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Guest Editor’s Introduction
to the Thematic Issue

In the global economy, organizations most likely to succeed should
be, at the same time, big and strong as well as small and flexible.
Managers of organizations are constantly innovating with their use
of available management tools and business practices. Some tools,
like strategic planning, leadership, customer segmentation and sup-
ply chain management, have gained global acceptance while oth-
ers are less universal. In this issue we seek answers to the follow-
ing questions: The variety of organizations and contingencies is im-
mense; is it therefore possible to determine only some dimensions
and generic solutions?

This thematic issue begins with a paper written by Elzbieta Wron-
ska-Bukalska who examines how share repurchase activities are as-
sociated with employee compensation plans and firm performance.
In the second paper, Daiga Ergle presents a viewpoint on the foster-
ing employee engagement through gamification. In the third paper,
Stawomir Jarka in Maciej Ruciniski examine the culture as a mod-
erator in high commitment management. In the fourth paper, Eva
Gatarik investigates how skilful performance enacts the organiza-
tional knowledge. In the last — fifth paper, Binod Timilsina argues
that in order to gain and sustain superior business performance, a
firm’s sustainable competitive advantage is not enough, its opera-
tions also needs to be competitively distinct.

We are grateful to the organizers of the mic 2015 International
Conference ‘Managing Sustainable Growth,” which was held in Por-
toroz, Slovenia between 28 and 30 May 2015. All papers were ref-
ereed through a double-blind peer review process and five papers
have been accepted for this thematic issue. A special thanks go to
the writers of these papers.

Klemen Kavcic
University of Primorska, Slovenia
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Stock Repurchases, Stock
Compensation, and Firm
Financial Performance

ELZBIETA WRONSKA-BUKALSKA
Maria Curie-Sktodowska University, Poland
elzbieta.bukalska@umcs.lublin.pl

In this paper I examine how share repurchase activities are asso-
ciated with employee compensation plans and firm performance.
I assume that repurchasing shares in order to pay managers/
employees with shares is an incentive and leads to higher effort
and better firm financial performance. I perceive firm financial
performance in terms of profitability and liquidity (not stock prices).
The empirical research was carried out for the years 2004-2013
and for companies that repurchased their share and distributed
them among employees/managers as an incentive. I analysed how
the financial performance had changed two years after the share
repurchase. The empirical evidence in this study suggests that
share repurchase is carried out not only as a substitute for div-
idend payment. Quite often companies announce share repur-
chase in order to conduct employees/managers incentive pro-
gram. However, I found that repurchasing shares in order to con-
duct employees/managers share incentive programs does not lead
to firm financial performance improvement.

Key words: share repurchase, buy back, incentive program,
compensation plan, firm performance

Introduction

In recent years, share repurchase programs have become an impor-
tant financial management tool. E. F. Fama and K. R. French found
that in the years 1978-1999 the proportion of dividend payers fell
from 66.5% to 20.8% (Fama and French 2001). Grullon and Michaely
(2002) found that expenditures on share repurchase programs (re-
lated to total earnings) increased from 4.8% in 1980 to 41.8% in 2000.
Consequently, share repurchases as a percentage of total dividends
increased from 13.1% in 1980 to 113.1% with the amount of 200 bil-
lion dollars. They also found that the amount of share repurchase as
a percentage of net profit increased from 4% to 31% and the number
of companies repurchasing their shares increased from 31% in 1972
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Elzbieta Wronska-Bukalska

to 80% in 2000 (Grullon and Michaely 2002). In 1999 and 2000 in-
dustrial firms spent more money on share repurchases than on div-
idend payments. It means that for the first time in history, share re-
purchase programs have become more popular than dividends. The
number of us companies and the amount of money spent on divi-
dend payment were reduced, while the number of companies and
money spent on share repurchase increased (Fama and French 2001;
DeAngelo, DeAngelo, and Skinner 2004; Hrdlicka 2006).

Due to the financial crisis, American companies diminished the
amount of money spent on dividend and share repurchase. Yet, they
did not stop paying them out. Even in uk, Canada, France, Italy,
Spain, Denmark, Netherlands, Poland and Switzerland the number
of companies repurchasing their shares was growing (Lee, Ejara, and
Gleason 2010).

Because of growing popularity of share repurchases, it is worth
looking into their reasons and results. Therefore, the main reason
of share repurchase, which is commonly quoted in the literature, is
cash transfer. What appears to be generally ignored in the literature,
are studies exploring other reasons for repurchasing shares (e.g. in
order to change capital structure, to create employee ownership).
That is why the objective of this paper is to investigate the role of
share repurchase in creating employee ownership and the financial
results of introducing employee ownership.

The contributions of this study to the debate on share repurchases
are two-fold. First, the paper provides evidence that cash transfer
is not the most important reason for share repurchase. Second, this
research presents the financial standing of companies introducing
share repurchase in order to build employee/manager ownership.

This article is organized in the following manner. At the begin-
ning, the paper develops share repurchases’ reasons. The reasons
for share repurchases are examined internationally. Then, the pa-
per examines the literature on employee/manager ownership and
firm financial performance. Later, the study discusses the research
methodology and provides empirical analysis on the reasons for
share repurchase and financial standing of companies introducing
employee/manager ownership. Finally, the study presents the find-
ings and suggestion for future research.

Share Repurchase Theories and Reasons:
Literature Overview

There were some attempts that aimed to explain the share repur-
chase phenomena. Theories trying to explain the share repurchase
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programs fall into two groups: dividend theories and capital struc-
ture theories (Hsieh and Wang 2009). The most popular approach
associates share repurchase with payout policy and then share re-
purchase is regarded as a substitute for dividend payment (cash
transfer). These studies attempt to explain share repurchase based
on dividend theories but they are still dividend theories, which only
might be applied to explain the share repurchase as a payout of ex-
cess cash. In all these attempts share repurchase is deemed as a
substitute for dividend and share repurchase is deemed as a part of
payout policy.

Based on the dividend and capital structure theories there were
some theoretical approaches developed. These approaches trying to
explain share repurchases popularity include tax environments, the
agency theory (agency costs, free cash flows and signalling hypoth-
esis), leverage effect, timing (undervaluation), improving Eps (sig-
nalling hypothesis). A variety of theories implies a variety of reasons
and motives for share repurchase (Quintana and Hege 2006; Oswald
and Young 2002; Dhanani and Roberts 2009; Cremers 2012; Gupta,
Jain, and Kumar 2005; Wahid 2013; Hsieh and Wang 2009).

There are many studies carried out for the us companies repur-
chasing their shares. Studies refer usually to the reaction of investors
to share repurchase announcement, signalling hypothesis, and in-
formation content, and undervaluation hypotheses. There is a com-
monplace belief that the us companies repurchase their shares be-
cause they want to transfer excess cash or to prevent a fall in share
prices (undervaluation hypothesis) (Badrinath and Varaiya 2000).
Various influences of the multiple forces behind the increase in
share repurchases in the us have changed over time. The early liter-
ature on share repurchases (Dann 1981; Vermaelen 1981) developed
models consistent with signalling of undervaluation. With the safe
harbour policies of the skEc in 1983, supported by similar actions by
the 1Rs, tax savings and flexibility motives became stronger. The in-
creased threats of takeovers that emerged at about the same time
increased the role of share repurchases as a takeover defence.

The research carried out in France, Germany, and Italy (Lee, Ejara,
and Gleason 2010) for the period 1990-2005 found out the support
for the undervaluation hypothesis and the takeover deterrence hy-
pothesis. However, they did not provide the support for the excess
cash hypothesis or the optimal leverage ratio hypothesis.

The research carried out only for Germany (Zdantchouk 2003)
found out that since the ban lift for share buy-backs in Germany in
May 1998, the most popular reason for buying back own shares was
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to use the repurchased stocks as currency for future acquisitions.
Undervaluation of the stocks seemed to be the second important ra-
tionale for share buy-backs. The role of treasury stocks for its imple-
mentation in employees’ incentive programs increased significantly
over time (4% in 1999 and 12% in 2002).

Another research for Germany and the Netherlands showed that
the results confirmed the expectations of the capital market allo-
cation hypothesis, the capital structure adjustment hypothesis, the
dividend substitution hypothesis and the undervaluation hypothesis.
The free cash flow hypothesis was confirmed only in part. No evi-
dence was found that the low tax rate on capital gain in the Nether-
lands resulted in higher abnormal returns (Cremers 2012).

Most repurchasing companies in the uk identified multiple rea-
sons. While the opportunity to return excess cash to shareholders
was by far the most frequent motivation, for 73%. Other reasons that
follow include the need to improve the reported eps level (49%); sig-
nal undervaluation of company shares (39%); and optimise the com-
panies’ gearing ratios (36%). Additionally, just under one third of the
respondents (29%) claimed that they used repurchase programs in
response to investor expectations; 27% — as a flexible means of cash
distribution, to influence capital structure and investment decisions;
and 26% — to influence company share price. All other motivations
including the provision of shares for reissue and as a signal of an im-
provement in future performance were less prominent, as they were
present in under 25% of the cases canvassed (Rau and Vermaelen
2002; Dhanani and Roberts 2009).

As for Canada, there is research carried out by McNally (2002).
The majority of analysed companies, as 69% of these firms, were
motivated by the insiders’ belief that the firm’s shares ‘represent a
good investment’ or ‘are currently undervalued by the market.” Such
wording is generally consistent with both the signalling and under-
valuation hypotheses. 12% of the issuer bids were motivated to offset
the dilution caused by employee stock ownership plans (Esops), and
the remaining 19% of the announcements did not offer a clear mo-
tive.

Research for Taiwanese listed companies was carried out by Wen
(2006). The companies in Taiwan were not allowed to buy back their
outstanding shares until August 2000. Listed companies now are able
to make repurchase announcements for only three reasons. Empiri-
cal research found their importance as follows: (1) providing shares
as incentives (64%), (2) converting bonds to shares (1%), and (3) pro-
tecting company creditability and equity (35%).
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In Japan, both the purpose and the fund for stock repurchase are
regulated. Firms can repurchase shares only for the purpose of (1)
retirement of shares or granting stock options to executives and em-
ployees and (2) assigning stocks for an employee stock ownership
plan. Out of all companies repurchasing their shares 23% announced
stock option as the purpose of share repurchase program, while 77%
announced retirement programs as the purpose (Wada 2005).

To sum up, it is not only the cash transfer or dividend substi-
tution. There are many reasons for the companies to start repur-
chasing their shares. One of the most important reasons was im-
plementing stock-based compensation programs. Most theories and
studies regarding share repurchase refer to cash distribution (asso-
ciated with MM theorem), and undervaluation (associated with sig-
nalling and timing hypotheses).

However, some studies show that important rationale for share re-
purchase is repurchasing shares in order to distribute them among
employees and managers (providing shares as an incentive for em-
ployees and managers and building managerial/employee owner-
ship). This facet seems to be a very important issue while discussing
the share repurchase phenomena. The role of this rationale seems
to be undervalued although it is quite a popular reason for share
repurchase in many countries.

Share Repurchase and Employees/Managers Ownership

There are some studies showing that while repurchases were rising,
the use of stock-based compensation was taken off. Three quarters
of the members of the S&P 500 from 1994 to 1998 increased stock
option grants over the period (Strege 1999; Weston and Siu 2003).
Jolls (1996) and Fenn and Liang (2001) focused on the form of exec-
utive compensation as an explanation for the growth in share repur-
chases. Liang and Sharpe (1999) also observe that the sharp increase
in buyback in the 1990s was accompanied by a corresponding rise in
employee stock-option awards.

The idea of providing shares as an incentive for employees and
managers and building employee/managerial ownership draws on
the agency theory and agency problems (different interests of prin-
cipals and agents) (Alchian and Demsetz 1972; Fama 1980; Jensen
and Meckling 1976; Fama and Jensen 1983; Jensen 1986). The agency
dilemma (principal-agent problem) concerns the difficulties in mo-
tivating one party (the ‘agent’), to act in the best interests of another
(the ‘principal’) rather than in his or her own interests.

Various mechanisms may be used to align the interests of the
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agent with those of the principal (Pendergast 1999). One of them is
employee/managerial ownership. Employee share ownership sche-
mes can enhance commitment (direct participation, job satisfac-
tion and investment orientation), resulting in improved economic
performance and organizational performance (increased flexibility)
and, hence, in improved industrial relations (reduced conflict) (Lan-
dau et al. 2007). It provides employees with incentives to work more
and better and to cooperate with colleagues and the management,
since their income will increase if the company performance im-
proves (Pérotin and Robinson 2002).

There are also a lot of studies referring to impact of managerial
ownership on the company performance. The initial thrust of the lit-
erature that analyzes the effect of managerial ownership on the com-
pany performance was that: greater managerial ownership benefits
shareholders because it increases managers’ incentives to increase
firm value (Jensen and Meckling 1976; Morck, Shleifer, and Vishny
1988; Stulz 1988).

Other studies pointed out, however, that if managers own a sub-
stantial percentage of the company shares, they may try to entrench
themselves in the company they manage by over-investing (empire
building) and accepting negative present value projects that reduce
corporate wealth (Demsetz 1983; Fama and Jensen 1983).

Many empirical studies found no relationship between managerial
ownership and the company performance (Brick, Palia, and Wang
2005; Cho 1998; Demsetz and Villalonga 2001; Loderer and Mar-
tin 1997, Vafeas and Theodorou 1998). However, Faccio and Lasfer
(1999) found that this relationship is merely weak. Other studies
found that there is a relationship but that it is non-linear. For ex-
ample, Morck, Shleifer, and R. Vishny (1988) found a positive re-
lationship between Tobin’s Q and managerial ownership for own-
ership levels between o and 5 percent and above 25 percent. For
intermediate levels, the relationship is negative. McConnell and Ser-
vaes (1990) found a similar relationship in their study, but identi-
fied the inflection point between 40 and 50 percent of ownership.
Hermalin and Weisbach (1991), Holderness, Kroszner, and Sheehan
(1999), Cebenoyan, Cooperman, and Register (2000), Cui and Mak
(2002), and McConnell, Servaes, and Lins (2008) provided support
for the non-linear relationship between managerial ownership and
the company performance.

Employee share ownership can provide a means of ‘internalizing
the stakeholder-firm relationship’ (Landau et al. 2007). The idea of
employee ownership has attracted support across the governmen-
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tal field, often being perceived as a form of economic equality that
matches political democracy. Employee share ownership can have
an important role to play in boosting economic growth, promoting a
fairer distribution of income and wealth, and giving individuals bet-
ter control and autonomy over their own lives (Bridne and Nicholson
2012; Martes 2012).

Methodology

Several recent studies have noted a phenomenal increase in stock
repurchases in the past two decades. In 1998, for the first time, to-
tal funds paid out via repurchases have exceeded those paid out in
the form of dividends. Particularly interesting was the surge in re-
purchases over 1995-1999 during soaring valuations (and the drop
in stock buybacks in 2000 when stocks were cheap). This buyback
surge was also accompanied by a rise in employee/managers stock
awards as an incentive program for managers and employees and
attracted an increasing amount of attention from the business press
and academics. However, there is no research on the effect of share
repurchase (in order to distribute them among employees and man-
agers) on financial performance of the company. The main obvious
reason for implementing share incentive programs for employees or
managers is to encourage them to more effective effort that leads to
better performance.

The purpose of this study is to test the following hypothesis: com-
panies repurchasing their shares in order to distribute them among
employees and managers enhance the company financial perform-
ance.

The research covers the publicly traded companies on the Warsaw
Stock Exchange. The analysis is done for the years 2004—2013. I be-
gan by examining firms’ motives for share repurchases. I examined
share repurchases announcements from 2004-2013 to determine the
number of companies that started repurchasing their shares and to
find out the rationale for repurchasing shares. I examined also other
announcement to find out the number of companies implementing
stock incentive programs. The next step was to identify the number
of companies repurchasing their shares in order to distribute them
among the employees and managers. To investigate this, I use data
from cpwInfostrefa to collect information on companies repurchas-
ing their shares and the reasons for this.

After having identified companies repurchased their shares in or-
der to distribute them among the employees and managers, I exam-
ined their financial situation. I compared financial ratios before and
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after repurchasing shares. To investigate this, I use the data from
Notoria Serwis to collect financial information of companies repur-
chasing their shares in order to distribute them among employees
and managers.

To verify the hypothesis, I had to decide on the way of measuring
financial situation and the method of comparing the financial ratios
of companies repurchasing their shares in order to distribute them
among employees and managers. A close look at the subject litera-
ture on employee/managerial ownership and the company perform-
ance raises serious questions about how the company performance
was measured and tested. In literature, most measurements of the
company performance were one-dimensional and they focused ei-
ther on firm value (measured as Tobin’s Q), equity returns, volatility
of equity returns or some other based on stock prices. I decided on
several financial ratios:

* profitability: RoS, ROA, and ROE, and
* liquidity: current ratio, quick ratio and cash ratio.

Then I decided to compare the financial ratios of the two periods —
before and 2 years after repurchasing shares. To verify whether the
financial situation has changed, I applied descriptive statistics and
non-parametric Wilcoxon test for mean (matched sample, data for
the same sample from two different periods).

Research Findings

The total number of companies listed on the Polish Stock Exchange
that started repurchasing their shares in the period of 2005-2013
amounts to 239. It is more than one third of the companies listed
on the Polish Stock Exchanges listed at the end of 2013.

