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1. Introduction

HRM plays a significant role in organisation by providing flexibility and adaptability (Khatri, 1999). It feeds directly into organisation’s success (Marchington & Wilkinson, 2008) by ensuring that the human side of lean management creates lasting value (Frackleton, et al., 2014). This paper has been produced for inclusion in the CIPD delegate pack as a part of discussion on the evolving role of HR in the contemporary business world. 
The term ‘social justice’ is often used to describe the evolution of HRM in nineteenth-century Britain (Torrington, et al., 2008). It originated from industrial welfare, initiated by a small number of progressive employers, who spoke up for improved working conditions (Farnham, 2015). In 1831, a strong humanitarian campaign led by the MPs Anthony Ashley-Cooper and Michael Sadler, and by textile manufacturers of Lancashire and Yorkshire resulted in a Factory Act being passed. Two years later, UK Parliament approved a new Factory Act, this time also establishing a system to ensure that new regulations were followed. The teams of four inspectors were introduced in factories marking the beginning of HR (Parliament, 2017). 
The first officially recognised personnel department has been set up in the US in early 1900s at the National Cash Register Co. to handle grievances, discharges and safety (Fig.1). The trend spread and by 1920s, the role of personnel departments became much more defined. Yet still focusing mostly on recruitment, evaluation and training. It was not until 1970's, when that role expanded into advisory function when the evolving employment legislation forced personnel departments to focus on preventing managers violating the law (Kumar, 2015).
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[bookmark: _Toc501100079][bookmark: _Toc502163167]2. Key forces shaping the HR agenda

