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Chapter 2
Human Resources and the competitive advantage
Many organisations can obtain a competitive advantage by adopting a management style that involves employees in the business of their organisation
A growing recognition that a primary source of competitive advantage derives from a company's human resources; also that this source of advantage may be more inimitable and enduring than a particular product is.
What is competitive advantage?
Historically, competitive advantage was thought of as a matter of position; companies occupied a competitive space and built, and defended their market share.
The competitive advantage depended on the area in which the business was located and where it chose to provide its goods and services. This was known as the strategic model.
This strategy seemed to work well in a stable environment, especially for large and dominant organisations. However, with rapid competition appearing, it outlived its popularity and a new meaning of the phrase 'competitive advantage' emerged.
Barney - provided some interesting insight into the total area of competitive advantage.
Barney: A firm is said to have a competitive advantage when it is implementing a value creating strategy not simultaneously being implemented by any current or potential competitors and when these other firms are unable to duplicate the benefits of this strategy.
Companies cannot create strategies if they do not utilise their resources in the process. 
Approach is known as the resource-based view (RBV), and is based on two assumptions:
· companies within an industry or group may be heterogeneous with respect to the strategic resources they control; 
· these resources may not be perfectly mobile across the industry or group.
Sources of competitive advantage
The RBV plays a key role in achieving a competitive advantage. This view describes a company as a bundle of resources that enables it to conceive and implement strategies that will lead to above-average industry returns.
The differences in company resources across an industry will be reflected in the variability in profits generated by them. No two companies are alike, because no two companies have had the same set of experiences, acquired the same assets and skills or built the same organisational culture. 


It is also important to note that the RBV of competitive advantage differs from the traditional strategy paradigm mentioned earlier, in that the RBV is company focused,
The traditional strategy model also sees company resources as homogeneous and mobile across companies in an industry.
Barney indicates that a company's resources can be classified into four groups, namely:16
· Financial capital resources. - debt and equity-retained earnings.
· Physical capital resources. - physical technology, machines, manufacturing facilities, and buildings.
· Human capital resources – knowledge, experience, insight
· Organisationl capital resources – history, relationships, trust, organizational culture












The question of value  - do a company"s resources add value by enabling it to exploit the opportunities and/or neutralise the threats in the company's environment? Managers link the analysis of internal resources with the analysis of environmental opportunities and threats. 
The question of rarity - how many other companies already possess the valuable resource ? The valuable resources must be rare among the competing companies.
The question of reproducibility - The third question to ask is do companies without a resource face a prohibitive cost disadvantage in obtaining the resources other companies offer already.
If a competing company does not find it too expensive to imitate this resource, the competitive edge will soon disappear. 
Barney:  imitation can occur in at least two ways: by 
· duplication - occurs when an imitating company builds the same kind of resources it knows the competitor possesses;
· substitution. - an imitating company may find a similar resource that provides the same result
The question of organization - is a company organised to exploit the full competitive potential of its resources? A company's competitive-advantage potential depends on the value, rarity, and reproducibility of its resources.
Issues that are important in this regard are a formal reporting structure, explicit management-control systems, and compensation policies. These components are also referred to in the literature as complementary resources, as they have - in isolation only a limited ability to generate a competitive advantage.
Important to look at the aspect of flexibility 
By aligning its strategy and its resources with the environment, a company can achieve superior performance. In the literature this alignment is termed ‘strategic fit. However, with rapid external and internal changes taking place, this strategic fit becomes more challenging.
Winfrey, Michalisin, and Acar - suggestions that will help a company sustain strategic fit. 
Proposals is to give a system flexibility within the company, which will allow it to create batches of unique products quickly, at a relatively low cost, as and when required. 
Galbraith - a flexible system's transferability makes it a valuable resource. 
The basis for this flexibility can be made possible by installing a company culture based on creativity and quick response.
HR's role in gaining a competitive advantage
A number of paradigms in the literature describe the contribution of HR to company performance:
· The first paradigm assigns value to a company's stock of human intellec¬tual capital as a way of measuring the contribution of HR to the company's performance 
· The second paradigm attempts to iden-tify HR's best practices. Researchers in this movement specify and measure the bundles of typologies of HR practices associated with the high performance of labour.
· The third paradigm is a new perspective, designed by Raphael Amit and Monica Belcourt, which is anchored in both the RBV and the best-practices theory, and is known as the ‘process' approach
Might be useful to evaluate the HR component against the measures of sources of competitive advantage.
· The value of HR - For human resources to exist as a sustained competitive advantage they must provide value to the company.
· The rarity of HR. - a resource must be rare. Wright and McMahan: due to the normal distribution of ability, human resources with high levels of ability are rare
· [bookmark: bookmark4]The inimitability of HR. Human resources must be inimitable to be considered a source of sustained competitive advantage. 
Wright and McMahan: concepts of unique historical conditions, causal ambiguity, and social complexity to demonstrate the inimitability of human resources:

