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Chapter 8 
Managing Human Resources and Labor Relations 

 
This chapter looks at the role of human resources within an organization, from the general processes of developing and planning to 
the more specific tasks of employee evaluation and compensation. 
Human resource management and labor relations involve acquisition, development, use, and maintenance of a human resource mix 
(people and positions) to achieve strategic organizational goals and objectives. Successful human resource management is based on 
a company’s ability to attract and hire the best employees, equip them with the knowledge and skills they need to excel, 
compensate them fairly, and motivate them to reach their full potential and perform at high levels. Today’s business environment 
presents numerous challenges to effectively managing employees: 

• Technology continues to advance, which places great importance on knowledge workers, especially when demand outstrips 
the supply of high-talent individuals. 

• Global business operations involve rapid data transfer and necessitate accelerated decision-making by executive and 
technical employees. 

• The workforce is increasingly more diversified and multicultural, which places increased emphasis on communication and 
cultural understanding. 

• Work, life, and family priorities are more difficult to balance as dual-worker families populate the labor force. 
• Employment and labor laws continue to greatly influence employee recruitment and hiring, compensation decisions, and 

employee retention and turnover in both union and nonunion organizations. 
 

Each day, human resource experts and front-line supervisors deal with these challenges while sharing responsibility for attracting 
and retaining skilled, motivated employees. Whether faced with a large or small human resources problem, supervisors need some 
understanding of difficult employee-relations issues, especially if there are legal implications. 
 
In this chapter, you will learn about the elements of the human resource management process, including human resource planning 
and job analysis and design, employee recruitment and selection, training and development of employees, performance planning 
and evaluation, and compensation of the workforce. The chapter also describes labor unions and their representation of millions of 
American workers in construction, manufacturing, transportation, and service-based industries. 
 
8.1 Achieving High Performance through Human Resources Management 

1. What is the human resource management process, and how are human resource needs determined? 
 
Human resource (HR) management is the process of hiring, developing, motivating, and evaluating employees to achieve 
organizational goals. The goals and strategies of the firm’s business model form the basis for making human resource management 
decisions. HR practices and systems comprise the firm’s human resource decision support system that is intended to make 
employees a key element for gaining competitive advantage. To this end, the HR management process contains the following 
sequenced activities: 

• Job analysis and design 
• Human resource planning and forecasting 
• Employee recruitment 
• Employee selection 
• Training and development 
• Performance planning and evaluation 
• Compensation and benefits 

 
The human resource management process shown in Exhibit 8.3 encourages the development of high-performance employees. The 
process is sequential because employees can’t be trained and paid until selected and placed in jobs, which follows recruitment, 
which is preceded by human resource planning and job analysis and design. Good HR practices used along this sequence foster 
performance improvement, knowledge and skill development, and loyal employees who desire to remain with the organization. 
 
HR Planning and Job Analysis and Design 
Two important, and somewhat parallel, aspects of the human resource management process are determining employee needs of 
the firm and the jobs to be filled. When Alcon Labs gained approval from the Food and Drug Administration for sales of a new 
contact lens disinfectant solution in its Opti-Free product line, it had to determine if additional sales representatives were needed 
and whether new sales positions with different knowledge and skill requirements should be established. Human resource 
planning at Alcon means having the right number of people, with the right training, in the right jobs, to meet its sales goals for the 
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new product. Once the need for sales representatives is determined, human resource specialists assess the skills of the firm’s 
existing employees to see whether new people must be hired or current people can be trained. See Exhibit 8.3 for a representation 
of the human resource management process. 

 
Exhibit 8.3 Human Resource Management Process (Attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license.) 
 
Human resource planners must know what skills different jobs require. Information about a specific job typically begins with a job 
analysis, which is a study of the tasks required to do a job well. This information is used to specify the essential skills, knowledge, 
and abilities required for the job. When Hubert Joly started as the CEO at Best Buy, the retailer was facing serious financial 
pressures. The threat of online competition from Amazon was real. Joly was also facing a staffing issue with a lot of turnover. He and 
his team instituted a plan to keep and promote staff as a core competency that would differentiate Best Buy from online 
retailers. Also, a key HR responsibility is that jobs are examined to make any changes in job duty and task responsibilities. The tasks 
and responsibilities of a job are listed in a job description. The skills, knowledge, and abilities a person must have to fill a job are 
spelled out in a job specification. These two documents help human resource planners find the right people for specific jobs. A 
sample job description and specification is shown in Table 8.1. 
 
HR Planning and Forecasting 
Forecasting an organization’s human resource needs, known as an HR demand forecast, is an essential aspect of HR planning. This 
process involves two forecasts: (1) determining the number of people needed by some future time (in one year, for example) and (2) 
estimating the number of people currently employed by the organization who will be available to fill various jobs at some future 
time; this is an internal supply forecast. 

Job Description and Specification 

Position: College Recruiter Reports to: 
Vice President of Human Location: Corporate Offices Resources Classification: Salaried/Exempt 

Job Summary: 

Member of HR corporate team. Interacts with managers and department heads to determine hiring needs for college 
graduates. Visits 20 to 30 college and university campuses each year to conduct preliminary interviews of graduating 
students in all academic disciplines. Following initial interviews, works with corporate staffing specialists to determine 
persons who will be interviewed a second time. Makes recommendations to hiring managers concerning best-qualified 
applicants. 

Job Duties and Responsibilities: 

Estimated time spent and importance: 

15% Working with managers and department heads, determines college 
recruiting needs. 
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Job Description and Specification 

Position: College Recruiter Reports to: 
Vice President of Human Location: Corporate Offices Resources Classification: Salaried/Exempt 

10% Determines colleges and universities with degree programs appropriate to 
hiring needs to be visited. 

15% Performs college relations activities with numerous colleges and 
universities. 

25% Visits campuses to conduct interviews of graduating seniors. 

15% Develops applicant files and performs initial applicant evaluations. 

10% Assists staffing specialists and line managers in determining who to 
schedule for second interviews. 

5% 
Prepares annual college recruiting report containing information and data 
about campuses, number interviewed, number hired, and related 
information. 

5% Participates in tracking college graduates who are hired to aid in 
determining campuses that provide the most outstanding employees. 

