum effort, som e people even volunteering for ta sk s  that w e a re  not 
obligated to. As m anagers, we try to increase  this behavior by sharing 
vision, building a  team . This paper certainly h as  th a t kind of thinking in 
mind in the portions on pivotal roles, aligned actions, hum ans capacity, HR 
bundles and  investm ents.

2. P lea se  com m ent on the  extent to which the PeopleSC O PE model appears to 
rep resen t an  approach  for developing a  capabilities b ased  strategy.

I would alter this question to read "unique approach". This approach  is 
unique in two w ays. First, it starts with strategy, which is ideally the  
main engine driving all actions by the firm. Then, this approach focuses 
on capability a s  a  critical com ponent o f implementation. This is an  a sp e c t 
of s tra tegy  th a t is frequently neglected, y e t often the  c au se  for failure
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to execu te  strategy. T he model is constructed so  a s  to directly seek  ou t 
hum an related capability information tha t impact the  ability to carry ou t 
the strategy. The au thor might m ake a  small mention o f the  other factors, 
consistent with econom ic theory, which also im pact th e  implementability o f 
strategy. Government, financial constraints, chance, particularly with 
regard to the huge global o r  m acroeconom ic ecosystem , and  allied behavior 
(i.e. suppliers, firms in com plem entary industries) a re  afew  factors tha t 
com e to mind.

3. P lease  com m ent on th e  extent to which the PeopleSC O PE  model rep resen ts  
the content elem ents th a t m ust be analyzed in developing an  organizational 
capabilities strategy. Y our critique m ay include specific objectives,
desired participant levels, and  approaches for uncovering the elem ents a t  
each  level o f the value lens.

U nder "aligned action" is o n e  area of the  paper tha t could be  worrisome.
The objective is very c lean  to identify the actions o f th e  staff a s  
obsrved or recognized by the  custom er which m ost im pacts the  effectiveness 
of the strategy. The firm h a s  g reat ability to impact w hat the  custom er 
recognizes. But, the firm is not in total control. Many e lem en ts  com e 
into play. For example, actions of competitors play a  role in perceptions 
of a  com pany. History d o es, too. Cultural values and  custom s play a  role 
a s  well, a s  do tastes and  preferences. In fact, the notion of "value" is a  
culturally bound concept. In this regard, the m eaning (validity) of the 
information that is ga thered  a  possible knotty issue  for a  qualitative 
researcher. I am  confident this researcher will handle the  problem, 
how ever a s  sh e  has considerable experience in hum an related issues.

4. P lease  com m ent on th e  model's potential to yield a  capabilities b ased  
strategy that considers th e  human capital perspective.

I have confidence the m odel will yield a  capability b a sed  plan on how to  
allocate scarce  rsources. T he recom m endations m ad e  in the  "Investment" 
section of the paper have a  clear linear line of logic linking them  in 
theory and practice to th e  overall strategy. The recom m endations will, I 
believe, flow from the section on "HR Bundles". I hope the  paper can m a d e  
a  clear distinction betw een "direct investment" i.e. th o se  allocations 
focused directly on the hum an resources effecting th e  strategy, and 
"indirect investment" i.e. th o se  allocations focused on  people  and 
practices that support high perform ance. While g rea t attention m ust be  
paid to the return on direct investm ent allocation, w e m ust rem em ber tha t 
the indirect investm ents hav e  the potential to lever th o se  direct returns 
multiple fold. This pap er is the  only one I have se e n  th a t recognizes th e  
impact of organizational synergies in the successful implementation o f 
strategy and attem pts to identify and quantify them .

5. P lease  com m ent on the  practicality of the PeopleSC O PE model. H ow  
useful and functional is this approach to a  theoretical o r practical 
understanding of the developm ent and/or implications of a  capabilities 
based  strategy.
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Again, an  a re a  o f difficulty m ay b e  in the  Aligned Action section . That is 
because  there  is often a  disconnect betw een "value” in th e  mind of the 
com pany and "value" in the  mind of the  custom er. C om panies are  often able 
to s e e  and  define th e  behaviors tha t affect the  business negatively, but 
not the  behaviors th a t affect the  business positively. This section of the  
paper m ay also b e  su b jec t to "looking g lass" syndrom e. T h a t is, the 
com pany m ay s e e  an d  m easu re  aligned behaviors using th e  metric th a t m akes 
the firm look the m o st positive. I believe th e  concept of pivotal roles 
will be  intuitive to m o st firms. However, there  may b e  corporate culture 
or corporate m ythologies tha t com e into play in the identification of th o se  
pivotal roles.

6. P lease  feel free to com m ent on any  o ther aspec ts  o f th e  model which m ay 
be helpful from either a  theoretical o r  practical perspective.

Som e how, I believe I lost two questions from this form. I hope the 
com m ents I have m ad e  a re  of help to the  research  and th e  researcher.
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From: Hewitt, Dick [mailto:Dick.Hewitt@nrgenergy.com]
S en t: Saturday, S ep tem b er 0 4 ,1 9 9 9  4:29 PM
To: ’Provo, Jo an n e ’
S u b jec t: RE: R esearch  Model Critique

Joanne,

Attached a re  som e brief re sp o n se s  to your questionaire. If you have any  
questions on my com m ents p le a se  let m e  know. Thank you again  for lunch.

Dick Hewitt

« P D I  Provo P eop leS cope  C ritique .doc»

> — Original M essage-----
> From: Provo, Joanne [SMTP:jprovo@ pdi-corp.com ]
> Sent: Thursday, August 26, 1999 2:09 PM
> To: 'Dick Hewitt*
> Subject: FW: R esearch Model Critique
>
>

> > Dick—
>  >

> > Thanks so  much for m eeting m e for lunch today. I really enjoyed meeting
> > with you and  look forward to your com m ents on the model I am  using for
> my
> > thesis research .
>  >

> > I am  attaching the form at so  you can  respond  directly via email if tha t
> is
> > m ore convenient for you. I would app rec ia te  your com m ents by Sep tem ber
> > 3rd.
>  >

> > Thanks again  for sharing your insights and  perspective on this work. I
> value your expertise and views on this approach .
»
»  Joanne Provo 
»
»  « C R IT Q U ID .D O C »
»  «  File: CRITQUID.DOC »
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Guidelines for the critique of the PeopleSCOPE™ Model

• Please review the PeopleSCOPE™ Model in the attached document. The entire model is 
presented on the first slide with each of the following slides providing definitional context for 
each value lens element. I am using this model to develop an organizational capabilities 
strategy from the human capital perspective, and am interested in your critique as a scholar or 
practitioner in Human Resource Development, Industrial/Organizational Psychology or 
Economics. I am most interested in your critique of the value lens elements as the appropriate 
steps in this process. You may also have suggestions or cautions for answering the particular 
questions posed by each component of the model.

• I have attached six questions intended to serve as a guideline for your critique of the 
PeopleSCOPE™ model. Please answer each of the six questions. You may enter your 
responses directly into this document or use any other means that is convenient to provide 
your written response. Each of the questions addresses a particular component of validity for 
the purposes of critiquing this model and its applicability as the basis for developing a 
capabilities based strategy from the human capital perspective. I am asking for your critique 
of this model for theoretical and operational soundness with particular emphasis on the 
human capital perspective.

• I would appreciate a response by July 21, 1999. You may reply directly to this e-mail, e-mail 
me at jprovo@pdi-corp.com, fax to (612) 337-8292 or send this by mail to my work address, 
Personnel Decisions International, 2000 Plaza VTC Tower, 45 South Seventh Street, 
Minneapolis, MN 55402-1608.

• Your critique will be reviewed and used to revise the model and/or provide additional 
insights or cautions in the application of this model as the basis for developing a capabilities 
based strategy. I will share the results of the critique and forward any revisions or comments 
when I have integrated the feedback from the scholars and practitioners.

• Please call me at (612) 337-3639 if you have questions about any aspect of this critique.
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Questions for Critique of the PeopleSCOPE™ Model

1. Please comment on the theoretical and/or practical soundness of the PeopleSCOPE™ model 
as a tool for building a capabilities based strategy.

I  think the theoretical soundness is very so lid In  fact, it is a very simple model fo r  
developing the people side ofan organization’s strategies. As fa r  the practical side. I  think 
this depends on the discipline o f the organization using the model. This model, like so many 
others, is only as good as the leadership o f the organization wishes to make it. It takes. I  
believe, the senior management o f an organization to clearly say: “this is what we ’re going 
to use ” and then ensure that the organization understands the model and continuously 
challenges their actions against the model.

2. Please comment on the extent to which the PeopleSCOPE™ model appears to represent an 
approach for developing a capabilities based strategy.

I ’m not certain I ’m sure what you 're looking for here but, as indicated above, I  think that it is 
a simple model and could be effective in developing a capabilities based strategy i f  used in a
focussed way.

3. Please comment on the extent to which the PeopleSCOPE™ model represents the content 
elements that must be analyzed in developing an organizational capabilities strategy. Your 
critique may include specific objectives, desired participant levels, and approaches for 
uncovering the elements at each level of the value lens.

My view, as you know, comes primarily from an organization that is growing very quickly in 
an industry that is changing very rapidly. Moreover, there is continuous debate over how 
this once stable industry is going to change and evolve. Given that perspective, I  once again 
believe the fundamentals o f the model are sound, it will depend on the discipline to use it, and 
challenge actions against it.

4. Please comment on the model's potential to yield a capabilities based strategy that considers 
the human capital perspective.

Once again, i f  the discipline is there to understand and use the model and work through the 
elements in a structured and focussed way, I  think the potential is quite good. Especially, in 
a time when the human capital element is becoming so critical from a “knowledge worker" 
perspective.

The most critical aspect o f establishing an effective capabilities based strategy (that must
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consider the human capital perspective) is doing an effective job in working through and 
being right on the Impact planning segment ofthe model. I f  we can truly understand our 
strategic advantages (either existing or possible), business processes and pivotal roles in our 
organization, the human capital issues will be possible to make clear. I f  we don't clearly 
understand what gives, or might give, us a strategic competitive advantage then the results o f 
the model relative to human capital will be wrong.

5. Please comment on the practicality of the PeopleSCOPE™ model. How useful and 
functional is this approach, to a theoretical or practical understanding of the development 
and/or implications of a capabilities based strategy.

I ’ve probably hit this point too much already, but I  think the practicality is largely dependent 
on the discipline to use the model. What you ’re asking an organization to do here is really 
hard work. Taken the time and (again) discipline I  think good insights can come to light 
relative to a capabilities based strategy.

6. Please feel free to comment on any other aspects of the model which may be helpful from 
either a theoretical or practical perspective.

Just one final general comment, I  wish I  had had more time to provide you some feedback on 
the model. The more I  thought about it the more it opened up fo r  me. In any case, I  hope I ’ve 
helped some to either add or confirm your other input.
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From : scott_gregory@ pentair.com  [m ailto:scott_gregory@ pentair.com ]
S en t: T uesday, July 06, 1999 3:27 PM
To: Provo, Jo an n e
S u b jec t: Re: PeopleSC O PE Model Critique

Scott Gregory@PENTAIR 
07/06/99 03:27 PM

Joanne, I thought I would send you som e quick no tes regarding th e  model. I 
am  sending th e se  in the  spirit o f intellectual d e b a te  and to ad voca te  fo ra  
more psychological view. Sorry for the delay. My schedule h a s  been  ou t o f 
control! I am  leaving for Belgium in a  while here , and will be  o u t o f 
pocket for a  couple of w eeks. I hope th ese  com m ents a re  helpful. I have 
num bered them  according to the  questionnaire you sen t m e..

1 . 1 question the  u se  o f the  term "theoretical.” Although I am  no t su re  
how it gets used  in business schools, I do not s e e  this model a s  
theoretical in the  s e n s e  tha t it explains a  body o f empirical d a ta . It 
see m s more like an  hypothesis. As a  heuristic o r  taxonom y of value 
elem ents, it s ee m s  valuable to m e. Although you have explained the  model 
to me, I do not think it s tan d s  alone without a  fair am ount of explanation 
and question-answ ering. Therefore, I had to m ake a  lot of assum ptions in 
order to critique it.

O ne key point is that it see m s to ignore the psychological a sp e c ts  of 
motivation, culture, and  leader personality, so  it seem s incom plete to me.

2. I think the com ponents a re  out of sequence  for the real world. I would 
say  they really work like this in m ost com panies: 1. sustainable 
strategic advantage, 2. Investments, 3. B usiness p rocesses, 4 . HR bundles,
5. pivotal roles, 6. hum an capacity, and 7. aligned action—a t le a s t I
think that reflects the priority sequence  m ost sr. m anagers would put on 
it.

3. I think som e roles a re  strategic and som e a re  "commodities" (peripheral 
to the strategy), and the  model does not differentiate betw een them .
Again, I think tha t not considering the impact of culture is a  problem .

In the slide tha t focuses on "Which talent pools m ake or break  key business 
p rocesses?" — I do not ag ree  that it is the talent pools tha t m ake the 
difference—I think it is (a) the specific role requirem ents for specific 
Jobs, and (b) finding/measuring people to fit th o se  requirem ents.

4. It is a  useful path to think about capabilities needed . However, it 
does not su g g es t an  appropriate way to investigate the value of those  
com ponents. T hat is w here, in my opinion, there  is an opportunity for a 
g reat breakthrough here. Otherwise, there is not a  lot that is unique
about this model.
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5. W hat I think would m ake it m ore attractive to b u s in e sse s  is to  focus on 
the practical v e rsu s  the conceptual—this is a  p lace  w here  academ ia  and 
business a re  a t  odds, I think. I do  not s e e  this a s  a n y  m ore practical 
than any num ber of similar strategy models th a t a re  o u t there. Actually,
I think this would be a  difficult sell against the D&Ts o r  M ercers o f  the 
world, b ecau se  (a) it is not very different from w hat th ey  a re  doing, and 
(b) their m odels a re  well-used.

6. Simplify. A nsw er the hum an questions-cu ltu re, motivation, 
personality—their im pact and value. Pitch it a s  a  practical p rocess, not
a s  a  theory. A nsw er the  questions very clearly a b o u t (a) m easurem ent, and 
(b) valuing the  outcom es of m easurem ent for e ach  com ponent. In m y opinion, 
that would give this the  uniqueness and practicality you desire  (it a lso  
would be very different from m ost of w hat com es from  b u siness  schools in 
this area).
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APPENDIX H

Capabilities Strategy Protocol Project Plan 

Presented to the HR Core Team

DEVELOPING AN 
ORGANIZATIONAL CAPABILITIES

STRATEGY 
FROM THE HUMAN CAPITAL PERSPECTIVE

A Case Study of 
Select Comfort®

Directed by: 
Joanne Provo 

Ph.D. Candidate 
University of Minnesota
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Thesis Abstract

Developing on Organizational Capabilities Strategy 
From the Human Capital Perspective

In a  time w hen capital is th e  h ighest potential source  of value for th e  firm, organizations 

find them selves struggling to  understand how  to build a  strategy  around capabilities. 

Current organizational s tra teg y  p ro cesses  seldom  incorporate a  hum an capital 

perspective and  rarely a re  hum an resource (HR) professionals included in the 

developm ent o f strategy. If organizations a re  going to leverage hum an capital, HR 

professionals will need to b eco m e full partners in the  strategy  p ro cess . The resulting 

strategy n eed s  to focus on capabilities and  be  constructed from th e  hum an capital

perspective.

T he primary research  question  driving this study  is: How does an organization 
develop an organizational capabilities strategy from the human capital 
perspective and what are the resulting human resource management and 
development implications. T he study includes the validation and  implementation of 

the  tools, m odels and p ro c e sse s  that can b e  used  to develop a  capabilities based  

strategy and understand the  hum an resource implications.
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Organizational Capabilities Strategy 
Driven from Human Capital Perspective 

The Process Plan

S te p . Process -: ; ~ • Otitcome  ̂ f : Days
1 Planning 

Develop Plan 
Timeline
Identify Key Participants

Key m ilestones developed, 
briefing package for the 
organization

2

2* Kick-off Project with 
Organizational Cham pions

Com plete timeline 
Clarify roles

1

3*

4*

Field W ork in the Organization 
Develop S ystem s and M odels 
Financial and  Strategic Data 
Review

Interview key leaders

Mental m odels (beliefs) 
identified
Value chain defined 
Strategic view of the 
organization

5

5 Identify Trio by Value Chain 
Elem ent 
Line M anager 
Information Specialist 
Senior HR L eader

List of triad m em bers 
identified, da te  agenda se t 
for team  even t

1

6* Training for HR Team HR leaders  briefed on the 
strategy p rocess and their 
role from a  human 
capabilities perspective

2

7* Team  Event 
Value Chain Analysis 
Identify Constraints

In-depth understanding of 
w here capabilities add 
value and  the  human capital 
implications

2-3

8* HR Debriefing Session Organizational capabilities 
and
Pivotal roles examined 
Resulting HR strategy

2

9 C reate  R eport C reate  report 
Initiate HR strategy plan

6

10* Brief R esults E ngage leadership team  in 
Ownership of HR strategy 
P resen t m easurem ent 
m odels

1

*Step detail following
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Define OrganizationialcChampions (Step 2)

Prework: • HR Leader identifies core team
• Initial briefing on project plan

Resources Needed: • Individuals who are willing/able to
support the researcher and who 
have internal credibility and 
access

Purpose: • Identify people to champion the
project internally
- Schedule meetings
- Brief management

• Feedback data to the researcher 
gathered through
su rveys/i nterviews

• Case study research relies 
heavily on feedback throughout 
the process
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- Organizational Fieldwork(Step 3) t

Prework: • Gather latest financial data 
Market comparisons 
Competitor analysis 
Understand strategic planning 
process

Resources Needed: Individuals with expertise and
access to:
• Market Data
• Financial Data
• Strategic Planning
• Business Development

Purpose: • Understand the financial,
strategic and market drivers of 
the business

• The interview will test/validate 
this data and allow for the launch 
of the capabilities based strategy
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Prework: Brief interviewee on the project
• Schedule 90 minute interviews

throughout the organization 
(seeking diversity of 
perspectives)

• Interviewer
• Member of the core team

Surface areas of capacity 
constraints
• Near
• Long-term

Surface links between
• Sustainable strategy advantages
• Business process
• Capability implications

Resources Needed: Interviews with key leaders

Purpose: Validate data from prework
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Executive Interview Protocol -
1. As you think abou t your future in th is industry, w hat do you s e e  a s  th e  m ost 

important business challenges S e lect Comfort will face?
a . W hat should be  S e lect Comfort’s  top priorities to m eet th e se  challenges?