· Unique historical conditions are the historical events that shape the development of a company's practices, policies, and culture.
· Causal ambiguity describes a situation where the causal source of the competitive advantage is not easily identified.
· Social complexity recognises that in many situations (e.g. team projects) competitive advantage has its origins in unique social relationships that cannot be duplicated.
Unique historical conditions, causal ambiguity, and social complexity, it is highly unlikely that well-developed human resources could easily be imitated.
The substitutability of HR. - For a resource to be considered a source of sustained competitive advantage it must not have substitutes.
The resource-based paradigm
Approach suggests that HR systems can contribute to a sustained competitive advantage by facilitating the development of competencies that are company specific. However, one of the biggest problems facing the resource-based approach is the possibility of employee turnover.
Companies can design and implement turnover-management strategies.
Performance implications from a HR perspective thus go much further than the knowledge/competencies the HR have; motivation also plays a part.An integral part of all the processes mentioned above is the motivation of employees within a company. 
In the resource-based literature - called the 'level of interest alignment.
Two aspects are important here, namely:
· The degree to which the behaviour helps individuals to meet their goals
· The relevance of each organisational goal to the individual
Helpful, in the RBVs of competitive advantage, to use the concept of interest alignment as a measure of the correspondence between individual and organisational goals. 
Gottschalg and Zollo define organisational interest alignment as 'the:
 Degree to which the members of the organisation are motivated to behave in line with organisational goals! 
Lindenberg - a high level of interest alignment can be realised at three levels of motivation by three interest-alignment levers:
1.	The extrinsic motivation level.  - most directly influenced by the reward system that specifies rewards for a given behaviour. It also includes issues such as power and recognition.
2.	The hedonic intrinsic motivation level  - the enjoyment individuals expe¬rience in completing the task in the work environment. It can be influenced by changes in the design of individual tasks and the task context.
3.	The normative intrinsic motivation level. - driven by the goal of engaging in behaviour that is compliant with the norms and values of the organisation.This can be influenced by the socialisation processes within the organization.
Important to note that scholars of the RBV have in the past envisioned companies only as independent entitities. Approach yielded only a partial account of company performance.
alliance partners can play a significant role in shaping the resource-based competitive advantage of the company through network resources. 
Lavie defines network resources as 'external resources embedded in the company's alliance network - that provide strategic opportunities and affect company behaviour and value.
Ownership or control of resources is not a necessary condition for competitive advantage.70 It is the services that resources provide, not the resources themselves, that generate value for the company, 
When an alliance is formed, each participating company endows a subset of its resources to the alliance with the expectation of generating common benefits from shared resources of both companies. 
Each company possesses a subset of shared resources and a subset of non-shared resources that together form its complete set of resources. 
To gain and sustain the competitive advantage will depend less on conditions of the traditional RBV and more on the relational capability.
Alliances can take different forms,:
· joint ventures, 
· franchising, 
· long-term marketing and licensing contracts, 
· reciprocal trade agreements, 
· research-and-development (R&D) partnerships, 
· affiliation in research consortia. 
· can also include outsourcing partners
The best-practices paradigm
This approach implies that there is a direct relationship between particular HR approaches and company performance.
Bundles or systems of HR practices have more influence on company performance than individual practices working in isolation.
Most studies focus on enhancing the skill base of employees through HR activities
Other issues include the promotion of empowerment, participative problem solving, and teamwork.
Company strategies dictate certain unique attitude and role behaviours from employees, and HR practices are the primary means to make this happen. 
Because role behaviors of employees are observable and also transferable from one organisational setting to another, they may be easily duplicated and may not be a source of an enduring competitive advantage.
Other evidence suggests that the impact of HR practices on company performance may be further enhanced when practices are matched with the competitive requirements inherent in a company's strategic posture.
Three primary perspectives emerge:
· universal approach,
· contingepj approach, 
· configurational approach 
Huselid' - Universalistic approach to strategic HRM.  Perspective assumes that there are certain best HRM practices that will contribute to increasing the financial performance of a company, regardless of the strategic goals of the company.
Work undertaken has either focused on single organsations like banks or on single jobs with organisations, without really considering some other internal or external influences In recent work, 
Delery and Doty - seven practices consistently considered to be strategic in nature: 
· internal career opportunities, 
· formal training systems, 
· appraisal measures, 
· profit sharing, 
· employment security, 
· voice mechanisms, j
· job definition. 
These practices were utilized in several analyses to test the soundness of the three dominant theoretical perspectives  - the universal, contingency, and configuration perspectives.
A contingency perspective is more appropriate to strategic HRM. 
The contingency approach differs from the universal approach in that research undertaken here attempts to link HRM systems and practices to specific organisational strategies.
A closely related body of research calls for a configurational approach to strategic HRM - argues that it is the pattern of HRM practices and systems that contributes to the attainment of organisational goals.
Configurational approach argues that the fit of HRM practices and systems with the company strategy is a vital factor and there are specific ‘ideal types' of HRM systems and practices that provide both horizontal and vertical fit of HRM systems and practices to the organisational structure and strategic goals.
The configuration of practices and systems that provides the tightest horizontal and vertical fit with any given strategy is the ideal type for an organisation pursuing that particular strategy. 
Horizontal fit - the internal consistency of the organisation's HR policies or practices. 
Vertical fit - congruence of the HR system with other organisational characteristics, such as the company strategy.
[bookmark: bookmark3]The process paradigm
Process is anchored in both the RBV and the best-practices theory.
Creators of this approach, Amit and Belcourt, - HRM processes are the deeply embedded company-specific dynamic routines by which a company attracts, socialises, trains and motivates, evaluates, and compensates its HR.
Process, sometimes called organisation learning, creates, transfers and institutionalises knowledge throughout the organisation, which increases its adaptability.