Under The Polish Commercial Code there is no requirement to
indicate the reason for share repurchase. Thus, it is only optional
and good will when companies indicate the reasons for share repur-
chase. Therefore, it is more often than not that companies indicate
no reason or many reasons for share repurchase. About 70% of all
companies that started share repurchase in the years 2005-2012 do
not indicate any reason. One might conclude that companies expect
investors themselves to assign information content to share repur-
chase according to their knowledge. In this manner the managers
are given a wide leeway to take decision on allocation and usage
of repurchased shares at their convenience. The most common in-
dicated reason for repurchasing shares is an incentive program for
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TABLE 1 Reasons for Share Repurchase Indicated by Polish Companies Listed on

WSE
Year Number Reasons

(1) (2) (3) (4) (5)
2005 22 3 4 2 o 13
2006 14 [¢) o] 2 2 10
2007 10 o o 1 o 9
2008 40 o) 4 5 4 27
2009 30 o] 3 10 1 16
2010 17 o 1 4 2 10
2011 34 o 1 7 2 24
2012 45 o) 6 3 5 31
2013 27 o 2 2 2 21

NoTES Column headings are as follows: (1) cash distribution, (2) undervaluation, (3)
incentive system for employees, (4) capital group restructuring, (5) no reason or many
reasons indicated.

managers and employees — 36 companies. About 14% of all compa-
nies repurchasing their shares indicate this reason.

It is important that in the previous period (1990-2004) no pub-
lic company in Poland implemented any motivation programs for
employees and managers. In the period of 2005-2013 there were 93
companies that announced starting to develop and implement em-
ployee/managers motivation programs. In addition, these intentions
resulted in 8o implemented motivation programs (some of them re-
mained not applied). Ultimately, designed and implemented pro-
grams were based on different basis (options, or warrants, or newly
issued shares, or even bonds or share repurchase programs). Among
these companies that started implementing motivation programs
were 36 companies repurchasing shares at the same time.

The analysis of financial standing of the companies that started to
repurchase their shares in order to provide their employees/mana-
gers covers financial ratio of the two periods — before share repur-
chase and 2 years later. At the beginning the profitability ratio was
analysed (table 2).

Less than the half of the companies repurchasing their shares in
order to distribute them among the employees and managers (about
14 companies) have higher profitability than the average for the
whole economy. However, this is especially true for companies that
started repurchasing their shares in 2005, 2006, and 2007. Among
companies that started to repurchase their shares in years 2008,
2009, 2010 and 2011 there were fewer companies with profitability
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TABLE 2 Profitability Characteristics of the Companies that Repurchased Their
Shares in Order to Distribute Them among Employees and Managers

(1) ROS ROA ROE

(2) (3) (4) (2) (3) (4) (2) (3) (4)
2005 100 100 50 100 100 50 100 100 50
2006 50 50 o 100 50 50 100 100 50
2007 100 o o 100 o o 100 o o
2008 8o 80 20 40 20 20 20 40 40
2009 50 30 40 50 10 30 40 30 30
2010 25 25 25 50 25 50 50 25 50
2011 71 43 29 43 29 14 57 43 29

NoTES Column headings are as follows: (1) year of share repurchase, (2) percentage
of companies with higher ratio than average for the economy before the share repur-
chase, (3) percentage of companies with higher ratio than average for the economy
two years after the share repurchase, (4) percentage of companies that improved ratio
during two years after the share repurchase.

TABLE 3 Liquidity Characteristics of the Companies That Repurchased Their
Shares in Order to Distribute Them among Employees and Managers

(1) Current ratio Quick ratio Cash ratio

(2) (3) (4) (2) (3) (4) (2) (3) (4)
2005 o 50 100 o 50 100 o o 50
2006 50 o 50 50 50 o 50 50
2007 100 0 0 o 0 0 100 0
2008 8o 60 20 100 80 20 8o 60 20
2009 80 70 10 60 8o 20 50 50 50
2010 25 75 75 50 75 75 50 50 75
2011 57 71 29 43 57 71 14 0 57

NoTES Column headings are as follows: (1) year of share repurchase, (2) percentage
of companies with higher ratio than average for the economy before the share repur-
chase, (3) percentage of companies with higher ratio than average for the economy
two years after the share repurchase, (4) percentage of companies that improved ratio
during two years after the share repurchase.

ratios higher than the average for the economy. For the two subse-
quent years after the year of share repurchase, only one third of the
companies improved their profitability ratios (10 companies out of
31 companies).

The second aspect of financial analysis was liquidity analysis (ta-
ble 3). More than half of the companies repurchasing their shares
in order to distribute them among employees and managers have
higher liquidity than the average for the whole economy (19 compa-
nies). However, this is true for companies that started repurchasing
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TABLE 4 Test of Normality for Variables of a Sample

Ttem SW df p
ROS — before 0.649 31 0.000
ROS — 2 years after 0.615 31 0.000
ROE — before 0.783 31 0.000
ROE — 2 years after 0.490 31 0.000
ROA — before 0.786 31 0.000
ROA — 2 years after 0.806 31 0.000
Current liquidity ratio — before 0.696 31 0.000
Current liquidity ratio — 2 years after 0.741 31 0.000
Quick ratio — before 0.676 31 0.000
Quick ratio — 2 years after 0.715 31 0.000
Cash ratio — before 0.538 31 0.000
Cash ratio — 2 years after 0.657 31 0.000

NOTES sW — Shapiro-Wilk test, df — degrees of freedom.

their shares in 2007, 2008, and 2009. Among companies that started
to repurchase their shares in the years 2005, 2006, 2010 and 2011
there were fewer companies with liquidity ratios higher than the av-
erage for the economy.

For the two years following the year of share repurchase, more
than half of the companies improved their liquidity ratios (16 com-
panies out of 31 companies). For a more thorough analysis I applied
statistical hypothesis test method:

1.to check whether a sample came from a normally distributed
population - a test of normality,

2.to compare two related samples, matched samples, with re-
peated measurement on a single sample to assess whether their
population mean ranks differ.

To check whether a sample came from a normally distributed pop-
ulation I applied the Shapiro-Wilk test. The Shapiro-Wilk test uti-
lizes the null hypothesis principle to check whether a sample came
from a normally distributed population. The null-hypothesis of this
test is that the population is normally distributed.

The level of p-value of the Shapiro-Wilk test is less than the cho-
sen alpha level (0.05), then the null hypothesis is rejected and there
is not evidence that the data tested are from a normally distributed
population.

To compare matched samples (with repeated measurements on
a single sample) when sample cannot be assumed to be normally
distributed to assess whether their population mean ranks differ, I
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TABLE 5 Wilcoxon Test for Differences in the Mean of Financial Ratios

Item Mean SD WX p
ROS — before 3.8 0.365 —1.254 0.210
ROS — 2 years after 8.6 0.414
ROE — before 11.8 0.357 —1.717 0.086
ROE — 2 years after 3.8 0.497
ROA — before 5.8 0.160 —1.764 0.078
ROA — 2 years after 1.4 0.097
Current liquidity ratio — before 2.562 2.678 -0.784 0.433
Current liquidity ratio — 2 years after 2.504 2.159
Quick ratio — before 2.223 2.684 -0.862 0.389
Quick ratio — 2 years after 2.013 2.031
Cash ratio - before 1.102 2.129 —0.372 0.710
Cash ratio — 2 years after 0.860 1.288

NOTES SD — standard deviation, wx — Wilcoxon Test.

applied a non-parametric statistical hypothesis test — the Wilcoxon
test. The null hypothesis states that median difference between the
pairs is zero.

Because the p-value is large (higher than o.05) for every financial
ratio, the data do not give any reason to conclude that the population
median differs from the median from the previous period (before the
repurchasing date). There is no compelling evidence that the means
differ, let alone improve. There are no statistically significant differ-
ences between the mean of the financial ratios. It means that repur-
chasing shares and distributing them among employees and man-
agers did not lead to the improvement of the financial standing of
these companies.

Conclusions

This study was inspired by a growing number of companies that
started repurchasing shares. There is also a growing number of re-
search and studies on this subject. I identified several major re-
search questions: what are the reasons for share repurchase, is it
the only way to transfer excess cash to shareholders, what are the
results of share repurchase programs as far as the stock price and
firm financial performance are concerned. For the purpose of this
study, an attempt was made to find out the reasons for share repur-
chase, the importance of stock incentive motivation programs as a
reason for share repurchase, and the effect of share repurchase in
order to distribute them among employees/managers on financial
company performance. There has been no study before comprising

MANAGEMENT - VOLUME 10



Stock Repurchases, Stock Compensation ...

all these aspects in one paper. The major contribution of this study
is tackling the share repurchase from broader perspective (reasons
and results).

My study appears to be supportive for previous observations that it
is extremely difficult to find out the rationale for share repurchases
in particular countries. This is because companies have no obliga-
tion to reveal the reasons for a share repurchase program while an-
nouncing it. It makes any research on share repurchase difficult.

My study gives evidence that share repurchase in order to transfer
excess cash flow is not the main reason. It is especially true for most
of European and Asian companies. They usually carry out share re-
purchase as a means to achieve different goals (takeover defence,
currency for paying in acquisition, capital structure decision) while
in the Anglo-Saxon countries it is more popular to repurchase their
shares because of undervaluation, as another way of distributing
cash, as a signal.

My study shows that the most frequently indicated reason for
share repurchase in Poland was share motivation programs. It is
consistent with research on Taiwanese and Japanese stock markets.

My study supports the observations that a growing number of
share repurchase programs is accompanied with a growing number
of share incentive programs.

Nonetheless, contrary to much of the theoretical literature, my re-
sults are not compatible with expected effect of employee/managers
ownership on financial company performance. My study gives evi-
dence that repurchasing shares in order to distribute them among
the employees and managers do not have the statistically significant
effect on firm financial performance. However, there are some em-
pirical studies that employee/managers ownership can have no ef-
fect or have adverse effects on the company performance.

If the money spent on share repurchase is deemed to be an in-
vestment, then one can conclude that this investment did not lead
to achieve the expected results (firm financial performance). There
might be a couple of reasons for this failure: (1) the share incen-
tive programs were not sufficient for employees to encourage them
to greater effort; because for the employees it was compensation
(salary for the past effort) not an incentive (motivation to greater
effort in the future); (2) the true expected result of share repurchase
was not better financial company performance but a signal of their
social responsibility to achieve an increase in market stock prices (in
this context the announced reasons might be misleading). However,
these suppositions need some thorough further research.
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Next to the employee productivity or indicators for staff turnover
and absenteeism in organizations, Employee Engagement stands
out as one of the most significant measurements for Human Re-
source Management efficiency. With younger generation repre-
sentatives joining the workforce companies are bound to inves-
tigate and pursue some of the new tools and techniques that re-
spond more effectively to engagement triggers of generations Y
and Z. At AirBaltic Corporation in Riga, Latvia, management has
been trying to foster engagement of the workforce through intro-
duction of a business game, called Forecaster. According to man-
agement belief, in addition to improved internal communication,
Forecaster has potential to save up to 1 million EUR annually due
to the resulting better quality management decisions. Within the
article author looks at the theory and research related to applica-
tion and effects of gamification within corporate settings, as well
as reviews workplace environment at AirBaltic Corporation. Fur-
ther in the article, Forecaster game is described in more detail
and its impact on employee engagement and organizational per-
formance is analysed. Finally, recommendations are drawn for or-
ganizations to consider when gamifying people management pro-
cesses in their organizations.

Key words: employee engagement, generation Z, gamification

Employee Engagement

Most adults spend a significant amount of time working, and yet only
20 percent of them are highly engaged in their work. According to
‘Oxford Handbook of Positive Psychology and Work’ the majority
of workers are either relatively indifferent to or have quite nega-
tive perceptions of their work (Linley, Harrington, and Garcea 2010).
In consumer driven society, the motivation to work has traditionally
come from the need to earn a living and is often seen largely as a

means to an end (Reeves 2001).
The first use of the term ‘employee engagement’ was mentioned

in a 1990 Academy of Management Journal by Professor William A.
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Kahn. However, still today, there is no clear definition of employee
engagement; instead, there are extensive variations.

Former General Electric ceo Jack Welch has stated that employee
engagement should come first, with customer satisfaction and free
cash flow coming in second and third, respectively (Mello 2015).
Within the last 15 years employee engagement has become hot
topic for companies and HR departments. All over the world, most
HR leaders carefully watch their employee engagement scores, and
businesses all over the world are trying to build inclusive, passionate,
multi-generational teams (Bersin 2014a) to outperform increasing
competition. Management literature and research offers a number
of employee engagement drivers that can boost productivity, among
those caring management and visionary leadership, inspiring goals,
meaningful work, personal growth and development, etc. In addi-
tion to these, most sources insist that being informed about business
goals and processes is critically important for employees to feel true
ownership for their duties and be engaged with the company:.

COMMUNICATION FOR ENGAGEMENT

Effective communication processes lie in a background of every
company that wants to be successful in a long term (Purves 2005).
Basic purpose of internal communication is facilitating strategic con-
nections and conversations within an organization. This communi-
cation takes place between leaders, managers and employees, or
employee-to-employee (Melcrum n.d.).

When considering internal communication as a process that ei-
ther drives or deters employee engagement one needs to look at it
from two perspectives. Firstly — what is company’s general strategy,
values, culture (the ‘content” part of communication) and secondly
— how clear and situationally appropriate this strategy, values, cul-
ture is reflected in day-to-day communication (the ‘process part” of
communication).

Any piece of communication can be broken down to the following
process. Sender encodes the message, the message is sent over spe-
cific medium. Receiver decodes the message and encodes his feed-
back. Sender decodes the feedback (Lunenburg 2010).

In internal communication, senders and receivers can be any com-
pany employee either horizontally or vertically related. The message
can be either work related (communicating tasks, reporting status
etc.), company related (information about processes, career options
etc.) or non-work related (personal experiences, views etc.). Medi-
ums for this purpose might be téte-a-téte, video calls, phone calls,
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instant messaging, emails, written mails, notes, intranet and oth-
ers. Rich mediums are those where the receiver can observe sev-
eral mediums, with téte-a-téte being probably the richest. The more
complex the message, the richer channel should be used.

According to Frost and Sullivan companies with engaged and em-
powered employees are increasing their customer satisfaction by
over 40 percent, improving profitability by nearly 30 percent, and
boosting overall performance by 36 percent (Melcrum n.d.).

Wanting engaged and empowered employees is obvious. Creating
an environment, which facilitates high performance, is much more
difficult and complex. Company has to be able to communicate mis-
sion and values, it has to train managers and leaders to follow these
values and have to hire employees who fit the culture. Even more,
the environment has to be continuously improved (Bersin 2014b).

Research conducted by Forbes (Bersin 2014b) indicates that build-
ing a highly engaged workforce takes a combination of many things
(providing meaningful work, hands on management, positive work
environment, growth opportunity, trust in leadership), each impact-
ing people in different ways. In addition, the surge of younger work-
ers and the increased use of technology at work require the whole
environment be even more flexible and transparent, including ef-
fective internal information flow:.

So how can communication help keep people motivated? M. Welch
suggests that engagement consists of three components: emotional,
cognitive and physical dimensions. Three psychological conditions
necessary for engagement are meaningfulness, safety and availabil-
ity. Communication is a psychological need of employees, which or-
ganizations have to meet to maintain and develop employee engage-
ment (Welch 2011).

Interestingly, Watson Wyatt in his study of engagement in the
workplace found that when it comes to communication companies
have to heavily involve senior management. According to the study,
not only did senior leaders appear to have much stronger influence
than immediate supervisors in improving engagement through com-
munication, but also that employees are largely losing confidence
in the ability of senior managers to ensure the long-term compet-
itiveness of their respective companies (Watson Wyatt 2006). This
concept is confirmed by Roger D’Aprix, creator of ‘'The Manager’s
Communication Model’ (Holwerda 2007).

According to research developed by Chartered Institute of Pub-
lic Relations (Ruck and Pilkington 2013) and Centre for Advanced
Human Research Studies (Holwerda 2007), if companies want to in-
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crease their engagement through communication, between other ac-
tivities they should:

1. Cover basic communication needs. Make sure that employees
know what to do on the job, recognize and acknowledge workers
for superior performance, facilitate a setting where discussion of
performance and progress occurs frequently. This allows to fo-
cus on their work instead of worrying about how to do the work.

2. Encourage more face-to-face communication and networking by
providing opportunities for staff to work together and informal
spaces to meet and socialize (Ruck and Pilkington 2013).

3. Create feedback opportunities by developing a cascade process
for communication that ensures a two-way flow of information
between staff and management (Ruck and Pilkington 2013).

4. Increase leadership visibility by encouraging senior managers
to ‘walk the floor’ and provide regular updates on the orga-
nization’s strategic progress through corporate communication
channels (Ruck and Pilkington 2013).

5. Create open environment where information is shared freely
among organizational members without fear and where mean-
ingful communicative interactions take place regularly (Holw-
erda 2007).

Gamification for Engagement

Gamification in Human Resource Management is the usage of game-
thinking and game mechanics in non-game scenarios, specifically in
recruitment, training and development, and motivation, in order to
engage users and solve problems (Deterding 2011). The term first
appeared in 2002 (Marczewski 2012), but since 2010 has experienced
major popularity boom. As discussed above, one of the most com-
mon problems in the business world is getting people engaged. Ev-
idence suggests that games are one of the most engaging mediums,
so much that doctors are beginning to employ them as a form of pain
relief for victims of severe burns and other extreme trauma, as re-
ported by Science Daily, based on Loyola University Health System
(2008) research People are quite literally so engaged by gaming con-
tent that they are able to enjoy a measure of pain relief. Common
elements that are typically ‘borrowed’ from traditional games and
applied in nongame contexts include levels, badges, points, progress
bars, leader boards and virtual goods. Each serves to motivate users
by providing feedback, recognition, status, and the potential for com-
petition among users (Muntean 2011).
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Objective of gamification in business is to take techniques from
game design and implement them in non-game contexts, so that the
overall experience for the employee is more engaging.

