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      Executive Summary

   

   
      

         
         1. Objectives

         
            This research project examined the relationships between human resource (HR) policies, management accounting and organisational performance on the basis of six case studies (two in Canada, two in Japan and two in the UK) and 100 telephone interviews (40 in Japan, 30 in Canada and 30 in the UK). This project was built on the results of a previous project funded by CIMA on management accounting and strategic HR management (Innes et al., 2001) by:
	
                  extending the research into the area of the relationship between different HR policies and organisational performance and, in particular, how management accountants help to establish links between HR policies and organisational performance;

               
	
                  extending the research into Japanese companies to give a different perspective and another point of comparison;

               
	
                  testing the case study results in a telephone survey.

               


         

      

      

         
         2. Findings – Case Studies

         The six case studies covered building materials, consumer products, electronics, software development, timber products and a utility. There were seven interviewees in each case with at least two management accountants, at least two HR managers and at least two managers with responsibility for some aspect of organisational performance. In all six cases, the average experience of the interviewees was at least 10 years. One company had existed for about 20 years but the other five had been operating for about 100 years. Employee costs as a percentage of total costs varied between 30% and 40% for five of the cases with one case (software development) being 70%.

         

            
            2.1. Performance Measures

            All six case studies used a mix of financial and non-financial performance measures – for example:
	
                     Case A – achievement of budget, growth, market share, sales per employee

                  
	
                     Case B – cash flow, customer satisfaction, economic value added (EVA is a trademark of Stern, Stewart and Co.), employee morale, social contribution, sustainable growth
                     

                  
	
                     Case C – customer satisfaction, EVA, productivity, quadruple bottom line, quality, safety

                  
	
                     Case D – delivery, environment, productivity, return on net assets, safety

                  
	
                     Case E – cash flow, customer satisfaction, delivery, quality, sales

                  
	
                     Case F – customer service, profitability, safety, total shareholder return

                  


            

         

         

            
            2.2. Links between HR Managers and Management Accountants

            In all six case studies, important links between HR managers and management accountants were the annual budget and long-term strategic plans. For example, key topics of discussion were the proposed number of employees, the required mix of skills and the budgeted salaries. In all six case studies, there were also regular meetings where management accountants discussed with HR managers comparisons of actual results against budgeted results with detailed analysis of the variances. Almost all the interviewees considered the verbal discussions with the management accountants to be at least as important as the written variance reports.

            In Cases A, B, C and F, the HR managers and management accountants worked closely together on the performance-related bonus scheme. For example, in Cases B and C the management accountants interpreted the meaning of EVA reports for HR managers. In Cases A, B, C and F, the management accountants discussed the financial and non-financial performance measures used in the bonus scheme model with HR managers before the proposed bonus model was finalised and later interpreted the actual results from the bonus scheme.

            Communication links also existed between HR managers and management accountants in relation to decision-making. For example, in Case C the management accountants calculated that Case C spent four times as much on workers' compensation as its competitors in the same industry. The HR managers and management accountants were now working together and had already managed to reduce very significantly Case C’s workers' compensation payments. Similarly, in Case F, HR managers and management accountants had almost daily contact in a decision-making capacity.

         

         

            
            2.3. HR Policies and Organisational Performance

            The HR policies mentioned by the interviewees as affecting organisational performance in at least three of the six case studies included:
	
                     recruitment

                  
	
                     teamwork

                  
	
                     organisational culture (with regard to employees)
                     

                  
	
                     job for life

                  
	
                     training

                  
	
                     pensions.

                  


            

            Of course, interviewees in individual case studies mentioned other HR policies such as diversity and equality but the above six HR policies were highlighted in at least three of the six cases as having a direct effect on organisational performance. With the possible exception of the above job for life policy, different cultures did not appear to have a major impact on the efficacy of HR policies on organisational performance. In both the Japanese case studies, the culture of a job for life was important and encouraged managers to take a long-term view, increased organisational loyalty from employees, increased employee motivation and had a positive effect on organisational performance. However, one of the British cases also operated a form of job for life policy that also had a positive effect on organisational performance.

         

      

      

         
         3. Findings – Telephone Interviews

         After the six case studies were completed, a cross-case analysis was undertaken and 11 findings were tested during the 40 telephone interviews in Japan, 30 in Canada and 30 in the UK (giving a total of 100 interviews). One finding from the case studies was not supported by at least 50% of the telephone interviewees, namely only 46% of the interviewees agreed that a pension scheme had a major positive impact on their organisation’s performance. However, 90% (27) of the Canadian interviewees agreed with this statement against 33% (13) of the Japanese and 20% (6) of the UK interviewees. The rising cost of funding final salary pension schemes was mentioned by some interviewees.