2. W here do you need  to  be  in order to  b e  seen  a s  a  key com petitor in this m arket?
a. Why a ren ’t  you th e re  now? W hat constraints/obstacles a re  in th e  way?
b. W hat distinctive advantage/value d oes S e lec t Comfort n eed  to  c rea te  value in 

term s of:
•  C ustom er value
•  Efficiency
•  Market pow er

3. Given the intent to becom e the lead e r of the m attress  industry in term s of revenues, 
m arket share, profitability and shareholder value...
a . How confident a re  you with achieving this five-year growth by:

•  Increasing the num ber o f  distribution points
•  Expanding our product offerings
• I ncreasing our retail advertising reach

b. W hat o ther strategic alternatives could S e lec t Comfort pu rsu e  to  increase the  
likelihood of hitting the  $1.5 billion goal?

c. W hat a re  the b iggest obstacles to  each  of th o se  alternatives?

4. How do you define th e  contribution of your group/function to S e le c t Comfort’s  overall
goals?
a . Who a re  your primary custom ers?
b. How do you define su ccess  in term s of specific resu lts/ou tcom es?
c. How do you m easu re  th ese  results/outcom es?

5. W hat business p rocess  does your group use a s  a  m eans to ach iev e  th ese  resu lts? 
(D escribe the key com ponents of th e  value chain a s  you define it.)
a . Which p ro cesses  a re  m ost critical/most constrained
b. How are  the p ro cesses  likely to  change in th e  future?
c. Which talent pools m ake or break  key bu sin ess  p ro cesses?

6. W here/how  do em ployees have the  g rea tes t im pact on bu sin ess  resu lts?
a . W hat em ployee behaviors m ake the  biggest difference?
b. W here do you s e e  the largest g a p s  in term s of hum an capacity  in your group?

- Near-term
- Long-term

c. W hat do you think is the source of th ese  constrain ts?
d. W hat do you s e e  a s  an intervention that could alleviate so m e  o f your capability 

constraints?
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Training-for HR; Team (Step 6)

Prework: Briefing on the process, individual 
roles

Readings:
• What is Strategy, Michael Porter
• Measuring Intellectual Capital: 

Learning from Financial History, 
John Boudreau/Pete Ramstad

• Competing on Capabilities: The 
New Rules of Corporate 
Strategy, G. Stalk, P. Evans & L. 
Shulman

Resources Needed: HR professionals who are 
interested in strategic partnership 
with the business units

Purpose: Provide training on the 
components of building a 
capabilities based strategy 
Equip the HR participants as 
process experts for the 
upcoming team event 
Initiate the process for 
understanding the links between 
key business processes and HR 
bundles
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TeamEvent(Step 7)

Prework: Briefing on purpose, expectations, 
schedule

Readings:
• What is Strategy, Michael Porter
• Measuring Intellectuai Capital: 

Learning from Financial History,
John Boudreau/Pete Ramstad

•  Competing on Capabilities: The New 
Rules of Corporate Strategy, G.
Stalk, P. Evans & L. Shulman

Resources Needed: Line Managers
Employees with knowledge of 
business processes and data 
availability 
HR Leaders

Purpose: Develop an in-depth understanding of 
where capabilities create value for 
the organization and the human 
capital implications 
Validation of business challenges, 
value chain, constraints, critical 
processes and pivotal roles for each 
segment of the value chain 
Engage individuals who will work with 
HR to align resources to support an 
effective human capital strategy
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HR Debriefing Session (Step 8)

Prework: • Review of models, notes,
themes of team event

Resources Needed: • HR Leaders

Purpose: • Present the finding of the
capabilities based strategy 
process

• Lay the ground work for 
acceptance and execution of an 
HR strategy which leverages 
human capital in a way that 
creates value for Select Comfort
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Final Briefing; (Step 10)‘

Prework: Review of key findings, 
recommendations for execution 
of a capabilities based strategy

Resources Needed: HR Leaders
Members of the core team 
Senior management 
Interested line managers

Purpose: Engage leadership in the 
ownership of an HR strategy 
which creates value to Select 
Comfort

Introduction of HR strategy 
measurement models, goals, 
expectations for successful 
execution of the strategy
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Outcomes of Capabilities Based Strategy Analysis

Value Chain Analysis
•  A value chain for the unit as is
• A value chain for the market
• A value chain for the typical customer (how the product is used) 

Capability and Resource Analysis
• For each element identified in the value chain analysis define the 

critical capabilities and core resources that support each element 
of the value chain

Economic Analysis
•  Constraints
• Scope
• Sustainable competitive advantage
• Risk, return, liquidity

Analysis of Future Markets to be Served

Future Value Chain Implications
• Change actions
• Critical capabilities and resources
• Attributes of the resources needed to create value

Business Process Analysis
• Understanding how current processes create value
• Examine process changes needed to sustain strategic advantage
• Surface business processes that may no longer contribute value

Pivotal Roles
• Determine which roles/talent pools are critical to the successful 

execution of key business processes
• Ensure that the behaviors of individuals in pivotal positions are 

aligned to leverage these capabilities
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Outcomes of Capabilities Based Strategy Analysis
~ ’v' • -V . i- v-: /(cbnt-): " • - - - ' ■

Human Capacity
•  An assessment of the people elements that must exist to sustain 

strategic advantage
- Capability
- Opportunity
- Motivation

Human Resource Development Implications
• Organization development strategy
• HRD strategy
• Understand what HR practices support/ high performance
• Develop measurement models which contribute to successful 

strategy implementation

Resources
• Allocate scarce resources
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) Tools Used . -

Exhibit A: Porter’s Generic Value Chain

Exhibit B: PeopleScope TM

Exhibit C: Constraint Analysis

Exhibit D: Return on People™ Model

Exhibit E: Return on People™ Benefit Formula

Exhibit F: Retail Strategy Model
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Porter’s Generic Value Chain

Firm Infrastructure

Human Resource Management

Technology Development

Procurement

Inbound
Logistics Outbound

Logistics
Marketing 
& Sales

ServiceOperations

Primary
Activities
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G u i d e l i n e s  f o r  C o n d u c t i n g  a

V a l u e  C h a i n  A n a l y s i s

• Define the value chain by understanding existing 
mental models of the business

- Understand capabilities and how resources create 
value for each component of the value chain

• Understand constraints and competitive advantage

■ Forecast market demand that can be met given your 
resources and potential capabilities

• Define new value chains to optimize returns on 
capabilities and resource to meet expected market 
conditions
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PeopleSCOPE™ (Boudreau/Ramstad)

Impact

Effectiveness

Efficiency

Pivotal Roles

Investments

HR Portfolio

Human Capacity

Business Processes

Aligned Action

Sustainable 
Strategic Advantage

VALUE
LENS

ELEMENTS

FOCAL
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Linking Business Process to the 
Constraint Analysis

Process Process Process
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Return on People Model

Evaluation

Profits Organizational

Investments X
Capabilities

X

Profits

Sales Sales Organizational
Investments

Capabilities

Investment Effectiveness Impact

P la n n in g
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ROP™ Benefit Formula: 
Working Backwards

Results

Intervention
Effectiveness X Impact of 

Behavior 
Change

Benefit

<4
Analysis
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Elements of a Retail Strategy

BRAND 
PROMISE

RETAIL 
EXPERIENCE

Location 
Facilities 

Service levels 
P roduct displays 

Relative price

CUSTOMER 
FOCUS

T arge t m a rk e t  
C ustom er learn ing  

A dvertising/ 
p ro m o tio n  

Brand m a n a g e m e n t

EACH 
MUST 

SUPPORT 
THE TOTAL 
CONCEPT

Busjness processes must 
tie these important 

elements together 
into the 

strategy

PRODUCT 
MIX

Mix/focus o f  p roducts  
Brands/suppliers 

Price/quality 
Logistics/distb
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APPENDIX I 

Select Comfort Organization Charts 

(Top Level)

April 1999 

November 1999
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Organizational Chart 
April 21, 1999

Board  ot  Directors

P a l  Hop! 
C h a i im a n  ol (tie Board

Dan  McAlhle
P r e s id e n t  4  CEO

10
 --------vo

Ron Mayle 
Sr,  VP • Retail

R e n e e  C h r i s t e n s e n  
VP • E -C om m e rc e

Chuck  D orsey  
Sr, VP • Direct

l a n e  Nordqulst  
VP/CIO

G reg  Miner 
Sr. VP • O pe ra t ion s

Jim  R a a b e  
V P /C FO

Deb Aulrey 
Director,  Public Relations

Mark Kimball  
Sr .  VP GC/CAO

Karen  J o n e s  
V P Hu m an
R e s o u r c e s

_ _ _ _ _ _ _ _ O p e n _ _ _ _ _ _ _ _
Sr, VP • C o rp o ra te  D evelopm ent  

a n d  M aiketlng

Milch Jo h n so n  
VP • Tan 4  Insu rance



www.manaraa.com

Se
lec

t 
Co

m
fo

rt 
C

or
po

ra
tio

n
1

II 1I|i l l
I*

S  •  «C  w  e

Si
Q»
>

II I3

O s
OS
O s

V-l
<D

JO
a
<D>o

Z

2

tl

f t 1

al
I I

4K

IS'

.  g•5 3 s

I

i l

!1

51
>

s «
si-»c 
u

fl I

Si

250

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

Sla
cy

 
Le

tte
r 

(li
ng

er 
Ho

llo
m

an
 

Ad
m

ln
iit

ul
iv

e 
As

w
ian

i 
lid

en 
fra

lri
c 

Re
cc

pt
io

ni
H



www.manaraa.com

APPENDIX J 

Internal Memo April 21, 1999 

Chairman o f  the Board

Reorganization Announcement and Strategic Positioning Goals
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DATE: 4/21/99

TO: ALL EMPLOYEES

FROM: PAT HOPF

SUBJECT: CURENT NEWS & FUTURE GOALS

As the newly-appointed Chairman o f  the Board -  and someone with a  long history o f 
close involvement with Select Comfort, including nine years sleeping on various Select 
Comfort mattresses — I have several items o f  important news to share with you.

First o f all, Rob Hawthorne is stepping down as President and CEO. Rob will serve as 
Vice Chairman o f  the Board o f  Directors and continue his involvement in product 
positioning for a few months. Rob came onboard two years ago to help take the company 
public, and now that we’ve achieved that objective, he is looking to scale back his 
involvement in the day-to-day business o f  the company. We thank Rob for his successes 
and dedication over the past two years.

Dan McAthie has been named the new President and CEO. Dan’s leadership and close 
involvement in all aspects o f our business will help make for a smooth transition. He is 
also uniquely qualified to lead Select Comfort during our next period o f fast-growth. In 
addition, Jim Raabe, has been named Chief Financial Officer and will direct our Finance 
Department in light o f  Dan’s move to President and CEO. Please jo in  me in 
congratulating Dan and Jim on these well-deserved promotions.

As I said earlier, I am the new Chairman o f  the Board, and I plan to devote a significant 
amount of time to this role. Former chairman Erv Shames will remain an active member 
o f the Board o f Directors. Over the past couple o f weeks, in preparation for this 
transition, Dan and I have been spending a great deal o f  time together discussing the 
future o f Select Comfort. In conjunction with other members o f the Board and the senior 
management team, Dan and I have developed a new long-term vision for the Company.

W e are now going to execute our first really clever maneuver, handing off an 
internal communications in mid-page. The following message is from Dan, your 
new CEO:

Fellow employees:

I am truly pleased and excited to be your new CEO as we embark on a journey together -  
to become the number one mattress manufacturer in the country. I believe we are already 
#1 in terms of:

Product Innovation 
Product Quality 

Customer Satisfaction 
Employee Talent
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Over the next five years, it is time for Select Comfort to declare our rightful position as 
the leading bedding company in the country in terms of:

Market Share 
Sales 

Profitability

We have the best products today, but they can and will be improved, and we can add new 
products. We have three sound distribution channels today (retail, direct marketing and 
roadshow), but we can add many more points o f distribution to make buying a Select 
Comfort mattress truly convenient for consumers. We also can develop numerous “direct 
to the consumer” channels over the next few years, including Internet marketing and 
strategic marketing alliances. We have an increasing level o f  awareness in the country, 
but we need to develop highly effective advertising campaigns so that every consumer 
will consider purchasing a Select Comfort mattress. In addition, we must continue to 
excel at product quality, customer service and consumer education.

For Select Comfort to be #1 based on all the above criteria, requires an attitude of 
“Change is Good,” and a willingness to take risks to accomplish POSITIVE CHANGE.
If we each focus individually and collectively on our goal, nothing can prevent us from 
achieving our objective o f  becoming the leading mattress company in America.; Each o f  
us plays a vital role in our success, so be bold, be creative, be strategic —  and get ready 
to be the leading mattress company in America. I promise it will be the most enjoyable 
business experience o f your life.

Respectfully,

Dan
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APPENDIX K 

Capabilities Strategy Protocol Project 

Presented to the Executive Management Team 

May 17,1999
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Developing an Organizational Capabilities Strategy 

From the Human Capital Perspective

A THESIS
SUBMITTED TO THE FACULTY OF THE GRADUATE SCHOOL 

OF THE UNIVERSITY OF MINNESOTA 
BY

Joanne Provo
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Organizational Capabilities Strategy 
Driven from Human Capital Perspective

The Process Plan

Step P rocess O utcom e Days
1 Planning 

Develop Plan 
Timeline
Identify Key Participants

Key milestones developed, 
briefing package for the 
organization

2

2* Kick-off Project with 
Organizational Champions

Complete timeline 
Clarify roles

1

3*

4*

Field Work in the Organization 
Develop Systems and Models 
Financial and Strategic Data 
Review

Interview key leaders

Mental models (beliefs) 
identified
Value chain defined 
Strategic view of the 
organization

5

5 Identify Trio by Value Chain 
Element 
Line Manager 
Information Specialist 
Senior HR Leader

List of triad members 
identified, date agenda set 
for team event

1

6* Training for HR Team HR leaders briefed on the 
strategy process and their 
role from a human 
capabilities perspective

2

7* Team Event 
Value Chain Analysis 
Identify Constraints

In-depth understanding of 
where capabilities add value 
and the human capital 
implications

2-3

8* HR Debriefing Session Organizational capabilities 
and pivotal roles examined 
Resulting HR strategy

2

9 Create Report Create report 
Initiate HR strategy plan

6

10* Brief Results Engage leadership team in 
Ownership of HR strategy 
Present measurement 
models

1

* Step detail following
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Select Comfort 
Capabilities Based Strategy 

Proposed Time Line

BWMfcof I 418 I
I I I1, Planning

2, Presentation: Executive Team / 
Champions

3, Organizational Fieldwork

-J | 3a, Core Team Fieldwork Debrief | | | I

4. Executive Interviews

5. Identify Trio by Value Chain 
Element

6, Training for HR Team

| 8. HR Debriefing Session

I 9. Create Report

| 10. Brief Results



www.manaraa.com

R
eproduced 

with 
perm

ission 
of the 

copyright 
ow

ner. 
Further 

reproduction 
prohibited 

w
ithout 

perm
ission.

PeopleSCOPE™ (Boudreau/Ramstad)

Human Capital Framework

is)uoo Impact

Effectiveness

Efficiency
Investments

Human Capacity

Aligned Action

HR Portfolio

Pivotal Roles

Business Processes

Sustainable 
Strategic Advantage
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Outcomes of Capabilities Based Strategy Analysis

Value Chain Analysis
• A value chain for the unit as is
• A value chain for the market
• A value chain for the typical customer (how the product is used) 

Capability and Resource Analysis
• For each element identified in the value chain analysis define the 

critical capabilities and core resources that support each element 
of the value chain

Economic Analysis
• Constraints
• Scope
• Sustainable competitive advantage
• Risk, return, liquidity

Analysis of Future Markets to be Served

Future Value Chain Implications
• Change actions
• Critical capabilities and resources
• Attributes of the resources needed to create value

Business Process Analysis
• Understanding how current processes create value
• Examine process changes needed to sustain strategic advantage
• Surface business processes that may no longer contribute value

Pivotal Roles
• Determine which roles/talent pools are critical to the successful 

execution of key business processes
• Ensure that the behaviors of individuals in pivotal positions are 

aligned to leverage these capabilities
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(cont:)

Human Capacity
• An assessment of the people elements that must exist to sustain 

strategic advantage
- Capability
- Opportunity
- Motivation

Human Resource Development Implications
• Organization development strategy
• HRD strategy
• Understand what HR practices support/ high performance
• Develop measurement models which contribute to successful 

strategy implementation

Resources
•  Allocate scarce resources
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APPENDIX L

External Reference List

Financial Reports

Annual Meeting June 8, 1999, Proxy Statement 

Annual Report 1998. Transformation is in the air.