Quite many organizations globally are using gaming to improve
workforce alignment, enhance employee skills, solve complicated is-
sues and tap into new talent pools. Typical game design techniques
consist of goal setting, competition, real-time feedback and rewards.
There are also platforms such as eMee (http://www.emee.co.in) and
MindTickle (http://www.mindtickle.com), as well as many others that
facilitate Gamification of people management processes in organiza-
tions.

The power of Gamification utilizes the competitive streak people
have and while playing a game, they become more absorbed and en-
gaged, they feel a greater sense of achievement and are more will-
ing to go the extra mile in either making more effort to choose the
right people, or completing more training programs, or even help-
ing other employees to stay motivated. In addition, as they progress,
they continue to increase their engagement with the game and thus
reach new levels. Human Resources management can use the tra-
ditional gamification principles to enhance the engagement of em-
ployees into different processes.

Competition is a core principle behind the performance manage-
ment system, as everyone likes to be appraised as the top performer.
However, the gamification can add another element to the system.
For example, employees can compete who will be the first employee
to finish the entire performance appraisal cycle. Most HR Teams
send reminders to complete the assessment. When employees com-
pete — they can see the progress of others. They can be motivated to
speed up and finish the document as soon as possible.

Achievement and status are closely connected — everyone who
reaches the threshold is awarded for the achievement. However, few
selected ones can be also awarded a higher status, which is an emo-
tional prize that has a great value. However, the best principles for
Human Resources are altruism and collaboration — making people to
work with others to win as a team is most often the best option. The
team spirit should be the driving force behind most games and com-
petitions run by the HR department, as the key intention of HR is to
form the group into an efficient team. Gamified solutions in Human
Resource management can be used in such processes as recruit-
ment, on-boarding, learning and education, training, performance
management, talent and retention, occupational health and safety
(Herger 2014).
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There are certain important game elements that are essential
to engage the players. Between those such as rewarding users for
returning in a short time period, allowing users to create with-
out typing, showing progress everywhere on everything, enabling
self-expression, offering increasing levels of complexity for mastery
and having surprises and limited time events have been outlined
(Michaelson 2011).

Flow theory (a flow can occur when an activity challenges an in-
dividual enough to encourage playful and exploratory behaviours
(challenges), without the activity being beyond the individual’s reach
and control (skills)) by Csikszentmihalyi and Csikszentmihalyi (1992)
is the one that most obviously stands behind the idea of applying
gamification to work situations.

There are numerous examples of suggestion driven improvement
practices through gamification that are successfully implemented by
different companies. For example, KkBc — one of Belgium's biggest
financial institutions. They launched ‘the pitch’ — a crowdsourcing
game, asking employees to design a new product or process to im-
prove their company. Employees could join teams that were having
similar ideas, others could buy shares of ideas they believed in. Ideas
that won were given resources and were treated like a real start-up.

Another example — TE connectivity, it is a Swiss company provid-
ing connector and sensor solutions. TE connectivity did a Business
generation, innovation and efficiency improvement project. Employ-
ees generated over 88 ideas where one efficiency improvement saves
several million Euros a year. They started in 2012 with this initiative
and repeated it yearly with success (Herger 2014)

Company Bunchball (www.bunchball.com) that offers gamified so-
lutions for enterprises has promising statistics about users of the
business games that they develop:

* 30% play the game without any extra motivation,
* 85% of the players would play again,
* 80% believe the best ideas were implemented.

Generation Z

There are different opinions regarding exact name or exact range
of birth dates for the generation that is following generation Y or
Millennials. Some sources would quote this generation starts at the
mid (McCrindle and Wolfinger 2014) or late 1990s (Horovitz 2012) or
even from the mid-2000s (Poggi 2013) to the present day.
Understanding the generations is playing an increasingly bigger
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role today, with more diversity now existing between the generations
than ever before (McCrindle and Wolfinger 2014).

Innovations and technological developments that took years or
even decades before, now are happening with increasing frequency.
There are upgrades and new versions for what technology can do
to improve people lives and way organizations work, every month.
This makes people to feel like the world today is changing faster
than ever before. According to Daniel Pink, author of A Whole New
Mind, Why Right-Brainers Will Rule the Future, we have entered the
Conceptual Age. This Age calls for people who are able to concep-
tualize, to empathize, to create, to see the big picture in a first place
(Pink 2008). Generation Z representatives are relatively less influ-
enced by the old, outdated structures and thought frameworks that
have been aimed at rather achieving discipline and obedience than
foster innovation and creativity. As such, they would be more natu-
rally possessing capabilities required by current age. Consequently,
management needs to know them very well to build organizational
systems and processes to support their natural strengths and cover
up for their weaknesses. It needs to prepare workplace systems and
processes that would rather support and foster engagement of the
younger generation. The reason global managerial thought becomes
more occupied with generation Z related issues is that their parents,
teachers, managers and marketing professionals try to understand
and engage with this new generation to understand them better in
terms of raising, teaching, leading and also offering products and
services that they would chose as today’s and tomorrow’s consumers.
Generation Z is relatively least researched generation. Comparing
to Generations X and Y, there is still a large gap into understanding
of what are the main driving forces and strongest motivators for this
generation to perform at work. Reasons for this are simple, the oldest
representatives of gen Z are still in universities (first ones started in
2013), and so there has been not much opportunity to observe them
at workplaces.

Still, some research has been carried out and there are sources
that offer conclusions and observations. These sources provide good
starting point for further research, as well as for experimenting with
systems and approaches within the organizations to test validity of
observations. Generation Z representatives are being characterized
as most socially networked in history, thus able to instantly access,
consume and digest large quantities of information. They expect im-
mediate responses to questions and would go directly to decision
makers. They are also likely to change jobs frequently and be inter-
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ested in starting their own business (Branson and Oelwang 2014).

According to McCrindle, generation Z are the most materially en-
dowed, technological saturated, globally connected, formally edu-
cated generation our world has ever seen. Technology has played
a heavy role in shaping this generation. The age at which people
first use technology determines how embedded it becomes in their
lifestyle. Generation Z representatives have used technology from
the early age; they have seamlessly integrated technology into al-
most all areas of their lives. That is the reason they are also called
digital integrators. They are growing up in a world where there are
5.1 billion Google searches per day, 4 billion YouTube views, over one
billion active Facebook accounts and over one million applications in
the iTunes App Store (McCrindle and Wolfinger 2014).

Many of this generation rather would watch a video summaris-
ing an issue than read an article discussing it. As we live in an era
of information overload that is increasing every minute, messages
have become image based and marketing has learned to communi-
cate across the language barriers with colour and picture rather than
words and phrases.

Comparing to all other generations, young people are extensively
connected to and to a high extent shaped by their peers. Opinion and
views of social network friends often is more influential for them
than the one offered by parents or teachers. In a recent study by
McCrindle Research (McCrindle and Wolfinger 2014), it was found
that while nearly all the generations had the same amount of close
friends (an average of 13). Generations Y and Z had almost twice
as many Facebook friends than the older generations. Therefore, the
network that influences them is greater numerically, geographically
and being technology based, is connected 24/7. This is an important
fact in the context of the research question of how to engage people
through gamification, as game environment offers many opportuni-
ties for interaction and peer feedback.

McCrindle and Wolfinger (2014) also describe the ways that gen-
eration Z individuals are different in terms of being engaged with
their learning environments. Elder generations were used to verbal
messages, sitting and listening to the teacher, focused on content —
what to learn, centred on curriculum of a subject, used to a closed
book exams, which required severe memorizing of the information.
Generation Z prefers and best learns when message is visualized,
they need to try and see instead of listening, teacher has to take a
role of facilitator for them, they are more focused on process — how
they learn, and the process has to be learner-centric, they do not ac-
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cept blind memorizing of the information, they strongly prefer open
book world where the answer is found through browsing loads of
information, not trying to recall something that has been read last
night. Hence, learning through gamified environment is much more
appropriate for them. Game environment is something very much
familiar and ‘native’ to them, thus it can be assumed that their en-
gagement levels can be positively influenced through creating ap-
propriate work environment where game elements are present.

AirBaltic Forecaster

AirBaltic Corporation is Latvian national airline that underwent cri-
sis in 2011 and subsequent restructuring during 2012-2014. As a
result, company faces low employee commitment scores according
to TRIM survey, as carried out by company T~s. AirBaltic employee
commitment is well below the market levels (where only 8% re-
mained truly engaged, so called ‘drivers’). Tns Latvia is the part-
ner providing annual Employee Commitment Survey for AirBaltic.
According to TrRiM methodology that is used by TNs, engagement is
an essential element into total commitment concept, with the others
being staff motivation, retention, loyalty, job satisfaction. Both con-
cepts, commitment and engagement (as defined and measured by
Gallup 2013), stand close, therefore it would be appropriate to draw
a link between those.

Throughout the years, management at AirBaltic Corporation has
been testing different measures to improve commitment scores.
Consistently, during annual surveys, employees have kept voicing
their opinion that information and communication about the busi-
ness goals and overall business processes is insufficient. Consider-
ing company workforce statistics that show 81 % of the employees
being under the age of 40 and 43 % under the age 30, with growing
population of generation Z representatives, management has been
searching for tools that would have potential to engage young em-
ployees through solving concern of being insufficiently informed
about business goals and processes. As a result, in 2014 business
game called AirBaltic Forecaster was introduced. In planning the
Forecaster tool, it was assumed that in order for it to be most effec-
tive and solicit maximum input from staff above and beyond their
direct responsibilities, the tool had to be simple, fun, present basic
project information, enable comments and questions, and reward
participation.

Tool was launched as a separate website in a simple prediction
game format, with the chance to win financial prizes for the most
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accurate predictions and most insightful comments, thus providing
additional incentive for staff to get involved. The idea behind the
game was to post in the platform information about different busi-
ness related projects, upcoming decisions, business ideas, goals, etc.
Posts were called Forecaster Projects, and each project offered em-
ployees to voice their opinion, whether they believed particular busi-
ness idea, or upcoming decision was good or not so good, whether
particular goal would be reached or not, etc. They were doing so
through buying or selling shares of the specific Project (where buy-
ing was behaviour in case of positive opinion and selling in the case
of negative opinion). Certain amount of virtual money, called Air-
Baltic coins, was allocated to each player at the beginning of a game
‘season’ (each game period lasted for about 1—2 months, where win-
ners of the game were announced at the end of such ‘season’ and a
new ‘season’ launched). Project ‘owners,” the ones who were post-
ing specific projects, tried to foster discussion and comments around
those, to have maximum feedback from the staff and to provide ad-
ditional information in cases where description turned out to be in-
sufficiently clear. It enabled management to pitch ideas in a simple
format, and staff to provide insight in a fun way. Moreover, accord-
ing to management belief, Forecaster had the capacity to save up to
1 million Eur annually due to resulting better quality management
decisions. History showed that out of the total investment decisions
that management is making during a year there is certain small per-
centage that are later reversed as incorrect. Belief was that by more
staff involvement into decision-making those would be of a better
quality and thus company would be able to minimize money lost
due to low quality decisions. Therefore, comments and predictions
were collected on the Forecaster site and taken into consideration
by management team when making final decision about the project
in question, thus ensuring staff participation in the decision making
process.

Usually, internal communication about business related projects
reaches staff after the decisions have been made and implemen-
tation started. Forecaster was devised to improve the information
flow between staff at all levels throughout the decision making pro-
cess, thus providing a new approach to improving internal aware-
ness, drastically improving staff involvement in the decision making
process, and, in turn, by tapping into the competencies and qualifica-
tions of the staff, increasing the quality of the management decisions
being made.

The trial or pilot period lasted 5 months (May-September 2014)
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FIGURE 1 Example of a Project on Forecaster

during which almost 50 projects were suggested and 20 prizes (4
each month) distributed. 6o staff members took part in the trial pe-
riod.

At the end of the trial period, feedback from those involved in
the Forecaster prediction game indicated that they enjoyed the pro-
cess, felt more informed about current projects at management level,
project owners felt better prepared and could make decisions that
are more informed.

The trial period was completed according to plan, and Forecaster
was launched for all staff members throughout the company at the
beginning of October. Within the first two weeks of being launched
throughout the company, over 250 staff members joined, and almost
20 new projects were added. Soon number of employees signed up
for the game reached 300, which was close to 30 % of all staff.

Participation in the trial period and the high take up of the project
within the first two weeks of being rolled out throughout the com-
pany indicated staff enthusiasm for the tool, and the opportunities it
provided for participation in decision-making.

Results

Employee feedback was collected through staff interviews and im-
pact of the new engagement tool was analysed six months after the
Forecaster game introduction. Most of the comments were positive.
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People outlined even such benefits that management did not fore-
see or plan at introducing the game. For example, they outlined that
having own project posted on Forecaster creates a higher feeling of
responsibility because owner does not want to fail the project and
its deadline, as it is public. It turned out that information that was
available on Forecaster, as well as progress towards business goals
or upcoming decisions or suggested projects got a lot discussed by
employees in the corridors and throughout internal grapevine. Pos-
itive commentators outlined that it is much more exciting to learn
business news in this fun way than from a formal newsletter. They
liked the projects where players were encouraged to predict whether
the Board of the company will approve certain business case or not,
as that gave them a detailed insight into most strategic decisions.
Even those who were not active players of the game and didn’t enjoy
‘selling and buying’ part, used to log on few times a week to see new
projects, read or post comments and learn more about business in
general.

There was also sufficient number of suggestions and further im-
provement ideas generated by staff members. They suggested, for
example, that not only managers but also other employees should
be able to submit projects on Forecaster to engage employees and
make them feel responsible. One suggestion was to enhance the
platform towards idea crowdsourcing tool thus foster creativity and
innovation within company. People commented that the user inter-
face should become more user friendly and some additional features,
similar to those available on social networks, should be introduced.

On the negative note, few people claimed that they feel burdened
by colleagues who approach them with questions to get more insight
into specific projects where they do not have sufficient expertise or
knowledge to judge on quality of upcoming decision. In this specific
game setting finance and commercial department, employees had
more natural chances to ‘win’ the game because of access to rele-
vant data. Few had concerns regarding potential confidentiality is-
sues if sensitive information from Forecaster would leak outside the
company.

Overall observation was that people who take part in the Fore-
caster game felt better informed and more engaged with the busi-
ness, as they had a perception of being more knowledgeable about
all plans, actual projects, upcoming decisions and key targets for the
company. They also valued the opportunity to provide their feed-
back regarding different upcoming management decisions through
‘voting” with their virtual shares for one or another project.
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During March and April of 2015, annual Employee commitment
survey was repeatedly carried out and results showed slight but con-
siderable improvement in employee commitment score by 5 percent-
age points. It would not be correct to attribute this improvement en-
tirely to the effect of Forecaster; nevertheless, the belief is that it has
played a certain role. Share of employees who were active users of
this internal business game were generally very positive in terms of
their feedback, which allows to draw conclusion that their overall
engagement with the workplace positively correlates with the fact
that company offers them new, fun way to learn more about business
processes and to participate in those through feedback and opinion
demonstration.

Conclusions and Recommendations

Given the fact that employee engagement/commitment scores at Air-
Baltic are below local market average, any measures that are ad-
dressed towards improvement of those are welcomed. First year of
Forecaster use has turned out to bring some success but also some
learning and conclusions regarding potential developments that are
required if company aims at higher involvement of its employees. It
is clear that gamification alone cannot solve the problem of low en-
gagement. Nevertheless, it can be improved by further developing
engaging, fun environment, where Forecaster is of a good help.

Companies that consider introducing similar business games could
use some of the learning and conclusions from AirBaltic Forecaster
experience. Perhaps, one major learning is around importance of
communication plan when introducing a game like Forecaster, where
detailed actions are well thought through and consistently imple-
mented. Such a plan might help to involve larger numbers of em-
ployee than AirBaltic has managed to do so far.

Sharing lot of information regarding upcoming business ideas and
decisions is sensitive. Confidentiality might be an issue and company
should consider carefully its culture and also the content of informa-
tion shared not to risk revealing too much of a sensitive information
that may harm the company in case it gets accessed by outsiders.

Organization thinking of a similar solution might want to add fea-
tures of ideas crowdsourcing, design user-friendly interface, have
opportunity for people to interact on the game platform and ask
questions or share knowledge. This might enhance usage of the
game beyond initial purpose of sharing information and gathering
feedback.

Game dynamics have to be maintained constantly by adding new
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projects, launching new opinion polls, posting comments and an-
swering questions.

Monetary rewards are contradictive and may harm or distort in-
trinsic user motivation to play. It is rather advised to use different
types of reward, e.g. status, experience or emotions related. How-
ever, once monetary rewards are introduced, those cannot be re-
moved without risking to lose user interest.

By no means, further research into this direction is required to
prove or dismiss correlation between employee engagement and use
of gamification within the working environment. Gamification ap-
plied to poor work processes or products will not work. Gamification
needs a clear purpose and strategy to succeed. It requires under-
standing of users (target audience) and what motivates them to en-
gage with the business. Main question of a user always is what is in
it for me?

