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Part 1

Strategic Human Resource Management
and Knowledge

The strategic management of human resources consists of a number of
different — even opposed — things at the same time. For example, it is an actual
role, or position within organizations; a position with responsibilities and
associated expertise, a role which is itself subject to change. It is also a set of
practices or processes associated with this role. It is a distinctive approach - or
approaches, for there is more than one - to the development of organizational
capability, supplying recommendations for ways to improve organizational
effectiveness and efficiency. Since it consists of practices and prescriptions
about what should be done, it is also a theory since it argues that certain
actions will produce certain effects, which is what theories do. And finally,
because it contains so many promises and assumes so much, it has attracted
the attention of those who study or advise organizations or who have an
interest in understanding the nature, origin and implications of what happens
within organizations. It has attracted commentary, critique and analysis. This
collection includes materials relevant to all of these elements. But it starts
with work from the final two categories.

The writers, from whose work the selection in Part 1 is drawn, focus on the
nature and validity of the theoretical underpinnings of SHRM, or on the crit-
ical assumptions or implications of the claims and practices of SHRM. This
doesn’t mean that they are not interested in the practical outcomes of SHRM,;
but it may mean that the practical outcomes they identify and address may be
different from those stressed by the more practically minded SHRM advocates.
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For example, they may explore the unintended consequences of SHRM
proposals, or evaluate the bases of the claims made by SHRM writers. Or they
may unpick the mechanisms involved in common-place SHRM processes and
structures — competences, appraisal, development — and show that these per-
vasive and widely accepted processes are not as simple as they seem or that
they carry significant, but overlooked, implications for the individuals involved.
Nor does an interest in the nature and validity of the theories and assump-
tions employed (however implicitly) by those who advocate initiatives to
improve organizational performance, lack practical consequences. Poor theo-
ries produce poor consequences: all SHRM prescriptions need to be thor-
oughly evaluated, however appealing they may be — especially when they are
appealing and appear to be obviously sensible — for that is when we may be
tempted to drop our critical guard.

The theme which unites and gives coherence to all the chapters in this first
part is the theme of knowledge; the nature, origins and implications of the
various types of knowledge that are involved in SHRM. Chapter 1 is about the
knowledge involved in theories of SHRM. It plots the relationship between
theories of the resource-based view of the firm and theories of SHRM. It is
about academics’ knowledge and helps to make sense of two related but
distinct sets of theoretical and conceptual knowledge. Chapter 2 is about a
certain sort of HR knowledge: organizational knowledge of managers in terms
of competence frameworks, its nature and implications. Chapter 3 is about
the nature of knowledge itself and the power significance of HR knowledge.
Chapter 4 is about the process whereby people come to think they know: it is
about the processes of organizational cognition (about strategy or HR strategy
or the links between the two). The final chapter is about the crucial linkage
between strategies and structures. If SHRM in at least one of its versions is
about achieving a ‘fit’ between objectives and organizational capacity, the
achievement of this fit is dependent on how managers and their HR advisers
understand or theorize the relationship between strategies and the design of
organizations. But this link has been relatively unstudied.

The first chapter in Part 1 is a mapping exercise. It offers a useful and
comprehensive overview of the many and various connections between the
resource-based view of the firm (RBV) and the theoretical and practical ele-
ments of SHRM. As we noted earlier, one aspect of SHRM is concerned with
the ways in which organizational capability to achieve strategic objectives can
be enhanced. However, there is more than one way of improving organiza-
tional capability. The usual ways are either by installing ‘high performance’
measures, or by adapting organizational elements to the requirements of
organizations’ strategies — what is known as improving ‘fit’. Both argue that
organization must be adapted to support existing strategies. RBV reverses the
causal connection between organizational capabilities or strengths and strat-
egy by arguing in essence that strategies can be built on existing organiza-
tional capacities — variously defined. In principle, the RBV places considerable

—



0l-Salaman.gxd 5/25/2005 4:12 PM Page 15 $

Part 1 @ SHRM and Knowledge

practical and strategic emphasis on the role of organizational and human
factors in determining organizational performance - and thus supports the
contribution of SHRM and of HR professionals since these are directly con-
cerned with the management of these factors.

Chapter 2 represents another tradition within the critical analysis of orga-
nizational structure and dynamics and thus of SHRM initiatives: how senior
management attempts to control and direct the organization and to ensure
the commitment and compliance of staff through attempts to define the
character conduct and identity of the manager. Here, as in a number of other
chapters in this section, the focus is on the origin and implications of current
SHRM initiatives; in this case, management competence frameworks and archi-
tectures. The chapter defines ‘implications’ in distinctive ways; an approach
Chapter 2 shares with the following chapter by Townley. Implications are
defined here not in terms of the objectives of senior managers and their HR
advisers; but for those who are caught up in competence initiatives. Chapters 2
and 3 continue a long tradition of research into and discussion about, orga-
nizations: the impact of organizational structures and processes on the indi-
vidual employee. Organizations and senior managers are understandably
more interested in what individual employees can do for the organization
than what organizations do to individuals. And this is responsible for the
importance of decisions about how they are managed — not least through HR
initiatives designed and implemented by HR professionals — in order to max-
imize their contribution to the organization. Chapter 2 explores the ways in
which efforts to ensure the maximum contribution of managers to their
employing organization increasingly occur through initiatives which stipu-
late what is expected of the manager and, in effect, seek to redefine the indi-
vidual’s view of herself as a person. This chapter raises a possibility which
deserves serious attention from HR professionals and those concerned with
understanding the nature and significance of HR activities: that attempts to
control how people think and behave at work (for this is essentially the focus
of HR and management activity) also have significance for how people see
themselves; for the sort of people they become; and, how they understand
and make sense of themselves in their narratives of themselves.

Drawing on the work of Michel Foucault, Townley argues that power and
knowledge are inextricably inter-linked: knowing something involves power
and power is exercised through knowledge. The ramifications of this for
SHRM and those who study or practise it are fundamental and important.
One implication concerns the status of knowledge, including the sort of
knowledge that HR develops of individuals. If knowledge and power are indis-
tinguishable, each supporting the other, knowledge makes the thing or per-
son that is known, subject to the play of power. Thus knowledge does not
describe the person; as du Gay et al. in Chapter 2 argued, it ‘makes up’ the indi-
vidual, constitutes or invents her. It also means that knowledge — including
the expert or professional knowledge of the HR function, or the knowledge
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gathered by HR staff creates the world (and the individuals) it describes, and is
not powerful because it is true, but is regarded as true because it is powerful.