Job Specification (Qualifications): 

Bachelor’s degree in human resource management or a related field. Minimum of two years of work experience in HR or 
department that annually hires college graduates. Ability to perform in a team environment, especially with line managers 
and department heads. Very effective oral and written communication skills. Reasonably proficient in Excel, Word, and 
Windows computer environment and familiar with PeopleSoft software. 

Table 8.1 
The Advancement Planning process at Best Buy involved reducing the turnover that occurs in most retail environments. The 
company has achieved a second-place ranking, behind only Costco, and its general managers’ tenure at a store averages five years. 
The performance of managers at Best Buy is reviewed to identify people who can fill vacancies and be promoted, a process known 
as succession planning. If Best Buy has a temporary shortage of sales professionals, at the holiday shopping season, for example, 
they can hire an experienced contractor or interim executive as a temporary or contingent worker, someone who wants to work but 
not on a permanent, continuous basis. Exhibit 8.4 summarizes the process of planning and forecasting an organization’s personnel 
needs. 
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Exhibit 8.4 Human Resource Planning Process (Attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license.) 
 
8.2 Employee Recruitment 

2. How do firms recruit applicants? 
 
When a firm creates a new position or an existing one becomes vacant, the firm starts looking for people with qualifications that 
meet the requirements of the job. Two sources of job applicants are the internal and external labor markets. The internal labor 
market consists of employees currently employed by the firm; the external labor market is the pool of potential applicants outside 
the firm. 

 
Exhibit 8.5 Online recruiting is among the top internet success stories of the past decade. LinkedIn, Monster, and CareerBuilder are 
hot spots for job hunters and recruiters seeking to establish a working relationship. What are the advantages and disadvantages of 
online recruiting compared to traditional forms of recruitment? (Credit: Bill Gates LinkedIn Profile screen capture, 3/23/2018) 
 
Internal Labor Market 
Internal recruitment can be greatly facilitated by using a human resource information system that contains an employee database 
with information about each employee’s previous work experience, skills, education and certifications, job and career preferences, 
performance, and attendance. Promotions and job transfers are the most common results of internal recruiting. BNSF 
Railway, Walmart, Boeing, Ritz-Carlton Hotels, and most other firms, large and small, promote from within and manage the upward 
mobility of their employees. 
 
External Labor Market 
The external labor market consists of prospects to fill positions that cannot be filled from within the organization. Recruitment is the 
process of attracting qualified people to form an applicant pool. Numerous methods are used to attract applicants, including print, 
radio, web, and television advertising. Hospitality and entertainment firms, such as Ritz-Carlton Hotels and Six Flags, frequently use 
job fairs to attract applicants. A job fair, or corporate open house, is usually a one- or two-day event at which applicants are briefed 
about job opportunities, given tours, and encouraged to apply for jobs. For firms needing accountants, engineers, sales managers, 
and others for professional and scientific positions, college recruiting is very common. These firms (Deloitte, Cisco 
Systems, Salesforce.com, and thousands of others) schedule job fairs and on-campus interviews with graduating seniors. 
 
Online Recruiting and Job Search 
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The internet, social media, and specialized software have completely changed the employee recruitment process. Dozens of 
companies such as Monster.com, Indeed, StartWire, and Glassdoor enable applicants to search for job openings, post their résumés, 
and apply for jobs that companies have posted. Most companies provide links to their company website and to the career page on 
their site so applicants can learn about the company culture, listen to or read testimonials from employees about what it is like to 
work for the company, and search for additional openings that may interest them. 
 
Large firms may receive thousands of online applications per month. To review and evaluate thousands of online résumés and job 
applications, firms depend on software to scan and track applicant materials using key words to match skills or other requirements 
for a particular job. Social media has also changed how companies search for applicants and verify applicant information. 
 
Recruitment Branding 
Recruitment branding involves presenting an accurate and positive image of the firm to those being recruited. Carbone Smolan 
Agency (CSA) is a New York–based image consulting firm that assists in developing a recruitment branding strategy. The materials 
developed by CSA comprise a realistic job preview, which informs job candidates about organizational realities of the job and the 
firm so they can more accurately evaluate jobs and firm expectations concerning work assignments, performance standards, 
promotional opportunities, company culture, and many other characteristics of the job. 
 
8.3 Employee Selection 

3. How do firms select qualified applicants? 
 
After a firm has attracted enough job applicants, employment specialists begin the selection process. Selection is the process of 
determining which people in the applicant pool possess the qualifications necessary to be successful on the job. The steps in the 
employee selection process are shown in Exhibit 8.6. An applicant who can jump over each step, or hurdle, will very likely receive a 
job offer; thus, this is known as the successive hurdles approach to applicant screening. Alternatively, an applicant can be rejected at 
any step or hurdle. Selection steps or hurdles are described below: 

1. Initial screening. During initial screening, an applicant completes an application form and/or submits a résumé, and has a 
brief interview of 30 minutes or less. The job application includes information about educational background, previous work 
experience, and job duties performed. 

2. Employment testing. Following initial screening, the applicant may be asked to take one or more tests, such as the 
Wonderlic Personnel Tests. Wonderlic offers a suite of pre-employment tests for each phase of the hiring process. Used 
individually or together, the tests can assess cognitive ability (ability to learn, adapt, and solve problems), motivation 
potential (attitude, behavior performance, and productivity), and knowledge and skills (math, verbal, data entry, software 
proficiency).5 

 
HR Senior Vice President Martha LaCroix of the Yankee Candle Company uses personality assessments to make sure that prospective 
employees will fit the firm’s culture. LaCroix was helped by Predictive Index (PI) Worldwide in determining Yankee Candle’s best- and 
worst-performing store managers for developing a best practice behavioral profile of a top-performing store manager. The profile 
was used for personality testing and to develop interview questions that reveal how an applicant may behave in certain work 
situations. 

 
Exhibit 8.6 Steps of the Employee Selection Process (Attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license.) 
 