Prospectus: Select Comfort, The Air Bed Company, Common Stock. Hambrecht & 

Quist, BancBoston Robertson Stephens, Piper Jaffray Inc., Charles Schwab & Co., Inc., 

December 4, 1998.

Ritkin, A. M. (1999, April 7) Select Comfort -  buy: Revolutionizing the bedding 

industry. Thomas Weisel Partners, LLC, pp. 189-223.

CityBusiness

Weintraub, A. (1999, May 14). Select lays down stock challenge. CityBusiness. pp.

1,42.

Corporate Report Magazine

Brissett, L. (1999, April). Public debut: Select Comfort earns a berth on our annual 

ranking o f Minnesota’s largest publicly held companies. Corporate Report. 30-47.

Brissett, L. (1999, June). Get up and go: Select Comfort hopes new management 

will spark growth. Corporate Report. 38-39.
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APPENDIX M

Internal Reference List

Communication

Email:

October 19,1998 from Kathleen Graber, Thesis Proposal Presentation 

May 6, 1999 from Kathy Hewitt, Executive Team Project Briefing Schedule 

May 7, 1999 from Kathy Hewitt, List o f  Core H R  Team Members 

May 28, 1999 from Kathy Hewitt, Introduction o f  Joanne Provo & Organizational 

Capabilities Strategy Fieldwork Interviews 

June 22, 1999 from Karen Jones, Preparation for HR Offsite 

June 30, 1999 from Kathy Hewitt, Canceling Director Strategy Session 

Employee Communications Meeting, September 15, 1999 

Pat Hopf, Communication Presentation, September 1999.

Proposed Executive Strategy Session July 8,1999

Proposed Strategy Session Agenda July 14, 1999 (Director and above)

Select Comfort Supplier Day Presentation, August 26, 1999.

Website http://www.comfbrt.com 

Financial

EPO Presentation, November 1998.

Select Comfort Corporation 1998-2000 Segment P&L.

Stores Selling Margin — Year-To-Date, For the Period Ended May 1, 1999. 

Organizational

Organizational Charts: April 1999, June 1999, and November 1999.
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Operational

Modem Sleep Spring/Summer 1999 (Marketing Materials)

Retail Store Model

Training Store Sales Managers’ Manual (Revised 11/10/99)

Press Releases

August 28,1999 From sex, drugs and rock ‘n roll, to tired all the time: Boomers ease 

the pain o f getting old with a better mattress.

September 30, 1998 A Long winter’s nap.

October 2, 1998 Carolina Panthers: Players ease their pain on beds filled with air. 

November 3, 1998 Construction has begun on Select Comfort Corp. manufacturing 

plant in Salt Lake City.

November 10, 1998 Guess who’s sleeping on air...celebrities and pro athletes are 

turning to air bed technology for their beauty sleep.

November 13,1998 Select Comfort Corp. names McAthie as COO: Air bed 

manufacturer promotes CFO.

December 4, 1998 Select Comfort Corporation announces initial public offering o f 

4,000,000 shares o f common stock

December 11, 1998 Select Comfort Corp. to sell its air beds in Bed Bath & Beyond 

stores: Air bed manufacturer has retail presence in 13 Bed Bath & Beyond stores in 

1998; more openings planned for 1999.

January 6, 1999 Vikings’ Jake Reed spent extra time in bed to prepare for playoffs: 

Reed credits rapid recovery to sack — o f a different kind.
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January 14,1999 Tom Lehman links with Select Comfort: World class golfer can 

now rest easy.

April 21, 1999 1st quarter income: Select Comfort 1st quarter income more than 

doubles.

April 22, 1999 Select Comfort announces long-term growth plan, new agreement 

with Bed Bath & Beyond: Air bed company aims to be #1 mattress manufacturer.

April 23, 1999 Select Comfort names two new board members

May 5, 1999 Select Comfort launches e-commerce: Company’s air beds, pillows 

and other products can be purchased online.

May 12, 1999 Select Comfort announces stock repurchase

May 24,1999 Select Comfort Corporation releases university study: Test group 

reports better sleep quality on air bed.

June 3, 1999 Select Comfort opens four new Bed Bath & Beyond stores

June 8, 1999 Select Comfort Corporation announces investment in SleepTec, Inc.: 

SleepTec’s sofa sleeper to be distributed through Select Comfort stores.

June 8, 1999 Select Comfort Corporation comments on expected second quarter 

performance

July 19, 1999 2nd Quarter Results.

August 9, 1999 NFL Players too tired to punt, pass, and kick: Head athletic trainers 

survey shows players are not sleeping on the job.

September 17, 1999 Select Comfort Corporation comments on third quarter 

performance.
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Strategic

F99 Strategic Imperatives (Summary Document)

Direct Marketing 1999 Business Plan 

Select Comfort HR Strategy, 1999

Strategic Imperatives/Objectives 1999 (Responsibility Assignments)

The Boston Consulting Group, Project “Accelerating Growth” K ick-off Meeting, 

September 2, 1999 

Tours and Site Visits

Plant Tour led by Director o f  Training Management and Organizational Development, 

June 10, 1999

Visit to top performing store, Ridgedale Mall, June 14, 1999.

Meeting Notes

Core HR Team Meeting Notes:

April 22, 1999 

June 3, 1999 

June 9, 1999 

September 7, 1999 

Executive Team Meeting June 29, 1999 

Executive Team Meeting July 8, 1999 

Select Comfort HR Strategy Session, June 23-24, 1999.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

APPENDIX N  

Fieldwork Interview Participant List

Deb Autry - Director Public Relations, Corporate 

Mike Ayers - Controller, Retail

Richard Bauer - Director Outbound & Electronic Media Sales, Direct 

Dave Beres - Director o f  Product Management, Corporate 

Terry Brill - Controller, Operations

Nancy Buchholz - Manager Supply Chain Management, Corporate

Ken Ferderer - Director o f  Financial Planning & Analysis, Direct

Dolores Franco - Regional Sales Director, Retail

Maureen McDowall - Director o f  Marketing, Retail

Sue Puerzer - Controller, Direct

Tim Wemer - Director o f  Database Marketing, Direct
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APPENDIX O 

Select Comfort Value Chain

Select Comfort-Value Chain for 
Core Business Processes_______

Technology Sales
Channel

Distribution Customer
Service
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APPENDIX P

Summary o f  Fieldwork Findings

Select Comfort 
Fieldwork Summary 

June 3-7,1999

Business Issues.-. . ̂ •--~- •--■-:—_— ..
Buying is down in Direct, Road Show and Retail
Need changes to current products, not more products (Adjustable Frame & Sofa OK) 
Need to branch out with different products and relationships with other leasing 
partners
Don’t see any planned acquisitions on the horizon which are usually the vehicles to 
growth
Organizational structure seems to be driven by tax implications 
Growth will need to come from other areas 

Partnerships and new business opportunities 
Need new product introductions, lower cost using current infrastructure, may not 
even have Select Comfort identity 
- Can only grow 10-15% without new products 
Need focus on important acquisitions 
Need broader distribution 
Keys to growth - more products
(70% of beds on market below $799—SC’s starting point)
Not producing to least cost possible
In a strong economy we are only growing at 20-30% that’s just momentum, not doing 
anything different to grow the business
Being number 1 should be the goal, but that means 43% growth in beds; will there be 
acquisitions?
Do retail, direct and e-commerce need to be that independent?
Don’t seem to have leverage in stores (not much difference between high/low stores) 
May be too promotional—are we buying business?
What are we trying to be—high growth or high earnings (can’t be both)
What’s the formula to hit goal? Seems to be a  moving target 
Concerned about competition, need to get branded quickly (requires cash before 
payback)
Competition can beat us on price
What are the strategic priorities for the company and for direct 
Direct may need to focus on lower brands
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Constraints •
• Don’t see leadership
• Recruiting Sales managers in the field (need corporate recruiters to funnel candidates)

- DSM’s spending 40% time recruiting
• Infrastructure at home office to support store growth
• Need another planning tool
• Need on-line capability for inventory in stores
• Need to find the “Best” Sales people to staff the stores 
Systems not currently positioned to serve a growing business

- Issues o f  who gets credit for sales
- Store managers can only access on line customer in 35 mile radius (every store 

should have every record)
Maxing out where we can buy media (print and TV maxed)
Manpower issues currently impossible to hire for Mpls (Direct Sales/Operations) 
Don’t have a clearly articulated strategy
Need to understand the mathematical drivers o f  the business (business model)
May be hiring below standards just to get people
Marketing is weak link—Select Comfort not as well recognized as it should be 
Clear goal—not sure how to get there 
Possible supplier issues to meet goal 
Inside roles have not been clarified toward goal 
Retail systems not in place (Inventory, ordering, replenishing)
Retail infrastructure still small company
- Support not efficient (i.e. payroll not on-line)
IS problem with tracking accessory inventory 
Don’t have EDI drop ship from vendor 
Systems not ready (need better tools and timeliness o f  data)
Will we have the manpower to support additional programs 
Current personnel is good, but worry about for how Headcount additions change 
talent mix
Challenge to integrated all o f  the other vehicles that drive awareness, without direct 
contact we may lose visibility from direct marketing database (may lose a handle on 
what spending drives sales)
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ManagementConfidence? ■ :■' / \ .
• Have confidence in Dan
• Ron Mayle—never stops talking to everyone at every level, has the vision
• Detailed plans to make goals are sketchy
•  Starting to see movement o f  Retail and Direct working more closely together (Ron 

and Chuck driving that)
•  Concern about the bigger role that Pat Hopf i f  taking on

- Issue is whether Dan will be able to put together a plan, vision, strategy
• Dan hasn’t had a  fair chance due to focus on stock price
• Dan didn’t present a cohesive strategy at the transition
• Lack o f foresight into what vision will motivate people... needs to be related to the 

superiority o f the product (not making management rich)
• Need to value “little” people as well as “big” people
• No one has communicated the strategy
• Need to focus—drill down
• Focus needs to be on business not stock price
• Need connection (bridge) between vision and reality
• Old management team had vision, plans and processes (with accountability)

1999 Strategic Imperatives
• Dan needs to demonstrate leadership
• Great confidence in Dan, he is in a tough position, if  we don’t hit numbers its not his 

fault (Press releases not under his control)
• I f  Pat has a heavy hand in the business we will not survive
• Have respect and support o f  management’s capability, not sure how Pat fits in
• More comfortable with management today than previously
• Confidence in Dan—announcement internal was OK, but put competitors on alert
• Management philosophy may inhibit growth

Not willing to take the long view due to impact on current earnings
• When they focus on the company they are doing well—focus on stock price is wrong
• Now better positioned management-wise, view from public may be different
• Real commitment from mid-level management, capable o f  carrying theme through
• Need to do a better job o f  making front line feel included and valued

2 7 2
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Personal Concerns*
Communication is not as complete as it needs to be
The growth plan is big talk
The house is divided (sales tax issue)
IS is Weak (Confidence in head o f  IS—m ay not have access to resources) 
Lot’s o f reason for concern—starting with press release 
Communication or lack thereof 
Stock price
Vision is growth but struggling to hit plan today
Worried about hierarchy—too top heavy making everyone a  director or VP 
High growth—if  we push too hard we will screw up base business 
Concerned with 43% goal and how that incents current behavior Vs long-term

2 7 3
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APPENDIX Q

Summary o f  Fieldwork Findings:

Sorted by Themes that Emerged under the Categories o f

Business Issues 
Brand Awareness

Sales

Product Mix

Distribution

Organization
Structure

Growth Strategy

Business Issues and Constraints/Challenges

Not doing enough to build brand awareness 
May be too promotional—are we buying business 
Concerned about competition, need to get branded quickly 
(requires cash before payback)
Direct may need to focus on lower brands

Buying is down in Direct, Roadshow, Retail
What’s the formula to hit goal... seems to be a moving target
Competition can beat us on price

Need changes to current products not more 
(Adjustable Frame/Sofa OK)
Need to branch out with different products
Need new product introductions, lower cost using current
infrastructure, may not have Select Comfort identity
Keys to growth-more products (70% beds on the market below
$799 Select Comfort starting point)

Need to branch out with other leasing partners 
Need broader distribution

Structure driven by tax implications
Do retail, direct, e-commerce need to be that independent

Don’t see any planned acquisitions, these are usually vehicles to 
growth
Growth needs to come from partnerships & new business 
opportunities
Can only grow 10-15% without new products
Need to focus on important acquisitions
In strong economy we are only growing at 20-30% that’s just
momentum, not doing anything different to grow the business
Being #1 should be the goal, but that means 43% growth in beds,
will there be acquisitions
What are we tying to be — high growth or high earnings (can’t be 
both)
What are the strategic priorities of the company and for Direct
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Cost Not producing to least cost possible
Don’t seem to have leverage in stores (not much difference
between high/low stores)

Constraints/Challenges
Infrastructure Infrastructure at home office to support store growth

Need on-line capability for inventory in stores 
Systems not currently positioned to serve a growing business 

Issue o f  who gets credit for sales
Sales managers can only access on-line customers in 35 mile 
radius

Retail infrastructure still small company
Support not efficient (Le. payroll not on-line)

IS problem with tracking accessory inventory
Retail systems not in place (inventory, ordering, replenishing)
Systems not ready (need better tools and timeliness o f  data)

H um an Capital Recruiting sales managers in the field (need corporate recruiting to
Funnel candidates)

DSM’s spending 40% o f  their time recruiting 
Need to find the “best” sales people to staff the stores 
Currently impossible to hire for Minneapolis (Direct 
Sales/Operations)
May be hiring below standards just to get people 
Will we have the manpower to support additional programs 
Current personnel is good, but worry about how head count additions 
change talent mix

Leadership No one has communicated the strategy
Need to focus -drill down
Management philosophy may inhibit growth—not willing to take the 
long view due to impact on current earnings 
Don’t see leadership

O perations Possible supplier issues to meet goal
Don’t have EDI drop ship from vendor

Strategic Planning Don’t have a clearly articulated strategy
Need to understand the mathematical drivers of the business (business 
model
Clear goal—not sure how to get there
Need another planning tool
Detailed plans to make goal are sketchy
Need connection (bridge) between vision and reality
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Brand Management Maxing out where we can buy media (print and TV maxed)
Maybe too promotional—are we buying business?
Marketing is weak link—Select Comfort not as well recognized as it 
should be
Challenge to integrate all o f  the other vehicles that drive awareness, 
without direct contact we may lose visibility from direct marketing 
database (may lose a handle on what drives sales)

Qrganization Inside roles have not been clarified
Structure
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APPENDIX R

Interview Protocol — Executive Interviews

r ^ Select Comfort ^
__  E x e c u t iv e in te m e w P r o to c o l__________ _
1. As you think abou t your future in this industry, w hat do you s e e  a s  the  m ost 

im portant business challenges S elect Comfort will face?
a . W hat should be S elect Comfort's top priorities to m ee t th ese  challenges?

2. W here do you n eed  to b e  in o rder to b e  s e e n  a s  a  key com petitor in this m arket?
a . W hy a ren 't you th e re  now ? W hat constrain ts/obstacles a re  in th e  way?
b. W hat distinctive advantage/value d o e s  S elect Comfort need  to c rea te  value in 

term s of:
•  C ustom er value
•  Efficiency
• M arket pow er

3. Given the  intent to becom e the leader of the  m attress industry in term s of revenues, 
m arket share , profitability and  shareho lder value:
a . How confident a re  you with achieving this five-year growth by:

• Increasing the  num ber of distribution points
•  Expanding our product offerings
•  Increasing our retail advertising reach

b. W hat o ther strateg ic a lternatives could S elect Comfort pursue to increase the 
likelihood of hitting the  $1.5 billion goal?

c. W hat a re  the  b iggest obstac les  to each  of those  alternatives?

4. How do you define the  contribution of your group/function to  Select Comfort's overall 
goals?
a . W ho a re  your primary custom ers?
b. How do you define su cc e ss  in term s of specific results/outcom es?
c. How do you m easu re  th e se  results/outcom es?

5. W hat business p rocess d o es  your group u se  a s  a  m ean s to  achieve th e se  results? 
(D escribe the key com ponents o f the  value chain a s  you define it.)
a . Which p ro cesses  a re  m ost critical/most constrained
b. How a re  the  p ro c e sse s  likely to change in the  future?
c. Which talent pools m ake or break key business p ro cesses?

6. W here/how  do em ployees have  th e  g rea te s t im pact on business  resu lts?
a . W hat em ployee behaviors m ake the  b iggest difference?
b. W here do you s e e  the  largest g ap s  in term s of hum an capacity in your group?