Chapter 4 continues this interest in the knowledge that is central to SHRM
and its relationship to power. Schwenk addresses important features of knowl-
edge: the knowledge and ways of thinking which underpin the development
of strategy. SHRM focuses on the ways in which organizations can improve
their capacity to achieve their strategic objectives. But what if their capacity
to develop strategies is itself flawed? Schwenk explores the different ways in
which the strategic thinking and decision-making of decision-makers can be
distorted in a number of ways. SHRM not only involves knowledge - as
earlier chapters have shown - it also relies on knowledge; about strategy and HR
strategy, and how these could be linked. SHRM relies on cognitive processes.
The nature of, and possible distortions to, these processes are critically impor-
tant, not only when they influence the strategies that are developed, but also
if they impact on the thinking that surrounds the selection of HR strategies
to support selected business strategies.

Finally, Chapter 5 completes our analysis of the knowledge inherent in
SHRM through an exploration of how senior managers think about the rela-
tionship between strategic objectives and necessary organizational arrange-
ments. SHRM is based on the assumption that organizational structures and
processes vary and can be chosen. The ‘fit’ version of SHRM argues that the
nature of this choice — and thus the degree of fit — is a major determinant of
organizational performance. But how managers make this choice and what
views or theories determine the choices they make has been under-studied.
Chapter 5 reports the results of a study which explored these issues; man-
agers’ views on the sort of organization that is required to achieve the speci-
fied strategic objective. The strategic priority in question was innovation. But
the chapter is not simply about innovation; its wider significance is that it
reveals the ways in which managers understand the connections between
types of strategy and types of organization. The first chapter in this section of
the reader was an attempt to map and make sense of two related forms of aca-
demic thinking about organizational performance and SHRM. The conclud-
ing chapter explores managers’ theories of the relationship between strategy
capability and performance. If SHRM is to achieve its full potential it must be
informed by a more thorough understanding of how those with the capacity
to influence organizational design decisions ‘know’ and understand the link-
age between strategy and capacity. This chapter contributes to this goal.
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Human Resources and the Resource
Based View of the Firm

Patrick M. Wright, Benjamin B. Dunford and Scott A. Snell

Introduction

The human resource function has consistently faced a battle in justifying its
position in organizations (Drucker, 1954; Stewart, 1996). In times of plenty,
firms easily justify expenditures on training, staffing, reward, and employee
involvement systems, but when faced with financial difficulties, such HR
systems fall prey to the earliest cutbacks.

The advent of the sub field of strategic human resource management
(SHRM), devoted to exploring HR'’s role in supporting business strategy, pro-
vided one avenue for demonstrating its value to the firm. Walker’s (1978) call
for a link between strategic planning and human resource planning signified
the conception of the field of SHRM, but its birth came in the early 1980s
with Devanna, Fombrum and Tichy’s (1984) article devoted to extensively
exploring the link between business strategy and HR. Since then, SHRM'’s evo-
lution has consistently followed (by a few years) developments within the
field of strategic management. For example, Miles and Snow’s (1978) organi-
zational types were later expanded to include their associated HR systems
(Miles and Snow, 1984). Porter’s (1980) model of generic strategies was later
used by SHRM researchers to delineate the specific HR strategies that one
would expect to observe under each of them (Jackson and Schuler, 1987;
Wright and Snell, 1991).

Though the field of SHRM was not directly born of the resource-based view
(RBV), it has clearly been instrumental to its development. This was largely

! Patrick M. Wright, Benjamin B. Dunford and Scott A. Snell (2001) ‘Human resources and the
resource based view of the firm’, Journal of Management, 27: 701-21. Edited version.

—



0l-Salaman.gxd 5/25/2005 4:12 PM Page 18 $

Part 1 " Wright, Dunford and Snell

because of the RBV shifting emphasis in the strategy literature away from
external factors (such as industry position) toward internal firm resources
as sources of competitive advantage (Hoskisson, Hitt, Wan and Yiu, 1999).
Growing acceptance of internal resources as sources of competitive advantage
brought legitimacy to HR’s assertion that people are strategically important to
firm success. Thus, given both the need to conceptually justify the value of
HR and the propensity for the SHRM field to borrow concepts and theories
from the broader strategy literature, the integration of the RBV of the firm
into the SHRM literature should surprise no one.

However, two developments not as easily predicted have emerged over the
past 10 years. First, the popularity of the RBV within the SHRM literature as
a foundation for both theoretical and empirical examinations has probably
far surpassed what anyone expected (McMahan, Virick and Wright, 1999).
Second, the applications and implications of the RBV within the strategy
literature have led to an increasing convergence between the fields of strategic
management and SHRM (Snell, Shadur and Wright, 2001). Within the strate-
gic literature, the RBV has helped to put ‘people’ (or a firm’s human resources)
on the radar screen. Concepts such as knowledge (Argote and Ingram, 2000;
Grant, 1996; Leibeskind, 1996), dynamic capability (Eisenhardt and Martin,
2000; Teece et al., 1997), learning organizations (Fiol and Lyles, 1985; Fisher
and White, 2000), and leadership (Finkelstein and Hambrick, 1996; Norburn
and Birley, 1988; Thomas, 1988) as sources of competitive advantage turn
attention toward the intersection of strategy and HR issues.

The purpose of this paper is to examine how the RBV has been applied to
the theoretical and empirical research base of SHRM, and to explore how it
has provided an accessible bridge between the fields of strategy and HR. To
accomplish this, we will first review the specific benchmark articles that have
applied the RBV to theoretical development of SHRM. We will then discuss
some of the empirical SHRM studies that have used the RBV as the basis for
exploring the relationship between HR and firm performance. Finally, we will
identify some of the major topic areas that illustrate the convergence of the
fields of strategy and HR, and propose some future directions for how such a
convergence can provide mutual benefits.