[bookmark: _Toc501100080][bookmark: _Toc502163168]2.1 Models of the HR function
The next major shift in HR happened in the 1980’s and 1990's in response to globalisation and neoliberal economic policies (Farnham, 2015). The employers started gradually seeking greater flexibility in their arrangements - the workforce and patterns of work became more diverse and the number of part-time and temporary contracts increased. Internet era that followed initiated surge in number of employees working from home and HR’s traditional role yet again became outdated (Kumar, 2015). 
The number of HR models has been proposed in response to changes. The Harvard Model (Fig.2) recognised that stakeholders’ interests and situational factors affect the HR policy choices of an organisation in terms of shaping employee influence, human resource flow, reward systems and work systems (Boselie, 2015).
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Ulrich’s HR Model separated the policy making, administration and business partner roles at the same time defining HR’s new roles and responsibilities (Fig.3). The goal was to shift the role of HR from administration to strategy (Foster, 2015).
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[bookmark: _GoBack]Recently another shift in HR practice has been observed. Today’s HR is all about the business, creating value for others, managing talent, leadership and culture. First and foremost, HR strategy must be aligned to the broader business strategy to be effective (CIPD, 2017a). In the past, HR role was limited to making sure that employees are competent, have good experience and wellbeing. Nowadays, the employees are put in the business context forcing HR to concentrate on their connection to customers and investors outside the organisation (Gyton, 2017). 
HR can create value for their stakeholders by addressing proactively complex talent and business needs. It can improve the company’s profit margins, positively impact the cost of goods sold, lower the day’s sales outstanding, and increase the price / earnings ratio while liquidating overhead costs to the business (Gregory, 2017).
Framework for Value Creation highlights HR practices required to create value through ‘Talent’, ‘Leadership’ and ‘Organisational Capital’ (Fig.4). The aim is to achieve a clear line of sight between recruiting the talent, the organisational culture, capability and the stakeholder value (Ulrich, et al., 2017).
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[bookmark: _Toc502163169]2.2 HR Strategies
HR strategies need to be integrated into the business strategy to bring about the best deployment and management of the human capital. Private, public and voluntary sectors have each different business context and therefore require different approach to HR (Taylor & Wilkinson, 2016). For instance, one of the main issues HR faces in voluntary sector is an employee engagement - the staff often see their jobs as ‘paid volunteering’ and find it difficult to focus on more challenging and mundane aspects of their work. Also, when it comes to financial incentives, there is much more room for manoeuvre in private sector. Reward management and motivation practices in public and third sectors are therefore much more limited. The other examples of unique features are ambiguity and pace. Unlike in the private sector, the complexity of stakeholder engagement and changes in government can sometimes make the decision-making structure quite unclear in the public sector. And while in the private sector the business tends to be fast-paced and outcome-driven, in the third sector the pace of decision-making is often very different (Roper, 2017).
Organisational response to development and business environment is always critical (Taylor & Wilkinson, 2016). The increasing number of competitors will inevitably force the organisation to embrace new business strategies and HR practices (Armstrong & Sappington, 2006). For example, the extent to which the competition affects organisation’s ability to recruit qualified workers would influence company’s recruitment strategy. In the similar way, HR may be forced to develop programs and incentives to retain key employees (Benjamin, 2017). 
Another major factor that may affect HR strategy is globalisation. The current wave is driven by ideological change and technological revolution (Gupta, et al., 2008). Increasing emphasis on knowledge-based competitiveness accelerated the importance of human capital; staying abreast of new strategies is now necessary for finding and attracting talent (Wan, et al., 2002).
[bookmark: _Toc501100081][bookmark: _Toc502163170]2.3 Insights and solutions to support business performance
The ‘best practice’ approach is a set of HRM practices designed to support business performance. It is often regarded as universal as it can be adopted in any situation (Armstrong, 2016) for instance employment security, selective hiring, self-managed teams, high compensation contingent on performance, training, reduction of status differentials and sharing information (Pfeffer, 1994). The ‘best fit’ approach is based on the idea that organisation’s HR strategies should be linked to the type of organisation and its circumstances. The aim is to achieve competitive advantage (Armstrong, 2016). These criteria can be fulfilled via innovation (unique products/services), quality (high-standard products/services) and cost leadership (minimising expenses) (Porter, 1985). 
[bookmark: _Toc501100082][bookmark: _Toc502163171]2.4 Business ethics and accountability
There is a considerable overlap between ethics and the law; nonetheless the two are not equivalent. The business ethics often begins where the law ends, as while the law defines the minimum acceptable standards of behaviour, it doesn’t cover every possible ethical issue in business (Crane, 2016). When setting up HR agenda, the organisation should always take into account the ethical considerations. They include interests of stakeholders of the organisations (employees and employers) as well as the wider community and the society in general (Armstrong, 2016).
Organisational codes of ethics and professional codes of conduct provide framework to determine what is important to consider (Biech, 2007). There are a strict set of rules that all members of CIPD are required to adhere to (see Appendix A). These obligations form a Code of Personal Conduct (CIPD, 2017b).
As well as having a personal responsibility for ethical decision-making, HR professionals are responsible for promoting ethical behaviour within the organisation. This can be achieved by development or adoption of corporate code of practice. M&S Code of Practice is one such example. The Code obliges all suppliers to ensure their product meets minimum labour standards, the national law and the Global Sourcing Principles (M&S, 2016). Ethical trade means that retailers, brands and their suppliers take responsibility for improving the working conditions of the people who make the products they sell. The Ethical Trading Initiative (ETI) is a leading alliance of companies, trade unions and NGOs that promotes respect for workers' rights around the globe (Fig.5). Their vision is “a world where all workers are free from exploitation and discrimination, and enjoy conditions of freedom, security and equity” (ETI, 2017).
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[bookmark: _Toc501100087][bookmark: _Toc502163172]3. Tools for analysing the business environment