3. Selection interview. The tool most widely used in making hiring decisions is the selection interview, an in-depth discussion 
of an applicant’s work experience, skills and abilities, education, and career interests. For managerial and professional 
positions, an applicant may be interviewed by several persons, including the line manager for the position to be filled. This 
interview is designed to determine a person’s communication skills and motivation. During the interview, the applicant may 
be presented with realistic job situations, such as dealing with a disgruntled customer, and asked to describe how they 
would handle the problem. Carolyn Murray of W.L. Gore & Associates (maker of Gore-Tex, among other products) listens 
for casual remarks that may reveal the reality behind applicant answers to her questions. Using a baseball analogy, Murray 
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gives examples of how three job candidates struck out with her questions. See Table 8.2.  

Striking Out at the Interview Game 

The Pitch (Question to 
Applicant) The Swing (Applicant’s Response) 

The Miss (Interviewer’s Reaction to 
Response) 

“Give me an example of a 
time when you had a conflict 
with a team member.” 

“Our leader asked me to handle all of the 
FedExing for our team. I did it, but I thought 
that FedExing was a waste of my time.” 

“At Gore, we work from a team 
concept. Her answer shows that she 
won’t exactly jump when one of her 
teammates needs help.” 

“Tell me how you solved a 
problem that was impeding 
your project.” 

“One of the engineers on my team wasn’t 
pulling their weight, and we were closing in on 
a deadline. So I took on some of their work.” 

“The candidate may have resolved 
the issue for this particular deadline, 
but they did nothing to prevent the 
problem from happening again.” 

“What’s the one thing that 
you would change about 
your current position?” 

“My job as a salesman has become boring. 
Now I want the responsibility of managing 
people.” 

“He’s probably not maximizing his 
current territory, and he is 
complaining. Will he find his next role 
‘boring’ and complain about that 
role, too?” 

Table 8.2 
 

4. Background and reference check. If applicants pass the selection interview, most firms examine their background and check 
their references. In recent years, an increasing number of employers, such as American Airlines, Disney, and Microsoft, are 
carefully researching applicants’ backgrounds, particularly their legal history, reasons for leaving previous jobs, and even 
creditworthiness. 

5. Physical exams and drug testing. A firm may require an applicant to have a medical checkup to ensure they are physically 
able to perform job tasks. Drug testing is common in the transportation and health care industries. Southwest 
Airlines, BNSF Railway, Texas Health Resources, and the U.S. Postal Service use drug testing for reasons of workplace safety, 
productivity, and employee health. 

6. Decision to hire. If an applicant progresses satisfactorily through all the selection steps (or jumps all of the selection 
hurdles), a decision to hire the person is made; however, the job offer may be contingent on passing a physical exam and/or 
drug test. The decision to hire is nearly always made by the manager of the new employee. 

 
An important aspect of employee recruitment and selection involves treating job applicants as valued customers; in fact, some 
applicants may be customers of the firm. 
 
8.4 Employee Training and Development 

4. What types of training and development do organizations offer their employees? 
 
To ensure that both new and experienced employees have the knowledge and skills to perform their jobs successfully, organizations 
invest in training and development activities. Training and development involves learning situations in which the employee acquires 
additional knowledge or skills to increase job performance. Training objectives specify performance improvements, reductions in 
errors, job knowledge to be gained, and/or other positive organizational results. The process of creating and implementing training 
and development activities is shown in Exhibit 8.8. Training is done either on the job or off the job. 
 
On-the-Job Training 
New-employee training is essential and usually begins with orientation, which entails getting the new employee ready to perform 
on the job. Formal orientation (often a half-day classroom program) provides information about the company history, company 
values and expectations, policies, and the customers the company serves, as well as an overview of products and services. More 
important, however, is the specific job orientation by the new employee’s supervisor concerning work rules, equipment, and 
performance expectations. This second briefing tends to be more informal and may last for several days or even weeks. 
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Exhibit 8.8 Employee Training and Development Process (Attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license.) 
Beyond employee orientation, job training takes place at the job site or workstation and is directly related to the job. This training 
involves specific job instruction, coaching (guidance given to new employees by experienced ones), special project assignments, or 
job rotation. Job rotation is the reassignment of workers to several different jobs over time. At Walmart, management trainees 
rotate through three or more merchandizing departments, customer service, credit, and even the human resource department 
during the first year or two on the job. 
 
Two other forms of on-the-job training are apprenticeship and mentoring. An apprenticeship usually combines specific on-the-job 
instruction with classroom training. It may last as long as four years and can be found in the skilled trades of carpentry, plumbing, 
and electrical work. Mentoring involves a senior manager or other experienced employee providing job- and career-related 
information to a mentee. Inexpensive and providing instantaneous feedback, mentoring is becoming increasingly popular with many 
firms, including FedEx, Merrill Lynch, Dow Chemical, and Bank of America. Whereas mentoring is typically conducted through 
ongoing face-to-face interactions between mentor and mentee, technology now allows for a long-distance mentoring 
relationship. Dow Chemical uses e-mail and video conferencing to facilitate long-distance mentoring between persons who are 
working in different countries. For a mentee whose second language is English, writing e-mail messages in English helps the 
individual become fluent in English, which is a requirement of all Dow Chemical employees regardless of location and country of 
origin.  
 
Off-the-Job Training 
Even with the advantages of on-the-job training, many firms recognize that it is often necessary to train employees away from the 
workplace. With off-the-job training, employees learn the job away from the job. There are numerous popular methods of off-the-
job training. It frequently takes place in a classroom, where cases, role-play exercises, films, videos, lectures, and computer 
demonstrations are used to develop workplace skills. 
 
Web-based technology is increasingly being used along with more traditional off-the-job training methods. E-learning and e-training 
involve online computer presentation of information for learning new job tasks. Union Pacific Railroad has tens of thousands of its 
employees widely dispersed across much of the United States, so it delivers training materials online to save time and travel costs. 
Technical and safety training at Union Pacific are made available as programmed instruction, an online, self-paced, and highly 
structured training method that presents trainees with concepts and problems using a modular format. Software provided can make 
sure that employees receive, undergo, and complete, as well as sign off on, various training modules. 
  
Web-based training can also be done using a simulation, for example, a scaled-down version of a manufacturing process or even a 
mock cockpit of a jet airplane. American Airlines uses a training simulator for pilots to practice hazardous flight maneuvers or learn 
the controls of a new aircraft in a safe, controlled environment with no passengers. The simulator allows for more direct transfer of 
learning to the job. 
 