Applying the RBV to SHRM

While based in the work of Penrose (1959) and others, Wernerfelt’s (1984)
articulation of the resource based view of the firm certainly signified the first
coherent statement of the theory. This initial statement of the theory served
as the foundation that was extended by others such as Rumelt (1984), Barney
(1996), and Dierickx and Cool (1989). However, Barney’s (1991) specification
of the characteristics necessary for a sustainable competitive advantage
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seemed to be a seminal article in popularizing the theory within the strategy
and other literatures. In this article he noted that resources which are rare,
valuable, inimitable, and nonsubstitutable can provide sources of sustainable
competitive advantages.

Although debates about the RBV continue to wage (e.g., whether the RBV
is a theory, whether it is tautological, etc. Priem and Butler, 2001a, b; Barney,
2001) even its critics have acknowledged the ‘breadth of its diffusion’ in
numerous strategic research programs (Priem and Butler, 2001a, p. 25-26).
With its emphasis on internal firm resources as sources of competitive advan-
tage, the popularity of the RBV in the SHRM literature has been no exception.
Since Barney’s (1991) article outlining the basic theoretical model and criteria
for sources of sustainable competitive advantage, the RBV has become by far,
the theory most often used within SHRM, both in the development of theory
and the rationale for empirical research (McMahan, Virick and Wright, 1999).

RBV and SHRM theory

As part of Journal of Management's Yearly Review of Management issue, Wright
and McMahan (1992) reviewed the theoretical perspectives that had been
applied to SHRM. They presented the RBV as one perspective that provided a
rationale for how a firm’s human resources could provide a potential source
of sustainable competitive advantage. This was based largely on what was, at
the time a working paper, but later became the Wright, McMahan and
McWilliams (1994) paper described later.

Almost simultaneously, Cappelli and Singh (1992), within the industrial
relations literature, provided an examination of the implications of the RBV
on SHRM. Specifically, they noted that most models of SHRM based on fit
assume that (1) a certain business strategy demands a unique set of behaviors
and attitudes from employees and (2) certain human resource policies produce
a unique set of responses from employees. They further argued that many
within strategy have implicitly assumed that it is easier to rearrange comple-
mentary assets/resources given a choice of strategy than it is to rearrange
strategy given a set of assets/resources, even though empirical research seems
to imply the opposite. Thus, they proposed that the resource-based view
might provide a theoretical rationale for why HR could have implications for
strategy formulation as well as implementation.

Shortly thereafter, two articles came out arguing almost completely opposite
implications of the potential for HR practices to constitute a source of sustain-
able competitive advantage. Wright et al. (1994), mentioned above, distin-
guished between the firm’s human resources (i.e., the human capital pool) and
HR practices (those HR tools used to manage the human capital pool). In
applying the concepts of value, rareness, inimitability, and substitutability,
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they argued the HR practices could not form the basis for sustainable
competitive advantage since any individual HR practice could be easily copied
by competitors. Rather, they proposed that the human capital pool (a highly
skilled and highly motivated workforce) had greater potential to constitute
a source of sustainable competitive advantage. These authors noted that to
constitute a source of competitive advantage, the human capital pool must
have both high levels of skill and a willingness (i.e., motivation) to exhibit pro-
ductive behavior. This skill/behavior distinction appears as a rather consistent
theme within this literature.

In contrast, Lado and Wilson (1994) proposed that a firm’s HR practices
could provide a source of sustainable competitive advantage. Coming from
the perspective of exploring the role of HR in influencing the competencies
of the firm, they suggested that HR systems (as opposed to individual prac-
tices) can be unique, causally ambiguous and synergistic in how they enhance
firm competencies, and thus could be inimitable. Thus, whereas Wright et al.
(1994) argued for imitability of individual practices, Lado and Wilson noted
that the system of HR practices, with all the complementarities and inter-
dependencies among the set of practices, would be impossible to imitate. This
point of view seems well accepted within the current SHRM paradigm (Snell,
Youndt and Wright, 1996).

Boxall (1996) further built upon the RBV/SHRM paradigm, suggesting that
human resource advantage (i.e., the superiority of one firm’s HRM over another)
consists of two parts. First, human capital advantage refers to the potential to
capture a stock of exceptional human talent ‘latent with productive possibilities’
(p. 67). Human process advantage can be understood as a ‘function of causally
ambiguous, socially complex, historically evolved processes such as learning,
cooperation, and innovation.” (p. 67). Boxall (1998) then expanded upon this
basic model presenting a more comprehensive model of strategic HRM. HE
argued that one major task of organizations is the management of mutuality
(i.e., alignment of interests) to create a talented and committed workforce. It is
the successful accomplishment of this task that results in a human capital advan-
tage. A second task is to develop employees and teams in such a way as to create
an organization capable of learning within and across industry cycles. Successful
accomplishment of this task results in the organizational process advantage.

Most recently, Lepak and Snell (1999) presented an architectural approach
to SHRM based at least partly in the RBV. They proposed that within organi-
zations, considerable variance exists with regard to both the uniqueness and
value of skills. Juxtaposing these two dimensions, they built a 2 x 2 matrix
describing different combinations with their corresponding employment rela-
tionships and HR systems. The major implication of that model was that
some employee groups are more instrumental to competitive advantage than
others. As a consequence, they are likely to be managed differently. While the
premise of an architectural perspective is rooted in extant research in HR
(cf., Baron et al., 1986; Osterman, 1987; Tsui, Pearce, Porter and Tripoli, 1997)
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Figure 1.1 A model of the basic strategic HRM components

and strategy (cf., Matusik and Hill, 1998), Lepak and Snell (1999) helped
SHRM researchers recognize that real and valid variance exists in HR practices
within the organization, and looking for one HR strategy may mask impor-
tant differences in the types of human capital available to firms. (cf. Truss and
Gratton, 1994).

In essence, the conceptual development within the field of SHRM has
leveraged the RBV to achieve some consensus on the areas within the human
resource architecture in which sustainable competitive advantage might be
achieved. Figure 1.1 depicts these components.

First, the human capital pool refers to the stock of employee skills that exist
within a firm at any given point in time. Theorists focus on the need to
develop a pool of human capital that has either higher levels of skills (general
and/or firm specific), or achieving a better alignment between the skills repre-
sented in the firm and those required by its strategic intent. The actual stock
of human capital can and does change overtime, and must constantly be
monitored for its match with the strategic needs of the firm.