The new competitive landscape: How can it be sustained?
With increased globalization, technological change and hyper-competition, the three approaches to gain the competitive advantage discussed will be placed under severe pressure. Some additional mechanism is needed to support these approaches.
Authors are of the opinion that four mindsets are needed by managers:
· There is a global mindset needed to convert globalisation threats into growth opportunities. Achieved by thinking beyond geographic boundaries, valuing integration across borders and appreciating regional and cultural diversity. 

· An innovation mindset is needed which fosters development and the implementation of new ideas, transforms rapid technological change threats into opportunities by valuing the constant generation of new ideas and business models, realising sources of new ideas and stressing next practices rather than best practices. 

· A virtual mindset is required, empowering managers to be able to hand over their companies' activities to external providers, which will turn hypercompetition into prospects for growth through flexibility and responsiveness. 

· A collaboration mindset is needed, meaning a willingness to engage in business partnerships that can lead to synergy by combining business com plementarities.

	Mindset
	Attributes

	Global mindset
	· Thinking beyond geographic boundaries 
· Viewing the firm as having a global identity
· Comprehending the global business environment
· Complementing global needs with local responsiveness
· Valuing integration across borders
· Possessing tolerance for unexpected business trends
· Appreciating regional and cultural diversity

	Innovation
mindset
	· Realising pace of technology development in the industry
· Recognising technology-related changes in advance
· Appreciating response to technology changes
· Valuing continuous development of new market offerings
· Realising sources of new ideas/in-house or external
· Valuing constant generation of new ideas and business models
· Stressing next practices as opposed to best practices

	Virtual mindset
	· Viewing the firm as a series of interlinked units
· Thinking in terms of core competencies
· Realising sources of unexpected competition
· Appreciating the externalisation of non-core business functions
· Valuing cost savings and flexibility
· Stressing the continuous development of distinctive competencies

	Collaboration
mindset
	· Realising spatial, temporal, and cultural distances worldwide
· [bookmark: _GoBack]Willingness to engage in business cooperation
· Appreciating usefulness of business complementarity
· Realising importance of stable partnership
· Willingness to share knowledge between partners and units/divisions
· Readiness to overcome communication, cultural, and temporal barriers
· Appreciating sacrifices for mutual business gains
· Willingness to learn through cooperating with partners
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