8.5 Performance Planning and Evaluation 

5. How are performance appraisals used to evaluate employee performance? 
 
Along with employee orientation and training, new employees learn about performance expectations through performance planning 
and evaluation. Managers provide employees with expectations about the job. These are communicated as job objectives, 
schedules, deadlines, and product and/or service quality requirements. As an employee performs job tasks, the supervisor 
periodically evaluates the employee’s efforts. A performance appraisal is a comparison of actual performance with expected 
performance to determine an employee’s contributions to the organization and to make decisions about training, compensation, 
promotion, and other job changes. The performance planning and appraisal process is shown in Exhibit 8.9 and described below. 

1. The manager establishes performance standards. 
2. The employee works to meet the standards and expectations. 
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3. The employee’s supervisor evaluates the employee’s work in terms of quality and quantity of output and various 
characteristics such as job knowledge, initiative, relationships with others, and attendance and punctuality. 

4. Following the performance evaluation, reward (pay raise) and job change (promotion) decisions can be made. If work is 
unsatisfactory, the employee may be put on a performance improvement plan, which outlines the behaviors or 
performance that must be improved, the milestones and time periods to improve performance, and what will occur if 
performance is not improved. 

5. Rewards are positive feedback and provide reinforcement, or encouragement, for the employee to continue improving 
their performance. 

 
It was once common practice for performance appraisals to be conducted on an annual basis, but most companies have moved 
away from that standard. Instead, managers are encouraged to provide employees with continuous real-time feedback so that skill 
development and job performance can be improved more rapidly. 
 
Information for performance appraisals can be assembled using rating scales, supervisor logs of employee job incidents, and reports 
of sales and production statistics. Regardless of the source, performance information should be accurate and a record of the 
employee’s job behavior and efforts. Table 8.3 illustrates a rating scale for one aspect of a college recruiter’s job. A rating of “9” is 
considered outstanding job behavior and performance; a rating of “1” is viewed as very poor to unacceptable. 

 
Exhibit 8.9 Performance Planning and Evaluation 

Example of Behavior-Based Rating Scale for Performance Appraisal 

Position: College Recruiter 

Job Description: Visits campuses and conducts interviews of graduating seniors 

Explanation of Rating 
Performance 
Rating Explanation of Rating 

This recruiter plans and organizes spring-semester college-
recruiting schedule to minimize travel expenses and maximize the 
number of colleges visited and students interviewed. 

9  

 8 

Even with tight travel 
schedules between campuses, 
this recruiter completes each 
campus report before arrival 
at next campus. 

 7 

In making plans to visit a new 
campus, this recruiter might 
not have identified two or 
three faculty 

 6 
members for obtaining pre-
visit information about 
degree programs. 

This recruiter occasionally does not check with college placement 5  
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Example of Behavior-Based Rating Scale for Performance Appraisal 

Position: College Recruiter 

Job Description: Visits campuses and conducts interviews of graduating seniors 

Explanation of Rating 
Performance 
Rating Explanation of Rating 

office to request student résumés two days before arrival. 

 4 

Sometimes this recruiter’s 
notes are incomplete 
concerning a student’s 
response to interview 
questions. 

 3 
This recruiter is often several 
minutes late in starting 
interviews. 

This recruiter is frequently late in sending thank-you letters to 
students interviewed. 2  

 1 
This recruiter is always late 
completing campus-recruiting 
reports. 

Table 8.3 
 
8.6 Employee Compensation and Benefits 

6. What are the types of compensation and methods for paying workers? 
 
Compensation, which includes both pay and benefits, is closely connected to performance appraisals. Employees who perform 
better tend to get bigger pay raises. Several factors affect an employee’s pay: 

1. Pay structure and internal influences. Wages, salaries, and benefits are based on skills, experience, and the level of the job. 
The most important high-level positions, such as president, chief information officer, and chief financial officer, are 
compensated at the highest rates. Likewise, different jobs of equal importance to the firm are compensated at similar rates. 
As the level of management responsibility increases, so does pay. For instance, if a drill-press operator and a lathe operator 
are considered of equal importance, they may both be paid $21 per hour. 

2. Pay level and external influences. In deciding how much to pay workers, the firm must also be concerned with the salaries 
paid by competitors. If competitors are paying higher wages, a firm may lose its best employees. HR professionals regularly 
evaluate salaries by geography, job position, and competitor and market wages. Wage and salary surveys conducted by 
the U.S. Chamber of Commerce and the U.S. Department of Labor can also be useful. There are also several websites such 
as Glassdoor that post salaries for jobs by company. 

 
An employer can decide to pay at, above, or below the going rate. Most firms try to offer competitive wages and salaries within a 
geographic area or an industry. If a company pays below-market wages, it may not be able to hire skilled people. The level of a firm’s 
compensation is determined by the firm’s financial condition (or profitability), efficiency, and employee productivity, as well as the 
going rates paid by competitors. For example, MillerCoors Brewing Co. is considered a high-paying firm ($29–$33 per hour for 
production employees).  
 
Types of Compensation or Pay 
There are two basic types of compensation: direct and indirect. Direct pay is the wage or salary received by the employee; indirect 
pay consists of various employee benefits and services. Employees are usually paid directly on the basis of the amount of time they 
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work, the amount they produce, the type of work performed, or some combination of skill, time, and output. An hourly rate of pay 
or a monthly salary is considered base pay, or an amount of pay received by the employee regardless of output level. In many jobs, 
such as sales and manufacturing, an employee can earn additional pay as a result of a commission or an incentive pay arrangement. 
The accelerated commission schedule for a salesperson shown below indicates that as sales increase the incentive becomes 
increasingly more attractive and rewarding; therefore, pay can function as a powerful motivator. In this example, a salesperson 
receives a base monthly salary of $1,000, then earns 3 percent on the first $50,000 of product sold, 4 percent on the next $30,000, 
and 5 percent on any sales beyond $80,000. 