Second, an increasing consensus is emerging among researchers that employee
behavior is an important independent component of SHRM. Distinct from
skills of the human capital pool, employee behavior recognizes individuals
as cognitive and emotional beings who possess freewill. This free will enables
them to make decisions regarding the behaviors in which they will engage.
This is an important, if subtle, distinction. A basic premise of human capital
theory is that firms do not own it; individuals do. Firms may have access
to valuable human capital, but either through the poor design of work or the
mismanagement of people, may not adequately deploy it to achieve strategic
impact. For example, MacDuffie (1995) focuses on the concept of discretionary
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behavior. Discretionary behavior recognizes that even within prescribed
organizational roles, employees exhibit discretion that may have either posi-
tive or negative consequences to the firm. Thus, a machine operator who
hears a ‘pinging’ has discretion to simply run the machine until something
breaks or to fix the problem immediately, and thus save significant down-
time. Similar to March and Simon’s (1958) concept of ‘the decision to con-
tribute’ SHRM’s focus on discretionary behavior recognizes that competitive
advantage can only be achieved if the members of the human capital pool
individually and collectively choose to engage in behavior that benefits
the firm.

Finally, while many authors describe HR practice or High Performance Work
Systems, a broader conceptualization might simply be the people management
system. By using the term system, we turn focus to the importance of under-
standing the multiple practices that impact employees (Wright and Boswell,
in press) rather than single practices. By using the term people, rather than HR,
we expand the relevant practices to those beyond the control of the HR func-
tion, such as communication (both upward and downward), work design, cul-
ture, leadership, and a host of others that impact employees and shape their
competencies, cognitions, and attitudes. Effective systems for managing people
evolve through unique historical paths and maintain interdependence among
the components that competitors cannot easily imitate (Becker and Huselid,
1998). The important aspect of these systems is that they are the means through
which the firm continues to generate advantage over time as the actual employ-
ees flow in and out and the required behaviors change because of changing
environmental and strategic contingencies. It is through the people manage-
ment system that the firm influences the human capital pool and elicits the
desired employee behavior. This dynamic process, while not depicted in the
figure, will be taken up later in the paper.

The implications of our figure and this model are that while a firm might
achieve a superior position in any one of the three, sustainable competitive
advantage requires superior positions on all three.

This is because of three reasons. First, the value that skills and behaviors
can generate requires that they be paired together (i.e., without skills, certain
behaviors cannot be exhibited, and that the value of skills can only be real-
ized through exhibited behavior). Second, it is difficult to conceive of a firm’s
human capital pool containing both the highest levels of skills and exhibit-
ing optimal behaviors in the absence of an aligned people management
system. Finally, the effects of the people management systems are subject to
time compression diseconomies (Dierickx and Cool, 1989). While these systems
might be immediately imitated, a significant time lag will occur before their
impact is realized, thus making it costly or difficult for competitors to imitate
the value generated by the human capital pool. We will later build upon this
model to explore how this fits within the larger organization.
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Summary of RBV based conceptual literature

In summary, the RBV has proven to be integral to the conceptual and theo-
retical development of the SHRM literature. Our brief review demonstrates
how the RBV based SHRM research has evolved in the last decade. This evo-
lution began when HR researchers recognized that the RBV provided a com-
pelling explanation for why HR practices lead to competitive advantage.
Ensuing scholarly debate about the specific mechanics of this relationship
advanced the SHRM literature to its current state. The net effect has been a
deeper understanding of the interplay between HRM and competitive advan-
tage. The model depicted in Figure 1.1 demonstrates that sustained competi-
tive advantage is not just a function of single or isolated components, but
rather a combination of human capital elements such as the development of
stocks of skills, strategically relevant behaviors, and supporting people man-
agement systems. Although there is yet much room for progress it is fair to
say that the theoretical application of the RBV has been successful in stimu-
lating a substantial amount of activity in the SHRM arena. Having summa-
rized the conceptual development, we now turn to the empirical research.

RBV and empirical SHRM research

In addition to the many applications of the RBV to theoretical developments
within SHRM, this perspective also has emerged as one of the more popular
foundations for exploring empirical relationships within SHRM. In fact, one
is hard pressed to find any SHRM empirical studies conducted over the past
few years that do not at least pay lip service to the RBV. In the interest of
brevity, we will cover a sample of such studies that illustrate the application
of RBV concepts to empirical SHRM research. We chose these studies either
because they specifically attempt to build on resource-based theory or because
they tend to be most frequently cited within the SHRM literature and at least
tangentially rely on resource-based logic.

In an early application, Huselid (1995) argued at a general level that HR
practices could help create a source of competitive advantage, particularly if
they are aligned with the firm’s competitive strategy. His study revealed a rela-
tionship between HR practices (or High Performance Work Systems) and
employee turnover, gross rate of return on assets, and Tobin’s Q. That study
received considerable attention because it demonstrated that HR practices
could have a profound impact on both accounting and market based measures
of performance.

Koch and McGrath (1996) took a similar logic in their study of the
relationship between HR planning, recruitment, and staffing practices and
labor productivity. They argued that ‘... a highly productive workforce is
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likely to have attributes that make it a particularly valuable strategic asset,’
(p- 335). They suggested firms that develop effective routines for acquiring
human assets develop a stock of talent that cannot be easily imitated. They
found that these HR practices were related to labor productivity in a sample
of business units, and that this relationship was stronger in capital intensive
organizations.

Boxall and Steeneveld (1999) conducted a longitudinal case study of
participants in the New Zealand engineering consultancy industry. They sug-
gested that one of the firms in the industry had achieved a superior compet-
itive position because of its human resource advantage in 1994, but that by
1997 two of the competitors had caught up in the competitive marketplace.
They posited that this could mean that either the two competitors had been
able to successfully imitate the former leaders’ human resource advantage, or
that the former leader has developed an advantage about which there is
presently uncertainty, but which will be exploited in the future.

Diverging from the focus on HR practices, Wright, Smart and McMahan
(1995) studied NCAA Men's basketball teams using an RBV framework. They
focused on the skills of the team members and experience of the coach,
and examined how a fit between skills and strategy impacted the team'’s per-
formance. They found that the relationship between certain skills and team
performance depended upon the strategy in which the team was engaged. In
addition, their results indicated that teams whose coaches who were using a
strategy different from their preferred strategy performed lower than teams
where the coach was able to use his preferred strategy.