Gamification is only attractive if the action being gamified has
intrinsically motivating characteristics. The game on its own is not
enough. Material incentives work temporarily but have a negative
effect on the long run (e.g. promotes cheating). Gamification has
a potential to support reaching business goals through multiplied
competence and common wisdom of individuals who are close to
specific business processes. A lot of knowledge and creativity is
hidden amongst the employees. Getting them to share ideas can
improve the business and save money in efficiency improvements.
Game settings might be the right environment for people to open
up and suggest their ideas, especially if those employees belong to
generations Y or Z.

Unique value of the Forecaster is in its standing between internal
communication tool and a platform for improved business decisions.
It will be interesting to observe further developments of the Fore-
caster tool and its impact on employee engagement in a longer run.
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Affective organizational and occupational commitment is crucial
for organizations. It has been proven that usage of High Commit-
ment Management (EcM) practices improves affective organiza-
tional commitment, but no attention was paid to its influence on
occupational type of commitment. They also measured direct in-
fluence of national culture on both construct; however, their find-
ings often did not support with each other. By conducting a com-
parative research among university employees in the Netherlands
and Poland HcM was proven to positively influence affective orga-
nizational and occupational commitment. Obtaining mixed results
from moderated linear regression (only one cultural dimension
had actual impact on the correlation between HcM and a focus of
commitment) led to leaving the issue of influence of national cul-
ture on this correlation. Yet, there are perquisites that led to con-
clusion that confirmatory studies need to be done in the future to
support these findings.

Key words: affective commitment, High Commitment
Management, national culture, moderator

Introduction

Commitment of employees towards an organization was investigated
successfully for more than four decades. One of the first consistent
and most often cited definitions of organizational commitment was
provided by Porter (Porter et al. 1974) describing it as (a) a strong
belief in and acceptance of the organization’s goals and values; (b)
a willingness to exert considerable effort on behalf of the organi-
zation; (c) a definite desire to maintain organizational membership.
Described as attitudinal commitment, a definition was used in a va-
riety of studies (Malik et al. 2010; Mathieu and Zajac 1990; Siders,
George, and Dharwadkar 2001; Whitener 2001; Yousaf, Sanders, and
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Shipton 2011). Contemporary researchers, basing on this typology,
distinguish between three types of commitment: affective, continu-
ance, and normative commitment. Affective (value-based) commit-
ment is related to emotional bonding, identification, and strong in-
volvement. Continuance commitment is understood as a calculation
of costs caused by leaving an organization. Third, normative com-
mitment is an obligation to stay in an organization as perceived by
an employee (Meyer and Allen 1991).

In the 1980s the unity of focus of employees’ commitment was
questioned (Morrow 1983). Further researches confirmed multi-
focus of commitment within organization (Becker 1992). Although
scientists are not consistent in the differentiation of foci of com-
mitment, supported is that employees distinguish between issues
which they are committed to, i.e. organization itself, supervisors, co-
workers, work, or occupation (Meyer and Herscovitch 2001; Swailes
2002). Very often organizational commitment is considered jointly
attached to all the issues that are related to organization.

The objective of this study is to consider factors influencing em-
ployees’ affective commitment links within the framework of con-
cept of High Performance Working Systems (Epws). The literature
presents use of human resource management practices as HPWS,
which describe methods, which would allow an employer to improve
efficiency of employees (Berg 1999; Pfeffer 1995). Development of
these methods polarized researchers who focused on HPWss at a
more detailed level. Managing commitment turned out to be one
of the issues playing a crucial role in organizations which led to
development of High Commitment Human Resource Management
(mc-uHRM) stimulating employees’ commitment by using proper HRM
(Guest 1997).

Another issue that arises along with human resource management
refers to its worldwide applicability. The question of sensitivity of
commitment models on cultural differences was raised repeatedly,
as well. The issue of commitment of employees was researched in
a variety of national organisations settings, with outcomes not al-
ways supporting each other. However, the main result was that it has
significant impact on employees’ attitude towards organisation. Af-
fective commitment, which is considered as most in line with value-
based definition of commitment, has been differentiated among var-
ious foci, while most often researchers focused on affective organisa-
tional and occupational commitment. Examination into distribution
of commitment on these two approaches is essential, and this is why
this research focuses on them. Thus, the objective of this research
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is therefore to describe the impact of HcM practices, used on focus-
ing employees’ affective commitment, on particular targets. This is
to be done in line with comparative analysis of cultural influence on
obtained correlations. Analysis of cultural differences will be able to
be achieved by running an empirical study in the Netherlands and
Poland.

Following research hypotheses were developed:

H1 Usage of High Commitment Management practices has positive
influence on (a) affective organizational commitment, and (b)
affective occupational commitment.

H2a National culture does take moderating role in shaping correla-
tion between use of HCcM practices and affective organizational
commitment.

H2b National culture does take moderating role in shaping corre-
lation between use of HCM practices and affective occupational
commitment.

Figure 1 describes theoretical assumptions of the framework that
is meant to help providing the answer for main research hypothe-
sis. The core of the study considers moderating influence of national
culture on prescribed correlation. The starting point of the study
is verification of hypothesis m1 that assumes that there is measure-
ment of two correlations: High Commitment Management practices
and affective organizational commitment (21a), and High Commit-
ment Management practices with occupational commitment (21b).
Then, the second hypothesis states that given relations are depen-
dent upon influence of national culture (z2a and uH2b). Hypotheses
H1 was raised basing on reasoning drawn from researches regarding
affective organizational and occupational commitment, and usage of
HCM practices. Hypothesis 2 was based on lack of consistency be-
tween researchers in the field of cultural influence on these factors.
Lack of literature on the topic of culture as a moderator of correlation
between these constructs caused that H#2 was supported with hypo-
thetical and logical reasoning. Nonetheless, both hypotheses were
constructed so their verification would allow answering the research
hypothesis sufficiently.

It is crucial to emphasise that confirming H1 is not a necessary
condition for confirming u2. If moderating relation would be found
to confirm u2 while there would be no support for H1 it would mean
that the given sample is an example of culture where application
of HcM does not influence affective commitment. Nonetheless, if the
setting of cultural dimensions differed, such correlation would occur.
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FIGURE 1 Empirical Model

Literature Study
AFFECTIVE ORGANISATIONAL AND OCCUPATIONAL COMMITMENT

Since the very beginning, scientists were describing commitment as
an attitudinal factor (Porter et al. 1974). The developed theory re-
garding affective commitment was based on emotional attachment
of employees to an organization. The multidimensionality of com-
mitment and distinguishing among different types led to disputes
regarding the core of commitment.

Nonetheless, most of the researchers were pursuing the original,
attitudinal assumption and were basing their researches (success-
fully, very often) on affective commitment (although this term was
not established yet) as core of organizational commitment (Bate-
man and Strasser 1984). The study of (Meyer, Allen, and Smith 2002)
shows that, although normative and continuance commitment are
significantly correlated with the majority of the same outcomes as
affective commitment, in cases of affective commitment these corre-
lations are visibly stronger.

AFFECTIVE OCCUPATIONAL COMMITMENT

Occupational commitment is considered in terms of devotion to one’s
career, occupation, or profession (Morrow 1983). Occupational com-
mitment has an affective dimension since it refers to acceptance,
identification with, and following the values related to a particular
occupation. It is also related to determination to continue to work
in that occupation (Vandenberg and Scarpello 1994). Cohen (2000)
argues that occupational commitment should be considered as the
most influential among other foci, especially in professional envi-
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ronment. This is because professional employees may be more fo-
cussed on the goals driven by their own occupation (career) than by
an organization.

Morrow and Wirth (1989) discuss occupational commitment in
terms of one’s profession. When researchers first leaned over the
subject of occupational and organizational commitment, they were
using the term of occupation, career, or profession interchangeably
(Morrow 1983). Yet, their followers raised question whether these
terms should be considered as synonyms in terms of occupational
commitment. Meyer, Allen, and Smith (1993) reject the term of ca-
reer because its meaning may be considered as ambiguous. Although
profession is not thought to be inappropriate, occupation is consid-
ered to be more accurate (Morrow and Wirth 1989). Following log-
ics of Meyer, Allen, and Smith (1993), both professionals and non-
professionals are capable of experiencing commitment to what they
do. Therefore, occupational commitment is a term used in general as
what is understood an emotional attachment to somebody’s occupa-
tion or profession.

It is to be clearly stated that there is an evident distinction be-
tween occupational and organizational commitment (Morrow and
Wirth 1989). Though slight correlations exist between the two, they
are below the level of significance. Therefore, organizational com-
mitment may be considered as an individual construct (Blau 1988).
Besides, there is a number of researchers who suggest that focus
of commitment changes depending on the changing variables that
influence employees (Johnson 1996). Nevertheless, it has to be re-
membered that both organizational and occupational commitment
are considered from affective perspective. Therefore, following ba-
sic definition by Porter et al. (1974) they are based on intrinsic be-
liefs which cannot be influenced and changed overtime (Morrow and
Wirth 1989). Only environmental conditions, which are conformed to
pursued values, may alter affective commitment.

Occupational commitment has a great value for employees in
terms of its outcomes. Researchers argue that high commitment to
one’s profession decreases intentions of withdrawal from occupa-
tion, which often is linked with leaving an organization (Lee, Car-
swell, and Allen 2000). Klassen and Chiub (2011) found that high
level of commitment to profession among teachers can lead not only
to decrease of intentions to quit but also lower overall stress, and
stress among students. Besides, it impacts positively the way that
students engage in the classes, and allows a teacher to manage class-
room more easily and effectively.
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HIGH COMMITMENT HUMAN RESOURCE MANAGEMENT

Application of particular Human Resource Management practices
has its theoretical base in social exchange theory (Blau 1964). It is a
long term relation; the assumption of building emotional bonds be-
tween employee and organization (Aryee, Budhwar, and Chen 2002).

Theory behind High Commitment Management design of an-
tecedents of organizational commitment, or usage of practices stim-
ulating organizational commitment is described as High Commit-
ment Management (Guest et al.,, 2003). Using these practices, an
organization aims to improve the efficiency of its employees by
building their identification with organizational goals and values.
Committed employees were more willing to work efficiently in order
to follow these values and reach the goals (Arthur 1994; Whitener
2001).

Marchington and Wilkinson (2005) following Pfeffer (1998) list
components of ‘best practice” Hc-HRM. It consists of:

* Employment security and internal labour markets,

» Selective hiring and sophisticated selection,

* Extensive training, learning and development,

* Employee involvement, information sharing and worker voice,
* Self-managed teams/team-working,

* High compensation contingent on performance, and

* Reduction of status differentials/harmonisation.

Methodology of Research

In order to investigate the influence of culture on relation between
usage of HcM practices and employees’ foci of commitment, empir-
ical research was done. The research was done among the workers
of Wageningen University and Research Centre (Wur) and Warsaw
University of Life Sciences (scgw) in the Netherlands and Poland,
respectively. The reason for choosing academic institutions was mo-
tivated mostly by convenience and ease in accessibility of the re-
spondents.

The choice of Poland and the Netherlands was also based on con-
venience reasons. Comparison of these countries using their scores
in the research of Hofstede (2010) shows that they differ in terms of
all cultural dimensions. Figure 2 presents scores of Poland and the
Netherlands in five Hofstede’s dimensions. Poland, on Power Dis-
tance Index (pp1) scale, scored with 68 while the Netherlands scored
with 38 (out of 100). The results of both countries may be considered
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as moderately strong, but they are on contrary sides of the scale. The
spread of scores in Uncertainty Avoidance Index (ua1) was at the
level of 40. Poland was found as strongly uncertainty avoiding with a
score of 93. The Netherlands placed in the middle of the scale with
the va1 of 53. The results show that in case of Individualism Index
(1pv). Poland and the Netherlands were placed on the ‘individual’
side of the scale.

Although, the Netherlands are more extremely individual, scoring
8o on 10V, Poland was not so far behind them, scoring 60. In the study
of (Hofstede 2010) the Netherlands scored with extreme value of 14
on Masculinity Index (mas), while Poland had moderate 64 points.
It is the biggest spread between these two countries in all of the di-
mensions. Finally, the scores of both Poland and the Netherlands in
Long-term Orientation Index (1T0) were rather moderate but on op-
posite sides of the scale (67 — the Netherlands; 38 — Poland). Given
this description, it is to conclude that significant spreads of scores of
these countries make them appropriate to this research.

The survey was aimed at all employees (academic, technical, and
administrative) of both universities. At wur, requests were sent to
the heads of the Science Groups. Finally, cooperation with two out
of five Science Groups was arranged, and the questionnaire was
spread among approximately 2000 employees (number obtained
from the HR departments, which were forwarding e-mails with the
survey). Within three weeks of being on-line, the questionnaire was
answered 278 times.

At scew, the questionnaires were sent to all employees of the uni-
versity basing on lists of employees given on the websites of par-
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ticular departments. There were approximately 2000 of employees
reached with the survey (some emails were forwarded by Dean'’s of-
fices of particular departments). The questionnaire was on-line for
the same period as Dutch version was, it was answered 360 times.

Three weeks of data collection resulted with receiving a total num-
ber of 638 responses from the Netherlands and Poland. A large
amount of respondents did not complete the survey, and therefore,
in total 342 respondents were taken into account. As one of the ques-
tions referred to the sub-department that participants work in (Chair
Group level in the Netherlands, and Cathedral in Poland), in total
responses from 92 sub-departments were collected. Still, there were
sub-departments in which only one employee filled in the question-
naire. Finally 318 respondents were selected (nyy = 151; lpr = 167)
spread among 68 sub-departments (ny. = 25; Mpr. = 43). A minimum
of respondents per sub-department was n = 2, however maximum
number of respondents was np;, = 13 in Polish, and ny; = 50 in Dutch
sample.

The empirical study was set using on-line survey software —
Qualtrics (www.qualtrics.com). The use of this particular software
provided ease in designing, launching, and collecting the surveys,
which were sent to the respondents using e-mail. They were to fill
in the questionnaire using a web browser, thus every answer given
was recorded on Qualtrics account. The inquiry form was built in
three versions. First, an English version was created, basing on the
questionnaires used repeatedly in prior researchers. Then, transla-
tions to Dutch and Polish languages were provided, in order to allow
respondents answering the questions in their mother tongues. The
translations to both languages were provided by independent, native
speakers of that language, three from each case.

Data Analyses and Results

The data obtained in the field research were analysed with three ma-
jor methods, using correlation analysis, linear regression, and multi-
level modelling. The following sections present the confrontation of
research results with prior findings.

CONTROL VARIABLES

The control constructs, which were included in the empirical model,
were age, gender, seniority within the occupation and organization,
and proactive personality of respondents. The results were consis-
tent, in general, although there were some differences depending on
the sample, and focus of commitment (table 1). Gender (The Nether-
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lands - 53,25% male respondents; Poland - 40,12% male respondents)
was not found correlated to either affective organizational commit-
ment (orc), or affective occupational commitment (occ). This is in
line with common results of various researchers who measured the
influence of demographic variables as correlates of affective oc-
cupational or organizational commitment (Goswami, Mathew, and
Chadha 2007; Meyer, Allen, and Smith 1993; Morrow and Wirth 1989;
Yousaf 2010; Yousaf, Sanders, and Shipton 2011).

Regarding age, it correlated positively with orc, and this link was
found to be significant only in case of Dutch sample. Seniority in or-
ganization and occupation were found significantly correlated to af-
fective organizational commitment only in Dutch set of respondents.
This inconsistence between samples might be surprising, since logi-
cal reasoning suggests that years spent in profession should improve
one’s occupational commitment. Yet, over the years, findings of var-
ious researchers showed that the time spent in an organization, or
within an occupation does not have significant impact on employees’
commitment towards organization or occupation (Goswami, Mathew,
and Chadha 2007; Morrow and Wirth 1989; Yousaf 2010).

In case of Proactive Personality (pp) variable, there were signif-
icant relationships noticed in both samples, with occ only. Also in
linear regression, this construct was not significant in the first step
of model building. However, this holds for Dutch sample only be-
cause in case of Polish set of respondents the coefficient of this vari-
able was significant (pr.<0.05). Looking at the definition of this con-
struct, researchers who investigated issues being consanguineous to
proactive personality have usually found them meaningfully influ-
ential towards organizational commitment (Becker 1992).

Looking at the results obtained from this research, it may also be
assumed that, since responses referring to affective organizational
commitment are not entirely consistent with prior findings, they may
be considered as not utterly valid. The pattern related to the pp-
ORc/PP-occ links is just an assumption based on meta-analytical ob-
servation, and cannot be supported with any theoretical bases. Al-
though this assumption may strengthen validity of orc-related re-
sults, they still need to be taken analysed with caution.

The Influence of High Commitment Management
and National Culture on Affective Commitment

The results regarding acMm — affective commitment link were not sur-
prising. The studies which were conducted in the past show that
there is a direct, and positive influence of HcM practices on affective
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commitment in organizations (Whitener 2001; Wood and Albanese
1995, Wood and de Menezes 1998; Zeidan 2006). HcM in this re-
search was strongly correlated to both orc and occ, which is in line
with prior studies. Besides, although validity of linear regression was
questioned by occurrence of correlations within groups of respon-
dents, mcM variable was strongly significant in all models, which it
was entered into. Finally, multilevel modelling showed that adding
HCM construct to the model increases explanation of variance there-
fore application of HcM practices does have impact on affective com-
mitment. Lack of studies on influence of HcM on affective occupa-
tional commitment stems judgement whether such pattern is found
as a general paradigm, but its existence in all models, across both
samples may strengthen this assumption.