- Near-term
- Long-term

c. W hat do you think is th e  source  of th e se  constraints?
d. W hat do you s e e  a s  an  intervention tha t could alleviate som e of your capability 

constraints?
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APPENDIX S 

Executive Interview Participant List

Renee Christensen - Vice President E-commerce

Chuck Dorsey - S VP, General Manager - Direct

Karen Jones - Vice President Human Resources

Mark Kimball - SVP, General Counsel/Chief Administration Officer

Greg Kliner - SVP, Operations

Dan McAthie - President, Chief Executive Officer

Ron Mayle - SVP, General Manager - Retail

Lane Nordquist - Vice President, Chief Information Officer

Mike Peterson - Vice President, Product Development & Technology

Jim Rabbe — Vice President, Chief Financial Officer
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APPENDIX T

Internal Reviewer Validation o f Executive Interview Transcripts
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SELECT COMFORT

O c to b e r  12, 1 9 9 9

M s. J o a n n e  P ro v o  
P e rs o n n e l D ec is io n s  In te rna tiona l 
C o rp o ra te  H e a d q u a r te rs  
4 5  S o u th  7 th S tr e e t  
2 0 0 0  P la z a  VII T o w er 
M inneapo lis , MN 55402

D e a r  Jo a n n :

I h a v e  re a d  th e  tra n sc r ip ts  from  th e  S tra te g ic  E xecu tive  in terv iew s a n d  find th e  
c o n te n t a s  s ta te d ,  a c c u ra te ly  re flec ts  th e  in ter/few .

S inpere ly ,

S u s a n  F itzpa trick

S F  :jg
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APPENDIX U 

HR Workshop Presentation Materials (55 PAGES)

Capabilities Based Strategy 

Strategic Staffing: Measuring What Matters 

Competitive Analysis (Exercise A & B)
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8:00 a.m . 
8:10 a.m . 
8:30 a.m . 
9:00 a.m .

9:30 a.m . 

9:50 a.m . 

10:10 a.m . 

11:00 a.m .

11:30 a.m . 

12:15 p.m. 

1:00 p.m.

2:15 p.m.

2:30 p.m.

3:15 p.m. 
3:45 p.m. 
4:30 p.m.

SELECT COMFORT 
Capabilities Based Strategy 

Human Resource Group 
June 23,1999

AGENDA

W elcome and  Introductions 
HR Implications in Knowledge Econom y 
Introduction to PeopleSC O PE™
How Do W e C om pete

• Introduction to  S trategy
• Industry Structure

Break

How Do W e Com pete
• Strategic Intent 

Competitive Analysis: E xercise A
• Small Group Exercise 

Competitive Analysis
• Debrief... Implications

Lunch

Competitive Analysis: Exercise B
• Large Group Exercise 

Business P ro cesses  Analysis
• Value Chain
• Constraint Analysis

Break

Talent Pool Analysis
• Return, Risk an d  Liquidity 

Aligned Action
Human Capacity 
Adjourn
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8:00 a.m . 
8:15 a.m .

8:45 a.m . 
9:00 a.m .

10:00 a.m . 

10:20 a.m .

11:30 a.m .

12:30 p.m. 
1:30 p.m.

2:15 p.m.

2:30 p.m. 
3:30 p.m.

SELECT COMFORT 
Capabilities Based Strategy 

Human Resource Group 
June 24,1999

AGENDA

Questions/Clarifications from  yesterday  
Human C apacity

• COM for Pivotal Positions 
HR Bundles
1999 HR Initiatives D iscussion

• Contribution to 1999 Strategic Initiatives
• Contribution to 2003  S trategic Initiatives

Break

How R obust a re  your HR S tra teg ies?
• Looking a t current HR initiatives u n d er 

alternative organizational s tra teg ies

Lunch

Investm ent Analysis 
Strategic Staffing

• A p ro cess  and m easu rem en t exam ple

Break

Strategic Staffing (continued)
W rap Up -  N ext S teps - Evaluation
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S e l e c t  C o m f o r t

Capabilities Based Strategy 
Human Resources Group 

June 23-24, 1999

Joanne Provo 
Jprovo@pdt-corp.com 

(612) 337-3639

Karen Jones, Vice President -  H um an Resources

In tr o d u c tio n s  

G oals  

O b je c t iv e s

The Shift from  the Industrial to the 
Knowledge Econom y

• There has been a fundamental shift. largely driven by 
technology, which impacts ALL business segments, not 
just the high technology sector.
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Industrial E con om y

Capital was a constrained resource
Labor was not a  constrained resource, and available at
low cost

K nowledge E con om y

• Capital is NOT constrained
• Knowledge, intellect, and the organizational 

capabilities which result are the constrained resources

T rad itional M anagem en t M odels (Capital 
R e tu rn  M odels)

• Measurement:
— Profit/loss
— Stock price
— Investment Rating

• Models:
— Return on investment (ROI)
— DuPont return on equity (ROE)
— Net present value (NPV)
— Capital asset pricing model (CAPM) 

Assume capital is the critical asset.
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Asset M easurement Systems

■ Most current management information systems 
measure & manage tangible assets

• Far less attention is placed on intangible assets

• Little if any attention is given to human 
resources as assets within existing management 
systems

O ld Systems -  N ew  Reality 
A  Very Bad Mix

• Most existing management systems have as the 
implicit assumption that:
-  Capital is the constrained resource
— Labor is available in high quality with short 

lead times at predictable prices

■ When these conditions are not true, the systems 
drive managers to the wrong results

Exam ple

• Manufacturing or technology company
• High-growth potential

— Strong market demand 
■ Constrained resource:

— Project engineers to customize the products 
to the needs of the clients
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Traditional Budgeting Objectives

Goals:

■ Complete certain projects
■ Add six new project engineers

Actual:

• Completed projects

■ Only added three new engineers

Typical Managerial Perform ance 
Appraisal

• Completed all objectives 
■ Expenses under budget

But, the expenses saved are minimal 
compared to the weaker position 

they are in.

W elb om e/A ndrew s study o f  initial 
public offerings (IPOs)

■ T. Welbome/A. Andrews from Cornell
■ Academy of Management Journal 

1996, Vol 39, No. 4, pages 891-919
■ Looked at every IPO in 1988. total o f 136 firms
■ Rated firms on HR issues:

— Talk like people are important
-  Act like people are important
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Findings from  W elboum e

Companies chat talked and acted like peopfojgre 
important:

IPO Priced lower

Five years later Valued higher
Greater survival

W hy d id  this happen?

• Where did the financial analyst go wrong? 
They understood the COSTS and RISKS of 
people, but not the potential value.

• MBA programs believe and teach those 
models!

■ Learning the lessons on tangible, linear returns 
and intangible, non-linear returns.

E conom ic  T ru th

Economic
Truth

.Cost Value

Intangible Assets

New Model 
Required 

(intangible)

Accounting
Model

(tangible)

288

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission



www.manaraa.com

O R G A N IZ A T IO N S  W H O  M AK E  
T H E  SH IFT W IL L  E N JO Y  

SIG N IF IC A N T  A D V A N T A G E

Internal management systems can help 
leaders realize value in the new 

environment

C o m p etitiv en ess

Financial
Markets

Customer
Markets

Competitiveness

People
Markets

Strategic vs. Professional vs. Tactical

■ Money/Capital:
Finance vs. Accounting vs. Bookkeeping 

• Customers/Products:
Marketing vs. Sales vs. Order Taking

■ People/Knowledge:
???

289

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission



www.manaraa.com

Traditional H R  B u d getin g  Approach

• Budget based on history or benchmarking ratios

• Benefits analysis developed to support the 
proposal

Strategic H R  P lan n in g  A p p roach

• Analyze organizational strategy
• Determine value/capabilities relationship 

(Impact)
• Estimate effectiveness of alternative 

capabilities building approaches
• Design solution within organizational value 

context
• Align HR budget with value creation potential

Value Creation & A llocation

Value Creation 
Strategy

Market Shareholders
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Value C reation & A llocation

Value Creation 
Strategy

Market Shareholders

Value analysis 
often driven from

Value Creation & A llocation

Value Creation 
Strategy

OrganizationMarket

B U IL D IN G  A  M A N A G E M E N T  
SY ST E M  F O R  H U M A N  C A PIT A L

rwm • 1
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P eop leS C O P E ”* (B ou d reau /R am stad )

VALUE
LENS

ELEMENTS

FOCAL
POINTS

Impact

Effectiveness

P eop leS C O P E ” (B ou d reau /R am stad )

How do we 
compete?

» What unique value do 
we create within this 
industry?

• What value chain 
elements are critical to 
your success?

• How do we generate 
returns from the value 
created?

P eop leS C O P E ” (B ou d reau /R am stad )

What must we 
execute well?

• How do our processes 
link to the value 
chain?

•How does our 
network of processes 
create: sustainability, 
synergy and 
advantage?
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FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Efficiency

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Efficiency
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PeopleSC O PE” (Boudreau/R am stad)

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Efficiency

Which talant 
pools m ato or

braafcitojr
business

procossos?
■ Support Core 
Competencies

'Constrained
Resources

► Pivotal Impact on. 
Success__________

P eop leS C O P E ” (B ou d reau /R am stad )

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Efficiency

What employ** 
behaviors 

mako the biggest 
differanca?

•What are the moments 
of truth?

• Which behaviors most 
affect business 
processes?

• Which behaviors most 
affectkey 
constituents?

P eop leS C O P E ” (B ou d reau /R am stad )

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Efficiency

What paopla 
alamonts must 

ax&t?
(COM)

Capability
Can they do it?
Opportunity

Do they get the chance?

M otivation
Do they-want to?
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P eop leS C O P E ” (B ou d reau /R am stad )

Staffing:
Development
Compensation

Impact

Effectiveness Org. Design 
Succession Planning 
Communication

E fficiency

P eop leS C O P E "  (B ou d reau /R am stad )

How do 
allocate a 

resources?

VALUE
LENS

ELEMENTS

FOCAL
POINTS

•Money 
•H R  Staff 
•Employee Time

Impact

HR. Influence 
Leadership Attention

Efficiency

PeopleSCOPE™  (B ou d reau /R am stad )

VALUE
LENS

ELEMENTS

FOCAL
POINTS

Impact

UR I
Efficiency
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PeopleSC O PE ” (Boudreau/R am stad)

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Efficiency

How do w s 
compete?

»'What unique value do 
we create within ihfs 
industry?

* What value chain 
elements ore critical to 
your success?

» How do we generate 
returns from the value 
created?

K eys to U n derstanding S trategy

• Strategic Context
— What are the forces that shape the industry?

• Strategic Intent
— What strategic position do we intend to 

establish/defend within that industry

P orter’s F ive  Forces T h eo ry  o f  
Industry Structure

Potential
Entrants

Suppliers

Bargaining 
Power o f 
Suppliers

Threat of New 
Entrants

Ssa?-;*-,..... . . . .
t f c a f c y A M V
-Eafc^Ptrn*

Buyers
Bargaining 
Power o f Buyers

Threat o f Substitute 
Products orS cn rk g

\SnbHHulet
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Porter’s F ive F orces T h eo ry  o f  
Industry Structure___________________

Industry competition is driven by five forces:
• Threat of substitutes
• Threat of new entrants
• Bargaining power of suppliers
• Bargaining power of buyers
• Intensity of rivalry among competitors

These factors determine the level o f  competition, and 
therefore, level o f  profit in an industry

Exam ple: 
T w o C on trastin g  Industries

■ Pharmaceuticals:
-  Merck
-  Bristol/Meyers/Squibb
— Pfizer

■ Food Wholesalers:
-SUPERVALU
— Fleming Foods

Exam ple: 
P rofitability  Varies by  Industry

Market to Return
Book - on
Ratio Equity

Pricer
Earnings

Ratio

Merck I5.2x = 39.7% X 38.4
BMQ 15.6x = 40.8% X 38.2
Pfizer 20.7x = ?? 7% X 93.2

SUPERVALU 2.0x = 14.5% X 13.7
Fleming 0.5x = 5.9% X 9.2

Source: Yahoouof3/25W.
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Example:
P rofitab ility  V aries b y  Industry

MARKET
SALES MARGIN CAPITALIZATION

(Billions) (%) (Billions)

Merck 26.9 20.0% 178.8
BMQ 183 20.0% L17.6
Pfizer 133 17.0% 195.1

SUPERVALU 173 1.1% 23
Renting 15.1 0.2% 03

M attress Industry A nalysis

1997 Mattress & Foundations
S6.7B R eta il S *k»

S3.6B W fc o lm lc  Salt*

I 1
Inner Spring Other

wn vn

-Scaly Other Air Water Other

-Serta
w s  Other

'Simmons Select
-Spring Air Comfort

S trateg ic  In ten t

• How do you intend to “win" in your given 
industry?
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C o m p o n en ts  o f  C o m p e tit iv e  A nalysis
What Drives the 

Competitor
What the Competitor 
Is Doing and Can Do

CURRENT STRATEGYFUTURE GOALS

COMPETITORS RESPONSE PROFILE

W lM v i O p w r a U l k i n

CAPABILITIESASSUMPTION'S

P orter’s T h ree  G en eric  S trategies  
(C o m p etitiv e  A dvantage)

• Cost Leadership

• Differentiation

■ Focus
-  Cost
-  Differentiation

T reacy  & W iersem a  
(D isc ip lin e  o f  M arket Leaders)

• Operational Excellence
— Best total cost

• Product Leadership
— Best product

• Customer Intimacy
— Best total solution
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P orter’s G eneric S trategies

COMPETITIVE ADVANTAGE
Lower Cost Differentiation

a
© Broad 
CO Target
a  > 
f"
a  Narrow 
£; Target 
§  (Focus)Wu

I. Cost Leadership 2. Differentiation

3A. Cost Focus 38. Differentiation 
Focus

S elect C o m fo rt P r o d u c t P o s itio n in g  -  
D istr ib u tion

COMPETITIVE ADVANTAGE

a
0  Broad 
m Target
a>

a  Narrow 
2  Target 
q  (Focus) 
U

Lower Cost Differentiation

Slumber land Gab ben's

Mattress Warehouse Select Comfort

S elect C om fort P r o d u c t P o sitio n in g  
M anufacturing

COMPETITIVE ADVANTAGE
Lower Cost Differentiation

BroadCa
ce Target
a>-

a  Narrow 
Target 

Q  (Focus) 
U

•* •>

•y Select Comfort
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S elect C o m fo rt P r o d u c t P o sitio n in g  
D istr ib u tion

M A R K E T
Lower Cost Differentiation

SL.

ou
as
2

New

Existing

What new core 
competencies will w e 

need to build to 
protect and extend o ur 

franchise in current 
markets?

W hat new core 
competencies would 
we need to build to 

participate in the roost 
exciting markets o f 

the furore?

What is the 
opportunity to 

improve our position 
in existing markets by 
better leveraging our 

existing enre 
competencies?

What new products o r  
services could we 

create by creatively 
redeploying or 

recombining our 
current cote 

competencies?

C o m p etitiv e  A nalysis

Exercise A

C o m p e tit iv e  A nalysis

Exercise B
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PeopleSC O PE ” (B oudreau/R am stad)

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Efficiency

What m ust w e  
execute well?

> How do our processes 
link to (he value 
chain?

‘How does our 
network of processes 
create: sustainability, 
synergy and 
advantage?

D E F IN IN G  A N D  I D E N T IF Y IN G  
V A L U E  C H A IN S

H o w  O rgan iza tion s C reate V alue

j  Organizational 
Processes 

\  and Systems
$  I OutputsResources
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Porter’s Generic Value Chain

S -s

Primary
Activities

D e fin in g  a V alue C hain

Saw m ill in  N orth ern  M innesota

Acquire
Wood

^  Produco ^[? t—K w
Soil
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Exam ple
C on su m er P roducts

Core Processes

Design 4 Produce Sell 4 Distribute

D ru g C o m p a n y  Exam ple

trfafc

G roup D iscu ssio n

W hat are th e  M ajor E lem en ts in  Y ou r  
Value C h a in /K ey  Business Processes?
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S e le c t  C o m fo rt-C o re  B u sin ess  
P ro cesses

Technology Operations Sales Distribution Customer
Channel Service

Susta inable C o m p etitiv e  A d vantage

V a lu e  c r e a t in g  s tr a te g ie s  th a t  o th e r  
o r g a n iz a t io n s  c a n n o t  d u p lic a te

Adds Value 
Unique or Rare 
Cannot be Imitated 
Supported by Organization

C ritica l Issue: H o w  D o  Y o u r  
M easures O peration a lize  th e  Strategy?

■ Is there clear “line of sight” from the system of 
measures to the strategic intent?

• Can the role of core processes be identified?
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E xam ple fr o m  W all S treet

List of Measures:
— Number o f Brokers
— Total Profit per Broker
— Number of Clients
— Average Portfolio Return
— Fee Income per Broker
— Fee Income as a Percentage o f Assets
— Transactions per Broker

Sam e M easures: 
D ifferent S trateg ic  In ten t

Income Assets Return

Broker Brokers
X

Assets

Fees

Return

Income

Broker

Clients

Broker
x

Transactions

Client
x

Fees

Transaction

Retail S tore Analysis
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C O N S T R A IN T S :  
IN D IC A T O R S  O F  W H A T  IS 

IM P O R T A N T

Constraint Analysis

Critical Constraint
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O vercom in g  th e  Critical C onstraint

N ew
C ritical

C o n stra in t

Saw m ill in N orthern M innesota

Acquire
Wood

Sell

Input C onstrained E xam ple

Exam ple
C onsum er Products

C o re  Processes

Design 4 Produce 4 Sell 4 Distribute

C ritica l C onstrain ts

P ro d u c t ideas Shelf space
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D ru g  C om pany Exam ple

Tips for Identify in g  Constraints

• Questions to ask:
• Where does your organization want to be in 5 

years? What is preventing you from being 
there now?