Recent empirical studies using the RBV build on Lepak and Snell’s (1999)
architectural framework discussed above. Lepak and Snell (in press) asked
executives to describe the HR systems that existed for jobs that represented
particular quadrants of their model. They found considerable support for the
idea that the value and uniqueness of skills are associated with different types
of HR systems within the same organization. These results were mostly con-
sistent with the Lepak and Snell (1999) model, and supported the basic propo-
sition that diverse HR strategies exist within firms. A follow up study (Lepak,
Takeuchi and Snell, 2001) indicated that a combination of knowledge work
and contract labor was associated with higher firm performance. This finding
not only raises some interesting ideas about the development of valuable human
resources, but also highlights the importance of combinations of various types
used in conjunction with one another.

In another example of examining the human capital pool, Richard (2001)
used resource-based logic to examine the impact of racial diversity on firm
performance. He argued that diversity provides value through ensuring a
variety of perspectives, that it is rare in that very few firms have achieved sig-
nificant levels of diversity, and that the socially complex dynamics inherent
in diversity lead to its inimitability. He found in a sample of banks that diver-
sity was positively related to productivity, return on equity, and market
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performance for firms engaged in a growth strategy, but negatively related for
firms downsizing.

In an effort to look beyond human capital pool alone, Youndt and Snell
(2001) studied the differential effects of HR practices on human capital, social
capital, and organizational capital. They found that intensive/extensive staffing,
competitive pay, intensive/extensive training and promotion from within
policies were most important for distinguishing high levels of human capital
in organizations. In contrast, broad banding, compressed wages, team struc-
tures, socialization, mentoring, and group incentives distinguished those with
high social capital (i.e., relationships that engender knowledge exchange) but
had very little effect on human capital itself. Finally, organizational capital
(i.e., knowledge embedded in the organization’s systems and processes) was
established most through lessons learned databases and HR policies that
reinforced knowledge capture and access.

Summary of RBV based empirical
research: limitations and future directions

Recent debate about the usefulness of the RBV provides an interesting com-
mentary about the current state of SHRM research (Barney, 2001; Priem and
Butler, 2001a). In response to claims that the RBV is tautological and does not
generate testable hypotheses, Barney recognizes that most research applying
the RBV has failed to test its fundamental concepts. Rather, he notes that
much of the existing research has used the RBV to ‘establish the context of
some empirical research — for example that the focus is on the performance
implications of some internal attribute of a firm — and are not really direct tests of
the theory developed in the 1991 article.” (Barney, 2001, p. 46, emphasis added).

Much of the existing SHRM research falls into this category. Although the
empirical application of the RBV has taken a variety of forms, ranging in focus
from High Performance Work Systems and stocks of talent, to the fit between
employee skills and strategy it has employed a common underlying logic:
Human resource activities are thought to lead to the development of a skilled
workforce and one that engages in functional behavior for the firm, thus
forming a source of competitive advantage. This results in higher operating
performance, which translates into increased profitability, and consequently
results in higher stock prices (or market values) (Becker and Huselid, 1998).
While this theoretical story is appealing, it is important to note that ulti-
mately, most of the empirical studies assess only two variables: HR practices
and performance.

While establishing such a relationship provides empirical evidence for the
potential value of HR to firms, it fails to adequately test the RBV in two impor-
tant ways. First, no attempt has yet been made to empirically assess the valid-
ity of the proposition that HR practices (or HPWS) are path dependent or
causally ambiguous, nor whether they are actually difficult to imitate. While
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intuitively obvious and possibly supported by anecdotal data, the field lacks
verifiable quantitative data to support these assertions. In fact, Boxall and
Steeneveld’s (1999) findings might suggest that HR systems are more easily
imitated (or at least substitutable) than SHRM researchers previously believed.
Certainly, efforts such as King and Zeithaml’s (2001) study assessing causal
ambiguity of competencies could be replicated with regard to SHRM issues.
These authors asked managers to evaluate their firms competencies and the
generated measures of causal ambiguity based on these responses. While ambi-
guity was negatively related to firm performance in their study, they provide
an example of how one might attempt to measure some of the variables
within the RBV.

Second, few attempts have been made to demonstrate that the HR practices
actually impact the skills or behaviors of the workforce, nor that these skills or
behaviors are related to any performance measures. Arthur (1994) and Huselid
(1995) did find a relationship between HR practices and turnover. Wright,
McCormick, Sherman and McMahan (1999) found that appraisal and training
practices were related to executives’ assessment of the skills and that com-
pensation practices were related to their assessments of workforce motivation.
However, as yet no study has demonstrated anything close to a full causal
model through which HR practices are purported to impact firm performance.

In short, a major step forward for the SHRM literature will be to move
beyond simply the application of RBV logic to HR issues toward research that
directly tests the RBV’s core concepts. In fairness, this state of affairs does not
differ from attempts to study competitive advantage within the strategy liter-
ature. As noted by Godfrey and Hill (1995), it is impossible to assess the
degree of unobservability of an unobservable, and inimitable resources are
often purported to be unobservable. Thus, strategy researchers are often left
to using proxy variables that may not be valid for measuring the underlying
constructs (Hoskisson, Hitt, Wan and Yiu, 1999).

However, given the single respondent, cross sectional, survey designs
inherent in much of this research, one cannot rule out alternative explana-
tions for the findings of empirical relationships. For example, Gerhart,
Wright, McMahan and Snell (2000) and Wright, Gardner, Moynihan, Park,
Gerhart and Delery (in press) both found that single respondent measures of
HR practices may contain significant amounts of measurement error. Gardner,
Wright and Gerhart (2000) also found evidence of implicit performance the-
ories suggesting that respondents to HR surveys might base their descriptions
of the HR practices on their assessments of the organization’s performance.
This raises the possibility that research purporting to support the RBV through
demonstrating a relationship between HR and performance may result from
spurious relationships, or even reverse causation (Wright and Gardner, in press).
The point is not to discount the significant research that has been conducted to
date, but rather to highlight the importance of more rigorous and longitudinal
studies of HR from a RBV perspective.
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Taking a deeper understanding the resource-based view of the firm into
empirical SHRM research entails focusing primarily on the competencies and
capabilities of firms and the role that people management systems play in
developing these. It requires recognizing that the inimitability of these com-
petencies may stem from unobservability (e.g., causal ambiguity), complexity
(e.g., social complexity), and/or time compression diseconomies (e.g., path
dependence). This implies that rather than simply positing a relationship
between HR practices and sustainable competitive advantage, one must realize
that people management systems might impact this advantage in a variety
of ways.