Base pay $1,000 per month 

3% of 50,000 1,500 

4% of 30,000 1,200 

5% of 20,000 1,000 

 $4,700 

 
Two other incentive pay arrangements are bonuses and profit-sharing. Employees may be paid bonuses for reaching certain monthly 
or annual performance goals or achieving a specific cost-saving objective. In this instance, employees are rewarded based on 
achieving certain goals. 
 
In a profit-sharing plan, employees may receive some portion of the firm’s profit. Employee profit shares are usually based on 
annual company financial performance and therefore are paid once a year. With either a bonus or a profit share, an important 
incentive pay consideration is whether the bonus or profit share is the same for all employees or whether it is differentiated by level 
in the organization, base pay, or some other criterion. Choice Homes, a large-scale builder of starter homes, pays an annual 
incentive share that is the same for everyone; the president receives the same profit share or bonus as the lowest-paid employee. 
 
Indirect pay includes pensions, health insurance, vacation time, and many others. Some forms of indirect pay are required by law: 
unemployment compensation, worker’s compensation, and Social Security, which are all paid in part by employers. Unemployment 
compensation provides former employees with money for a certain period while they are unemployed. To be eligible, the employee 
must have worked a minimum number of weeks, be without a job, and be willing to accept a suitable position offered by the 
state Unemployment Compensation Commission. Some state laws permit payments to strikers. Worker’s compensation pays 
employees for lost work time caused by work-related injuries and may also cover rehabilitation after a serious injury. Social Security 
is mainly a government pension plan, but it also provides disability and survivor benefits and benefits for people undergoing kidney 
dialysis and transplants. Medicare (health care for seniors) and Medicaid (health care for the poor) are also part of Social Security. 
 
Many employers also offer benefits not required by law. Among these are paid time off (vacations, holidays, sick days, even pay for 
jury duty), health insurance (including dental and vision), supplemental benefits (disability, life, pet insurance, legal benefits), 401K 
contributions, pensions and retirement savings accounts, and stock purchase options. 
 
Some firms with numerous benefits allow employees to mix and match benefit items or select items based on individual needs. A 
younger employee with a family may desire to purchase medical, disability, and life insurance, whereas an older employee may want 
to put more benefit dollars into a retirement savings plan. Pay and benefits are obviously important elements of human resource 
management and are frequently studied as aspects of employee job satisfaction. Pay can be perceived as very satisfactory, or it can 
be a point of job dissatisfaction. In a study of job satisfaction conducted by SAP, direct compensation was the most important 
element of job satisfaction by employees from various companies. As the cost of health insurance and other benefits has risen 
sharply over the past few years, benefits have become increasingly important to workers. 
 
8.7 The Labor Relations Process 

7. What is a labor union and how is it organized, what is collective bargaining, and what are some of the key negotiation 
issues? 

 
Tens of thousands of American firms are unionized, and millions of U.S. workers belong to unions. Historically, the mining, 
manufacturing, construction, and transportation industries have been significantly unionized, but in recent years, service-based 
firms, including health care organizations, have been unionized. 
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A labor union, such as the International Brotherhood of Teamsters, is an organization that represents workers in dealing with 
management over disputes involving wages, hours, and working conditions. The labor relations process that produces a union-
management relationship consists of three phases: union organizing, negotiating a labor agreement, and administering the 
agreement. In phase one, a group of employees within a firm may form a union on their own, or an established union (United Auto 
Workers, for example) may target an employer and organize many of the firm’s workers into a local labor union. The second phase 
constitutes collective bargaining, which is the process of negotiating a labor agreement that provides for compensation and working 
arrangements mutually acceptable to the union and to management. Finally, the third phase of the labor relations process involves 
the daily administering of the labor agreement. This is done primarily through handling worker grievances and other workforce 
management problems that require interaction between managers and labor union officials. 
 
The Modern Labor Movement 
The basic structure of the modern labor movement consists of three parts: local unions, national and international unions, and union 
federations. There are approximately 60,000 local unions, 75 national and international unions, and two federations. Union 
membership has been declining over the past three decades and is now half what it once was. The number of employed union 
members has declined by 2.9 million since 1983, the first year union statistics were reported. In 1983, union membership was 20.1 
percent of workers, with 17.7 million union workers. In 2017, membership declined to 10.7 percent of workers, with 14.8 million 
members. 
  
A local union is a branch or unit of a national union that represents workers at a specific plant or over a specific geographic area. 
Local 276 of the United Auto Workers represents assembly employees at the General Motors plant in Arlington, Texas. A local union 
(in conformance with its national union rules) determines the number of local union officers, procedures for electing officers, the 
schedule of local meetings, financial arrangements with the national organization, and the local’s role in negotiating labor 
agreements. 
 
The three main functions of the local union are collective bargaining, worker relations and membership services, and community and 
political activities. Collective bargaining takes place every three or four years. Local union officers and shop stewards in the plant 
oversee labor relations on a day-to-day basis. A shop steward is an elected union official who represents union members to 
management when workers have complaints. For most union members, his or her primary contact with the union is through union 
officials at the local level. 
 
A national union can range in size from a few thousand members (Screen Actors Guild) to more than a million members (Teamsters). 
A national union may have a few to as many as several hundred local unions. The number of national unions has steadily declined 
since the early twentieth century. Much of this decline has resulted from union mergers. In 1999, for example, the United 
Papermakers International Union (UPICU) and the Oil, Chemical and Atomic Workers Union (OCAW) agreed to merge under the new 
name of PACE, or Paper, Allied-Industrial, Chemical and Energy International Union. PACE has about 245,000 members. 
For 50 years, one union federation (the American Federation of Labor-Congress of Industrial Organization, or AFL-CIO) dominated 
the American labor movement. A federation is a collection of unions banded together to further organizing, public relations, 
political, and other mutually-agreed-upon purposes of the member unions. In the summer of 2005, several unions (Teamsters, 
Service Employees International Union, Laborers’ International Union, United Farm Workers, Carpenters and Joiners, Unite Here, 
and the United Food and Commercial Workers Union) split from the AFL-CIO and formed a new federation named the Change to 
Win Coalition. The new federation and its member unions represent more than 5.5 million union members. Change to Win Coalition 
member unions left the AFL-CIO over leadership disagreements and ineffective organizing strategies of the AFL-CIO; one of its 
primary goals is to strengthen union-organizing drives and reverse the decline in union membership. 
  