• Which of the core processes receive the most 
attention from top management? Least?

• What resources are not constrained, i.e., 
available in plentiful supply?

• What is the relative impact of each constraint?

G roup D iscu ssion

What are the major constraints in your 
value chain key business processes?
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U niversal (Generic) V alue Drivers

• Efficiency
• Speed
• Reliability
• Quality

In all roles, improvement in these attributes 
creates incremental value.

C onstrained Resource V alue Drivers

■ Volume

■ Leverage/Allocation 

• Substitution

H o w  R oles Create V alue D epends on  
W hich  Category T hey Are In

309
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Group D iscussion

■ Focus on one or two constraints from the 
previous discussion.

• What are examples of:
-  Increasing volume
-  Increasing leverage
-  Finding a substitute

Select Comfort?

coui

o
<

Leverage Substitution

Volume Generic
Constrained Non-constrainad

RESOURCES

Group D iscussion

■ Do you see any opportunities to change the mix?

■ What have you already done?

■ What do you still need to do?

3 1 0
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R even u e C o m p o sitio n  
% o f  N e t  Sales

/
/
/

l i l l l
1995 1996 1997 1998 1999 2003

A void  the L inearity Trap

• Each of the network elements must link back to 
the overall strategic intent.

• Interconnection is key

“Positions built on systems of activities are far 
more sustainable than those built on individual 
activities.”

— M. Porter. 1996

E lem ents o f  a R eta il Strategy

Business processes m ust 
b e  these important 

\  elements together 
into the \ n .  strategy

BRAND
PROMISE

Brand m anagem en t
PRODUCT

MIX
RETA IL

EX PERIEN CE

Mia/focus o# products 
Brands/supoflcrx 

PriceTquality 
lo g n tk s ld u tbProduct displays 

Relative p rk e

^  CUSTOMER 
FOCUS

Target m arket 
Custom er team ing  

Arfcertisingr
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Strategic A lternatives

What other strategic alternatives could Select 
Comfort pursue to increase the likelihood of 
reaching $i.5B sales goal in 2003?

PeopIeSCOPE"' (Boudreau/R am stad)

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Which talent 
pools mail* or 

break key 
business 

processes?
• Support Core 

Competencies

•Constrained
Resources

• Pivotal Impact on 
Success

HOW PEOPLE CONTRIBUTE TO 
VALUE CREATION

312
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Shift From  “Jobs” T o  “R o les”

• Strategic leaders see talent pools, not jobs
• Roles encompass multiple jobs
• Roles are flexible
• Roles emphasize contribution not tasks

Identifying the K ey R oles

■ Which roles are pivotal?
• Which roles make the biggest difference?
• Which roles have the biggest swing from 

upside to downside?
• Key is not only which roles are important, but 

what makes them important

Select C om fort-C ore Business
Processes

f*SG.5bP»B
*§§§#||

Technology Operations Soles Distribution Customer
Channel Service
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W h at is th e  V A L U E  o f  IM PA C T ?

Q uantify in g  th e  B e n e f its

Effectiveness X Im pact = Benefit

Increase in Value of Value
role perform ance Created

perform ance

Financial Model for
Select Comfort Store Manager

Value o f Performance Revenues

2
X

7 8 , 0 0 0 *
=

1 5 6 , 0 0 0

Sell m ore Value of Revenues
beds/ w eek Performance

("Assume Average Bed Price is SL50Q)

------------------------- ---
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Im p a ct Analysis a t S elect C om fort

What are those positions where performance 
can be directly traced to business results?

R E T U R N , R IS K  A N D  
L IQ U ID IT Y  F R A M E W O R K

H R  Program s Create Valu< 
In D ifferent W avs

I

• Improving Return :

• Reducing Risk

• Increasing Liquidity ^

ii
MI cwMiurrj

K— y
t

3 1 5
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H um an A sset -
E con om ic A ssessm ent M odel

Return Expected performance in the 
position as defined by the 
competency model.

Risk Variability in performance 
Potential derailment factors

Liquidity Flexibility to adapt to changing 
business needs

Finding the Value

• Return is most important when acquiring or 
deploying short-term constrained resources

• Value in many routine tasks is found in risk 
reduction

• Rapidly changing environments increase the 
value of liquidity

Im proving Return

Selecting for specific skills

Training for specific 
skills M L

i
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R educing Risk

• Selection methods to screen out 
counter-productive behaviors

• Employee Assistance Programs

• Policies and controls to ensure 
compliance with employment 
laws

Increasing L iquidity

• Training in transferable skills

• Selecting for skills beyond the current job scope

• Selecting for adaptability and ability to learn

P eop le  SCOPE" (B oudreau/R am stad)

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

What employee 
behaviors

make tho biggest 
difference?

• What are the moments 
of truth?

• Which behaviors most 
affect business 
processes?

• Which behaviors most 
affect key 
constituents?
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A ligned  A ction

■ What are the "moments of truth”

• What defines “high”

• What defines "low”

• How do we observe it

Finding M om ents o f  Truth

• Fundamental elements of an aligned action
-  Observable
-  Directionally correct
-  Affects a:

» Key constituent 
» Internal/external “customer”
» Business process

-  Clearly linked to role contribution
-  Controllable by the employee

D efin in g  “ H igh” and “L ow ”

• Critical incidents focused on contribution
■ Who is the key constituent affected?
■ What do we observe if highly effective?
■ What do we observe if ineffective?
• How big is the risk?
■ What are the limiting factors?
■ What are the enhancing factors?
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Select Comfort Store Manager

• Critical incidents 

■ How observed

• Likelihood of being observed or influencing 
purchasing behavior

PeopleSC O PE " (B oudreau/R am stad)

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Efficiency

| .oiK^.ua—

| H— eaC epudty

What people 
•laments must 

exist? 
(COM)

Capability
Can they do it?
Opportunity

Do they get the chance?
Motivation

Do they want to?

H um an C apacity  
Is “P oten tia l Energy”

■ Potential versus Kinetic energy
• Typical HR measures focus on enhancing 

potential, but organization change occurs with 
“kinetic” energy

• HR measures must focus on both potential and 
expressed energy levels

■ Expression requires direction and observability: 
line of sight

3 1 9
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Potential vs. R ea lized  E nergy

Potential Energy Realized Energy

Human Capacity 
(COM)

I Heat up chimney)

Aliened Bterpr 
I Heat in  room )

(Untuned fiicf)
Aligned Action

PeopleC O M :
T he Interaction is the K ey

CAPABILITY X OPPORTUNITY X MOTIVATION

Capacity to Circumstances Desire to
Act Allow Action Act

“Can they “Do they get “Do they
do it?” the chance?” want to?

M easures o f  C apacity vs. A ction

Human Capacity Measures Aligned Action Measures

• Intelligence • 360 Feedback (behavioral)
• Personality • Performance Appraisal
• Certifications • Secret Shopper
• Experience

3 2 0
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T h e Interaction is the K ey

CAPABILITY X OPPORTUNITY X  MOTIVATION

Optimization: Balance and Focus on T he Key
Constraint in the System

Suboptimization: Imbalance and Ignoring the  Key 
Constraint

T h e Store M anager Pipeline (C O M )

1

CAPABILITY

1 I 

OPPORTUNITY MOTIVATION

PeopleSCOPE™ (B oudreau/R am stad)

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Effectiveness

Efficiency

What work 
practices support: 

high 
performance?

Staffing
'Development
'Compensation

>015. Design 
'Succession Planning 
> Communication

3 2 1
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Select C om fort G oa ls/R o les fo r  1999

■ What are the key HR processes you are 
working on?

■ Are these aligned with the strategic imperatives 
of Select Comfort?

PeopleS COPE*" Fram ew ork

FOCAL
POINTS

VALUE
LENS

ELEMENTS

Impact

Efficiency

How do w* 
allocate scare* 

resources?

•Money 
•HR staff

• Employee time

•H R influence 
• Leadership attention

Strategic M anagem ent M odel

W hat tS the 
vatu*
promise we 
offer to: 
•Custom* rs 
•Employe** 
•investors 
•Communities

W hat 
capabilities 
are key 
generators of:

•Customer value 
•Market power 
•Operating 

Effectiveness

W hat
competencies
are necessary
to create these
capabilities;
•Technical
•Business
•Leadership

WhatHRM 
politics and 
practices:

•Attract 
•Retain 
•Motivate 
people with 
the requisite 
competencies

How will we 
know if we have:
•Delivered on 

our promises 
•Developed 

an effective
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Discussion:
Your Current Measurement System

• What do you currently measure?
• How do you use the data?
■ Have you tried any measures that were not 

successful? [f so. what happened?
■ What would you like to measure, but currently 

do not?
■ Lf you had that data, what could you do with it?
• Strategy to organizational strategy?

M easurement/Balanced Scorecard Issues

• How many measures
■ Balanced (?) Scorecard
■ How reported (format)
• How often
• At what level of the organization
• Departmental and/or roll-ups

M easurem ent

■ How well do your current measures drive 
performance toward organizational success?

3 2 3
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Measurement

• What measures could you implement today that 
would represent alignment of human resources 
strategy to organizational strategy?

324
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S tra teg ic  Staffing: 
M easu rin g  W h at M atters

G oals

• Design a  measurement system that captures all important 
aspects ot' the staffing process, at every stage in the 
process

• Use measurement data to clarify the accountabilities for 
the hiring managers as well as the HR professionals

• Identi fy the process improvements with the greatest 
payoff

• Communicate the value o f  effective staffing processes

N early  Every C om pany Says I t ...

“People are our m ost 
important assets"

3 2 5
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Discussion:
Your Current Measurement System

• What do you currently measure?
■ How do you use the data?
• Have you tried any measures that were not 

successful? If so, what happened?
• What would you like to measure, but currently 

do not?
• If you had that data, what could you do with it?

Financial M odels 
D rive H R  Measures

DuPont M odel

Profits I  Profits |
 =---  I *  a---  I

Return on _  Profit
Equity “  Margin

t
TRADITIONAL HR MEASURES (tied to margin):
■ HR function expenses as a % of sales
■ Ratio of HR headcount to total headcount
■ Average cost per hire

AsMt Financial
x Tumovar x Levanga

Traditional H iring Process Measures

• Cost per hire
• Time to fill positions
• Legal compliance
• Stakeholder satisfaction

Miss a critical component: 
Quality of hires

326

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission



www.manaraa.com

The Risks o f  Traditional Measures

Focusing solely on cutting costs 
and/or decreasing time to fill can 

sacrifice quality of hires

Assessing Y our M easurem ent System

Review your list of measures from the previous 
exercise:

• How would you categorize each metric? 
(Efficiency, effectiveness, or impact)

• Overall, what are the strengths and weaknesses 
in your current measurement system?

A  Better M easurem ent System

• Captures the full value of staffing process
• Separates HR from hiring manager 

accountabilities
• Helps you determine where to invest
• Increases your organization’s strategic 

advantage in the market for talent

3 2 7
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Hiring Process Measurement M odel

Sam ple M easures

• Economic ("fully loaded") cost per hire
• Vo of positions filled within target ft days
• % of offers accepted
■ Average manager rating of new hires 

(expected skills, expected effort, ability to 
team, turnover risk)

• % of new hires who had all necessary tools 
on first day on job

T he Staffing Process

Sourcing: Locating potential employees

Screening; Ruling out candidates who do not 
meet minimum criteria for the job

Selecting: Choosing the candidate most likely to 
be successful

Hiring: Landing the candidate, once an offer 
has been made

Orienting: Ensuring new hires have the 
company information and tools they 
need to be productive

328
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The Staffing Pipeline

Sourcing

PDI Staffing Pipeline

Draw  Y ou r Pipeline

• Consider your company's staffing process
-  Which parts of the process are most effective?
— Least effective?

■ Draw your staffing process as a  pipeline
— N arrow segments represent the most 

constrained parts o f the process
-  W ider segments represent the least constrained 

parts o f the process
• Share your pipeline and rationale

M easuring Q uality  
and V alue
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Effectiveness o f  R ecru iting  
(Sourcing and Screening)

Effectiveness o f  R ecru iting  M easures

• Recruiting effectiveness
— Ratio: # of applicants to market conditions

• Market conditions
— Applicable unemployment rate
— Volume of “Help Wanted” advertising 

■ Number of applicants
— Average number of applicants per opening

• Quality of applicant pool
— Percent of applicants who pass initial screening

3 3 0
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Sam ple M etrics

• Predicted performance
— Average score in structured interviews

• Quality of prediction
-  Selection system, validicy

Effectiveness o f  
H irin g /C losing  M easures

• Quality of Employee Offered Position
-  Recruiting/Hiring Manager rating of:

» Skills. Flexibility/Adaptability. Motivation. Tenure

• Acceptance Rate
-  Percentage of offers accepted

3 3 1
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Staffing Value Creation

Staffing Value Creation Measures

■ Quality of Employee Hired (Effectiveness)
-Skills
— Flexibility/ Adaptability
— Motivation 
-Tenure

• Job Context (Impact)
— Estimated dollar value of better performance, by 

position

M easuring “ Q uality o f  Hire**
/  V«ad*y~~~^

a t Hire__s

Measure by: When to Measure
Hiring Manager 6-12-24 months after
Recruiter hire

Measurement Dimensions: What to Measure:
Skills Turnover
Motivation rottowup Survey
Flexibility/Adaptability P/A
Tenure Other

-----------------------------

3 3 2
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Steps in M easuring “ Quality- o f  Hire”

• Collect predictor data at time of hire
• Later, collect actual performance (criterion) data
• Measure strength of relationship (correlation) 

between predictors and actual performance

3 3 3
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Com petitive Analysis
(Exercise A)

Competitive Analysis

An analysis of the strengths and weaknesses of 
Select Comfort as viewed through the eyes of 
your competitors

Areas o f  C om petitor Strengths Sc 
W eaknesses

• Products
-  Standing of products from the user's point 

of view, in each market segment
-  Breadth & depth of product line

• Dealer/Distribution
-  Channel coverage and quality
-  Strength of channel relationships
-  Ability to service channels

h n i r t  m>iM> i s e i n y m e
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Areas o f  Com petitor Strengths &
Weaknesses

• Marketing and Selling
— Skills in each aspect of the marketing mix
-  Skills in market research and new product 

development
• Training and skills of the sales force

Areas o f  C om petitor Strengths & 
W eaknesses

■ Operations
-  Manufacturing cost position
-  Technological sophistication of facilities & equipment
-  Flexibility of facilities & equipment
-  Proprietary know-how & unique patent or cost 

advantages
-  Skills in capacity addition
-  Location, including labor & transportation costs
-  Labor force climate
-  Access to & cost of raw materials
-  Degree of vertical integration

Areas o f  C om petitor Strengths & 
W eaknesses

• Research and Engineering
— Patents & Copyrights
— In-house capability in the R&D process
— R&D staff skills in terms of creativity, 

simplicity, quality, reliability, etc.
— Access to outside sources of research & 

engineering

3 3 5
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Areas o f  Com petitor Strengths &
Weaknesses

• Overall Costs
-  Overall relative costs
-  Shared costs or activities with other business 

units
-  Where the competitor is generating the scale 

or other factors that are key to its cost 
position

Areas o f  C om petitor Strengths & 
W eaknesses

• Financial Strength
-  Cash flow
-  Short & Long-term borrowing capacity
-  New equity capacity over the foreseeable 

future
-  Financial management ability, including 

negotiation, raising capital, credit, 
inventories, accounts receivable, etc.

Areas o f  C om petitor Strengths & 
W eaknesses

■ Organization
-  Unity of values & clarity of purpose
-  Organizational fatigue based on recent 

requirements placed on it
-  Consistency of organizational arrangements 

with strategy
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Areas o f  C om p etitor  Strengths & 
W eaknesses

■ General Managerial Ability
-  Leadership qualities o f the CEO; ability of 

CEO to motivate
-  Ability to coordinate particular functions or 

groups of functions
-  Age, training, and functional orientation of 

the management
-  Depth of management
-  Flexibility & adaptability o f management

Areas o f  C om p etitor  Strengths & 
W eaknesses

• Corporate Portfolio
-  Ability of corporation to support planned 

changes in all business units in terms of 
financial or other resources

— Ability of corporation to supplement or 
reinforce business unit strength

3 3 7
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Competitor Analysis
(Exercise B)

C om petitor Analysis

Assess Select Comfort’s
• Core capabilities
• Ability to grow
• Quick response capability 
■ Ability to adapt to change
• Staying power

C o m p etito r  A n alysis-C ore C apabilities

• What are the competitors capabilities in each of 
the functional areas?
— What is it best at? Worst at?

• How does the competitor measure up to the 
tests of the consistency of its strategy?

• Are there any probable changes in those 
capabilities as the competitor matures?
— Will they increase or decrease over time?

P orter " C e m p tr iii t r  Strategy" I f H
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C om petitor Analysis-Ability to Grow

• Will the competitor's capabilities increase or diminish 
if it grows? In which areas?

• What is the competitor's capacity for growth in terms 
of people, skills. & plant capacity?

• What is the competitor's sustainable growth in 
financial terms?
— Can it grow with the Industry?
— How sensitive is sustainable growth to raising 

outside capital?
»To achieving short-term financial results?