For instance, these systems might play a role in creating cultures or mind-
sets that enable the maintenance of unique competencies (e.g., the safety
record of DuPont). Or, these systems may promote and maintain socially
complex relationships characterized by trust, knowledge sharing, and team-
work (e.g., Southwest Airlines’ unique culture). Finally, these systems might
have resulted in the creation of a high quality human capital pool that
cannot be easily imitated because of time compression diseconomies (e.g.,
Merck’s R & D capability). Whichever the case, it certainly calls for a more
complex view of the relationship between HR and performance than is usually
demonstrated within the empirical literature.

In addition to a more complex view, such grounding would imply differ-
ent strategies for studying HR and competitive advantage. For instance, rec-
ognizing time compression diseconomies implies more longitudinal or at
least historical approaches to examining competitive advantage as opposed to
the more popular cross-sectional studies. Focusing on causal ambiguity and
social complexity might suggest more qualitative approaches than simply
asking subjects to report via survey about the HR practices that exist. In sum,
strategic HRM research more strongly anchored in the RBV of the firm would
look significantly different than what currently exists. However, such research
would shed light on both HR and strategy issues.

Extending this further, strategists who embrace the RBV point out that com-
petitive advantage (vis core competence) comes from aligning skills, motives,
and so forth with organizational systems, structures, and processes that achieve
capabilities at the organizational level (Hamel and Prahalad, 1994; Peteraf,
1993; Teece et al., 1997). Too frequently, HR researchers have acted as if orga-
nizational performance derives solely from the (aggregated) actions of indi-
viduals. But the RVB suggests that strategic resources are more complex than
that, and more interesting. Companies that are good at product development
and innovation, for example, don’t simply have the most creative people who
continually generate new ideas. Product development capabilities are imbed-
ded in the organizational systems and processes. People execute those systems,
but they are not independent from them. So while core competencies are
knowledge-based, they are not solely human. They are comprised of human
capital, social capital (i.e., internal/external relationships and exchanges), and
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organizational capital (i.e., processes, technologies, databases) (Snell, Youndt
and Wright, 1996).

That doesn’t negate the importance of HR; it amplifies it and extends it.
The RVB provides a broader foundation for exploring the impact of HR on
strategic resources. In this context, HR is not limited to its direct effects on
employee skills and behavior. Its effects are more encompassing in that they
help weave those skills and behaviors within the broader fabric of organizational
processes, systems and, ultimately, competencies.

Notwithstanding a great deal of room for development, it is clear from the
preceding review that the conceptual and empirical application of the RBV
has led to considerable advancement of the SHRM literature. In a broader
sense, the RBV has impacted the field of HRM in two important ways. First,
the RBV'’s influence has been instrumental in establishing a macro perspec-
tive in the field of HRM research (Snell et al., in press). This macro view has
provided complimentary depth to a historically micro discipline rooted in
psychology. Relatedly, a second major contribution of the RBV has been the
theoretical and contextual grounding that it has provided to a field that has
often been criticized for being atheoretical and excessively applied in nature
(Snell et al., 2001).

The convergence of RBV and SHRM:
potential mutual contributions

Thus far, we have discussed how the RBV has contributed to the field of
SHRM. As noted before, however, that the RBV has also effectively put
‘people’ on the strategy radar screen (Snell et al., in press). In the search for com-
petitive advantage, strategy researchers increasingly acknowledge human capital
(Hitt, Bierman, Shimizu and Kochar, 2001), intellectual capital (Edvinsson and
Malone, 1997) and knowledge (Grant, 1996; Leibeskind, 1996; Matusik and
Hill, 1998) as critical components. In so doing, the RBV has provided an
excellent platform for highlighting the importance of people to competitive
advantage, and thus, the inescapable fact that RBV strategy researchers must
bump up against people and/or HR issues.

In fact, recent developments within the field of strategy seem to evidence
a converging of that field and SHRM (Snell et al., in press). It seems that these
areas present unique opportunities for interdisciplinary research streams
that provide significant leaps forward in the knowledge base. We will discuss
the concept of core competencies, the focus on dynamic capabilities, and
knowledge-based views of the firm as potential bridges between the HR and
strategy literatures. We choose these concepts because of both their popularity
within the strategy literature and their heavy reliance on HR related issues.
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Core competencies

Prahalad and Hamel (1990) certainly popularized the core competency concept
within the strategy literature. They stated that core competencies are ‘... the
collective learning in the organization, especially how to coordinate diverse
production skills and integrate multiple streams of technologies,” (p. 64), and
that they involve ‘many levels of people and all functions,’ (p. 64). While the
distinctions between core competencies and capabilities (Stalk, Evans and
Schulman, 1992) seems blurred, one can hardly conceptualize a firm capability
or competency absent the people who comprise them nor the systems that
maintain them.

For example, competencies or capabilities refer to organizational processes,
engaged in by people, resulting in superior products, and generally these
must endure over time as employees flow in, through and out of the firm.
Numerous researchers within the strategy field focus on firm competencies
(e.g., King and Zeithaml, 2001; Leonard-Barton, 1992, 1995). These researchers
universally recognize the inseparability of the competence and the skills of the
employees who comprise the competence. In addition, some (e.g., Leonard-
Barton, 1992) specifically also recognize the behavioral aspect of these employees
(i.e., their need to engage in behaviors that execute the competency) and
the supportive nature of people management systems to the development/
maintenance of the competency. However, often these treatments begin quite
specifically when examining the competency and its competitive potential
within the marketplace. However, they then sometimes become more generic
and ambiguous as they delve into the more specific people-related concepts
such as knowledges, skills, abilities, behaviors, and HR practices.

This illustrates the potential synergy that might result from deeper inte-
gration of the strategy and strategic HRM literatures. To deeply understand
the competency one must examine (in addition to the systems and processes
that underlie them) the people who engage in the process, the skills they indi-
vidually and collectively must possess, and the behavior they must engage in
(individually and interactively) to implement the process. In addition, to
understand how such a competency can be developed or maintained requires
at least in part examining the people management systems that ensure that
the competency remains as specific employees leave and new employees must
be brought in to replace them. This again exemplifies the interaction of people
and processes as they comprise competencies.