         Only the Japanese interviewees were asked about their job for life policy with 88% (33) of these interviewees claiming that their organisation had a job for life policy. Of these 33 Japanese interviewees, 58% agreed that such a policy encouraged managers to take a long-term view but only 46% agreed that such a policy had a positive long-term effect on their organisation’s performance. Furthermore, only 30% of these Japanese interviewees agreed that such a job for life policy increased the motivation of employees and only 45% agreed that such a policy increased loyalty from employees.

         The following nine findings from the case studies were supported by 50% or more of the telephone interviewees:
	
                  A mix of financial and non-financial measures leads to improved organisational performance.
                  

               
	
                  The role of employees is critical in achieving an organisation’s targeted performance.

               
	
                  Teamwork has a major impact on an organisation’s performance.

               
	
                  Organisational culture (with regard to employees) has a major impact on an organisation’s performance.

               
	
                  When employees are viewed as assets rather than simply costs, this has a positive impact on an organisation’s performance.

               
	
                  There is a positive link between training and an organisation’s performance.

               
	
                  Benchmarking is a useful technique for exploring the relationship between HR policies and an organisation’s performance.

               
	
                  Specific HR policies can be linked to an organisation’s performance.

               
	
                  Statements could be made in an organisation’s published report about the impact of HR policies on an organisation’s performance.

               


         Overall, in the researchers' opinion, it is difficult to link the effects of different HR policies with organisational performance because of both the time lags involved and the number of other factors affecting organisational performance. However, the case studies have shown that it is only by working in this area that our knowledge will improve.

      

      

         
         4. Practical Implications

         Three main findings from this research project are of particular interest to HR managers and management accountants. Firstly, the four HR policies mentioned by most interviewees in the six case studies as affecting organisational performance were:
	
                  recruitment

               
	
                  teamwork

               
	
                  organisational culture (with regard to employees)

               
	
                  training.

               


         

         Secondly, management accountants provided information for and worked very closely with HR managers to support the HR management function to help improve organisational performance. In addition to the example below of exploring the links between HR policies and organisational performance, other examples included strategic plans and budgets (including variance analysis), performance-related bonus scheme and decision-making.

         Thirdly, almost all the interviewees believed that HR policies affected organisational performance. Perhaps the most important finding is that in several of the case studies, management accountants and HR managers worked very closely together using benchmarking or employee surveys or a combination of both benchmarking and employee surveys to explore the links between HR policies and organisational performance.

         Of the six case studies, Case F had made the greatest progress in establishing such links between specific HR policies and organisational performance. In the early 1990s, Case F entered into an HR benchmarking scheme with other organisations. The management accountants in Case F worked with HR managers to analyse the combined results (of the findings from the HR benchmarking scheme and the findings from its own annual surveys of employees' opinions) over several years to establish relationships between specific HR policies and organisational performance. Case F had to do this analysis over several years in order to overcome the twin problems of time lags (for example, between the introduction of a new HR policy and its resulting effect on organisational performance) and the number of other factors affecting organisational performance. It is important to emphasise that Case F used a specific HR benchmarking scheme as distinct from the external benchmarking used by some of the other cases. This breakthrough for Case F in linking the effects of specific HR policies to organisational performance was achieved by very close cooperation between its HR managers and management accountants.
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         1. Introduction

         
            This research project examined the relationships between management accounting, human resource (HR) policies and organisational performance. Firstly, six case studies (two in Canada, two in Japan and two in the UK) were conducted and the researchers analysed the data collected to generate findings for each case. The cases covered building materials, consumer products, electronics, software development, timber products and a utility. Secondly, after all six cases were completed, the findings from these cases were compared in a cross-case analysis and the resulting 11 overall findings were then tested in 100 telephone interviews (30 in Canada, 40 in Japan and 30 in the UK).

         The project built on the results of a previous project funded by CIMA on management accounting and strategic HR management (HRM) (Innes et al., 2001) by:
	
                  extending the research into the area of the relationship between different HR policies and organisational performance and, in particular, how management accountants help to establish links between HR policies and organisational performance;

               
	
                  extending the research into Japanese companies to give a different perspective and another point of comparison;

               
	
                  testing the case study results in a telephone survey.

               


         The remainder of this opening chapter consists of a review of some relevant literature and a short discussion of the research approach used.