P f r ttr  t ' i« n ( ie M « c S in k p *  I 'm

C om petitor A nalysis-Q uick Response 
Capability

■ What is the competitor’s capacity to respond 
quickly to moves by others, or to mount an 
immediate offensive? Determined by:
-  uncommitted cash reserves
-  reserve borrowing power
-  excess plant capacity
-  unintroduced but on-the-shelf new products

Pofttr "Canptiiilw Strategy** 1499

C om petitor A nalysis-Ability to Adapt 
to Change_____________________________

■ What are the fixed vs variable costs?
• What is the ability to adapt & respond to changed 

conditions in each functional area?
• Can the competitor response to macroeconomic events?

— Sustained high rate of inflation/recession
— Increase in wage rates

• Does the competitor have exit barriers which will tend 
to keep if from scaling down or divestiture?

Porter "Compttitht Strategy** 1999

3 3 9
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C om petitor Analysis-Staying Pow er

• What is the ability of the competitor to sustain a 
protracted battle, which may put pressure on 
earnings or cash flow? Will be a function of:
-  cash reserves
-  unanimity among management
-  long time horizon in its financial goals
-  lack o f stock market pressure

340

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission



www.manaraa.com

APPENDIX V 

CEO Strategic Plan Memo August 23,1999
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From: Pat Hopf [phopf@stpaulvc.com]
Sent: Monday, August 23.199911:54 AM
To: Jim Raabe; Mike Peterson; Lane Nordquist Karen Jones; Mitch Johnson; Deb Autrey
Cc: Ron Mayle; Chuck Dorsey: Greg Winer; Mark Wmball; Tracey Breazeale; R enee Christiansen
Subject: Functional A reas of Expertise a s  Strategic Assets o f the Organization

l have asked the following departments to present a written plan for how their departm ent will become a  valuable strategic 
asse t of the organization as  we grow the business live times In the  next live years;

Finance
Research and Development
MIS
Legal
Human Resources 
Tax
Public Relations

I would like to receive these plans on o r before Thursday, Septem ber 23.

The plans should include the following information:

Define the scope of your departm ent

Define how your department interacts with other departm ents and divisions within the company.

Who are your critical customers? Who are your important but less critical custom ers?

Define the best ways to m easure the performance of your departm ent 

Evaluate the performance of your department in 1999.

Define w hat your department m ust do exceptionally well and what you cannot fail a t both short-term and long-term. 
What do you

need to b e  obsessive about?

As the organization grows sa les five times irsthe next five years, what a re  the key challenges your departm ent will 
face? What

must your department be able to do to keep AHEAD of this growth in sa les  and internal requirements?

What changes in departmental strategy will be required? What changes regarding key tactical issues will be 
required? What

resources, both internal and external, will be required for your department to truly be a "Strategic Asset" of the
company?

How do you believe your peers and senior management perceive your departm ent's contribution to the
organization today?

How do you want it to be perceived in the future? If there are differences, please discuss what your department
needs to do to

be able to accomplish the improvements.

Other comments you would like to make?

Completing your departmental plan should get you thinking more about what you need to do in the long-term, rather than 
just concentrating your energies on today's action items. P lease be thoughtful, introspective, comprehensive and 
completely honest If there are variables which substantially affect your answers to som e of these questions which are 
outside your control, please identify those variables. Have fun with this project and make it into an OPPORTUNITY for 
both you and the organization.
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APPENDIX W 

Select Comfort HR Strategy 2000-2004

Select Comfort Human Resources Strategic 

Positioning and Organizational Design 2000 — 2004

Human Resource Partnership Response 2000 — 2004 Presentation

HR Detailed Action Plans 2000 — 2004

• Recruitment and Retention

•  Performance Management

• Training & Development

•  Employee Relations

• Compensation & Benefits

•  HR Administration & Management
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Select Comfort Human Resources 
Strategic Positioning and Organizational Design 

2000 -  2004

Select Comfort’s Mission is to “be respected as a highly innovative, customer driven 
organization -with vibrant entrepreneurial spirit and energy”. To do this, we must attract 
and retain the brightest, most talented individuals in the marketplace, and continually 
reinforce our mission and our Goals and Beliefs through daily initiatives and an 
organizational design that clearly demonstrates to everyone that people are ou r m ost 
im portant and  asset.

Human Resources must be seen as a strategic Senior Management Team partner with direct 
accountability to the CEO. The philosophies established bythe organization, embraced and 
demonstrated bythe CEO and Senior Management Team, m ust be driven throughout the 
organization through fair and consistent practices developed by Hum an Resources.

H um an Resources must be viewed as the “pulse” of the organization, driving all critical 
human capital decision-making.

Select Comfort’s Human Resource organization needs to radically change its design to meet 
the needs of the future. Girrendy, H R operates in a very traditional “H R specialty” format. 
We have “specialists” in compensation, benefits, training, legal compliance, etc. and 
“divisional” HR departments that support a more subject silo affect than true integrated 
partnership thinking. Looking strategically at the growth requirements ahead of Select 
Comfort, a centralized HR design, that reflects executive “strategic partnering”, “core” 
human resource practices with “distributed” expertise throughout the organization and the 
use of “external” alliances, is the optimal approach to successful, sustained growth of our 
people and the organization.

STRATEGIC HUMAN RESOURCE PARTNER

This area is driven bythe Senior Vice President of Human Resources. This Senior Vice 
President would be involved with all organizational p lanning  to ensure that Human Capital 
implications are considered as an integral part o f all strategic p lan n in g . This person would 
initiate strategic partnerships and alliances to develop “best practices,” enabling Select 
Comfort to be viewed as a premier employer on a national basis. This person MUST be true 
leader and champion o f Select Comfort’s Goals and Beliefs.
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CORPORATE fGOREl HUMAN RESOURCES

This area of Corporate (Core) Human Resources supports both the Senior Vice President in 
H u m a n  Capital Assessment and provides the expertise to the organization to include:

• Compensation and Benefits
• HR Administration and Management
• Employee Relations (including communication and events)
• Performance Management

Corporate HR would provide the guidelines and support for consistent application of HR 
processes across the organization. There should also be a role fo r corporate H R to recruit 
and train H R professionals who can be deployed to the functional groups. By starting in 
Corporate HR, these individuals are able to get a broad perspective of the organization and 
develop a solid foundation of Select Comfort’s H R  systems and processes. Corporate HR 
should have responsibilities for innovative processes, techniques, and systems that can be 
deployed across the organization. It would be expected the Functional HR professionals 
would view the support of their business unit as their primary focus and would not have the 
time or resources to research new practices o r to  develop systems that would benefit the 
entire organization. Corporate (Core) Human Resource professionals will partner with 
Functional (Distributed) Human Resources to share broad perspective with practical 
deployment of strategies.

FUNCTIONAL (DISTRIBUTED! HUMAN RESOURCES

The Functional HR group reports direcdyto Corporate. This is where HR Generalists 
would have primary focus on a dedicated business unit/channel, ensuring consistent 
application of HR tools and processes throughout the organization, allowing for 
customization based on the needs o f their business unit/channel. Given the growth 
expected throughout the organization it would seem that there should be HR presence in:

• Direct
• Retail (this may include accountability by region Le., East, West, Midwest
• Operations
• Administration

For this process to be successful, these HR professionals m ust demonstration financial and 
strategic acumen so they are seen as true business partners. They need to become intimately 
fam iliar with the business processes, challenges, capabilities and constraints of the areas they 
support. They should be a visible presence able to demonstrate proficiency in H R  processes 
and systems and also a willingness to be flexible and adaptable in the application of those 
processes in a way that enhances their value to  the business unit.

3 4 5
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HUMAN RESOURCES PARTNERSHIPS/STRATEGIC ALr.TANCFS

Finally, partnerships and alliances should be developed 'with service providers and 
consultants across the spectrum o f H R services. This may include, but not be limited to:

• Payroll and Benefit Administration
• External Training and Development Providers
• Search Firms
•  Executive Coaching and Development
• Strategic Human Resources and Measurement
• Selection, Assessment, and Development Support

These partnerships would be developed in a true partnership model to increase the agility 
and flexibility o f their use. I t  is often better to have dedicated established relationships with 
partners who understand your business and take and interest in your success. These 
resources do not need to be located on site. This can be managed in an adjunct fashion, 
although it might be important to have these partners participate in annual strategy meetings 
similar to “Supplier Day* to ensure that all players understand the nature o f our 
opportunities and challenges.
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Our challenge... 
to support the growth o f Select

Comfort over the next five years.

Human Resources 
Partnership Response 

2000 -  2004
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1993 Human Resources 
Organizational Chart

"...to  create a stable company workforce 
comprised o f highly motivated, 

customer-focused and 
experienced employee work teams 

that constantly challenge themselves 
while demonstrating the company 

Goals and Beliefs."
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1999 Human Resources 
Organizational Chart
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Human Resource Partnerships
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Who are HR’s Critical Customers.... 
Everyone!

Strategic Partnering Implementation
Senior M anagem ent Em ployees

Em ployees Senior M anagem ent
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HR Success Measurements

S  Broad-based, integrated partnerships 
S  Human capital assessment and readiness 

/  Effective recruitment/staffmg/retention 

S Consistent performance management 
S  Effective and timely training 

S  Employee attitude perceptions benchmarking 

S  Competitive compensatior^enefit offerings 
S  Meaningful and effective employee interventions 
S  Worker compensation cost containment 

S  Mitigating legal exposure



www.manaraa.com

HR 1999 Scorecard

Broad-based, Integrated Partnerships
-  Proactive strategic planning with business channels; understanding HR implications 

o f  business initiatives; execution

Human Capital Assessment and Readiness
-  Management Development; succession planning;, USC alignment with business 

strategies; coaching/ mentoring

Effective Recruitment/Staffing/Retention
-  Employees hired- 665; New positions- 392

Consistent Performance Management
-  Annual review; development o f  Levels Program; certifications fo r  

competencies and performance

Effective and Timely Training
-  Successful launch o f  Salt lake City plant; training support fo r  Returns Warranty 

System; 20 training hours/employee/year (Customer service, USC, Operations bench 
line); Operations online training
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HR 1999 Scorecard
d OK, But

u>

Employee Relations
-  Employee Attitude S u m y  and follow-up; Kudos Events;

Reinforce Goals and Beliefs
Communications Channels

Competitive Compensation/Benefit Offerings
-  Select Comfort 401K participation, - 64%;Employee Stock Purchase Plan Participation -15%  

Introduced EAP; Improved benefits enhancements for 2000

Meaningful and Effective Employee Interventions
-  Individual, department, business unit interventions with positive results

Worker Compensation Cost Containment
-  Safety Teams in all locations; Safety Training (Retail and Operations)
-  Reduction o f work-related costs by 6% year-to-date, 1999

Mitigating Legal Exposure
Proactively managed employee claims reducing potentially millions 

o f dollars in legal exposure
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What We Could Have Done Better...

S  Re-Energize Goals and Beliefs - “Winning Attitude!”

/  HR Alignment and Partnership on Corporate Goals 

and Objectives 

S  Human Capital Assessment and Readiness 

J  Recruitment/Retention Effectiveness 

S  Management Development /Succession Planning 

S  Employee Communication 

/  Online System Development (Payroll, Training,

Recruitment, Benefits, Measurement)
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What HR Must Do Exceptionally Well

Recruitment/Retention
• Sourcing

- Develop long-term strategies to support business goals
- Developing cost effective sourcing pipelines
- Attract creative, talented, specialized candidate pools 

ui • Screening
- Analyze organizational talent
- Define and quantify skill-set and organizational fit
- Develop competency profiles using behaviorally-based screening tools

• Selection
- Develop an employer o f choice image to attract key employees
- Develop a selection process to ensure that the talent pool supports the business and growth 

needs through 2004
• Retention

- Foster an environment where employees feel challenged and valued
- Establish Select Comfort as a long term career commitment
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Recruitment/Retention

2000 2004
Sourcing •  Com pany wide recruitm ent strategy

•  Centralized recruitm ent processes
•  Trained recruiting s ta ff  in agency-based 

direct recruiting m ethods

•  Bring recruitm ent firm in-house
•  Regional Select Com fort Recruitment 

Centers
•  Virtual recruitm ent and application 

process

Screening •  Bchaviorally-bascd interviewing
•  Em ployee skills inventory and tracking
•  Applicant Tracking System

•  C om puter assisted interviewing
•  Interactive and self-directed profiling und 

screening tools
•  Psychological assessm ent, background 

checks and drug testing for all em ployees
Selection •  Im proved assessm ent process with 

consistent selection criteria
•  A utom ated hiring process

•  Stream lined process for high potential 
candidates

•  Em ployer o f  C hoice

Retention •  Turnover analysis and benchm arking
•  Com petitive com pensation and benefits
•  Challenged, valued and productive 

workforce
•  Deliver on com m itm ent to G oals and 

Beliefs and "W inning A ttitude"

•  M arket leader in com pensation and 
benefit practices

•  Proven leader in corporate/career 
developm ent

•  Balanced virtual w orkforce o p p o rtun ities
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What HR Must Do Exceptionally Well

Performance Management
• Meaningful Performance Appraisals

- Provide innovative performance feedback tools utilizing a 360 degree feedback approach
- Evaluate employees and managers on individual and integrated performance
- Integrate and promote the Company Goals and Beliefs

Development Plans for All Employees

- Encourage career growth and continuous learning to ensure employees are gaining skills and expertise

• On-going Coaching and Feedback

- Provide a manager's supported forum for successful coaching and feedback

• Proactive Human Capital Assessment and Readiness

- Assess current and future Human Capital readiness to support business strategy

• Succession Planning

- Assess our bench strength to identijy and groom high potential candidates

Career Development

- Develop and support an infrastructure that provides growth opportunities for people at all levels
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Performance Management

2000 2004

P e r f o r m a n c e
E v a l u a t i o n

•  C o n s i s t e n t  a n ti  t im e ly  p e r f o r m a n c e  
a p p r a i s a l s  u t i l i z in g  3 6 0 's

•  D e v e lo p m e n t  p la n s  fo r  a ll  e m p lo y e e s  
t ie d  to  b u s in e s s  o b j e c t iv e s

•  D e v e lo p  r e l a t i o n s h ip s /p a r tn e r s h i p s  to 
e n s u r e  p e r v a s iv e  W in n in g  A t t i tu d e  
t h r o u g h o u t  o r g a n iz a t io n

•  I n d iv id u a l  a n d  te a m  p e r f o r m a n c e  t ie d  to 
b u s in e s s  p r o f i t a b i l i t y  a t a ll  le v e ls  o f  th e  
o r g a n iz a t io n  ( i .e .  e a i n s h a r in a f

C o a c h i n g  a n d  
F e e b a c k

•  E x p u n d  p e r f o r m a n c e  m a n a g e m e n t  
p r o c e s s  to  in c lu d e  t r a i n i n g /g u i d a n c e  
o n  g i v in g / r e c e iv i n g  c o n s t r u c t iv e  
f e e d b a c k

•  O n l in e  s y s te m s  a l l o w in g  v i r tu a l
c o m m u n i c a t i o n s  b e tw e e n  m a n a g e r s  a n d  
e m p lo y e e s

H u m a n  C a p i t a l  
A s s e s s m e n t  a n d  
R e a d i n e s s

•  E s t a b l i s h  a H u m a n  C a p i t a l
A s s e s s m e n t  p r o c e s s  w h ic h  e n h a n c e s  
w o r k f o r c e  r e a d in e s s

•  P r o a c t iv e  m a n a g e m e n t  r e a d in e s s  s t r a te g y  
in p la c e  to  e n s u r e  c o n t i n u o u s  tu lc n t  p o o l  
r e a d in e s s

S u c c e s s i o n
P l a n n i n g / C a r e r
D e v e l o p m e n t

•  D e v e lo p  s u c c e s s io n  p l a n n in g  s t r a te g y
•  D e v e lo p  c o n t in u o u s  l e a r n in g  

o p p o r t u n i t i e s  w i th in  c a r e e r  f a m i l ie s

•  S u c c e s s io n  p l a n n i n g ,  c a r e e r  
p a th i n g / m e n t o r i n g  h e a v i ly  in te g r a t e d  in to  
a  p e r f o r m a n c e  m a n a g e m e n t  s y s te m

•  V i r tu a l  c a r e e r  o a th  m o d e l
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What HR Must Do Exceptionally Well

Training and Organizational Development

Management Development

- Provide opportunities where managers can build skills in embracing change, 
taking risks and thinking "Big Picture "
- Champion "Winning Attitude"philosophy

Employee Orientation

- Provide a protocol for a smooth induction which includes history, value alignment 
and clarity o f role

Key Skills/ Technical Training

- Ensure appropriate training opportunities to accelerate work performance 

Mentoring/Coaching

- Leverage individual competencies to meet business initiatives, technological changes and support 
entrepreneurial thinking

- Foster partnerships with external mentors and coaches
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Training and 
Organizational Development

2000 2004

Management
Development

•  Business strategics fully supported by USC
•  Executive developm ent opportunities
•  Partner with local educational institutions
•  C orporate managem ent developm ent
•  D evelop a m ultiple resource strategy to support 

needed skill set learning

•  Interactive virtual coach resources
•  Problem -solving chat rooms
•  Video conferencing learning capabilities
•  Develop grant partnerships with the Slate o f  M innesota
•  Im plem ent Scenario Planning
•  Electronic resources
•  Partnership netw orks