Union Organizing 
A nonunion employer becomes unionized through an organizing campaign. The campaign is started either from within, by unhappy 
employees, or from outside, by a union that has picked the employer for an organizing drive. Once workers and the union have 
made contact, a union organizer tries to convince all the workers to sign authorization cards. These cards prove the worker’s interest 
in having the union represent them. In most cases, employers resist this card-signing campaign by speaking out against unions in 
letters, posters, and employee assemblies. However, it is illegal for employers to interfere directly with the card-signing campaign or 
to coerce employees into not joining the union. 
 
Once the union gets signed authorization cards from at least 30 percent of the employees, it can ask National Labor Relations 
Board (NLRB) for a union certification election. This election, by secret ballot, determines whether the workers want to be 
represented by the union. The NLRB posts an election notice and defines the bargaining unit—employees who are eligible to vote 
and who will be represented by the particular union if it is certified. Supervisors and managers cannot vote. The union and the 
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employer then engage in a pre-election campaign conducted through speeches, memos, and meetings. Both try to convince workers 
to vote in their favor. Table 8.4 lists benefits usually emphasized by the union during a campaign and common arguments employers 
make to convince employees a union is unnecessary. 
 
The election itself is conducted by the NLRB. If a majority vote for the union, the NLRB certifies the union as the exclusive bargaining 
agent for all employees who had been designated as eligible voters. The employer then has to bargain with the union over wages, 
hours, and other terms of employment. The complete organizing process is summarized in Exhibit 8.10. 
 
In some situations, after one year, if the union and employer don’t reach an agreement, the workers petition for a decertification 
election, which is similar to the certification election but allows workers to vote out the union. Decertification elections are also held 
when workers become dissatisfied with a union that has represented them for a longer time. In recent years, the number of 
decertification elections has increased to several hundred per year. 

Benefits Stressed by Unions in Organizing Campaigns and Common Arguments Against Unions 

Almost Always Stressed Often Stressed Seldom Stressed 

Grievance procedures More influence in decision-making Higher-quality products 

Job security Better working conditions Technical training 

Improved benefits Lobbying opportunities More job satisfaction 

Higher pay  Increased production 

Employer Arguments Against Unionization: 
• An employee can always come directly to management with a problem; a third party (the union) isn’t necessary. 
• As a union member, you will pay monthly union dues of $15 to $40. 
• Merit-based decisions (promotions) are better than seniority-based decisions. 
• Pay and benefits are very similar to the leading firms in the industry. 
• We meet all health and safety standards of the Federal Occupational Safety and Health Administration. 
• Performance and productivity are more important than union representation in determining pay raises. 

Table 8.4 

 
Exhibit 8.10 Union Organizing Process and Election (Attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license.) 
 
Negotiating Union Contracts through Collective Bargaining 
A labor agreement, or union contract, is created through collective bargaining. Typically, both management and union negotiation 
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teams are made up of a few people. One person on each side is the chief spokesperson. Bargaining begins with union and 
management negotiators setting a list of contract issues that will be discussed. Much of the bargaining over specific details takes 
place through face-to-face meetings and the exchange of written proposals. Demands, proposals, and counterproposals are 
exchanged during several rounds of bargaining. The resulting contract must be approved by top management and ratified by the 
union members. Once both sides approve, the contract is a legally binding agreement that typically covers such issues as union 
security, management rights, wages, benefits, and job security. The collective bargaining process is shown in Exhibit 8.11. We will 
now explore some of the bargaining issues. 

 
Exhibit 8.11 The Process of Negotiating Labor Agreements (Attribution: Copyright Rice University, OpenStax, under CC BY 4.0 
license.) 
 
Union Security 
A union wants all employees to be union members. This can be accomplished by negotiating a union security clause. The most 
common union security arrangement is the union shop, whereby nonunion workers can be hired by the firm, but then they must 
join the union, normally within 30 to 60 days. An agency shop does not require employees to join the union, but to remain 
employees, workers must pay the union a fee (known as the agency fee) to cover the union’s expenses in representing them. The 
union must fairly represent all workers, including those in the bargaining unit who do not become members. 
Under the Taft-Hartley Act of 1947, a state can make any and all forms of union security illegal by enacting a right-to-work law. In 
the 28 states that have these laws, employees can work at a unionized company without having to join the union. This arrangement 
is commonly known as an open shop. Workers don’t have to join the union or pay dues or fees to the union. 
 
Management Rights 
When a company becomes unionized, management loses some of its decision-making abilities. But management still has certain 
rights that can be negotiated in collective bargaining. One way to resist union involvement in management matters is to put 
a management rights clause in the labor agreement. Most union contracts have one. A typical clause gives the employer all rights to 
manage the business except as specified in the contract. For instance, if the contract does not specify the criteria for promotions, 
with a management rights clause, managers will have the right to use any criteria they wish. Another way to preserve management 
rights is to list areas that are not subject to collective bargaining. This list might secure management’s right to schedule work hours; 
hire and fire workers; set production standards; determine the number of supervisors in each department; and promote, demote, 
and transfer workers. 
 
Wage and Benefits 
Much bargaining effort focuses on wage adjustments and changes in benefits. Once agreed to, they remain in effect for the length of 
the contract. For example, in 2015, the United Auto Workers negotiated a four-year contract containing modest hourly wage 
increases with U.S. car manufacturers; pay hikes were about 3 percent for first and third years and 4 percent in year four.15 Hourly 
rates of pay can also increase under some agreements when the cost of living increases above a certain level each year, say 4 
percent. No cost-of-living adjustment is made when annual living cost increases are under 4 percent, which has been the case for the 
early years of the twenty-first century. 
 
In addition to requests for wage increases, unions usually want better benefits. In some industries, such as steel and auto 
manufacturing, benefits are 40 percent of the total cost of compensation. Benefits may include higher wages for overtime work, 
holiday work, and less desirable shifts; insurance programs (life, health and hospitalization, dental care); payment for certain 
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nonwork time (rest periods, vacations, holiday, sick time); pensions; and income-maintenance plans. Supplementary unemployment 
benefits (income-maintenance) found in the auto industry are provided by the employer and are in addition to state unemployment 
compensation given to laid-off workers. The unemployment compensation from the state and supplementary unemployment pay 
from the employer together maintain as much as 80 percent of an employee’s normal pay. 
 