[bookmark: _Toc501100089][bookmark: _Toc502163173]3.1 Internal and External Factors
To be effective, HR strategy must be aligned to the broader business strategy. HR must focus on the forces that affect organisation’s performance and it is critical that some basic elements are not overlooked or ignored during this process (CIPD, 2017a). There are numerous external and internal factors affecting HR practices and shaping the HR agenda and they differ significantly across countries (Ozutku & Ozturkler, 2009). 
The external factors that affect HR practices can be defined as the elements that cannot be controlled and changed as per organisation needs (Kane & Palmer, 1995). Their understanding will have a positive effect on broader business policy as well as workforce planning, organisational change and many other HR related areas (CIPD, 2017a); for instance, the government policies will affect any strategic training and development activities (Mabey & Salaman, 1995). 
The internal factors are organisational characteristics that are related to HR practices (Milkovich & Boudreau, 1991). For instance, various HR practices at small and medium enterprises are influenced by ownership, age and size of firms (Zheng & Morrison, 2009). 
One of the most commonly used tools for analysing the business environment is SWOT analysis. It identifies the strengths, weaknesses, opportunities and threats relating to a project or business (Gregory, 2017). The value of a SWOT analysis can be enhanced when used with other analysis tools such as PESTLE and PRIMO-F (CIPD, 2015a).
[bookmark: _Toc502163174]3.2 SWOT
SWOT analysis examines the internal and external factors that are either supportive or unfavourable to achieving organisation’s objective (see Appendix B).  The internal factors (strengths and weaknesses) are relative to competitive forces, while the external factors (opportunities and threats) emerge as a result of the competitive dynamics caused by future gaps in the market (CIPD, 2015a).
The main advantages of SWOT analysis are its flexibility and a simple framework that encourages strategic thinking. SWOT analysis is an extremely useful tool as it enables an understanding of the strengths and weaknesses of the organisation. It also helps to anticipate future threats and therefore avoid or minimise their impact. Finally, it helps the organisation to spot and exploit business opportunities (CIPD, 2015a). 
The simple framework of SWOT can however be also seen as a disadvantage, as a lack of detailed structure may lead to key elements getting missed. Furthermore, to be effective, the analysis needs to be undertaken on a regular basis and the involvement of different people is required to achieve different perspectives. The other disadvantages are the fact that it is easy to over-simplify data and the possibility of replacing factual data with assumptions. Finally, too much data might be overwhelming and end up with misleading results (CIPD, 2015a).
[bookmark: _Toc502163175]3.3 PRIMO-F
PRIMO-F analysis provides consistent framework to examine the internal factors (people, resources, innovation, marketing, operations and finance) (CIPD, 2015a). It is a simplified way of showing strengths and weaknesses in these areas (Morrison, 2010).
The advantage of PRIMO-F is that it provides a consistent framework for comparison and benchmarking either from within the organisation or to benchmark against a previous analysis or benchmark against other organisations (Morrison, 2010). 
However, PRIMO-F is not in itself a solution. It was designed to be used alongside the SWOT analysis, enabling it to work more effectively (Morrison, 2010).
[bookmark: _Toc502163176]3.4 PESTLE
PESTLE analysis helps to identify external factors (political, economic, sociological, technological, legal and environmental) that may impact organisation’s strategy and business decisions. The organisation itself cannot influence them, yet their understanding can maximise opportunities and minimise threats. Examining these risks will allow HR and senior managers making informed decisions and highlight potential for additional costs (CIPD, 2017a).
PESTLE’s main advantage is its simple framework facilitating an understanding of the wider business environment. The analysis encourages the development of external and strategic thinking. It can enable an organisation to anticipate future business threats and take action to avoid or minimise their impact. It also helps to spot business opportunities and exploit them fully (CIPD, 2017a).
The main disadvantage of PESTLE is the pace of change in external factors that makes it increasingly difficult to anticipate developments that may affect an organisation in the future. Similarly to SWOT analysis, PESTLE needs to be undertaken on a regular basis to be effective. Likewise, some users may oversimplify the amount of data used or base their decisions on assumptions that subsequently prove to be unfounded (CIPD, 2017a).
[bookmark: _Toc501100093][bookmark: _Toc502163177]4.  Factors that have impact on an organisation’s business and its HR function