      

      

         
         2. Literature Review

         In November, 
            2003 The Accounting for People Taskforce (established by the Secretary of State for Trade and Industry) published its final report on human capital management. Although the Taskforce concentrated on external financial reporting, it concluded that organisations should adopt human capital management as a driver of performance and attempt to measure it. Similarly, research by the, 
            Chartered Institute of Personnel and Development (2003) concluded that attempting to measure human capital will lead to better HRM policies and practices. This research by the, 
            Chartered Institute of Personnel and Development (2003) suggested that a correlation existed between the performance of companies and the ways in which they developed and managed people.

         In, 
            2002 CFO Research Services and Mercer Human Resource Consulting conducted a survey entitled ‘Human Capital Management: The CFO’s Perspective’. One finding of this survey was finance’s changing approach to human capital with attempts being made to measure return on investment and to understand cause and effect relationships. Another finding from this survey was that 40% of the largest companies wished to measure the influence of human capital in relation to meeting business objectives. The report on this 2002 questionnaire survey concluded that as chief financial officers increasingly recognised the importance of human capital, they were beginning to seek better ways of measuring and managing this critical asset.

         , 
            Bratton (1994, p. 5) defined strategic HRM as:


               
                  that part of the management process that specialises in the management of people in work organisations. Human resource management emphasises that employees are the primary resource for gaining sustainable competitive advantage, that human resource activities need to be integrated with the corporate strategy, and that human resource specialists help organisational controllers to meet both efficiency and equity objectives.

            

         Some researchers have focused on HRM as strategic integration (Schuler and Jackson, 1987;, 
            Lengnick-Hall and Lengnick-Hall, 1988;, 
            Hendry and Pettigrew, 1990;, 
            Wright and McMahan, 1992)., 
            Hendry and Pettigrew (1986, p. 6) argued that ‘human resource management has a role in creating competitive advantage in which the skills and motivation of a company’s people and the way they are deployed can be a major source of competitive advantage’.

         In a briefing document the, 
            Institute of Chartered Accountants in England and Wales (2003) quoted the Bath University research that tried to identify whether people management practices related to business outcomes. This research concluded that there were three series of people management actions related to motivation, ability and opportunity. The, 
            ICAEW (2003) roundtable discussion concluded that there was still a lack of evidence of a causal link between HRM policies and long-term organisational performance measures.

         , 
            Stiles and Kulvisaechana (2003, p. 17) provided a review of the literature on human capital and organisational performance and concluded:


               
                  We agree with, 
                  
                     Becker and Gerhart (1996
                  
                  , p. 786) who state that ‘more effort should be devoted to finding out what managers are thinking when they make the decisions they do. This suggests a need for deeper qualitative research to complement the large scale, multiple firm studies that are available’.

            

            
         

         , 
            Berry and Bacon (2002) have conducted CIMA sponsored research into shareholder value perspectives and HRM. From interviews in FTSE 250 companies, 
            Berry and Bacon (2002, p. 3) found that ‘formal financial evaluation of HRM initiatives, either inside or outside the budgeting process, is virtually non-existent’., 
            Bacon and Berry (2005, p. 6) concluded that ‘identifying and demonstrating the link between HR and financial returns is very difficult’.

         Some research studies have examined the relationship between HRM and organisational performance., 
            Nkomo (1987) found no correlation between HR planning and business performance. Similarly, 
            Delaney et al. (1989) reported no link between HR practices and financial performance. In contrast, 
            Ulrich et al. (1984) found positive relationships between specific HR practices and business results., 
            Schuler and Macmillan (1984, p. 242) suggested that ‘effective management of human resources gives benefits which include greater profitability’., 
            Gerhart and Milkovich (1992) found a link between training programmes and financial performance. Similarly, 
            Bartel (1994) reported a link between training programmes and financial performance., 
            Arthur (1994) collected data from 30 US steel mills and found that mills with commitment systems (in other words, developing committed employees to use their own discretion) had higher productivity, lower scrap rates and lower employee turnover than those with standard control systems.

         , 
            Ichniowski et al. (1995) found that the use of HRM practices (such as work teams, flexible job assignments and training in multiple jobs) is associated with both high productivity and high financial performance in 65 business units. A study conducted by, 
            Huselid (1995) provided evidence that the use of HR practices (such as comprehensive recruitment and selection procedures, incentive compensation, performance management systems, extensive employee involvement and training) resulted in better organisational performance., 
            Lengnick-Hall and Lengnick-Hall (1998, p. 468) concluded that ‘organisations which engage in a strategy formulation process that systematically and reciprocally considers human resources and competitive strategy will perform better over the long term’.