Job Security and Seniority 
Wage adjustments, cost-of-living increases, supplementary unemployment pay, and certain other benefits give employees under 
union contracts some financial security. But most financial security is directly related to job security—the assurance, to some 
degree, that workers will keep their jobs. Of course, job security depends primarily on the continued success and financial well-being 
of the company. For example, thousands of airline employees lost their jobs after the 9/11 terrorist attack in 2001; these were 
employees with the least seniority. 
 
Seniority, the length of an employee’s continuous service with a firm, is discussed in about 90 percent of all labor contracts. Seniority 
is a factor in job security; usually, unions want the workers with the most seniority to have the most job security. 
 
8.8 Legal Environment of Human Resources and Labor Relations 

8. What are the key laws and federal agencies affecting human resource management and labor relations? 
 
Federal laws help ensure that job applicants and employees are treated fairly and not discriminated against. Hiring, training, and job 
placement must be unbiased. Promotion and compensation decisions must be based on performance. These laws help all Americans 
who have talent, training, and the desire to get ahead. The key laws that currently impact human resource management and labor 
relations are listed in Table 8.6. 
 
Several laws govern wages, pensions, and unemployment compensation. For instance, the Fair Labor Standards Act sets the federal 
minimum wage, which is periodically raised by Congress. Many minimum-wage jobs are found in service firms, such as fast-food 
chains and retail stores. The Pension Reform Act protects the retirement income of employees and retirees. Federal tax laws also 
affect compensation, including employee profit-sharing and stock purchase plans. When John F. Kennedy signed the Equal Pay 
Act into law in 1963, the goal was to stop the practice of paying women lower wages for the same job based on their gender. At the 
time, women with full-time jobs earned between 59 and 64 cents for every dollar their male counterparts earned in the same jobs. 
Although this law has been in place for several decades, progress has been slow. On April 17, 2012, President Barack Obama 
proclaimed National Equal Pay Day, noting that women who work full time earn only 77 cents for every dollar their male 
counterparts make. In 2016, the wage gap changed slightly, with women making 80.5 percent of what men earn. 
  

Laws Impacting Human Resource Management 

Law Purpose Agency of Enforcement 

Social Security Act (1935) Provides for retirement income and old-age 
health care 

Social Security 
Administration 

Wagner Act (1935) Gives workers the right to unionize and 
prohibits employer unfair labor practices 

National Labor Relations 
Board 

Fair Labor Standards Act (1938) Sets minimum wage, restricts child labor, sets 
overtime pay 

Wage and Hour Division, 
Department of Labor 

Taft-Hartley Act (1947) Obligates the union to bargain in good faith 
and prohibits union unfair labor practices 

Federal Mediation and 
Conciliation Service 

Equal Pay Act (1963) Eliminates pay differentials based on gender Equal Employment 
Opportunity Commission 

Civil Rights Act (1964), Title VII Prohibits employment discrimination based 
on race, color, religion, gender, or national 

Equal Employment 
Opportunity Commission 



“Access for free at openstax.org.”  
Gitman, L. J., McDaniel, C., Shah, A., Reece, M., Koffel, L., Talsma, B., & Hyatt, J. C. (2018). Introduction to business. 
OpenStax. https://openstax.org/books/introduction-business/pages/1-introduction 

66 

Laws Impacting Human Resource Management 

Law Purpose Agency of Enforcement 

origin 

Age Discrimination Act (1967) Prohibits age discrimination against those 
over 40 years of age 

Equal Employment 
Opportunity Commission 

Occupational Safety and Health Act 
(1970) 

Protects worker health and safety, provides 
for hazard-free workplace 

Occupational Safety and 
Health Administration 

Vietnam Veterans’ Readjustment Act 
(1974) 

Requires affirmative employment of Vietnam 
War veterans 

Veterans Employment 
Service, Department of 
Labor 

Employee Retirement Income Security 
Act (1974)—also called Pension Reform 
Act 

Establishes minimum requirements for 
private pension plans 

Internal Revenue 
Service, Department of 
Labor, and Pension 
Benefit Guaranty 
Corporation 

Pregnancy Discrimination Act (1978) 
Treats pregnancy as a disability, prevents 
employment discrimination based on 
pregnancy 

Equal Employment 
Opportunity Commission 

Immigration Reform and Control Act 
(1986) 

Verifies employment eligibility, prevents 
employment of illegal aliens 

Employment Verification 
Systems, Immigration 
and Naturalization 
Service 

Americans with Disabilities Act (1990) Prohibits employment discrimination based 
on mental or physical disabilities Department of Labor 

Family and Medical Leave Act (1993) Requires employers to provide unpaid leave 
for childbirth, adoption, or illness 

Equal Employment 
Opportunity Commission 

Table 8.6 
 
Employers must also be aware of changes to laws concerning employee safety, health, and privacy. The Occupational Safety and 
Health Act (OSH Act) requires employers to provide a workplace free of health and safety hazards. For instance, manufacturers must 
require their employees working on loading docks to wear steel-toed shoes so their feet won’t be injured if materials are dropped. 
Drug and AIDS testing are also governed by federal laws. 
 
Another employee law that continues to affect the workplace is the Americans with Disabilities Act. To be considered disabled, a 
person must have a physical or mental impairment that greatly limits one or more major life activities. More than 40 million 
Americans, 12.6 percent of the population, were disabled in 2015, according to the U.S. Census Bureau.18 Employers may not 
discriminate against disabled persons. They must make “reasonable accommodations” so that qualified employees can perform the 
job, unless doing so would cause “undue hardship” for the business. Altering work schedules, modifying equipment so a wheelchair-
bound person can use it, and making buildings accessible by ramps and elevators are considered reasonable. Two companies often 
praised for their efforts to hire the disabled are McDonald’s and DuPont. 
 