The flexibility of SWOT, simplicity of PESTLE and consistency of PRIMO-F make them extremely useful tools. However, they do have their disadvantages and therefore it is best to use them together (CIPD, 2015a):
[bookmark: _Toc501100094][bookmark: _Toc502163178]4.1 Size of organisation (SWOT - strength)
The size of organisation plays an important role in the intensity and type of HR practices (Garavan, et al., 2008). HR challenges will differ depending on the size of a company, for instance, the organisations may have to alter HR practices because of the different legal requirements. The main difference between small and large organisations is however in terms of resources, money, and time. Budgetary and time constraints that are more typical to smaller companies, will limit their recruitment efforts. The larger organisations usually have a wider range of recruitment processes and use a greater number of selection procedures. For example, larger firms are more likely to advertise through national newspapers, trade magazines, and other media sources. The smaller firms tent to use internal job postings, advertisement in local newspapers and social networks. Time and resource restrictions will also affect the selection of qualified individuals. While larger companies can afford to use more sophisticated and lengthy testing such as intelligence or personality tests, smaller companies are more likely to focus on the use of performance tests instead (Kerin, 2015). 
[bookmark: _Toc501100097][bookmark: _Toc502163179]4.2 Organisation’s workforce (PRIMO-F - people factor)
Investing in people’s skills has positive impact on productivity and other business outcomes. The research showed that this influence can be greater than impact of investment in IT, in machinery, or in R&D; the more highly qualified and educated workforce is the greater productivity, innovation and higher quality products or services can be achieved (Tamkin, 2005). Yet, while skills can be taught, attitude cannot be coached. Less-experienced employees with positive attitude are more beneficial than the experienced ones who refuse to assimilate and share in a company’s success. The stories of positive work culture spread fast and the enthusiasm is one of the best drivers of recruitment. Another benefit of good culture is employee engagement that leads to low turnover and increased retention rates (Fermin, 2015).
[bookmark: _Toc501100096][bookmark: _Toc502163180]4.3 New technology (PESTLE - technological factor)
New technology allows access to larger than ever amount of data. It impacts the way businesses understand their customers, market to new audiences, and communicate with existing and prospective employees. HR needs to embrace and build on technological advancements to meet both employee expectations and business requirements (Biro, 2017). The two most prominent areas of technology that affect HR are HR software and the social media. Social networking plays an important role in HR, particularly when it comes to recruitment. According to a survey, almost a quarter of employers are regularly using sites such as Facebook and LinkedIn to recruit staff. HR software is currently shifting towards on-demand option and the move towards unified talent management systems can be observed. Furthermore, the design of HR software is also changing. The new trend is to include broader business user such as line managers and employees within the organisation (Christie, 2009).
[bookmark: _Toc501100095][bookmark: _Toc502163181]4.4 National economy (PESTLE - economic factor)
There is a significant interference of national economy on HR policies (Rosman, et al., 2013) and economic trends, such as unemployment rate, have big influence on organisations’ HR agenda (Mello, 2006). The shape of the current economy not only affects the talent pool, but it might affect organisation’s ability to hire anyone at all. One of the biggest ways to prepare against economic conditions is to not only know what is happening in the world, but also create a plan for when there is an economic downturn (Onsarigo, 2016).












[bookmark: _Toc501100098][bookmark: _Toc502163182]5. Key stages in strategy formulation and implementation

[bookmark: _Toc501100099][bookmark: _Toc502163183][bookmark: _Toc501100100]5.1 Strategy Formulation
There are three main elements in design of strategy: the goals to be achieved, policy guidelines for action and programmes to accomplish them (Quinn, 1980). Numerous models that focus on formulation, implementation and evaluation have been introduced. David’s Model of Strategic Management Process (David, 2009) indicates all major steps that must be met and illustrates the process as a continuous activity (Fig.6) (Jurevicius, 2013).
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HR strategies are driven by company’s goals and objectives that derive from organisation's mission, vision and values. To ensure the link, they need to have external fit with business strategies and be vertically integrated with them. Furthermore, there needs to be horizontal integration with all aspects of HR strategy i.e. internal fit that allows the strategies to support each other ensuring that all strategies work together and are not in competition. The greater the degree of vertical and horizontal integration within an organisation, the more effective HR strategy. Finally, operational alignment of strategies ensures that the work will be actually be completed (Richards, 2017).