Significant correlations of mcMm with affective commitment in both
samples are in line, as well as against the conclusions of researches
conducted in the past. Boselie, Paauwe, and Jansen (2001) argued
that Human Resource Management practices, which aimed in im-
provement of employees’ commitment were widely, and success-
fully applied in organizations for many years. On the other hand,
Stankiewicz and Moczulska (2012) concluded that High Commitment
Management does not meet expectations of Polish workers, and
therefore it does not have influence on their commitment. Nonethe-
less, the results clearly show that there is a meaningful direct in-
fluence of HcM on both foci of commitment, no matter where the
research was conducted.

The other element that was taken into consideration was related
to national culture and its impact on affective commitment of em-
ployees. In this case, the results were partially consistent. In the
Dutch sample, there was no particular case where this correlation
would be shown, while the outcome of Polish set of responses did
exhibit correlations between orc and collectivism, and occ with un-
certainty avoidance. Both results are in line with conclusions of some
of the prior researchers, who in fact did not find common ground and
agree upon whether culture influences commitment, or not.

National Culture and scMm: Affective Commitment Link

The main assumption of this research was to investigate possible
influence of national culture on the correlation between application
of HcM and employees’ reaction in terms of improvement of their af-
fective organizational or occupational commitment. Previous studies
focused on direct correlations between culture and commitment, or
HR practices. Various, and inconsistent outcomes did not let the re-
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searchers build a general model which would provide unequivocal
paradigm.

Moderating influence of culture was investigated by building mul-
tiple moderated linear regression models (West and Aiken 1996)
which examined different sets of cultural interaction variables and
their influence on connection between scm and one of two foci of
affective commitment. These models were run once in each sample
in order to have ability of making further comparative analyses. As a
result only one model (Model 1 HcM x Collectivism with occ as de-
pendent variable in Dutch sample) turned out to be significant in
terms of interaction variable having meaningfully high beta coeffi-
cient (p <o0.01). Having only one model (out of twelve) which would
suggest moderating impact of culture there was need for running
further analyses in order to establish the cause of such low signif-
icance of other estimators. By using multilevel modelling Model 2
(mcMm x Masculinity with occ as dependent variable in Dutch sam-
ple) was found to be significant in terms of moderating influence of
cultural factor, while interaction variable of Model 1 was above the
commonly accepted significance cut-off point (p = 0.05), and there-
fore it had to be rejected. Regardless of the factors other than sta-
tistical, Model 2 can be thus assumed as valid, and confirmatory for
moderating role of culture.

Summing the results up, moderated linear regression and multi-
level modelling analyses gave similar results, although their signif-
icance differed. There were two models (both in Dutch sample, and
referring to occ as dependent variable) which in the final step had
coefficients of interaction variables on the opposite sides of p =0.05
significance cut-off point. Table 2 presents comparison of models
which in the last step of adding the coefficients had interaction vari-
able significant at the level p <0.10. All of them were obtained from
Dutch sample of respondents. In Polish sample, there was no model,
which would have a significant interaction variable.

Collectivism interaction variable that was entered to the model
constructed with moderated linear regression is significant (By. =
.226**), while coefficient of the same variable in multilevel model has
much lower value, and by the rule of thumb should not be considered
as significant (By. = .114***). On the other hand, considering Mas-
culinity interaction variable, there is an opposite situation. Its coef-
ficient obtained in moderated linear regression is of doubtful signif-
icance (Byi = .155%**), while the estimate from multilevel model can
be considered as significant (By. = .165**). Given inconsistency has
been already partially explained in the section describing icc. High
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correlation within particular sub-departments might have breached
validity of linear regression. Yet, the results of conducted multilevel
modelling analyses (although inverted) seem to confirm outcomes
obtained before.

Given results show that both, Collectivism and Masculinity inter-
action variable had influence on the models that they were entered
in. Although this was experienced in Dutch set of respondents only,
running two analyses showed that the influence is significant. How-
ever, Collectivism interaction variable in multilevel modelling analy-
sis had its significance level not fitting in commonly accepted cut-off
point (p < 0.05). Therefore, Model 1 has to be rejected, while Model
2 can be considered as valid in further research.

Figure 3 presents a plot that explains Model 2 where Masculin-
ity has moderating influence on Ecm-occ link. A tool designed by
Dawson (n.d.) was applied facilitating presentation of moderating
relation. Whenever Masculinity as a feature of national culture is
low, application of High Commitment Management practices seem
to have only marginal impact on increase of affective occupational
commitment. The slope that represents HcM-occ link in an envi-
ronment with low masculinity is characteristic because of its (al-
most) unnoticeable flexibility. On a contrary, the slope describing
high Collectivism environment is evidently more elastic. According
to this model, in such conditions application of HcMm practices should
significantly improve affective occupational commitment. The plot
presents one more interesting feature of HcMm-occ link. Regardless
of the level of national culture, application of High Commitment
Management practices should result with approximately the same
level of occ, no matter what level of national culture is. Nonetheless,
the model shows that lack of mcm should lead to significant drop of
affective occupational commitment in highly collectivistic cultures,
while in cultures with low collectivism this decrease would rather
not be meaningful.
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Given these results, there are a number of major issues that have
to be stressed out next to these findings. Firstly, Model 2 was built
with occ as dependent variable. None of analysed models, neither in
linear regression or multilevel modelling, turned out to have a sig-
nificant interaction variable when orc was considered as dependent
item.

It was already stated that analyses investigating control variables
showed few inconsistencies regarding their correlations with affec-
tive occupational commitment. The most visible and important con-
tradiction was concerning lack of correlation of orc with Proactive
personality. If it is assumed that noticed pattern regarding propor-
tions of correlations Proactive personality with different foci of com-
mitment is true, the dataset is valid and the in fact culture does not
moderate HcM-0ORC link. Yet this this is not the scope of this study,
and there is too few information available in the dataset to verify
this assumption. On a contrary, if the assumption about this pattern
is false, the problem lies in wrongly assessed sample, or another un-
known environmental factor.

The second major issue refers to the fact that any significance re-
garding moderating correlations was found in Dutch sample, only.
As stated earlier, occupation should not have significant influence
on either affective occupational or organizational commitment. Con-
sidering the studies that came up with such results were conducted
in different countries (Blau 2003; Guest et al. 2003; Malik et al. 2010;
Yousaf, Sanders, and Shipton 2011), national culture does not have
impact on this issue, as well. Nonetheless, these statements come
from studies on the direct influence of culture on commitment. Since
there were no particular studies were conducted in order to inves-
tigate moderating effect of culture, it is not sure whether the same
correlation is true in this setting of constructs. It may be applied
also in other issues like kind of organization, or sector that it exists
in. Although both organizations that were researched are universi-
ties, Polish institution seems to be financed by government in greater
level than Dutch. It positions them differently regarding the sector
that they operate in.

Third, only one out of three culture-related variables turned out
to have significant influence on HcMm — affective commitment corre-
lation. Again, it is impossible to give an unequivocal reason for ap-
pearance of this phenomenon mostly because of no points of refer-
ence in prior researches. None of the commitment foci was found
dependent upon Masculinity dimension (moderator in Model 2) nei-
ther in Polish, nor Dutch sample. Although in Dutch sample, where
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Model 2 was significant, none of the other culture-related constructs
correlated with orc or occ.

Because of lack of arguments supporting the lone Model 2 it is dif-
ficult to decide whether Masculinity dimension may be considered
as moderator of HcM-occ link. Applying logical reasoning to inter-
pretation of Model 2, employees living in a low-masculinity culture
would have higher occ whenever an organization provide, for ex-
ample, workers with trainings regarding enhancing women at the
labour market of this particular occupation. However, other any log-
ical reasoning regarding collectivism or uncertainty avoidance is not
backed up with particular model. This might also mean that, al-
though Model 2 is statistically significant, it is just a side effect of
wrongly assessed sample. Having a retrospective look into method-
ology part, described sample is not only spread across broad number
of groups, but also their distribution within these groups is widely
unequal. As intra-class correlation has meaningfully disturbed the
results of regression analysis, such an unequal distribution of re-
spondents might have disturbed the results of multilevel modelling.
In that case Model 2, despite of its statistical significance, would have
to be rejected.

Conclusions and Results
HYPOTHESES VERIFICATION

The impact of HcM was investigated in the field of organizational
commitment, with researches focusing specifically on affective or-
ganizational commitment. There were minor attempts to pinpoint
the effect of HcM practices on affective occupational commitment,
although there were reasonable theoretical rationales. Therefore, a
hypothesis was built stating that usage of High Commitment Man-
agement practices has positive influence on (u21a) affective organi-
zational commitment, and (21b) affective occupational commitment.
Basing on the discussion it can be concluded that both hypothe-
ses are supported statistically, because of significant relations found
in correlation analysis, linear regression, and multilevel modelling.
Although correlations were found, a number of objections can be
raised. Since the results regarding orc were not entirely consistent
with prior researches in the area of control variables, caution with
interpretation of these results is advised, especially regarding H1a.
Both regression-based analyses resulted with significant HcM co-
efficients across all models, although existence of intra-class cor-
relations and unbalanced distribution of respondents among sub-
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departments could have disturbed their validity. It was therefore
concluded that, despite of obtaining repetitive results and prior find-
ings, which support 1, a confirmatory study on more reliable sam-
ple is needed in order to ensure its validation.

The second hypothesis was based on inconsistency between prior
researches regarding direct impact of culture on both, HcM prac-
tices and affective commitment. The scientists could not find com-
mon ground when investigating immediate correlation, thus it was
assumed that national culture does take moderating role in shaping
correlation between use of HcM practices and affective organizational
commitment (12a), and between use of HcM practices and affective oc-
cupational commitment (22b). As it was already discussed, pioneer-
ing nature of this research disallowed analysing the results by com-
parison with prior findings. No significant model concerning orc as
dependent variable was found to support H2a, regardless of inves-
tigated sample, or used method. H2a was therefore refuted. In case
of H2b, one out of six models had statistically significant moderating
features. Nonetheless, five others did not, and it would be the main
objection for accepting this hypothesis. On the other hand, the mas-
culinity dimension is still a cultural factor. Although it was confirmed
as a moderator in one sample only, there still are no theoretical, logi-
cal, or statistical prerequisites to deny masculinity as a moderator of
HCcM-occ link. This is why #2D is neither supported nor rejected.

Formulating a conclusion, there is no certain answer to be given
for the main research question. It is true that usage of High Com-
mitment Practices does have positive impact on both, affective or-
ganizational and occupational commitment. National culture, on the
other hand, does not moderate HcM — affective commitment link in
case of organizational focus. However, finding one statistically sig-
nificant model against five not valid suggests that the question re-
garding HcM-occ link has to be left unanswered. Still, uncertainties
that arose along with development suggest leaving other questions
open, as well. Repeatedly mentioned unreliable sample, and lack of
support for results regarding part of control variables may seriously
impeach validity of these answers. On the other hand, because of no
corresponding researches that could be taken as a reference point,
it is impossible to unequivocally state that all correlations with used
control variables behave the same way in case of direct and mod-
erating influence. Therefore, further confirmatory researches need
to be done, meanwhile the question regarding moderating impact of
national culture on HCcM — affective commitment link has to be left
opened.
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Pointing out flaws and errors can be a risky pastime for employ-
ees, particularly when the information therein conflicts with rules,
routines and theories held dear by management. However, skil-
ful performance is not about strictly adhering to such established
rules, routines and theories when seeking ways out of problem
situations. This contribution argues that skilful performance arises
out of the practice of shared meaning rather than punctiliousness.
Especially in the event of uncertainty, equivocation and doubt,
people in organizations should not just apply given rules, but also
jointly classify, interpret and transform observed data into new
knowledge that feeds back, so that subsequent action and its jus-
tification can tap into the prevailing business climate, reduce am-
biguity, and offer prospects that are more exciting. A holistic ap-
proach is proposed that may also assist in the construction, pro-
cessing and justification of knowledge, establishing meaning within
an organization in order to improve organizational performance

in the long term. Finally, a specific case of redevelopment in an
sME illustrates the argument.

Key words: skilful performance, organizational knowledge,
organizational learning, sense making,
Language-Information-Reality framework

Introduction

Organizational performance may suffer from the fact that decisions
within organizations often rest upon more or less incomplete infor-
mation and misrepresented knowledge (Tsoukas 1997; 2005). Orga-
nizational knowledge, however, is usually assumed to be based upon
computationally collected, processed, stored, retrieved, and com-
municated decision-relevant information. Organizational success is
then explained and assumed to be reproduced in a controlled man-
ner via explicit rules for action (Kogut and Zander 1992). Organi-
zational success is thus assumed data-driven. This means that it
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may rest upon well-chosen documentation. However, data in such
records or guidelines may change. Procedures assumed to explain
and reproduce organizational success are usually tested, or rather
evaluated, with respect to the results of their application, by per-
sons assumed to have expertise in certain areas of practice. There
appears to exist an implicit presupposition that the operationalisa-
tion and application of rules, once they have been explicated, do not
need to draw further upon the extra knowledge of experts (Kogut
and Zander 1992). However, this is erroneous, since an understand-
ing of the meaning of calculated results, necessary to their evaluation,
and the selection of those found acceptable might be faulty or absent.
In 1969, Karl Weick suggested that this situation be addressed with
the concept of sense making, which has lead to an explanation of the
success of high reliability organizations (Weick and Roberts 1993).
The concept of sense making tallies largely with a user-driven ap-
proach to explain organizational success.

The aim of this contribution is to examine the interplay between
the data-driven and user-driven approaches necessary to under-
standing of, and support for, the enactment of organizational knowl-
edge with a view to long-term organizational success via skilful per-
formance. A holistic framework will be introduced, concerning - pri-
marily but not exclusively — the relation between language, informa-
tion and carefully selected parts of reality. The use of this framework
for the analysis, guidance and evolution of actions to be taken with re-
spect to the production and reproduction of skilful performance, and
thus organizational success in the long term, will be discussed. To il-
lustrate the matter in question, the initial situation in an Austrian
sME, for which redevelopment was later analyzed within the frame-
work outlined immediately above, follows.

Some years ago, the management of Beham Techn. Handels GmbH,
an Upper Austrian sME specializing in the production of precision
metal parts, realized that the company was no longer able to settle all
its payments. Few people were aware that serious liquidity problems
had been in existence for some years before the management was
forced address the situation. Among these were, naturally enough,
the accountants who lived daily with the liquidity difficulties. The
main reason that this information did not penetrate to management
sooner is that the employees believed that they might turn the situ-
ation round by working harder. However, the more they strove, the
more clearly they realized that the threat to the company was in-
creasing.

The solution to this case reconstructed below will portray (Shotter
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and Tsoukas 2007, 21) the argument, developed within the frame-
work provided, that skilful performance manifesting itself in organi-
zational success does not stem from strictly and stubbornly adhering
to established rules or best practices. Instead, people in organiza-
tions should be able to step out of such a given system and jointly
classify, interpret and transform observed data into new knowledge
that feeds back, so that subsequent action and its logical justifica-
tion can offer prospects that are more exciting for them and their
organization.

A review of related research traditions is provided to frame the ar-
gument. After that, hypotheses are developed to demonstrate their
impacts on skilful performance, and thus organizational success:
first, strictly and unreflectively adhering to rules is examined and
second, overruling rules via the practice of seeking and sharing
meaning within organizational environments. The impacts are ex-
amined within the holistic framework of analysis and in terms of
prediction. Finally, the prerequisites for an appropriate actualiza-
tion of the suggested approach within an organization are discussed.

Skilful Performance, Organizational Learning
and Sense Making

What explains skilful performance and how it is created is a ques-
tion dating all the way back to Plato. Somewhat more recently, Taylor
(1911) maintained that if there were an answer to this question; one
would know what to concentrate upon and what to do to enhance the
performance at individual, group and organizational levels. In fact,
research into skilful performance is now among the most prominent
subjects for organization and management studies (Vogel 2012) and
consists of several intertwined streams of investigation. These vari-
ous approaches address skilful performance by means of conceptu-
alizing the various manifestations of knowledge: capabilities, com-
petence/skills, and expertise (Fauré and Rouleau 2011; Rouleau and
Balogun 2011; Sandberg and Pinnington 2009; Attewell 1990; Ingold
2000; Sennett 2008; Danneels 2010; Collins and Evans 2007; Dreyfus
2005; Dreyfus and Dreyfus 1986). Thus, there is no shortage of ideas
about what can characterize particular types of knowledge. However,
there is significantly less understanding about how these manifesta-
tions of knowledge are enacted in the kind of skilful performance
that underlies organizational success in the long term (Danneels
2010; Sandberg and Targama 2007; Tsoukas and Vladimirou 2001;
Tsoukas 2005).

Skilful performance, however, is tightly interwoven with individ-
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ual and organizational learning (Brown and Duguid 1991; Gherardi
2006; Nicolini, and Yanow 2003; Tsoukas 2005). According to Ar-
gyris (1976), learning in and by organizations may be understood
as a process of tracking down and eradicating discrepancies. When
this process enables an organization to apply its present rules or
to achieve its goals, the process may be termed single-loop learning
(Argyris and Schon 1974), which can be understood to correspond
to the data-driven perspective upon explanation of skilful perform-
ance, and thus of organizational success as such. Single-loop learn-
ing may be compared to a thermostat, in that it is said to know when
it is too hot or too cold in the room; it is then instructed to turn the
heat on or off: ‘The thermostat is able to perform this task because it
can receive information (the temperature of the room) and therefore
take corrective action” (Argyris 1977, 116). However, if the thermo-
stat could question itself about whether it should be performing in
the room at all, it would be capable not only of tracking down a dis-
crepancy in temperature, but of questioning the underlying theory
and its own rules, or rather algorithms for action, too. That is learn-
ing of a second order, famously labelled double-loop learning by Ar-
gyris and Schon (1974), and it can be interpreted as corresponding to
the user-driven approach to the explanation of skilful performance
in and by an organization, and thus of organizational success.