The Family and Medical Leave Act went into effect in 1993. The law guarantees continuation of paid health benefits, plus a return to 
the same or equivalent job, and applies to employers with 50 or more employees. It requires these employers to provide unpaid 
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leave of up to 12 weeks during any 12-month period to workers who have been employed for at least a year and worked at least 
1,250 hours during the past year. The reasons for the leave include the birth or adoption of a child; the serious illness of a child, 
spouse, or parent; or a serious illness that prevents the worker from doing the job. 
 
According to the Bureau of Labor Statistics, only 11 percent of all private industry workers have access to paid family leave. Low-
wage earners fare even worse. Only 5 percent of low-wage earners get any paid maternity leave, and nearly half will not take time 
off because they cannot afford to go without income. The United States continues to be one of only four countries in the world 
(along with Liberia, Suriname, and Papua New Guinea) that do not guarantee paid parental leave. 
  
The Wagner and Taft-Hartley Acts govern the relationship between an employer and union. Employees have the right to unionize 
and bargain collectively with the company. The employer must deal with the union fairly, bargain in good faith, and not discriminate 
against an employee who belongs to the union. The union must also represent all employees covered by a labor agreement fairly 
and deal with the employer in good faith. 
 
Several federal agencies oversee employment, safety, compensation, and related areas. The Occupational Safety and Health 
Administration (OSHA) sets workplace safety and health standards, provides safety training, and inspects places of work (assembly 
plants, construction sites, and warehouse facilities, for example) to determine employer compliance with safety regulations. 

 
Exhibit 8.14 For some occupations, danger is part of the job description. Tallies of work-related casualties routinely identify miners, 
loggers, pilots, commercial fishermen, and steel workers as holding the most deadly jobs. Job fatalities are often linked to the use of 
heavy or outdated equipment. However, many work-related deaths also happen in common highway accidents or as homicides. 
Pictured here are miners at the Coal Miner’s Memorial and Pennsylvania Welcome Center. What laws and agencies are designated 
to improve occupational safety? (Credit: Mike Steele/ Flickr/ Attribution 2.0 Generic (CC BY 2.0)) 
 
The Wage and Hour division of the Department of Labor enforces the federal minimum-wage law and overtime provisions of the Fair 
Labor Standards Act. Employers covered by this law must pay certain employees a premium rate of pay (or time and one-half) for all 
hours worked beyond 40 in one week. 
 
The Equal Employment Opportunity Commission (EEOC) was created by the 1964 Civil Rights Act. It is one of the most influential 
agencies responsible for enforcing employment laws. The EEOC has three basic functions: processing discrimination complaints, 
issuing written regulations, and gathering and disseminating information. An employment discrimination complaint can be filed by 
an individual or a group of employees who work for a company. The group may comprise a protected class, such as women, African 
Americans, or Hispanic Americans. The protected group may pursue a class-action complaint that may eventually become a lawsuit. 
As a measure to prevent employment discrimination, many employers set up affirmative action programs to expand job 
opportunities for women and minorities 
 
Even with affirmative action and other company efforts to follow the law, each year the EEOC receives tens of thousands of 
complaints from current or former employees. The monetary benefits that the EEOC wins for employees has grown substantially 
during the past 10 years. Large monetary settlements often occur when the EEOC files a class-action suit against an employer. For 
example, the Ford Motor Company settled sexual and racial harassment claims by more than 30 women for more than $10 million at 
two Chicago-area manufacturing plants in 2017. Also, Sears, Motorola, and AT&T have had to make large back-pay awards and to 
offer special training to minority employees after the court found they had been discriminated against. 
 
The NLRB was established to enforce the Wagner Act. Its five members are appointed by the president; the agency’s main office is in 
Washington, DC, and regional and field offices are scattered throughout the United States. NLRB field agents investigate charges of 
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employer and union wrongdoing (or unfair labor practices) and supervise elections held to decide union representation. Judges 
conduct hearings to determine whether employers and unions have violated the law. 
 
The Federal Mediation and Conciliation Service helps unions and employers negotiate labor agreements. Agency specialists, who 
serve as impartial third parties between the union and company, use two processes: conciliation and mediation, both of which 
require expert communication and persuasion. In conciliation, the specialist assists management and the union with focusing on the 
issues in dispute and acts as a go-between, or communication channel through which the union and employer send messages to and 
share information with each other. The specialist takes a stronger role in mediation by suggesting compromises to the disputing 
organizations. 
 
8.9 Trends in Human Resource Management and Labor Relations 

9. What trends and issues are affecting human resource management and labor relations? 
 
Some of today’s most important trends in human resource management are using employee diversity as a competitive advantage, 
improving efficiency through outsourcing and technology, and hiring employees who fit the organizational culture. Although overall 
labor union enrollment continues to decline, a possible surge in membership in service unions is anticipated. 
 
Employee Diversity and Competitive Advantage 
American society and its workforce are becoming increasingly more diverse in terms of racial and ethnic status, age, educational 
background, work experience, and gender. A company with a demographic employee profile that looks like its customers may be in 
a position to gain a competitive advantage, which is a set of unique features of a company and its product or service that are 
perceived by the target market as superior to those of the competition. Competitive advantage is the factor that causes customers 
to patronize a firm and not the competition. Many things can be a source of competitive advantage: for Southwest Airlines it is route 
structure and high asset utilization; for Ritz-Carlton hotels it is very high-quality guest services; for Toyota it is manufacturing 
efficiency and product durability; and for Starbucks it is location, service, and outstanding coffee products. For these firms, a 
competitive advantage is also created by their HR practices. Many firms are successful because of employee diversity, which can 
produce more effective problem-solving, a stronger reputation for hiring women and minorities, greater employee diversity, quicker 
adaptation to change, and more robust product solutions because a diverse team can generate more options for improvement.  
 
In order for an organization to use employee diversity for competitive advantage, top management must be fully committed to 
hiring and developing women and minority individuals. An organization that highly values employee diversity is the United States 
Postal Service (USPS). In 1992 the Postal Service launched a diversity development program to serve as the organization’s “social 
conscience and to increase employees’ awareness of and appreciation for ethnic and cultural diversity both in the postal workplace 
and among customers.” Twenty-five years later, 39 percent of postal service employees are minority persons: 21 percent African-
American, 8 percent Hispanic, and more than 8.0 percent other minorities. In addition, women make up 40 percent of the 
organization’s workforce.  