[bookmark: _Toc502163184]5.2 HR’s contribution to business ethics and accountability
The management of human resources is often seen as an ethical problem between rights and duties. From an ethical perspective, the employees should never be treated as a means only and accepting the responsibility to act in the best interest of the organisation and its workforce is essential (Crane, 2016). 
There are distinct two aspects of business ethics: ‘specific situations in which ethical controversy arises’ and ‘the principals of behaviour by which it is appropriate to abide’ that include ethics of employment (pay, unions, worker’s rights, equal opportunities, non-discrimination, whistle-blowing), ethics of accounting (finance, restructuring and investing) and ethics of information (Chryssides & Kaler, 1993). 
Winstanley et al (1996) recommended a framework for analysing HRM (Fig.7). To bring the greatest benefit to organisation, HR role should cover employment charters, legal regulation, innovation in good practice, challenge inevitability of demise of job security (Winstanley, et al., 1996).
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Specific workplace situations require decision makers to decide which choice is right for them. CIPD identified eight ethical perspectives for navigating workplace dilemmas to assist HR professionals in making the right choice (Fig.8) (CIPD, 2015b):
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These lenses aren’t necessarily mutually exclusive. Some like democracy and human rights might support one another; others might co-exist but be appropriate to different kinds of decision or situation. Some are easy to combine, but there are potential confusions between others and they can’t be applied simultaneously. Finally, they can give very different advice once distinguished for example merit versus markets (CIPD, 2015b).




















[bookmark: _Toc502163185][bookmark: _Toc501100101]6. Evaluation of business performance 

[bookmark: _Toc501100102][bookmark: _Toc502163186]6.1 Business Performance
Traditional HR evaluation focused on the efficiency and effectiveness of the range of practices it covered.  The most commonly used evaluation tools included HR statistics, KPIs and Balanced Scorecard. ‘HR Statistics’ are for instance the number of job applicants, turnover, and training hours per employee. Gathered together are very useful in terms of internal or external benchmarking. ‘KPIs’ (Key Performance Indicators) involve setting targets for activities that are critical for achieving business objectives and assessing performance against them. ‘Balanced Scorecard’ lists agreed set of performance and the strategic objectives (Wilkinson & Taylor, 2016).
[bookmark: _Toc501100103]The evolution from people-performance to organisational-performance orientated function lead to new requirement for self-evaluation based on ‘three savvies’. The new requirement is for the professional to be ‘contextual’, ‘organisational’ and ‘business’ savvy. The first ability involves being alert to external factors and macro trends affecting the organisation at present and in future. The second is having a sophisticated understanding of people and culture of organisation. Finally, HR professional should understand the business side of operations including the way company makes money and what matters most when it comes to its commercial health (Wilkinson & Taylor, 2016).
[bookmark: _Toc502163187]6.2 Business Planning and Change Management
Alignment of HR strategy with the business objectives focuses on two areas.  At first, HR should compare its agenda with business strategy to ensure the top priorities match up. Secondly, HR should create a plan to meet the business strategy. Action plans and measurement are needed to turn strategy into outcomes (PersonnelToday, 2002). The objectives would include achieving effective resourcing, reward management, employee engagement and ensuring that training and development satisfy the needs of the organisation as well as the individual (Turner, 2002).
The organisational change can be driven by many different forces and a failure to introduce it effectively can have a negative impact on market position, stakeholder credibility, employee engagement and other elements crucial to company’s success (CIPD, 2017c). The first basic mechanism for managing change was Lewin’s Three Steps Change Process that defined change as moving from one static state via a state of activity to another static state. It involved three steps: ‘unfreezing’, ‘changing’ and ‘refreezing’ (Lewin, 1947). 
Six Steps to Effective Change model focuses on the process to achieve effective change. It is based on the notion that changes in attitudes lead to changes in behaviour (Beer, et al., 1990). HR’s contribution in each phase is crucial (Kew & Stredwick, 2010) (Fig.9). 
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HR has a significant role to play in any change management process, because it concerns both controllable (business processes) and the uncontrollable (people).  
The HR contribution to the controllable - The contribution to developing change process may include for instance harmonising short-term goals with strategic needs, but also identifying skills gaps and advising on training and working practices. It is because change often requires adopting new behaviours and acquiring different skills, and HR can organise the learning and development programmes required to do this (Wilkinson & Taylor, 2016).
The HR contribution to the uncontrollable - HR can deal with uncontrollable by being aware of potential reactions to change and offering faster and more efficient response as a result (Wilkinson & Taylor, 2016). Kübler-Ross (1973) defined a psychological process by which humans respond to change. Its redefined model popularly referred to as ‘The DREC Cycle’ (Fig.10), explains a four-step process for adopting new patterns of behaviour or working practices: denial, resistance, exploration, commitment (Platt, 2015).
[image: ]
When managing uncontrollable, in addition to management of expectation and conflict, HR should focus on appropriate communication and creating change-ready culture to ensure employees participation in change. A clear vision of future will lead to less confusion and less resistance. The understanding of existing culture can be achieved by interviews, focus groups or satisfaction surveys (Wilkinson & Taylor, 2016).