When the employees in the introductory case became aware of
the liquidity problems within their company and simply attempted
to work harder or, put differently, to apply established rules or pro-
cesses ever more diligently, in order to save their company, this ex-
emplified single-loop learning. If they, jointly with the management,
had begun to confront the causes of the company’s imminent non-
liquidity, it would have constituted double-loop learning, since they
would have questioned the underlying theories and rules their orga-
nization was built upon.

Mezias and Starbuck (2003), Winter (2003), Weick, Sutcliffe, and
Obstfeld (2005) implicitly parallel the points made by Argyris (1977),
maintaining that slavish obedience to rules arising out of a data-
driven approach inhibits organizational performance in the long
run. On the other hand, if employees can act upon ‘making sense
of circumstances’ (Weick, Sutcliffe, and Obstfeld 2005, 415) and in a
context where there are incentives to reach general long-term goals,
success in the organizational performance may pursued (Weick and
Roberts 1993).

Organizational sense making as introduced in Weick (1995) is
about the question: “What does a situation mean?’ When people then
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ask: “What should I do in this situation?’ this additional question is
capable of bringing meaning into existence, meaning that allows ac-
tion into the future, continuation of action, and maintenance of a
sense of remaining in touch with the continuing flow of experience.

Thus, sense making focuses constructively around equivocality,
since the latter gives priority to the search for meaning as a way
of dealing with uncertainty (Mills 2003). Weick, Sutcliffe, and Obst-
feld (2005) assume that explicit efforts at sense making can be found
whenever the current state of the world is perceived to be differ-
ent from its expected state. Sense making may thus arise out of the
question: the same or different?

Thus, Argyris and Weick correctly highlight the dynamic charac-
ter of rules and their underlying theories. However, it still has not
been made clear how it is possible for people to recognize the dif-
ference and to act upon it in ways that appear to move towards gen-
eral long-term goals (cf. Polaroid’s flawed foray into digital photog-
raphy in Tripsas and Gavetti 2000, or, more generally, organizational
boundaries of identity in Santos and Eisenhardt 2005). Moreover,
Weick, Sutcliffe, and Obstfeld (2005) do not explain the causal re-
lationships between applying the rules and sense making explicitly
enough, thus rendering it impossible to predict either failures or suc-
cesses in organizational performance. Further, while it is acknowl-
edged that meaning becomes embedded in organizations, proper de-
velopment of how it may arise is lacking, as is any explanation of how
individuals can, or do, draw upon it.

Framing Skilful Performance

As indicated above, literature related to skilful performance primar-
ily comprises descriptions and even prescriptions, leaving every-
thing as it is. What seems to be missing is a dynamic theory that
firstly deals with the system (organization) together with its envi-
ronment, secondly allows for endogenous change of the system (or-
ganization), thirdly makes room for creative action, and finally, ac-
knowledges the roles of historical accident and chance (Porter 1991).
However, a dynamic theory of skilful performance is unlikely to be
developed if researchers persist in merely recording social regular-
ities or seeking allegedly immutable laws by which skilful perform-
ance may be explained and predicted.

Out of this impasse arose the Language-Information-Reality (LIR)
multidimensional systemic-semantic framework of analysis (Born
1982; Born and Gatarik 2013; 2014; Gatarik and Born in press). This
may not only provide a chance to explain and predict both the failures

NUMBER 3 - FALL 2015



Eva Gatarik

and successes of an organization in dealing with its environment
(first desideratum), but also highlight in which way the creation of
meaning could produce or reproduce, in a controlled manner, creative
action considered as an example of skilful performance (third desider-
atum). This means that it may become possible to show how to over-
come established organizational presuppositions, assumptions, and
rules whenever necessary in order to move toward general long-
term goals (second desideratum). Put differently, with the help of
the LIr framework, a holistic organizational epistemology could be
established, which would assist in the construction, processing and
justification of knowledge establishing meaning within an organiza-
tion to improve organizational performance in the long term (fourth
desideratum).

To illustrate the matter in question, the L1r framework will be em-
ployed below to examine the following two hypotheses:

"O Skilful performance arises out of a strict and unreflective appli-
cation of routines. These are explicable as norms/rules (data-
driven approach to organizational performance). Mistakes, in-
terruptions or unintended results are then understood and in-
vestigated as the result of an inefficient, improper or inexact ap-
plication of the explicated routines by their users.

"1 Skilful performance does not arise out of strictly adhering to rou-
tines and rules when seeking ways out of problem situations. It
is driven by the continuous search for, and sharing of, mean-
ing within organizational environments. Thus, instead of inves-
tigating the misapplication of theories, routines and rules, their
formal incompleteness is to be reconsidered and replaced by re-
flecting the limits of their application. A dialogical culture as
a way of thinking together and learning from each other is,
therefore, essential to provoke this kind of reflection and develop
an understanding of the limits of the application of established
theories, routines and rules to ensure and support innovation
and progress.

The Language-Information-Reality (L1R) Framework

The analytical basis for the examination of the hypotheses intro-
duced above, the rir (Language-Information-Reality) framework,
appears in figure 1.

The right side of the framework combines both experiential knowl-
edge/expertise E (expertise) and cultural knowledge/capabilities F
(folk knowledge) as commonsensical knowledge C, realized and nat-
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FIGURE 1 The L1R Framework of Analysis, Showing the Scissors of Meaning.

urally developed in enduring and robust organizations of commons
(Hess and Ostrom 2007). The left side of the framework combines
rules/routines/competences K (calculi) and structural/explanatory
models M (meta-knowledge) constructed out of experiences at E,
and addresses abstract knowledge A. These four knowledge compo-
nents or knowledge roles {E, F, K, M} build up background knowledge
H (hypotheses) out of which meaning can arise.

Meaning is enacted in an organization when all the components in
figure 1 are dynamically interconnected, i.e. when the bottom level
B illustrating causal connections in reality (P = Q) and the top level
D illustrating necessary simplifications (f) and thus incomplete rep-
resentations (S — R) are connected properly. This means that there
is a need for a switch between the knowledge roles called expertise
E, user knowledge F, rules K, and meta-knowledge M. There is also
an essential need for an endeavour/active and constructive effort to
understand something well and not just to wait for a translation into
one’s own epistemic world, is available.

The scissors of meaning indicate differences between the knowl-
edge components expertise at E and user/folk knowledge at F in
terms of their effects on the evaluation and acceptance of the pro-
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duced problem solutions Q, since when applying either expertise E
or just lay/folk knowledge F to certain routines/rules at K, different
solutions Q" Q* may emerge.

Sense making (Weick 1995) organizes the meaning, stipulating in-
teraction between the knowledge components expertise (E), user/
folk knowledge (F) and rules/routines (K).

As previously mentioned, a dynamic theory must acknowledge
historicity. Thus, a dynamic theory of skilful performance should aim
to outline the processes or generative mechanisms that have previ-
ously produced specific empirical events (Hedstrom and Swedberg
1998). A process approach should replace the standard variance ap-
proach (Mohr 1982).

The r1r framework outlines the following mechanisms generating
organizational performance. The first mechanism of the LIR frame-
work allows the user to analyze and explain both the success and
the possible failures in real-life enterprises, viewed as projections of
certain organizational structures. This leads to the three aspects de-
picted in figure 1 at knowledge components {E, F, K, M} and problem
solutions Q on the one hand, and the causality of practical produc-
tion cycles (in signs: P — Q) on the other hand. These three aspects
are:

1. Applying expertise E in an enterprise to specific and well-selec-
ted problems P, in symbolic terms: E (P) = Q [read as expertise E
applied to a problem (P) causally yields/produces some solution
Ql.

2. Enacting expertise E via the bureaucracy of established routines
of production procedures K, manifesting itself in the compe-
tence of a firm, and leading to algorithms, in symbolic terms:
<K[E> (P) — Q’ [read as rules/routines under the condition ex-
pertise E applied to a problem (P) causally yields/produces some
solution Q’].

3. Enacting capabilities F, i.e. replacing expertise E by folk knowl-
edge F to reproduce the success of enacted expertise (2.) in a
controlled manner, in symbolic terms: <K[F> (P) — Q* [read as
rules/routines under the condition folk-knowledge F applied to
a problem (P) causally yields/produces some solution Q*].

The second mechanism of the Lir framework concerns the iden-
tification and selection of organizational units in a real-life enter-
prise in accordance with their knowledge roles as actualizations of
the interaction of explanatory knowledge components {E, E K, M}
that are, via LIR, considered to be explanations of the practical suc-
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cess of an enterprise in dealing with its environment. In this sense,
the Lir framework can be used to guide the reorganization of an en-
terprise according to identified knowledge roles realized (actualized
or incorporated) in organizational units.

The third mechanism of the rir framework, in organizational
practice relevant especially with respect to decision-making and
decision support, allows the analysis of managerial decisions and
justifications, as well as of any persuasive arguments for the mea-
sures to be taken in practice, e.g. by employees: see the top level of
the framework: H={E, F, K, M}; S - R.

Finally, the fourth mechanism of the Lir framework allows under-
standing and evaluation of the relation between explanation, in sym-
bolic terms: H = {E, E K, M}; S — R, and enactment or description, in
symbolic terms: E (P) = Q in general, <K|E> (P) = Q' due to experts,
<K|F> (P) = Q* due to lay people, and thus insight into the limits of
the application of theories insofar as they rest upon over-simplifying
classifications, incomplete information and knowledge, and the dy-
namics of an ever-changing world.

Case Study

A case study may serve to illustrate the point. As indicated above, it
was developed at Beham Techn. Handels GmbH, an Upper Austrian
SME specialising in the production of precision metal parts since
1948, in the course of its redevelopment. The Lir framework is here
employed as the main means of analysis in a description of re-
modelling Beham's processes in such a way as to enhance skilful
performance in terms of creativity, flexibility and innovation in the
long run.

INITIAL SITUATION

Some years ago, Beham encountered massive financial difficulties.
Their budget was simply unable to cover future payments (problem
situation P represented in S as red numbers in figure 2). On the ba-
sis of his own experience, the ceo, himself a layman (F) to the spe-
cial issues of tax law and business economics, thought (in symbols,
H = {F}; S — R) that his tax adviser could contribute to solving the
liquidity problem with his special expert knowledge (E). It would
therefore be possible to reach the target state (represented as R, the
response/result of a certain solution Q in figure 2), i.e. the capacity to
settle all payments, by developing a liquidity plan that involved in-
creasing the credit limit on the current account to accommodate im-
mediate requirements. Moreover, this solution Q was to have been
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endorsed as a future routine or rule K (determining the transition
from P to Q), thus: ‘If you are no longer able to service current debts,
a liquidity plan will be prepared and, if necessary, the credit limit
of your current account will be increased.” However, Beham did not
have sufficient credit guarantees to do so; the rule/routine proposed
as solution Q could not be realized.

In quest of a fresh solution, reasons for the lack of liquidity were
first sought by investigating cash flow from: (a) business activities
that lay outside the ordinary course of business, (b) extraordinary
processes (such as severance payments, settlements with partners),
and (c) currently unprofitable fields of business. A solution now ap-
peared to be calculable and accessible to plausible representation,
after which it could be realized simply — close down divisions not
belonging to the core business, abandon unprofitable branches, and
avoid extraordinary, inherently one-off processes. In the light of such
plausible solutions, the credit institution might be more likely to fi-
nance a short-term surge of liquidity, as an immediate local optimiza-
tion.

Such calculable steps might have made it possible to achieve
short-term, at best medium-term, prospects of survival, but no sus-
tainable existence and development for Beham GmbH would have
been guaranteed, by any means.

ENACTING ORGANIZATIONAL KNOWLEDGE IN PRACTICE

It was clear that sustainable solutions in this case could not rest
upon one-dimensional, monetarily justified selection of knowledge.
In other words, the management realized that partial (e.g. financial)
explanations and suggestions for action derived from the former in
a non-reflective way needed to be overcome, indeed overruled, and
replaced by fresh practical problem-solving ideas (H; S — R), based
upon a sort of enactment of a joint meta-reflection (M) of problem
situations (P) in the concrete organizational context (P = Q): see fig-
ure 2.

Therefore, the ceo first commissioned an external economic man-
agement consultant to prepare a solution that would go beyond the
original suggestions. In the end, it was decided that an eight-person
management team be created, which could be seen as a mode of en-
actment of knowledge component M.

The team members were individually supplied with all the nec-
essary information available. Everyone was encouraged to present
their ideas unreservedly, then determine reorganization steps col-
lectively and in advance, while remaining capable of initiating all
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managerially relevant decisions. How this step could be used to de-
velop creative, innovative solutions and maximum flexibility appears
in figure 2.

Figure 2 shows the enactment of expertise, competence, and capa-
bilities via joint meta-reflection at M towards skilful performance at
Beham GmbH. This employment of organizational knowledge is em-
bedded into a mode of knowledge and meaning transfer supportive
of corporate culture and characterized by dialogue and appreciation.

Further, figure 2 indicates the three levels of reflection: At the first
level [1], the proposed or produced solutions Q,’ Q* via E and F are
evaluated. At the second level [2], the means are reflected upon,
i.e. the rules, structures, expertise, etc., that produce results. Level
[3] is the process of contemplation of the justifications for what is
proposed by the decision-makers and their selection of the mea-
sures/actions to be taken to generate sustainable results.

Finally, figure 2 depicts the scissors of meaning, used to address
the dialogue between experts at E and users at F to move towards
enhancing the epistemic resolution levels F to F*.
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However, the quality and innovativeness of the Beham solutions
depended on more than just the implementation of knowledge com-
ponent M in the form of a management team; extended involvement
of the influence of the other three knowledge components of the
LIR scheme allowed the all-embracing knowledge of the entire en-
terprise to be take into account. The precise selection of the mem-
bers of the management team ensured that they also conveyed to the
decision-making process their particular perspectives and the chal-
lenges generated by their various departments (in terms of E). In
addition to this, these experts provided an excellent interface with
other employees, whose aspirations and opinions (knowledge com-
ponent F) could thus be said to have been represented at team meet-
ings. Finally, through the special use of a sophisticated information
system K and the extensive experience of an 1T specialist as one
of the eight members of the management team, information that is
even more significant was shared.

Further, the members of the management team may also perform,
and even enact, the various knowledge roles that form the essential
theoretical backbone of the Lir scheme. When addressing the topic
discussed and the situation, they play a number of parts: they may
be specialists/ experts; they may provide general knowledge and life
experience; they may think and argue in both procedural and reg-
ulatory terms; and they may provide certain reflective external per-
spectives.

This kind of thinking together is explained by, and rests upon, the
LIR framework initiated at Beham GmbH as a theoretical backbone
for sustainably skilful performance. This framework provides guid-
ance for the actions of the employees. However, although the spe-
cific direction the enterprise should take is indicated, the employees
themselves are granted local autonomy to find ways of maintaining
that course.

DEVELOPMENT AND CURRENT STATUS OF BEHAM GMBH

From the corporate-financial point of view, the positive effects of the
re-modelling at Beham GmbH may be selectively summarized af-
ter eight years. The company turnover has increased threefold; Be-
ham has been listed as the most successful enterprise of those in
which the participating private equity-fund has ever invested (pro-
portional to size) and the capital invested by outside parties has
been superseded by internal equity capital generated over the eight
years. Moreover, after the re-modelling Beham has been the recip-
ient of several business awards, among them the international Best
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Business Award for Sustainable Management, Europaregion Donau-
Moldau, in 2014: the rating criteria were economic success, unique-
ness, employee status, innovative power, sustainability and social re-
sponsibility.

Although space dictates that the Beham case cannot be covered
in more detail, the case study may nevertheless be used to highlight
that any re-modelling of an enterprise requires, inter alia, outstand-
ingly open-minded attitudes on the parts of the managers and em-
ployees and an appropriate corporate culture. These are vital to the
reflective transfer of the approach to other enterprises.

Reflective Conclusion: Meaning versus Routines

The central aim of this contribution has been to argue that skilful
performance originates in a continuous search for meaning, as well
as to provide a meta-theoretical foundation that may enhance the
search for meaning as a kind of proactive reflection by organiza-
tions and within them. It indicates a means of decision support in
an explanatory, rather than a merely descriptive (or even prescrip-
tive) way. The general intentions are to facilitate understanding and
improve the evolutionary processes that influence the integration of
reliability in organizations.

Within the meta-theoretical L1r framework, two alternative expla-
nations of skilful performance, and thus organizational success, have
been employed and the why and how explained, the way in which m1
overrules Ho. To portray the argument, a real-life case has served as
a counterexample to Ho.

The theoretical approach to framing skilful performance sug-
gested here is about the identification, construction, processing and
corrective application of organizational knowledge. It explicates the
practical idea that meaning is a means to come to terms with reality.
In the real-life case, at Beham, this was actualized via the establish-
ment of a management team as an enactment of the fourth, explana-
tory knowledge component M within the 11r framework. However,
simple enactment of the meta-theoretical reflection M is not the sole
path to success. The importance of the population of M must be
considered, together with the way in which it can help give or cre-
ate meaning to the data, documentation and algorithms at K and to
the transfer of knowledge from experience and expertise E into an
episteme for decision support.