New Employee 
Orientation

•  D evelop a consistent process to instill value, 
alignm ent, history and clarity o f  role

•  Portable New Em ployee Oricntution options

Key Skills &
Technical
Training

•  D evelop and roll out Learning Centers
•  M ove to  paperless system s training & 

docum entation; dedicated W eb Page Developer
•  Im prove intranet com m unication

•  Develop partnerships with cducutional/profcssional 
training resources

•  Virtual training

Mentoring/
Coaching

•  Research/pilot m entoring program  for D irector 
and above

•  Pilot jo b  sharing
•  Leverage external network resources
•  Establish a  cadre o f  internal/external coaches und m entors
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What HR Must Do Exceptionally Well

Employee Relations
• Re-Energize Goals and Beliefs

- A management driven initiative to re-energize the Goals and Beliefs
- Leverage teamwork and Company spirit to achieve business objectives

•  Cultivate a “Winning Attitude”
u>on - Leadership-driven activities to increase motivation, commitment and ownership by all employeesN»

Expand Communication Strategy

- Reinforce management's role in ensuring consistent, accurate and timely communication 
throughout the Company

Provide Innovative Employee Motivation and Recognition Programs

- Evaluate and expand employee motivation and recognition programs
- Reward exceptional performance that champions the Goals and Beliefs and demonstrates a 

'Winning Attitude "

• Build Image of Select Comfort as a Premier Employer

- Embrace strategies which cultivate the image o f Select Comfort as a preferred employer
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Employee Relations

2000 2004

Goals and 
Beliefs/ 
W inning 
Altitude

•  Rc-cngcrgizc the Goals and Beliefs 
and implement program s to cultivate 
a "W inning Attitude"

•  Partner with m anagers and seek 
opportunities to model a "W inning 
Attitude”

•  Institutionalized Goals and Beliefs and a "W inning A ttitude” 
pervasive in the organization

•  Ongoing methods for taking the "pulse” o f  the organisation
•  Balance o f  in-person and virtual comm unication

Communications •  Establish a meaningful and effective 
fom iat to ensure consistent, accurate 
and timely company-wide 
com m unications

•  Establish a variety o f  innovative comm unication alternatives for 
issues and suggestions (i.e. video conferencing, virtual 
m eetings/corporate updates, online feedback)

Employee 
Motivation and 
Recognition

•  Continually seek opportunities to 
recognize individuals who embrace 
the G oals and Beliefs and 
dem onstrate a  W inning Attitude

•  Highly competitive recognition program s linked to business 
success and Goals and Beliefs

•  A full range o f  recognition program choices available to 
m anagers/em ployees

Premier
Employer

•  Position Select Comfort as a Premier 
Employer

•  Nationally recognized as an Employer o f  Choice
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What HR Must Do Exceptionally Well

Compensation and Benefits
• Compensation

- Develop programs that are market competitive and address work-life balance
w  - Ensure that our compensation package allows us to attract, retain and motivate top talent
2

• Benefits

- Flexible benefit packages to meet the needs o f  an ever-changing employee base

• Payroll

- Timely and accurate virtual payrolls, increasingly systems driven
- Flexible payroll systems that support business strategy

•  Health and Safety

■ Reduction in work-related injuries and Worker's Compensation costs
- Recognize a Healthy Lifestyle approach
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Compensation and Benefits

2000 2004

C om pensation •  Develop C anadian Com pensation 
Plan

•  Develop total com pensation plans for 
all levels o f  the organization

•  Total C om pensation Packages -  
including slock

•  Develop flexible com pensation offerings

Benefits •  Totally  autom ated Benefits System s
•  Y2K benefit enhancem ents
•  Develop C anadian Benefits System

•  C afeteria Benefit Plans
•  Increase participation in the 401 (k) plan 

and triple participation in the ESPP

Payroll •  Develop virtual payroll philosophy •  Totally outsourced electronic payroll

Health and 
Safety

•  R educe work related injuries by 10% 
by identifying key injury areas

•  Safety incentives lied to total com pensation
•  Healthy Living Incentive Program
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What HR Must Do Exceptionally Well

Human Resources Administration
and Management

Strategic Alignment

- Ensure that Human Capital implications are considered in all strategic decisions
- Form internal/external partnerships and alliances to develop "best practices "
- Establish a strategic planning discipline that supports/leads organizational decisions

Risk Management

- Expand manager's ownership role in HR Risk Management
- Proactive strategy for addressing highest risk factor areas

HRIS

- An integrated, user-friendly system which allows for data tracking and measurement
- Internal technical expertise fully supported by IS to leverage system capability
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HR Administration and Management

2000 2004

Strategic Alignment •  Develop HR Directors to be true business 
channel partners

•  Establish m etrics w hich dem onstrate how HR 
adds value to the organization

•  Focus initiatives on pivotal roles to ensure the 
organization is able to best leverage 
skills/tulcnts

•  Integrate Internal Consultant 
approach

•  Organizational design supports 
corporate and functional HR and 
leverages strategic partnerships

•  Proactive in leveraging the 
organizations m ost constrained asset - 
hum an capital

HR Risk M anagement •  Proactive strategy using a cost-bcnefit o f  
em ployee legal activity

•  Consistent and effective m anagem ent o f  all 
em ployees

•  Expand m anager's ow nership role in HR Risk 
M anagem ent

•  M anagers held accountable for early 
intervention and com m unication o f  
legal issues

•  A consultative HR strategy to keep 
pace with ever-changing legal 
requirem ents

•  In-house leeal counsel

HR1S •  Em ployee responsibility for personal data 
accuracy

•  Leverage and utilize system s to  provide 
m easurem ent and support m anagem ent 
decisions

•  Autom ate legal reports, paperless environm ent, 
m anager data access caoabilitics

•  Autom ate governm ent and legal 
entity reporting

•  M ulti-com pany/counlry consolidation
•  HR system s capable o f  supporting 

data driven decision m aking
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Key Challenges of Exponential Growth

1. Institutionalize Goals and Beliefs

2. Early Involvement in Strategic Decisions with Human Capital Implications

3. Develop and Execute Company-Wide Recruitment/Retention Strategies

4. Management Development/Succession Planning

5. Consistent and Engaging Company-Wide Communications

6. Develop and Manage On-Line Systems

7. Innovative Benefit Offerings

8. Keep Pace with Growing and Ever-Changing Legal Requirements
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Challenges Driving An 
Innovative Approach to HR

u» CT\
VO

• Goals and Beliefs
- Management driven initiatives to support 

the Goals and Beliefs
- Leverage teamwork and company spirit to
achieve business objectives

• Recruitment/Retention
- Long-term strategies to attract and retain 

creative, talented, specialized candidates
- Employer of choice image

• Compensation and Benefits
• Multiple, competitive programs that meet 

the needs of our employee base
• Training and Development

- On-going Management Development for 
m anagers to build skills

- Innovative training opportunities to 
accelerate work performance

• HR Administration and Management
- Strategic Partner in all decisions affecting 

Human Capital
- Organizational design supporting Strategic 

HR, Corporate HR, Functional HR, and HR 
Partnerships

- Data driven decision making - "Best Practices"
• Employee Relations

- Institutionalized Goals and Beliefs and 
"Winning Attitude" environment

- Innovative communication alternatives
- Multiple employee motivation and 

recognition programs
• Performance Management

- Innovative performance feedback tools
- Career growth and continuous learning
• Bench-strength depth
- Ongoing assessm ent of Human Capital 

readiness
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Positioning Ourselves As A 
Strategic Asset Will Require...

u>
©

Internal
Leverage current staff and acquire additional 
talent
Hire and develop additional HR Directors with 
talents necessary' to be business channel partners
Partner with business units to understand and
support their strategies
Institute a discipline o f alignment and
accountability o f HR initiatives with strategic
objectives
Reliance on systems which provide data driven 
decision-making
Institute national learning center strategy to 
leverage best practices

External
Develop a true partnership model to increase agility 
and flexibility o f external resources 
Develop dedicated outside consultative partnerships 
and alliances
Include external resources as strategic partners in 
planning and execution o f  corporate objectives 
Form partnerships and alliances with consultants and 
HR professionals to develop "Best Practices, "
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Where We Must Be....

Skyrocketing Organizational Growth

u>
- J 1999

$275 million in sales
•Primary responsibility is facilitating the 
implementation o f  business strategy

•Supportive and reactive approach

•Prevailing perception o f  HR as payroll, 
benefit and training suppliers

,2004
1.5 billion in sales

•Strategic partnering with senior 
management in strategy development

•Consultative proactive approach

•Prevailing perception o f HR as a 
strategic partner responsible for  
leveraging our most constrained 
resource - human capital
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Select Comfort Human Resources Strategy 

HR Detailed Action Plans 2000 — 2004

• Recruitment and Retention

• Performance Management

•  Training & Development

• Employee Relations

• Compensation & Benefits

• HR Administration & Management

373
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Recruitment and Retention

Sourcing

Screening

2000___________________________________________
• Partner with SR Management to identify and project 

critical staffing needs and develop company-wide 
recruitment strategy and sourcing pipelines

• Partner with Retail to attract top-notch sales applicants to 
s ta ff600+ new employees in 150 new Retail outlets
•  Implement multi-media saturation sourcing that 

piggybacks with sales- branding advertising (print, 
radio, TV, mailings, etc)

•  Conduct Open Houses — a blitz strategy
•  Hire for attitude /  train for skills mentality
•  Coordinate direct agency-based recruiting strategy

• Develop Technical/IS recruitment resources
• Realign to provide dedicated recruiter(s) and 

resources
•  Better use o f  internet recruiting resources
•  Hire for “skills platforms”
•  Partner with leading recruitment firms

• Establish and train agency-based direct recruiting methods. 
Develop executive recruitment strategy

• Develop partnerships with state-based institutions: (Job- 
services, Unemployment offices, Chamber o f Commerce)

• Establish partnerships with state o f the art educational 
institutions to develop a pipeline initiative for all focused 
areas

• Apprentice, co-op, and scholarship programs
•  Internships
• Mentoring program
• Research grants
• Develop Internet site as virtual career resource to

attract technical candidates
• Partner w/ .com to Develop quality recruiting web-site

• Create on-line self-directed Employee Skills Inventory to 
enable talent assessment and better use o f existing 
employee base

• Spearhead development and use o f  Oracle Applicant
Tracking for effective utilization o f  internal & external

_
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Selection/Hiring

Retention

Sourcing

Screening

talent pools
•  Create behaviorally-based tools to screen for compatibility 

with corporate values and winning attitude
• Quantify screening/interview process to enable pre

employment
prediction o f  performance

•  Customized Retail sales assessment tools based on 
success profiles

• Partner with hiring managers to develop consistent 
assessment criteria

•  Develop measures to analyze hiring decisions
•  Conduct hiring time analysis and benchmark

•  Automate and analyze turnover data and develop metrics 
and benchmarks

•  On-line job opening, job descriptions & reporting 
structures on Intranet and Internet

• Revise job posting process to make it user friendly
•  Partner with Benefits to benchmark compensation and 

benefit programs against competition in critical recruitment 
areas

•  Develop managers in “coaching for improved 
performance” mentality

2001___________________________________________
• Continue to enhance 2000 strategies
• Develop regional recruitment centers with dedicated 

recruiters
•  Partner in building premier/preferred employer image 

nationally
• Link brand recognition to employment opportunity 

recognition
• Drive capability-based recruitment so human capital 

assessment is part o f normal business planning to support 
growth.
•  Develop hiring models based on business goals
• Proactive recruiting assignments to be ahead o f  the 

hiring curve
•  Tie into yearly budget and MBO processes

• Interactive Voice Recognition (IVR) systems so candidates
can self-select skills fit during mass recruitment

_
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Screening

Selection/Hiring

Retention

Sourcing

Screening

Selection/Hiring

Retention

• Interactive Voice Recognition (IVR) systems so candidates 
can self-select skills fit during mass recruitment

• On-line applications and testing tools

• Automate selection processes to cut down hiring time cycle 
with on-line PAN forms, IS forms, sign-off authority for 
new hires, etc.

•  On-line applicant rating and assessment tools
•  Automate selection measures and metrics to drive data- 

based decision making and analysis

• Continuous analysis o f Compensation & Benefit 
competitiveness

• Continuous analysis o f Turnover Data to improve 
processes

• Partner with Training to develop and implement succession 
planning, job shadowing, career pathing, and mentoring 
programs

2 0 0 2

•  Continue to enhance 2000 & 2001 strategies
• Move towards recruitment model where recruiters become 

an expert in a specialty area

• Refine Applicant Tracking /  candidate database program

• Implement personality testing
• Implement drug testing company-wide
• Revise behaviorally-based interviewing format to shifting 

profiles of successful employees

• Refine Oracle applicant tracking for metrics and 
benchmarking

• Refine compensation, benefits and environment offering to 
ensure they are market-leading

• Develop executive coaches for high-potential employees. 
Coaches could be from inside or outside the company.

Sourcing
2003-2004

• Perform on-going human capital staffing needs assessment
•  Employee leasing concept with sales partners
•  Outsource non-core technical/IS “maintenance” areas
• Contingency staffing just-in-time resources”

376
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Screening

Selection/Hiring

Retention

• Interactive career center to lure technology candidates
•  Recruit via CD ROM based programs at colleges — i.e. take 

it with you approach

•  Leading-edge virtual recruitment/selection tools in a 
faceless and paperless environment

•  Interactive testing tools to enable applicant self-screen for 
skill-set and cultural fit

•  Sound and proven profiling tools to determine behaviors.

•  Fast track high potential candidates through selection 
process to increase offer acceptance rates

• Videoconferencing and internet interviewing and 
selection to shorten hiring cycle and eliminate geographic 
barriers

• Virtual Intranet Employee Career Center for self directed 
career planning to include career pathing, skill-set analysis 
relative to job families, intemal/extemal educational 
pathing, etc.

• Market leader in creative environment, compensation and 
benefit areas

3 7 7
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Performance Management

Performance
Evaluation

Coaching and 
Feedback

Human Capital 
Assessment and 
Readiness

Succession Planning

2000___________________________________________
• Put measures in place to ensure consistent and timely 

performance appraisals for all employees
•  Provide Performance Appraisal training for 

Managers/Supervisors
• Further develop and train on successful use o f 360 degree 

feedback
• Ensure all employees have development plans aligned with 

business objectives
• Further evaluate Levels Programs for the hourly workforce
• Evaluate effectiveness o f  providing a  Manager level bonus 

program tied to individual performance and business 
objectives

•  Provide Coaching and Feedback training for 
Managers/Supervisors

• Provide availability o f  additional training opportunities for 
employees/managers specific to individual development 
needs

• Expand the performance management process to include 
training and guidance on how to effectively give and 
receive constructive feedback ongoing or during the 
performance process

• Expand communication tools to promote more consistent 
and ongoing performance feedback to employees

• Develop tools to complete human capital assessment in our 
current workforce

• Develop a management readiness strategy
• Link succession planning to performance management 

system

• Develop a Succession Planning Strategy.
•  Pilot the process in at least one division/company
• Improve the performance management system to collect 

development needs from the Performance Appraisal 
process.
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Career Development

Performance
Evaluation

Coaching and  
Feedback

Human Capital 
Assessment and 
Readiness

Succession Planning

• Develop a Tuition Reimbursement Strategy to support 
career pathing and mentoring.