[bookmark: _Toc502163188][bookmark: _Toc501100104]7. The use of business and contextual data 

[bookmark: _Toc501100105][bookmark: _Toc502163189]7.1 Internal Information
[bookmark: _Toc501100106]There are several different sources of business and contextual data that can be assessed and utilised for planning purposes. Internal information is the one most frequently used. It involves an analysis of quantitative and qualitative HR data ranging from head count and costs to information about culture.  Well-designed HR plan highlights head count changes that flow from the business strategy, cover the practicalities of staff supply and demand, and organisational development techniques. However, it should also address measures such as return on investment, increase in sales, and improvements to productivity (PersonnelToday, 2002).
7.2 Industry Information
The employees are the most valuable asset for any organisation and therefore it is very important for HR to develop strategies that improve their experience and engagement. The understanding of industry helps to identify areas of weaknesses, areas that need improvements, training needs and employee satisfaction levels as well as current industry trends (Bhatia, 2017).
[bookmark: _Toc501100107][bookmark: _Toc502163190]7.3 Competitive Information
[bookmark: _Toc501100108]Gathering and analysing information about competitors’ activities and business trends allows to further organisation’s goals. Firstly, it helps to anticipate events that impact HR by providing insight into competitors’ strategic HR decisions. Secondly, the decisions made with competitive information can positively impact company’s competitive advantage. For instance, gaining knowledge of innovative HR tools and practices used by competition allows developing a counter-strategy. Finally, competitive information helps to identify and track new competitors (Gill, 2003).
[bookmark: _Toc502163191]7.4 Government Information
Governments Information provides countless opportunities for economic, political, scientific, and social initiatives and innovation (Janssen, et al., 2017). Many governments around the world are increasingly committing to make their vast reams of data both accessible and usable. UK government continue to lead the way, with others keen to follow suit (Beardmore, 2017). 


[bookmark: _Toc501100109][bookmark: _Toc502163192]8. Conclusion

HRM evolved from industrial welfare and the HR models changed and advanced. Today, the HR component of the organisation is thought about as a strategic contributor to business success. The aim is to achieve a clear line of sight between recruiting the talent, the organisational culture, capability and the stakeholder value (Ulrich, et al., 2017). 
The best deployment and management of the human capital depends on effective integration of HR strategies into the business strategy. This paper assessed the factors which impact on an organisation’s business and its HR function, and provided the tools for analysing the business environment.
The role of HR in strategy formulation and business planning has is critical and the number of different sources of business and contextual data can be utilised for planning purposes.
Finally, when setting up HR agenda, the organisation should always take into account the ethical considerations. Corporate codes of ethics and professional codes of conduct can provide framework to determine what is important to consider (Biech, 2007).
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