Recognizing the limits of established organizational rules or al-
gorithms and, if applicable, overruling them, may also involve dia-
logue, sensu Bohm (1996), between experts at E and users at F, lead-
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ing to enhancing knowledge F towards F*. This dialogue can keep
background knowledge H dynamic and facilitate understanding of
changes in meaning and their creative, flexible and innovative in-
fluence upon problem solutions. It may also help to explain, predict
and guide action in everyday organizational life, as it allows for fixing
and establishing reference in the world in a new way.

The dynamic background of the rir framework calls for a short
summary:

1. Simply adding up the local optimization of expertise, compe-
tence, and capabilities is suboptimal to the success of the whole
—here, an organization.

2. In many cases, although not all, skilful performance does not de-
pend upon strictly or stubbornly obeying or applying rules but
on awareness of how knowledge comes about and of the lim-
its of the application of those rules, and thus such performance
requires reflective and corrective practice.

3. Reflection upon the limits of following a rule might well assist
understanding of the constraints and presuppositions about the
world we live in and support a more ecological point of view.

4. Understanding the coming about of knowledge via Lir should
help to delimit and correct the misuse of bureaucracies in or-
ganizations and support or provide freedom for innovation and
creativity at all levels; further, it may prevent the digitalization
and replacement of innovation and creativity by an unreflective
and mechanical use of routines.

It may be concluded that the integration of organizational and
management practices into the Lir framework can facilitate under-
standing and controlled reproducibility of those actions that are con-
sidered and accepted as examples of skilful performance mirrored in
sustainable success, economic or otherwise.
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Existing research on the resource-based view (RBVv) has provided
limited evidence on how firms achieve superior and sustainable
business performance; this failure is because current literature
de-emphasizes the importance of operations. This paper argues
that to gain and sustain superior business performance, a firm'’s
sustainable competitive advantage is not enough, its operations
also needs to be competitively distinct. Therefore, through uni-
fying the necessary conditions of superior and sustainable busi-
ness performance the paper presents a better understanding of
the rBV. The success story of Walmart, from existing literature,
is considered as an example to support the proposed framework.
The paper concludes that the cost of operations, opportunity cost,
cost of resources and possible output are the crucial factors in
resource choice and operations decision to secure competitively
distinct operations. Finally, theoretical and managerial implica-
tions, research limitations and future research possibilities are
discussed.

Key words: RBV, competitive and sustainable competitive
advantage, competitively distinct operations, superior and
sustainable business performance, Walmart

Introduction

Managerial decisions are often made in reference to uncertainty
(Hult, Craighead, and Ketchen 2010), intuition and market pressure
(Timilsina, Haapalainen, and Takala 2014), constraints and limita-
tions like time, knowledge, information and resources. A firm’s per-
formance outcomes are always affected by these factors. In busi-
ness practices, it is difficult to say what makes the performance
difference between firms. However, the resource based view (RBV)
is considered as an influential theory to answer the questions of a
firm’s performance difference (Barney, Ketchen, and Wright 2011;
Kozlenkova, Samaha, and Palmatier 2014). According to rBv, firm
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specific resources allow gaining competitive advantage, which en-
ables firms to earn above average profit (Peteraf and Barney 2003).
The underlying assumption of rRBv is that the managerial effort in
a firm is to gain sustainable competitive advantage, to identify and
emphasize strategic choice and to deploy key resources for profit
maximization (Fahy and Smithee 1999).

Nevertheless, the RBV has been criticized by several authors, for
example: RBV is not a complete theory (Kraaijenbrink, Spender, and
Groen 2010), assumptions made in resource based research are par-
tial, implicit and problematic (Foss and Kundsen 2003), decision
making- mechanism is not explained by rBvV literatures (Kunc and
Morecroft 2010), and managerial role in the integration of resources
and value creation is underdeveloped in rBV (Sirmon, Hitt, and Ire-
land 2007).

No matter what the ground for criticism, it is not questionable
whether the resource characteristics proposed by Peteraf (1993) and
Barney (1991) will provide sustainable competitive advantage or not.
Certainly, any firm with these resource characteristics (see figure
1) will have certain advantages over its competitor. However, refer-
ring to explicit product market competition Costa, Cool, and Dierickx
(2013) says sustainable competitive advantage does not increase nor
guarantee higher profits within the firm and over its competitors. On
the other hand, operations alone hold 60-80 percent of direct ex-
penses, which is an obstruction to the firm’s performance (Chase,
Jacobs, and Aquilano 2006). According to Goodale et al. (2011), a
strong control over cost related to operations is one of the accepted
traits of successful business. Therefore, it is reasonable to say that
the process of resource coordination, configuration, utilization and
deployment needs to be unique, cost efficient, and result-oriented.

Hence, the paper argues that to gain and sustain superior busi-
ness performance, a firm'’s sustainable competitive advantage is not
enough; its operations also need to be competitively distinct (fig-
ure 1).

This argument is based on several assumptions. First, if manage-
rial or strategic expectations are in line with resource choices and
operations decisions, then sustainable business performance can be
achieved. Second, a firm might gain advantage over its competitors if
there is a proper understanding of the future outcome of operations.
Third, the foundation of competitive advantage through resources
and capabilities lies in the operations (Coates and McDermott 2002).

However, there has been less effort made to explain the meth-
ods of aligning resource choices and operations decisions, which
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Input Process Output
(Resources) (Competitively Distinct (Superior and Sustainable
Operations) Business Performance)

Accessed and
controlled, restricted
on trading, barrier in
rent sharing, limited
to competition
(Peteraf 1993)

Competitive Advantage

Superior Business
Performance

If resources are:

Competitively Distinct
Operations

Superior and
Sustainable Business
Performance

Valuable, rare,
extremely costly or
difficult to copy, not
substitutable
(Barney 1991)

Sustainable Competitive
Advantage

Accessed and
controlled, restricted
on trading, barrier in
rent sharing, limited
to competition
(Peteraf 1993)

FIGURE 1 Conceptual Framework for Superior and Sustainable Business
Performance

make operations competitively distinct, allow better utilization of re-
sources and thereby lead to superior and sustainable business per-
formance. Hence, this research provides a better understanding of
RBV by unifying necessary conditions of superior and sustainable
business performance and highlighting the significance of competi-
tively distinct operations (figure 1). By doing this, the research aims
to make theoretical contributions in organizational performance and
RBV literature.

Literature Review
RESOURCE-BASED VIEW (RBV)

‘Edith Penrose’s work has been widely acknowledged to have played
a central role in providing the intellectual foundations of the resour-
ce-based view’ (Lockett and Thompson 2004, 193). According to
Penrose (1956), the firm is a bundle of resources governed by ad-
ministrative framework and these two factors (bundle of resources
and administrative framework) determine the firm'’s growth. During
1980’s, this thought was further developed. Some influential works
are Wernerfelt (1984), Rumelt (1984), Barney (1986), Dierickx and
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Cool (1989), Barney (1991), Peteraf (1993), Oliver (1997) and oth-
ers. The rBvV has been considered as one of the most prominent
and influential theories to explain organizational behaviour (Barney,
Ketchen, and Wright 2011) and firm performance (Leiblein 2003).
Furthermore, the BV has been widely accepted in the field of strate-
gic management (Newbert 2007), strategic human resource man-
agement (Paauwe and Boselie 2003), international business (Peng
2001), management literature (Runyan, Huddleston, and Swinney
2006), and marketing (Kozlenkova, Samaha, and Palmatier 2014).
However, most of the research based on rBv shares the same ontol-
ogy and argues that by means of productive resources, a firm can
have competitive and sustainable competitive advantage.

COMPETITIVE AND SUSTAINABLE COMPETITIVE ADVANTAGE

A firm can gain superiority over competitors through efficient use
of resources and access to information (Das, Zahra, and Warkentin
1991), information technology (Chae, Koh, and Prybutok 2014), lo-
gistics and supply chain (Mellat-Parast and Spillan 2014), low cost
or product differentiation or market focus (Porter 1985), customer
value (Woodruff 1997), innovation (Hana 2013), human resource
management (Florea, Cheung, and Herndon 2013), knowledge man-
agement (Danskin et al. 2005) and so on. If such advantage allows
a firm to maintain above average performance over its competitors
is said to have a competitive advantage (Wang, Lin, and Chu 2011).
According to Droge, Vickery, and Markland (1994) competitive ad-
vantage is interrelated to superior skills, resources and superior per-
formance. Similarly, if a firm is able to earn above average profit for
several years is known to have a sustainable competitive advantage
(Peteraf and Barney 2003).

COMPETITIVELY DISTINCT OPERATIONS

Operations decision range from simple to complex. Simple decisions
are tactical and repetitive in nature, relate to day-to-day operations,
are made by operational or line manager and have short-term im-
pact on business performance. Complex decisions are on the other
hand strategic, made by top management and have significant im-
pact on short and long-term performance (Hughes and Thevaran-
jan 1995). In fact, resources and operational capabilities are the root
of business strategy and organizational identification (Wu, Melnyk,
and Flynn 2010). Similarly, the act of recombining and reconfigura-
tion of assets not only helps to sustain profitable growth, but also
helps an organization to make a fit with the changes occurring in
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market, technology and to avoid disadvantageous situations (Teece
2007), so does operations decisions. According to Banker and Morey
(1993) resource allocation and operations decisions significantly im-
pact fixed and variable cost, service quality, profit margin and overall
business performance.

Therefore, it is advantageous to make resource choices and opera-
tions decisions in the light of cost-benefit analysis. The cost-benefit
analysis in decision-making not only allows close coordination be-
tween resource choice and operations decision, but also provides
justified ground for resource choice and operations decision. Hence,
it reduces the risk of operational uncertainty. Here competitively dis-
tinct operations refer to operations decisions, which are based on the
optimal balance between resource choices, and operations decisions
gained through cost-benefit analysis (a detailed discussion is pro-
vided in the later section.)

SUPERIOR AND SUSTAINABLE BUSINESS PERFORMANCE

A firm is assumed to have superior business performance if its re-
turn on assets is above average (Baaij, Greeven, and Dalen 2004;
Banker, Mashruwala, and Tripathy 2014) for at least five consequent
years, the above average return here referring to a return higher
than the industry average return on assets (Roberts and Dowling
2002). In practice, it is extremely difficult to gain and sustain su-
perior business performance over a longer period of time (Wiggins
and Ruefli 2002). This may be due to Schumpeterian innovation be-
cause it wipes out competitive advantage and restricts the possibil-
ity of sustaining superior performance; this is for example evident
in the computer industry where a new technology emerges every
now and then. (Baaij, Greeven, and Dalen 2004). According to Cor-
bett et al. (2013), Schumpeterian innovation is not only destructive,
but also generative as it may bring about opportunity during high
uncertainty. However, managerial practice helps an organization to
sustain its performance in the long run through ‘directing, changing
and managing the operational and support processes’ (Bititci et al.
2011, 854).

Besides this fact, for the managerial process to be effective and
efficient in the management of technological and market change, to
avoid path dependencies and to sustain superior business perform-
ance, there must be close co-ordination between resource choice
and operations decision. After all, most of the managerial decisions
either strategic or operational involve organizational resources and
operational capability.
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Theoretical Framework

EFFICIENT RESOURCE CHOICE AND OPERATIONS DECISION:
DESIGN OF COMPETITIVELY DISTINCT OPERATIONS

The main argument of this section is that for efficient utilization of
resources and to increase firm performance, resource choice and
operations decision need to be performed simultaneously. In busi-
ness practices, resource allocation is a repeated process (Noda and
Bower 1996) and so is the operations decision. Figure 2 shows the
decision framework for efficient resource choice and operations de-
cision that aims to secure competitively distinct operations. The pre-
sented framework consists of operational and decision making di-
mensions. Each of these operational and managerial practices is in-

Operational dimensions Decision-making dimensions

Identify the
internal and
external needs

Define the firm’s
objective

Examine the
available resources

Set the target/goal
to accomplish

Understand

Cost-benefit analysis for efficient resource
choice and operations decision

Decision factors:
cost of operations,
opportunity cost,
cost of resources,
possible output

Resource
choice: option
one, option two,
option three,
and more

Operations
decision: option
one, option two,
option three,
and more

Segment and simplify

Choose the best alternative that fits with

the requirement and the targeted goal Standardizeland'inform!

Implement the plan Emphasize and promote

Benchmark the results with targeted goals,
if necessary repeat the process

FIGURE 2 Decision Framework for Efficient Resource Choice and Operations
Decision: Design of Competitively Distinct Operations

MANAGEMENT - VOLUME 10



Competitively Distinct Operations

terconnected as shown in the diagram above. In addition, both di-
mensions are complementary to each other; none is complete and
efficient in the absence of the other. Therefore, for the effectiveness
of the decisions made by top management each step of the decision
making process needs to be in correlation with each element of op-
erational dimension. However, this paper mainly deals with the op-
erational dimensions.

According to the framework, the first step is to know internal and
external needs. The next step is to examine the available resources;
this will give a clear picture of which resources exist and which need
to be acquired. After this, the firm'’s objective is defined. These three
activities are highly interrelated and influence each other. The next
step is to set the target/goal to accomplish (for example periodic,
yearly or long-term goals).

Now the main task begins, here the challenge is to align resource
choice and operations decision. In this context, Sirmon, Hitt, and
Ireland (2007) proposed a framework of the resource management
process as ‘structuring,” ‘bundling’ and ‘leveraging.” The underlying
assumption in their framework is an efficient resource choice and
operations decision. There could be a number of possible options
to use the resources (see figure 2) but choosing the best operational
methods for resource deployment is crucial, because it is the path for
optimal utilization of resources and firm’s performance. Therefore,
the operations need to be unique, cost-efficient, and result-oriented.
The presented framework (figure 2) considers cost of operations, op-
portunity cost, cost of resources, and possible output as important
factors in resource choice and operations decisions. Reasons for con-
sidering these factors in designing competitively distinct operations
through cost-benefit analysis are explained below.

Costs of operations. These are the actual costs incurred in busi-
ness operations, and can be classified into fixed costs and variable
costs. Fixed costs include expenses like rent, salary, mortgage, de-
preciation, administrative expenses, interest and taxes, and utility
cost; while variable costs include production wages, commissions,
raw materials cost, shipping and transportation costs. Some authors
claim that the cost of operations can range from 60-80% of direct
expenses, which is a burden to firm performance (Chase, Jacobs,
and Aquilano 2006). Referring to the large firm, Bettis and Praha-
lad (1983) says that operations are the important source of funds.
This means that a strong control of operations cost is very impor-
tant for business performance. In other words, the lower the cost of
operations, the higher the profit margin.
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Opportunity cost. Along with payoffs and the likelihood of the
project, consideration of opportunity cost in resource allocation de-
cision has been emphasized in management accounting and capital
budgeting textbooks (Chang, Ho, and Lin 2002). However, managers
fail to consider opportunity cost in the evaluation of projects (Milad
2010). Opportunity cost is not recorded in accounting and financial
books of an organization, but it is a very important factor in mak-
ing economic and financial decisions (Shavit, Rosenboim, and Malul
2011), hence in resource choice and operations decision. In practice,
managers pay limited attention to opportunity cost in resource al-
location (Shavit, Rosenboim, and Malul 2011; Schiffels et al. 2014)
and operations decision. This may be due to the indirect nature of
opportunity cost (Schiffels et al. 2014) and its difficulty in measur-
ing (Victoravich 2010). However, opportunity cost can be calculated
in an implicit and explicit manner. Here, implicit opportunity cost
represents the amount of profit earned if another plan had been car-
ried out instead of the current project, while explicit opportunity cost
represent lost profit due to the implementation of a current plan of
action (Chang, Ho, and Lin 2002; Victoravich 2010).

Based on the study made in the medical industry, Wu (2013, 1285)
suggests that opportunity cost should not be considered in allocat-
ing a firm'’s capabilities ‘given the technical uncertainty in the new
market.” Besides, the consideration of opportunity cost is important
because it allows a decision maker to make a wise interpretation be-
tween identified strategy and future outcomes (Mackey and Barney
2013). The author further suggests that low opportunities cost indi-
cates the need for further investment in an existing business, while
higher opportunity cost signals to stop further investment.

Cost of resources and possible output. In resource choice decision,
it is useful to know the cost of resources beforehand. Sometimes the
resource choice is not economical and might have a negative impact
on firm performance. In addition, it is very important to consider
the output that could be gained with the resource choice and mode
of resource deployment. Output could be measured through earning
numbers as it represents the output gained through investments and
operations, also the series of earning number reflects the associated
risk and fluctuations in the investment and operations (Baginski and
Wahlen 2003). Similarly, the cost of resources and possible output
from its operation is crucial both strategically and financially. This is
because the basis of resource choice made by a firm is highly influ-
enced by strategic decisions, which ultimately influence the business
performance (Mariadoss, Johnson, and Martin 2014).
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The consideration of these above-mentioned factors gives an op-
portunity not only to make cost-benefit analysis among different op-
tions, but also helps to make constant alignment between resource
choice and operations decision. Most importantly, it helps to an-
swer questions like Does the resource choice increase or decrease
the operating cost? What is the best combination of resource choice
and operations decision? How does the optimal balance between re-
source choice and operations decision affect net profit? What op-
portunities are being lost? On the other hand, the omission of these
factors may lead to wrong choices being made which might influence
firm performance. However, consideration of cost of operations, op-
portunity cost, cost of resources, and possible output permits ratio-
nal decision making and helps to identify the best possible combi-
nation of resource choice and operations decision (i.e. competitively
distinct operations). Thus, with the given constraints of operating
cost and planning horizon, operating profit can be maximized by
considering the right combination of resource choice and operations
decision.