         , 
            Pfeffer (1998) found the need for consistency among seven HR practices to achieve effective performance with these seven HR practices being:
	
                  employment security,

               
	
                  selective hiring,

               
	
                  self-managed teams,

               
	
                  high compensation contingent on performance,

               
	
                  training,

               
	
                  reduction of status differentials,

               
	
                  sharing information.

               


            
         

         In his exploratory study, 
            Liao (2006, p. 716) concluded that ‘empirical results from 93 firms reveal that the appropriate use of HRM control systems was a contributing factor to firm performance’., 
            Kaya (2006, p. 2084) found that ‘HRM practices (which emphasise behaviour and attitude, extensive training on job skills, written instructions and procedures, team activities, training in multiple functions, incentive to meet objectives, communication of strategy, interaction facilities and feedback on performance) are important for enhancing firm performance’.

         Such research studies provide evidence of a link between HRM and organisational performance. However, to date most of this research has been conducted by HRM specialists rather than management accountants. Management accounting is one way of reporting the HRM–organisational performance link., 
            Purcell (1995, p. 84) argued that ‘the challenge of human resource management is to show a link between policy, practice, and organisational outcomes that is meaningful to the corporate board’. That is a role for management accounting., 
            Armstrong (1995) has suggested that the outcome (performance) of HRM activities can be reported in management accounting terms., 
            Ezzamel et al. (1995) suggested that achieving a competitive advantage through strategic HRM placed an increased emphasis on the need for organisations to take a more strategic approach to managing their employees. Some Japanese organisations had a more direct link between corporate strategies and management accounting compared to Western organisations. For example, 
            Hiromoto (1988) argued that Japanese organisations used their accounting system to motivate employees in more of an ‘influencing role’ than an ‘information role’ in the managerial process.

      

      

         
         3. Research Approach

         , 
            Yin (1994, p. 13) defined the case study method as ‘an empirical inquiry that investigates a contemporary phenomenon within its real-life context when the boundaries between phenomenon and context are not clearly evident; and in which multiple sources of evidence are used’., 
            Yin (1994) referred to a case study as investigating a ‘contemporary phenomenon’ or a particular issue but, in this report, the term ‘case study’ referred to one organisation. The six case studies in this research project included a site tour, observation, examination of relevant documents and seven interviews in each case with at least two management accountants, at least two HR managers and at least two managers with special responsibility for some aspect of organisational performance. Two researchers were present during all six cases. On average the interviewees had at least 10 years of experience in all the cases.

         , 
            Spicer (1992) suggested that multiple case studies allow the data to be analysed and compared to identify similarities and differences that provide the basis for building theory. There is no perfect number of case studies, but , 
            Eisenhardt (1989, p. 545) suggested that ‘a number between 4 and 10 cases usually works well’. This research project had six cases. The researchers started each case with an open mind but not an empty mind (having knowledge of the literature) to ensure the collection of sufficient and relevant data (Dey, 1993). The researchers used semi-structured interviews asking broad questions to allow the interviewees to talk openly about the topic and to try to ensure that the researchers did not influence the interviewees’ responses. The researchers then asked follow-up questions such as ‘can you explain this in more detail’, ‘can you give an example’, ‘why’ or ‘how’ to allow the research topic to be explored in more depth.

         Coding procedures were used to analyse the data collected from each case to determine the findings from each case. A full draft write-up of each case (including these findings) was given to each organisation for their comments and in order to correct any factual inaccuracies. After all six cases had been completed, the researchers did a cross-case analysis to identify similarities between the findings (from the six individual cases) that could be developed into overall findings. A similar finding from at least three cases was developed into an overall finding. Eleven overall findings emerged from this cross-case analysis to be tested during the telephone interviews in Canada, Japan and the UK.

         The researchers converted these 11 overall findings into draft questions for the telephone interviews and these draft questions were pilot tested with six management accountants. After this pilot test, the researchers amended these draft questions for the final questionnaire. It was decided to use phone interviews rather than a postal questionnaire. A random sample was taken from the top 1,000 companies in Canada, Japan and the UK. The phone interviewees in the companies selected were finance directors or management accountants. If a company did not wish to participate in this telephone survey, the next company in the sample was selected until 40 phone interviews were conducted in Japan, 30 in Canada and 30 in the UK to give a total of 100 telephone interviews.

         
            Chapters 2–7 present the results of the six case studies. Chapter 8 reports the analysis of the results from the cross-case analysis and from the 100 telephone interviews. Chapter 9 has the conclusions from the six case studies and 100 telephone interviews.
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