Focusing on the people-related elements of a core competency provides a
linking pin between the strategy and HR literatures. Traditional HR researchers
refer to a ‘competence’ as being a work related knowledge, skill, or ability
(Nordhaug, 1993) held by an individual. This is not the same as the core com-
petencies to which strategy researchers refer. Nordhaug and Gronhaug (1994)

—



0l-Salaman.gxd 5/25/2005 4:12 PM Page 30 $

Part 1 " Wright, Dunford and Snell

argue that firms possess individuals with different competences that they refer to
as a portfolio of competences. They further propose that a core (or distinctive)
competence exists when a firm is able to collaboratively blend the many com-
petences in the portfolio, through a shared mindset, to better perform some-
thing than their competitors. For SHRM researchers, this implies a need to
develop an understanding of firms, the activities in their value chains, and
the relative superiority in value creation for each of these activities. For strat-
egy researchers, it suggests a need to more deeply delve into the issues of the
individuals and groups who comprise the competency, and the systems that
develop and engage them to exhibit and maintain the competency. Lepak and
Snell’s (1999) model provides one tool for making this link between the firm's
competency, the people that comprise it, and the systems that maintain it.

Dynamic capabilities

The RBV has frequently focused on resources or competencies as a stable con-
cept that can be identified at a point in time and will endure over time. The
argument goes that when firms have bundles of resources that are valuable,
rare, inimitable, and nonsubstitutable, they can implement value creating
strategies not easily duplicated by competing firms (Barney, 1991; Conner
and Prahalad, 1996; Peteraf, 1993; Wernerfelt, 1984, 1995).

However, recent attention has focused on the need for many organizations
to constantly develop new capabilities or competencies in a dynamic envi-
ronment (Teece et al., 1997). Such capabilities have been referred to as
‘dynamic capabilities” which have been defined as:

The firm’s processes that use resources — specifically the processes to
integrate, reconfigure, gain, and release resources — to match and even create
market change. Dynamic capabilities thus are the organizational and strategic
routines by which firms achieve new resource reconfigurations as markets
emerge, collide, split, evolve, and die. (Eisenhardt and Martin, 2000)

Such dynamic capabilities require that organizations establish processes that
enable them to change their routines, services, products, and even markets
over time. While in theory, one can easily posit how organizations must adapt
to changing environmental contingencies, in reality changes of this magni-
tude are quite difficult to achieve, and the difficulty stems almost entirely
from the human architecture of the firm. The firm may require different skill
sets implying a release of some existing employees and acquisition of new
employees. The change entails different organizational processes implying
new networks and new behavioral repertoires of employees. The new skills
and new behaviors theoretically must be driven by new administrative, (i.e.,
HR) systems (Wright and Snell, 1998).
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This implies the centrality of HR issues to the understanding and development
dynamic capabilities. This centrality is well articulated by Teece et al. (1997)
who note:

Indeed if control over scarce resources is the source of economic profits,

then it follows that such issues as skill acquisition, the management of
knowledge and know how and learning become fundamental strategic issues.
It is in this second dimension, encompassing skill acquisition, learning and
accumulation of organizational and intangible or invisible assets that we
believe lies the greatest potential for contributions to strategy. (pp. 514-515)

Knowledge-based theories of the firm

Unarguably, significant attention in the strategy literature within the RBV
paradigm has focused on knowledge. Efforts to understand how firms gener-
ate, leverage, transfer, integrate and protect knowledge has moved to the fore-
front of the field (Hansen, 1999; Hedlund, 1994; Nonaka, 1991; Svieby, 1997;
Szulanski, 1996). In fact, Grant (1996) argues for a knowledge-based theory
of the firm, positing that firms exist because they better integrate and apply
specialized knowledge than do markets. Liebeskind (1996) similarly believes
in a knowledge-based theory of the firm, suggesting that firms exist because
they can better protect knowledge from expropriation and imitation than can
markets.

Interestingly, knowledge-centered strategy research inevitably confronts a
number of HR issues. Knowledge management requires that firms define knowl-
edge, identity existing knowledge bases, and provide mechanisms to promote
the creation, protection and transfer of knowledge (Argote and Ingram, 2000;
Henderson and Cockburn, 1994; Leibeskind, 1996). While information systems
provide a technological repository of knowledge, increasingly firms recognize
that the key to successful knowledge management requires attending to the
social and cultural systems of the organization (Conference Board, 2000).

Knowledge has long been a topic within the HR literature, whether the
focus was on testing applicants for job-related knowledge (Hattrup and Schmitt,
1990), training employees to build their job-related knowledge (Gephart,
Marsick, Van Buren and Spiro, 1996), developing participation and communi-
cation systems to transfer knowledge (Cooke, 1994), or providing incentives
for individuals to apply their knowledge (Gerhart, Milkovich and Murray,
1992). The major distinctions between the strategy and HR literatures with
regard to knowledge has to do with the focus of the knowledge and its level.
While the HR literature has focused on job related knowledge, the strategy
literature has focused on more market-relevant knowledge, such as knowl-
edge regarding customers, competitors, or knowledge relevant to the creation
of new products (Grant, 1996; Leibeskind, 1996).
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In addition, while HR literature tends to treat knowledge as an individual
phenomenon, the strategy and organizational literatures view it more broadly as
organizationally shared, accessible, and transferable (cf. Argyris and Schon, 1978;
Brown and Duguid, 1991; Snell, Stueber and Lepak, in press). Knowledge can
be viewed as something that characterizes individuals (i.e., human capital), but
it can also be shared within groups or networks (i.e., social capital) or institu-
tionalized within organization processes and databases (organizational capital).

These distinctions represent something of a departure for HR researchers.
However, the processes of creation, transfer, and exploitation of knowledge pro-
vide common ground across the two fields, again highlighting their potential
convergence within the RBV paradigm. Although theorists such as Argyris and
Schon (1978) argue that all learning begins at the individual level, it is condi-
tioned by the social context and routines within organizations (Nonaka and
Takeuchi, 1995). Coleman (1988), for example, noted that social capital has an
important influence on the creation of human capital. What seems clear is that
these different ‘knowledge repositories’ complement and influence one another
in defining an organization'’s capabilities (Youndt and Snell, 2001).