•  Begin identifying key performance characteristics for job 
levels to assist in career planning and mentoring

2004

Distributed accountability for career growth (shared 
responsibility between employee and manager to prepare 
for opportunities with career growth) 
Relationships/partnerships developed for increased 
responsibility and career growth 
Big picture thinking
Winning attitude pervasive in the organization 
Shared visions between employees and the Company 
Meaningful 360 degree feedback utilized in the 
performance evaluation process 
Evaluate the possibility o f  incentive programs such as 
gainsharing, where individual and team performance is tied 
to business profitability at all levels o f  the organization 
(include the hourly and non-management workforce in 
bonus incentive programs)

Availability o f  online systems allowing virtual 
communications between managers and employees 
Availability o f  online training to support 
employee/manager development plans

Talent assessment continuous process in the organization 
Employees and managers groomed for future positions 
based on talent assessment and future business needs 
Ensure hiring and promotion practices are providing broad- 
based skills through-out the Company 
Further develop a proactive management readiness strategy 
Ensure strong integration o f  succession planning and 
career pathing/mentoring into the performance 
management system

Develop Human Resources that can step in on an ad hoc 
basis to provide support.
Model or pilot a flexible ad hoc task group to allow a more
flexible organization
Develop an employee skill set database

379
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Career Development

Integrate succession planning into normal business 
planning to assure that the organization’s human 
capabilities can support business growth 
Continue to identify and develop creative ways to develop 
our staff on key business skills that support our initiatives 
and goals and beliefs

Develop a virtual career path model and data system that 
allows a future or current employee to explore career 
alternatives and possibilities prior to hire, including key 
skill sets and what are the minimum and preferred 
requirements for hire and could be accessed by job title or 
current education, skill sets
Partner with learning institutions to provide self designed 
career programs
Marry succession planning and career growth strategies

380
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Training &  Development

Management
Development

Key Skills and 
Technical Training

Succession Planning

2000 ________________________________
•  Align USC with business goals

•  Review and evaluate current classes for effectiveness 
and overlap

• Evaluate instructors/replace as necessary; encourage 
more senior mgmt participation

• Announce new structure, reporting systems via Oracle
• Include a. basic Management Development series
• Outsource to local educational institutions where 

needed
• Build a Certification Program around the series
•  Develop a communication tool to be sent to supervisor 

on course content, outcomes and dialogue suggestions 
with employees participating in USC

• Partner with local educational institutions to provide 
current thinking and offerings to Director level and above

•  Provide at least one in-house speaker to Director level and 
above

•  Partner with senior management to offer executive 
development opportunities through coaching or 
outsourcing

•  Develop a  methodology and delivery system to provide 
needed corporate management development to all arms of 
the organization
• Example: Work with Retail to develop quarterly 

District Manager Meeting training dealing with HR 
compliance issues

•  Continue to use advanced technologies as delivery systems 
for communication and technical based training (Intranet 
and other)

•  Move to more paperless systems training and 
documentation

•  Develop and roll out Learning Centers to provide cost- 
effective technical training alternatives

•  Develop a Succession Planning Strategy
•  Pilot the process in at least one division/company
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Career Development

M entoring

M anagement
Development

Improve the performance management system to collect 
development needs from the Performance Appraisal 
process

Develop a Tuition Reimbursement Strategy to support 
career pathing and mentoring
Begin identifying key performance characteristics for job 
levels to assist in career planning and mentoring

Determine i f  there is senior management interest in 
mentoring
Design a mentoring/"coaching class for those that wish to 
mentor
Select a  few candidates for mentoring
Pilot mentorship program at the Director level and above
outside o f  their reporting structure

2001
USC
• Add classes based on needs analysis and performance 

management data
•  Look for key instructors on critical issues -  Outsource 

— the brightest and best
•  Produce Training Records for management to manage 

training
•  Contact hours
• Transcripts
•  Roll-ups to help evaluate the promotability o f  

employees
•  Management Development

•  Develop higher level developmental 
alternatives

• Look for outside resources to partner in 
deliverables

• Begin to develop relationships with 
educational institutions to provide basic 
training off-site

•  Develop learning contracts with participants to 
encourage dialogue with supervisors on application o f  
learning to job

•  Develop video conferencing learning capabilities to 
stretch resources

Partner with local educational institutions to provide 
current thinking and offerings to Director level and above
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Key Skills and 
Technical Training

Succession Planning

Career Development

Mentoring

• Use subscription methodologies to allow upper 
management access to current thinkers, brightest and 
best

•  Provide business application case studies to Director level 
and above to promote cross-functional thinking and 
problem solving. Use this forum to wind tunnel creative 
initiatives and provide senior management with feedback.

•  Partner with senior management to offer executive 
development opportunities through coaching or 
outsourcing

• Develop key resources for executive development
•  Develop a  methodology and delivery system to provide 

needed corporate management development to all arms o f 
the organization

•  Use creative medium application to current knowledge 
giving better access to state o f  the art training
• Example: Better Intranet access to training and 

management development programs
•  For new executive hires, plan a supporting strategy to 

allow ramp-up o f knowledge o f  Select Comfort, contacts 
and organizational issues

• Provide more direct resources for employees doing the job
• Example: Do computer drops on the manufacturing 

floor to support key process changes and 
documentation

• Improve Intranet communication resources to replace 
paper reference systems

• Continue to apply Succession Planning to the organization
• Use the Performance Appraisal process to determine key 

skill sets by levels and drive management development 
alternatives

• Provide shadowing opportunities for those that seek career 
alternatives outside their departments

• Develop a  reporting structure for senior management on 
the Tuition Reimbursement Program, who is using it and 
how it is benefiting the company

• Continue to identify key performance characteristics for 
job levels to assist in career planning and mentoring

» Evaluate mentorship program and make recommendations 
to continue or expand to senior management
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2002

Management
Development

Key Skills and
Technical
Training

Succession
Planning

Career Pathing

Mentoring

•  Develop strategic partnerships with local educational 
institutions to provide basic HR training and a certification 
series for basic supervision skills

• Develop grant partnerships with the State o f  Minnesota to 
support learning

• Set development alternatives that are required within the 
job structure o f  Select Comfort

•  Make development program a requirement o f  hire on key 
skills identified by management

• Develop on-line training alternatives to support learning at 
the work site

•  Improve and develop interactive Intranet communication 
resources to replace paper reference systems

• Develop partnerships with Technical schools to influence 
curriculum to meet our business needs

• Develop career paths in critical areas o f  the company
• Support development o f identified candidates in readiness 

for key positions
• Hardwire development o f staff to performance evaluation
• Conduct yearly reviews for departments using succession 

planning
• Develop a human capability process to wind tunnel 

organization issues and strategic business imperatives for 
senior management to aid strategic planning and budgeting 
process

• Establish career families and key entry requirements for 
these positions

• Identify key skills sets needed for additional growth in 
these areas to include minimum and preferred requirements

• Offer a Career Fair for current employees focusing on 
personal responsibility for career growth and supporting 
structures for advancement

• Continue job-shadowing process
• Pilot job sharing and cross-functional job responsibilities 

to support key business initiatives
• Expand exposure to grow high potential candidates

3 8 4
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2003-2004

Management
Development

Succession
Planning

• Develop interactive virtual coach resources
•  Develop problem-solving chat rooms
• Develop internal and external resources for key skill sets 

that support just-in-time learning
•  Develop business model case studies for management to 

encourage creative out-side-of-the box thinking; make 
mind-flexing a  regular part o f meeting management

• Build partnerships to provide management development 
resources

•  Consider partnering with other companies to cross train 
executives in key skills and give them more business 
exposure

• Co-share executives on a key skill basis
•  Outsource technical training deliverables and continue to 

coach and partner with divisions/companies at a more 
strategic level

•  Develop career support strategies as part o f the 
compensation cafeteria plan to allow employees to channel 
resources into career development.

•  Drive all new hire training into the departments
•  Focus on supporting key positions within the company to 

help them reach their business objectives
• Customize training plans and assign an executive coach 

where needed
• Require human capabilities assessment as well as financial 

and market reviews for all business initiatives
• Continue to develop a support structure from top 

management that says training and development is a 
strategic issue rather than tactical implementation

• Develop Human Resources as a business partner that can 
step in on an ad hoc basis to provide support

•  Model or pilot a flexible ad hoc task group to allow a more 
flexible organization

•  Develop an employee skill set database
•  Integrate succession planning into normal business 

planning to assure that the organization’s human 
capabilities can support business growth

•  Continue to identify and develop creative ways to develop 
our staff on key business skills that support our initiatives 
and Goals and Beliefs

3 8 5
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Career Pathing
•  Develop a virtual career path model and data system that 

allows a future or current employee to explore career 
alternatives and possibilities prior to hire

•  Internet system that would allow a  candidate to key in 
potential careers at Select Comfort and provide career path 
opportunities, key skills sets and minimum and preferred 
requirements for hire; could be accessed by job title or 
current education, skill sets

•  Partner with learning institutions to provide self designed 
career programs

•  Marry succession planning and career growth strategies
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Employee Relations

Goals & Beliefs/ 
W inning Attitude

2000__________________________________________
Re-energize the Goals and Beliefs
Partner with managers and seek opportunities to model a
“Winning Attitude”
Expand and broaden Kudos program
Administer an updated Company-Wide Opinion Survey
and take action on. results
Identify and implement programs to cultivate a “Winning 
Attitude” (increase motivation and energy level in the 
organization, foster high levels o f  commitment, increase 
sense o f value by employees, increase trust in 
management, promote leadership)
Further develop and implement leadership training for 
managers

Communications

Employee Motivation 
& Recognition

Develop a communication strategy that will better promote 
consistent internal communication and proactively meet 
the Company’s needs
Identify ongoing opportunities for regular feedback from 
employees and managers regarding company and 
departmental performance and expectations. Act on 
information by modifying implementation o f current 
strategies or developing new strategies as needed 
Reduce amount o f  paper-driven communications with 
additional online options
Provide training on effective communication between 
employees, teams and departments in a high growth, fast- 
paced environment
Instill “systems thinking” in managers/employees — the big 
picture impact o f  decisions on all areas o f the Company

Expand current employee motivation and recognition 
programs
Continually seek opportunities to recognize individuals 
who embrace the Goals and Beliefs and demonstrate a 
“Winning Attitude”
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Prem ier Employer

Goals & Beliefs/ 
W inning A ttitude

Communications

Employee Motivation 
& Recognition

Prem ier Employer

Position Select Comfort as a Premier Employer 
Align HR strategies with the vision o f  building the image 
o f  a preferred employer (innovative, progressive, 
consideration o f  the employee first, etc.)
Benchmark efforts against Companies who are premier 
employers to assist in creating effective strategies and 
evaluate effectiveness o f  current efforts

2004

Institutionalized Goals & Beliefs throughout the Company 
Develop ongoing methods for taking the “pulse” o f  the 
organization
Determine effective balance o f  in-person communication 
vs. virtual communication 
Expansion o f  Kudos concept
Continue to implement innovative programs to cultivate 
and reinforce a “Winning Attitude” in the organization 
Promote strong leadership abilities in managers through 
selection, training and mentoring

Expanded communication strategy (proactive, innovative, 
engaging)
Identify a variety o f  innovative communication alternatives 
-  employee meetings done virtually, on PC, on TV at 
home, etc.
Video conferencing
On-line feedback for issues and suggestions 
Substantially less face-to-face feedback replaced by virtual 
options
Proactive, effective use o f  systems thinking within the 
organization

Develop highly competitive recognition programs linked to 
business success and Goals & Beliefs 
Develop a full range o f  programs available to 
managers/employees to utilize to recognize exceptional 
performance and “above and beyond” situations

Nationally recognized as an Employer o f  Choice 
Continue to align HR strategies with positioning Select 
Comfort as a  Premier Employer 
Provide ongoing benchmarking with other employers o f 
choice to evaluate effectiveness and competitiveness______

3 8 8
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Compensation and Benefits

Compensation

Benefits

2000___________________________________________
•  Develop Total Compensation Plans for all levels o f  the 

company
•  Enhance salary range review by partnering with salary 

survey vendor to supply accurate current data on all 
positions

•  Develop a Canadian Compensation Plan
• Develop Executive Compensation Plan

• Implement scheduled Y2K benefit enhancements which 
include:
PTO Enhancements, 401(k) Match, Enhancements to Short 

Term Disability Plan, Enhancement to medical plan 
provider

• Totally Automated Benefits Systems
• Develop an automated enrollment system to allow ail 

employees access to their benefits data either online or 
through an IVR system to make initial enrollments or 
changes to existing data; recognize communication issues 
we have with the different nationalities and languages of 
our employees Include online benefits statements

•  Automate all billing process and payment methods with 
automated enrollment system

• Develop communication materials and methods for 
training employees on the benefits we offer and how to 
effectively utilize each o f them

• Develop flexible benefit plans where employees can 
choose which benefits they want to take advantage o f

• Give each employee x dollars to use towards benefits and 
let them pick the benefits that best fits there lives 
(Implementation 2001)

• Develop “tenure benefits” concept
• Develop a system to track and report Tuition 

Reimbursements used by each employee; including taxable 
reporting to payroll and expense reporting to the GL and 
the employee

• Research and develop Canadian Benefit Plan to be 
competitive in the Canadian marketplace and in line with 
benefits offered to US employees

•  Outsource Cobra tracking

3 8 9
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Payroll

Health and Safety

•  Strategically partner with a Tax Filing vendor that can 
ensure accuracy and proper filing to all localities and tax 
filing entities

• Strategically position the payroll area to continually serve 
its customers and ensure timely and accurate payroll 
processing

• Change Salaried Employee pay philosophy to straight 80 
pay

• Automate all payroll hours input processes
•  Enhance payroll-reporting capabilities; design a  core 

packet o f  reports that go out to managers on a monthly 
basis; i.e., Monthly PTO reports, Average Hours Worked 
by employee, OT Reports, etc.

• Change company payroll to a direct deposit only system
• Change Payroll Distribution Philosophy where all 

employee payroll stubs are mailed to employee homes
• Develop areas o f internal partnerships to capitalize on 

cross-functional resources
• Increase awareness o f  payroll ability to partner with other 

areas to optimize automation in all areas; i.e., align 
accounting to develop automatic expense reimbursements 
through payroll

•  Pilot the development o f an automated employment 
verification system

• Decrease payroll processing cycle time from two days to 
one day

• Ensure same day setup o f all new hire paperwork in 
Oracle; enhance data entry accuracy

• Develop Virtual Payroll Philosophy (Virtual Payroll will 
allow all time to be automatically entered, Payroll to 
process payments, and payments to be distributed to 
employees as quickly and flawlessly as possible)

• Develop a Canadian Payroll System
• Include ex-patriots and Canadian Nationalists working in 

the US

• Identify key injury areas and target them for regular review 
process to eliminate potential injuries

• Reduce Work Related Injuries by 10% relative to 
workforce

• Re-evaluate ergonomics programs and develop company 
wide ergonomics strategy

• Develop Healthy Living Incentives Program to be rolled 
out in 2001
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•  Streamline injury reporting process for multi-state injuries
•  Develop multi-state reporting capabilities
•  Tie Safety Incentives into Total Compensation

Compensation

Benefits

Payroll

Health and Safety

Compensation

Benefits

Payroll______

2001___________________________________________
•  Develop Career Tracking/Succession Planning within 

Oracle
•  Implement semi-annual review o f  salary ranges.
•  Develop system to produce ‘Total Compensation Reports” 

to all employees and applicants
•  Rollout Executive Compensation Plan

•  Develop multiple medical plan offerings to fit employee 
lifestyles

•  Implement 2001 flexible benefits plans systems
•  Implement tenure benefit package
•  Enhance and train all employees on the automated 

enrollment system; develop on line benefits statements

•  Automate tax-filing processes with all localities
•  On line payment vouchers for employee paychecks
•  Decrease cycle time in processing payroll from one day to 

one half day
• Enhance direct deposit turnaround time from 48 hours to 

24
•  Automate the filing systems to include online files tied to 

each employee in their Oracle File
•  Automate commission payments process

• Develop a  Safer Place to Work strategy
•  Healthy Living Incentives Program Rollout
•  Reduce work related injuries by X%
• Target repetitive injuries and develop injury reduction 

program

2002__________________________________________

• Develop Flexible Compensation Offerings

•  Strategically partner with other companies to offer a 
broader base o f  benefits at a reasonable cost to employees

•  Virtual Payroll
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2003-2004
Compensation • Ensure effective compensation programs are in place to 

attract and retain effective employees
• Flexible Compensation Offerings

Benefits • Ensure proper benefits are in place to attract and retain top 
level employees

• Cafeteria Benefit Plans
• 100% Participation in the 401K Plan
• Triple the 1999 Participation in the ESPP

Payroll • Totally out-sourced Electronic Payroll

Health and Safety • Develop Healthy Living Incentive Program
• Safety Incentives tied to Total Compensation
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HR Administration & Management

Strategic Alignment

HR Risk 
Management

HRIS

2000

• Develop HR Directors to be true business channel partners
• Establish metrics which demonstrate how HR adds value to 

the organization
• Focus initiatives on pivotal roles to ensure the organization 

is able to best leverage skills/talents

• Analyze employee legal activity from 1999 and develop a 
proactive strategy in an effort to reduce future 
interventions and potential impact on bottom-line

• Develop and deliver manager’s training to address the 
highest risk factor areas identified through previous 
litigation or internal investigations

• Gain commitment from senior management to support 
necessary manager’s training to ensure consistent and 
effective management o f all employees

• Expand manager’s ownership role in HR Risk 
Management

• Determine method(s) o f calculating the cost-benefit o f  
proactive HR strategies and proactive training provided

• Develop employee empowerment through Oracle to allow 
employees access to there own data, iniate changes through 
forms, view payroll data, and ensure accuracy o f all 
employee data in Oracle

• Enhance manager’s capabilities to allow them access to 
their employee’s data by developing multiple security 
levels

• Develop alerts in all areas
• Develop workflows
• Automate legal reporting requirements. (EEO, New Hire 

Reporting)
• Eliminate the multiple database maintenance we do with 

all retail information
• Phase Two of Oracle Training Administration 

Phase one o f Electronic Forms Development; first stage of 
paperless HR concept________________________________
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2001
•  Develop employee empowerment through Oracle and on

HRIS line enrollment system to tie all systems together into what
seems to be one seamless system to employees

•  Develop a set o f  management reports with their
employee’s data that they can run when they see fit

•  Expand the use o f  Alerts to include cross checking for
missing or inaccurate data (Logical Alerts)

•  Define workflows to work with Electronic Forms and roll
out workflow approvals

•  Employee Empowerment with Oracle Training
Administration

•  Phase two o f  Electronic Forms Development

2002

HRIS • Automate Government and legal entity reporting
•  Multi-company /country consolidation o f  benefit plans,

payroll data, and GL info

2004
• Integrate Internal Consultant approach

Strategic Alignment • Organizational design supports corporate and functional
HR and leverages strategic partnerships

•  Proactive in leveraging the organizations most constrained
asset -  human capital

•  Managers highly knowledgeable in HR practices

HR Risk • Managers held accountable for early intervention and
M anagement communication o f legal issues

• Develop a consultative HR strategy to keep pace with ever-
changing legal requirements

•  In-house legal counsel

HRIS •  Ensure HR system goes beyond supporting the needs o f
just HR

•  Systems capable o f supporting data based decision making
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