But there are substantial differences between HR systems that support indi-
vidual learning and those that support organizational learning. Leonard-Barton
(1992), for example, noted that organizational learning and innovation were
built on four inter-related processes and their related values: (1) owning/
solving problems (egalitarianism), (2) integrating internal knowledge (shared
knowledge), (3) continuous experimentation (positive risk), and (4) integrat-
ing external knowledge (openness to outside). Each of these processes and
values works systemically with the others to inculcate organizational learning
and innovation. Fach process/value combination is in turn supported by dif-
ferent administrative (HR) systems that incorporate elements of staffing, job
design, training, career management, rewards, and appraisal. Again, the con-
cept of knowledge brings together the fields of strategy and HR. But a good
deal more work needs to be done to integrate these research streams. Strategy
theory and research provides the basis for understanding the value of knowl-
edge to the firm and highlights the need to manage it. The HR field has lacked
such a perspective, but has provided more theory and research regarding how
knowledge is generated, retained, and transferred among individuals comprising
the firm.

Integrating strategy and SHRM
within the RBV

We have discussed the concepts of core competencies, dynamic capabilities,
and knowledge as bridge constructs connecting the fields of strategy and SHRM.
We proposed that both fields could benefit greatly from sharing respective areas
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of expertise. In fact, at the risk of oversimplification, the strategy literature has
generated significant amounts of knowledge regarding who (i.e., employees/
executives or groups of employees/executives) provides sources of competitive
advantage and why. However, absent from that literature are specific tech-
niques for attracting, developing, motivating, maintaining, or retaining these
people. SHRM, on the other hand has generated knowledge regarding the
attraction, development, motivation, maintenance, and retention of people.
However, it has not been particularly successful yet at identifying who the
focus of these systems should be on and why.

The strategy literature has also highlighted the importance of the stock and
flow of knowledge for competitive advantage. However, it has not explored in
great detail the role that individuals as well as their interactions with others
contribute to this. Conversely SHRM has missed much of the organizational
view of knowledge, but can provide significant guidance regarding the role
that individuals play.

This state of affairs calls for greater integration between these two fields.
Figure 1.2 illustrates this potential integration. Overall, the figure depicts people
management systems at the left, core competencies at the right, intellectual
capital and knowledge management as the bridge concepts between the two,
and dynamic capability as a renewal component that ties all four concepts
over time.

Note that the basic constructs laid out in Figure 1.1 still appear in this
expanded model, yet with a much more detailed set of variables. At the right
hand side of the model we place the people management systems construct.
This placement does not imply that all competitive advantage begins with
people management systems, but rather, that this represents the focus of the
HR field. We suggest that these people management systems create value to
the extent that they impact the stock, flow, and change of intellectual capital/
knowledge that form the basis of core competencies.

Rather than simply focusing on the concepts of ‘skills’ and ‘behavior’ we
propose a more detailed analysis with regard to the stock and flow of knowl-
edge. To this end we suggest that the ‘skill’ concept might be expanded to
consider the stock of intellectual capital in the firm, embedded in both people
and systems. This stock of human capital consists of human (the knowledge
skills, and abilities of people), social (the valuable relationships among people),
and organizational (the processes and routines within the firm). It broadens
the traditional HR focus beyond simply the people to explore the larger processes
and systems that exist within the firm.

The ‘behavior’ concept within the SHRM literature can similarly be recon-
ceptualized as the flow of knowledge within the firm through its creation,
transfer, and integration. This ‘knowledge management’ behavior becomes
increasingly important as information and knowledge play a greater role in
firm competitive advantage. It is through the flow of knowledge that firms
increase or maintain the stock of intellectual capital.
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Figure 1.2 A model for integrating strategy and strategic HRM

At the right hand side of the model we place the core competence, one of the
major foci of the strategy literature. We propose that this core competence arises
from the combination of the firms stock of knowledge (human, social, and orga-
nizational capital embedded in both people and systems) and the flow of this
knowledge though creation, transfer, and integration in a way that is valuable,
rare, inimitable, and organized. This provides a framework for more specifically
exploring the human component to core competencies, and provides a basis for
exploring the linkage between people management systems and core compe-
tencies through the management of a firm'’s stock and flow of knowledge.

Finally, the dynamic capability construct illustrates the interdependent inter-
play between the workforce and the core competence as it changes overtime.
It represents the renewal process that organizations must undergo to remain
competitive. Dynamic capability requires changing competencies on the part
of both the organization and the people who comprise it. It is facilitated by
people management systems that promote the change of both the stock and
flow of knowledge within the firm that enable a firm to constantly renew its
core competencies.

This model by no means serves as a well-developed theoretical framework,
but rather simply seeks to point to the areas for collaboration between strategy
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and SHRM researchers. These two fields share common interests in issues and
yet bring complementary skills, knowledge, and perspectives to these issues.
The RBV highlights these common interests and provides a framework for
developing collaborative effort.

Conclusion

The RBV has significantly and independently influenced the fields of strat-
egy and SHRM. More importantly, however, it has provided a theoretical
bridge between these two fields. By turning attention toward the internal
resources, capabilities and competencies of the firm such as knowledge, learn-
ing, and dynamic capabilities (Hoskisson et al., 1999), it has brought strategy
researchers to inescapably face a number of issues with regard to the manage-
ment of people (Barney, 1996). We would guess that few strategy researchers
are well versed in the existing research base regarding the effectiveness of vari-
ous specific HR tools and techniques for managing people, and thus addressing
these issues with necessary specificity.

This internal focus also has provided the traditionally atheoretical field of
SHRM with a theoretical foundation from which it can begin exploring the
strategic role that people and HR functions can play in organizations (Wright
and McMahan, 1992). In addition to the lack of theory, this literature has also
displayed little, or at least overly simplistic views of strategy, thus limiting its
ability to contribute to the strategy literature (Chadwick and Cappelli, 1998).
The RBV provides the framework from which HR researchers and practition-
ers can better understand the challenges of strategy, and thus be better able
to play a positive role in the strategic management of firms.

We propose that both fields will benefit from greater levels of interaction in
the future. This interaction should be deeper than simply reading each other’s
literature, but rather organizing conferences aimed at promoting face-to-face
discussions of the common issues and challenges. In fact, we believe that future
interdisciplinary research studies conducted jointly by strategy and SHRM
researchers would exploit the unique knowledge and expertise of both fields,
and synergistically contribute to the generation of new knowledge regarding
the roles that people play in organizational competitive advantage.
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