The next step is to choose the best alternative that fits with the re-
quirements and the targeted goal. Now the plan needs to be imple-
mented in practice. Finally, the obtained results are benchmarked
with the targeted goals. If the results are not as planned, it is rec-
ommended to repeat the process and make necessary changes to a
future course of actions.

The Case of Walmart: An Example

Walmart is regarded as a fast growing, highly successful company,
whose annual revenues exceed the sum of economies of world’s
thirty nations (Werther and Chandler 2010). In 2014, Walmart ranked
number one company on the Global 500 list by revenue (Fortune
2014) with $473.1 billion in sales for the fiscal year ending Jan-
uary 31, 2014. Now Walmart operates more than 4900 retail facilities
within the usa including 4281 Walmart stores and 640 Sam’s Club
warehouse there are more than 6100 retail facilities internationally
within 26 countries besides the Unites States (http://news.walmart
.com/walmart-facts/corporate-financial-fact-sheet). Walmart differ-
entiated itself from competitors in several ways, such as low over-
head cost and customized product mix reflecting market demogra-
phy, customer buying pattern and requirements (Aggarwal 2001).
The most significant differences are self-developed management
system of warehouses and stores, location choice, the culture to sup-
port values and skills, use of technology, excellent relationship with
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the supplier and consumer, human resources management and em-
ployee motivation (Chase, Jacobs, and Aquilano 2006). This leads
to higher productivity and lower operating cost, resulting in higher
profit margin.

In terms of resources like marketplace, technology and customer
taste, there is not much difference among the competing firms: Wal-
mart stores Inc., Target Corp., Sears Holdings Corp., Kroger Co. and
Costco wholesale Corp. However, among these firms, Walmart is able
to differentiate itself. How? What could be the reason behind its out-
standing performance? One of the most promising and practical an-
swers comes from Walmart’s operations strategies based on resource
capability, i.e. alignment of resource choice and operations decision
thus making operations to be competitively distinct. In practice, Wal-
mart has realized the dream of being a low cost firm by capitalizing
on competitive operations.

Strategies supporting cost minimization are the foundation of Wal-
mart’s success (Werther and Chandler 2010). The cost minimization
arises from low price strategy (Richardson 2008; Hill, Gareth, and
Schilling 2015; Basker 2007), choice of location (Vance and Scott
1994; Govindarajan and Gupta 1999; Lewis and Dart 2014), tech-
nological innovation and supply chain management (Werther and
Chandler 2010; Wrigley 2000; Teece 2010), operations and distribu-
tion strategies (Basker 2007; Govindarajan and Gupta 1999), adver-
tising and sales strategy (Wang and Zhang 2005; Steidtmann 2003),
and innovation in business model (Chesbrough 2010; Sorescu et al.
2011). All these features of Walmart's business model are the re-
sults of resource choice and operations decision; hence, they offer
a perfect fit to lower the cost of operations, opportunity cost, cost of
resources, and higher output. Furthermore, Walmart is a good exam-
ple of a successful business model where one can see how well the
resource choice and operations decisions are aligned in the value
chain by means of cost-benefit analysis.

In a similar manner, considering valuable, rare, inimitable, and
non-substitutable (VRIN) analysis, a framework proposed by Barney
(1991); it can be concluded that the combination of different features
(resource choice and operations decision) has made Walmart’s busi-
ness model not only valuable, rare, inimitable and non-substitutable,
but has also made it possible for them to gain and sustain competi-
tive advantage (table 1 on p. 284).

Table 2 (pp. 284-285) summarizes the strategic benchmarking of
Walmart and its close competitors. The purpose of this benchmark
is to give a close look on key financial indicators, so that the com-
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parative analysis and interpretation of financial performance can be
evaluated in the light of resource utilization and effectiveness of op-
erational processes. During the year 2005 to 2014, Walmart was able
to maintain consistent and above average revenues, operating in-
come, net income, return on assets and return on invested capital in
comparison to its competitors.

The comparative analysis (table 2) shows that besides the lower
gross margin and operating margin Walmart is able to maintain
higher values of revenue, and net income. This signifies that Wal-
mart is better at managing operating cost. This observation is in line
with Peterson and Fabozzi (1999), who examined the financial per-
formance of Walmart during the years 1988-1997 with the rest of
the retail industry and confirmed that Walmart is efficient at man-
aging operating cost in comparison to its competitors. In the similar
manner, higher and consistent values of return on assets and return
on invested capital from years 2005-2014 suggest that Walmart is
efficient at not only resource deployments and utilization of capi-
tal to generate more revenue, but also efficient at transferring rev-
enue into substantial profit. However, the above average financial
achievement in terms of revenue, operating profit and net income
during the years 2005-2014, suggests that Walmart is able to main-
tain superior and sustainable business performance (table 2).

Discussion and Conclusion

The paper presents a framework for superior and sustainable busi-
ness performance highlighting the importance of aligning resource
choice and operations decision. The different findings show that
Walmart is able to gain and sustain superior and sustainable busi-
ness performance not only because of competitive and sustainable
competitive advantage but also due to competitively distinct opera-
tions. Furthermore, the comparative analysis of key financial indica-
tors (table 2) and features of Walmart’'s business model (table 1) not
only provides sound evidence for the conceptual framework for su-
perior and sustainable business performance (figure 1 and figure 2),
but also shows Walmart's excellence in the alignment of resource
choice and operations decision. These findings support the argu-
ment that ‘practices are transformed into capabilities only through
carefully coordinated deployment and integration with other prac-
tices” (Schoenherr and Narasimhan 2012, 3767). The constant inte-
gration of resource choice and operations decision has allowed Wal-
mart to enjoy the benefits of low cost structure leading to superior
performance. However, the consideration of cost of operations, op-
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portunity cost, cost of resources and possible output, and constant
integration of resource choice and operations decision in securing
competitively distinct operations are relatively unexplored features
of Walmart's business model. The paper asserts that because of these
features, the Walmart showed a consistent level of performance even
during the economic crisis (table 2). Based on the findings, it is ex-
pected that firms integrating resource choices and operations deci-
sions through cost benefit analysis should secure competitively dis-
tinct operations leading to superior and sustainable business per-
formance.

THEORETICAL CONTRIBUTIONS AND MANAGERIAL IMPLICATIONS

Kraaijenbrink, Spender, and Groen (2010) have emphasized the
need for a framework that moves the rBv into a dynamic model.
In this vein, the paper introduces the concept of competitively dis-
tinct operations, which aims to help managers’ in decision making
over time (i.e. according to the needs of the changing business envi-
ronment). It thereby offers strong support to the dynamic nature of
the rRBV (see figure 1 and figure 2); this is in contrast to Priem and
Butler (2001) who argued that rBv is static. Thus, the paper con-
tributes to RBvV and organizational performance literature by incor-
porating managerial decision-making mechanism and demonstrates
the benefits of aligning resource choice and operations decision in
gaining and sustaining superior performance (figure 1 and figure 2).
This contribution is also an attempt to address the existing research
gap in the literature, for example, literature in the rRBvV does not ex-
plain the decision-making mechanism (Kunc and Morecroft 2010)
additionally the managerial role in integrating resources and value
creation is underdeveloped (Sirmon, Hitt, and Ireland 2007).

The theoretical framework presented in this study helps managers
and decision makers in four different ways: first, real time operations
can be designed on the basis of available resources; second, the bet-
ter resource choice can be made to support operational activities;
third, it optimizes the resource use, and fourth, it makes operations
to be competitively distinct as suggested in theoretical framework
section. Most importantly, the presented framework (figure 1 and
figure 2) increases the operational validity of RvB and enables man-
agerial efforts in building vRIN resources. This is in response to the
arguments: RBV lacks operational validity (Priem and Butler 2001)
and rBV does not explain how a managerial effort creates vrRIN re-
sources (Connor 2002). However, a firm's abilities to acquire, main-
tain and deploy the right capabilities are key parameters that deter-

MANAGEMENT - VOLUME 10



Competitively Distinct Operations

mine long-term survival and success in a turbulent business envi-
ronment (Helfat and Winter 2011).

LIMITATIONS AND FUTURE RESEARCH

The research only makes a mark on the importance of aligning re-
source choice and operations decision and the concept of competi-
tively distinct operations has only partially been introduced to an-
swer the question how a firm can gain and sustain superior business
performance. Yet many critical questions are to be explored on the
interactions of firm'’s resource choice and operations decision, and
the design of competitively distinct operations. In this context, the
paper considered only a few key elements: cost of operations, oppor-
tunity cost, cost of resources and possible output, therefore future
research could explore additional antecedent and moderating fac-
tors. Accordingly, the research does not claim universality of the pre-
sented concept of superior and sustainable business performance,
but rather suggests further longitudinal and detailed case studies of
successful firms as well as companies, which are declining or losing
market share. This could not only support and validate the conferred
model but also lead to profound managerial implications. Similarly,
it would be interesting to investigate the role of competitively dis-
tinct operations on firm performance considering turbulent business
environment, speed of decision-making, performance measurement
and the firm’s life cycle.
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Ponovni odkup delnic, nadomestilo v obliki delnic
in financ¢na uspesnost podjetja
Elzbieta Wroviska-Bukalska

V tem delu raziskujem, kako se dejavnosti ponovnega odkupa delnic
povezujejo z nacrti izplacevanja nadomestil zaposlenim in finan¢no
uspesdnostjo podjetja. Predvidevam, da je odkup delnic z namenom
placdila vodstvu/zaposlenim vzpodbuda in da vodi k vecjim prizadeva-
njem in vecji financ¢ni uspesSnosti podjetja. Finan¢no uspesnost pod-
jetja dojemam v smislu donosnosti in likvidnosti (in ne glede na cene
delnic). Empiri¢na raziskava je bila izvedena v letih 2004-2013 in si-
cer v podjetjih, ki so ponovno odkupila svoje delnice in jih razdelila
med zaposlene kot vzpodbudo. Analizirala sem, kako se je finan¢na
uspes$nost spremenila dve leti po odkupu delnic. Empiri¢ni dokazi v
tej Studiji nakazujejo, da se ponovni odkup delnic ne izvaja samo kot
nadomestek za izplacilo dividend. Pogosto ga podjetja najavijo z na-
menom izvedbe programa vzpodbude za zaposlene/vodstvo. Vendar pa
sem ugotovila, da ponovni odkup delnic z namenom izvedbe programa
vzpodbude za zaposlene/vodstvo ne vodi k izboljSanju finan¢ne uspe-
Snosti podjetja.
Kljucne besede: ponovni odkup delnic, ponovni odkup, program
vzpodbude, nacrt nadomestil, uspesSnost podjetja
Management 10 (3): 201-217

Vzpodbujanje storilnosti zaposlenih s pomoc¢jo gamifikacije:
AirBalticovo orodje Forecaster
Daiga Ergle

Poleg produktivnosti zaposlenih ali kazalnikov fluktuacije in odsotno-
sti z delovnega mesta zaposlenih znotraj organizacij, motivirano de-
lovanje zaposlenih izstopa kot eden od najbolj pomembnih pokazate-
ljev u¢inkovitega upravljanja s ¢loveSkimi viri. Delovni sili se pridru-
zujejo mlajSe generacije in podjetja so zavezana k raziskovanju in uva-
janju nekaterih novih orodij in tehnik, ki bolj u¢inkovito privedejo do
aktivnosti generacij Y in Z. Vodstvo korporacije AirBaltic v Rigi, La-
tvija, poskusa svojo delovno silo bolje motivirati za delo z uporabo po-
slovne igre, imenovane Forecaster. Po prepri¢anju vodstva ima — poleg
izboljSane interne komunikacije — Forecaster potencial za prihranek do
1 milijona EUR letno zaradi kvalitetno izboljSanih odlocitev vodstva. V
Clanku avtor obravnava teorijo in raziskave, povezane z uvajanjem in
ucinki gamifikacije v korporativnem okolju, pa tudi poda oceno delov-
nega okolja v korporaciji AirBaltic. Kasneje v ¢lanki je igra Forecaster
opisana bolj podrobno in analiziran je njen vpliv na motivirano delo-
vanje zaposlenih in na organizacijsko uspes$nost. Na koncu so podana
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priporocila ki jih morajo organizacije upoStevati pri uvajanju procesov
gamifikacije v svojem okolju.

Kljucne besede: motivirano delovanje zaposlenih, generacija Z,
gamifikacija
Management 10 (3): 219-234

Kultura kot moderator visoko zavezanega vodstva:
povezava z vedenjsko zavezo
Stawomir Jarka in Maciej Ruciniski

Afektivna organizacijska in poklicna zavezanost je klju¢nega pomena
za vsako organizacijo. Dokazano je, da uporaba prakse visoke zaveza-
nosti vodstva (High Commitment Management — 2cM) izboljSa afek-
tivno zavezanost organizaciji, njenemu vplivu na poklicni tip zaveza-
nost pa doslej ni bilo posvecene dovolj pozornosti. Izmerjen je bil ne-
posreden vpliv nacionalne kulture na oba primera, vendar se ugoto-
vitve dostikrat ne ujemajo. Z izvedbo primerjalne raziskave med za-
poslenimi na univerzah na Nizozemskem in na Poljskem je bilo do-
kazano, da visoka zavezanost vodstva (Ecm) pozitivno deluje na afek-
tivno organizacijsko in poklicno zavezanost. Dobljeni meSani rezultati
moderirane linearne regresije (le ena kulturna dimenzije je dejansko
vplivala na na povezavo med visoko zavezanostjo vodstva (EcMm) in sre-
diS¢em zavezanosti) so vodili k temu, da vpliv narodne kulture ostaja
v tej povezavi. Vendar pa obstajajo predpogoji, ki so privedli do za-
kljucka, da bi bilo v prihodnosti potrebno izvesti potrditvene Studije,
ki bi podprle te ugotovitve.

Kljucne besede: afektivna zavezanost, zavezanost vodstva (High
Commitment Management), narodna kultura, moderator
Management 10 (3): 235-254

Uokvirjanje spretnostne uspesSnosti za sprejemanje
organizacijskega znanja: vklju¢evanje prakse na podlagi
podatkov in na podlagi uporabnikov

Eva Gatarik

Izpostavljanje pomanjkljivosti in napak lahko predstavlja tvegano za-
bavo za zaposlene, Se posebej, ¢e so prisotne informacije, ki niso skla-
dne s pravili, postopki in teorijami, ki jih odobrava vodstvo podjetja.
Vendar pa pri nacelu spretnostne uspesnosti ne gre za strogo upo-
Stevanje uveljavljenih pravil, postopkov in teorij, ko se iSce pot iz te-
zavne situacije. Ta prispevek dokazuje, da spretnostna uspesnost iz-
haja iz prakse deljenih pomenov, ne toliko iz pedantnosti. Posebej v
primeru negotovosti, dvoumnosti in dvoma se ljudje v podjetjih ne bi
smeli zgolj drzati uveljavljenih pravil, ampak tudi z zdruZenimi mo¢mi
klasificirati, interpretirati in preoblikovati obdelane podatke v nova
znanja, ki nudijo povratne informacije, tako da se lahko posledi¢ni
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ukrepi in utemeljevanje le-teh izkoristijo v prevladujocem poslovnem
vzdusju, zmanjSujejo dvoumnost in ponujajo bolj zanimive moZznosti.
Predlagan je celostni pristop, ki lahko pripomore k izgradnji, obdelavi
in utemeljevanju znanja, vzpostavljanju pomena znotraj organizacije,
z namenom dolgoro¢nega izboljSanja organizacijske uspesnosti. Na
koncu je trditev ponazorjena Se s posebnim primerom prenove v SME.

Kljucne besede: organizacijska uspesnost, organizacijska znanja,
organizacijsko u€enje, osmisljanje, okvir jezik-informacija-realnost
(Language-Information-Reality Framework)

Management 10 (3): 255271

Konkurencno razli¢no delovanje kot kljuc¢ za vrhunsko
in trajnostno poslovno uspesnost: primer iz Walmarta
Binod Timilsina

Obstojece raziskave pogleda, temeljeCega na virih (Resource-Based
View — RBV) so zagotovile le omejene dokaze o tem, kako podjetja do-
segajo vrhunsko in trajnostno poslovno uspesnost; razlog za slabsi re-
zultat je verjetno dejstvo, da aktualna literatura temu posveca premalo
pozornosti. To delo postavlja trditev, da za doseganje in vzdrzevanje
vrhunske in trajnostne poslovne uspes$nosti ne zadosca le trajnostna
konkurenc¢na prednost podjetja, pac pa se morajo konkurenc¢no raz-
likovati tudi njegove dejavnosti. Zato skozi poenotenje potrebnih po-
gojev za vrhunsko in trajnostno poslovno uspe$nost to delo predsta-
vlja pogled, temelje¢ na virih (RBV) z namenom boljSega razumevanja.
Walmartova zgodba o uspehu, kot jo predstavlja obstojeca literatura,
velja za primer, ki podpira predlagani okvir. To delo podaja ugotovitey,
da so stroski poslovanja, oportunitetni stroski, stroski sredstev in po-
tencialne proizvodnje klju¢ni dejavniki pri izbiri virov in poslovnih od-
locitev za zagotovitev konkurencno razlicnih operacij. Na koncu sledi
Se razprava o teoreti¢nih in vodstvenih posledicah, raziskovalnih ome-
jitvah in prihodnjih raziskovalnih moznostih.

Kljucne besede: pogled, temeljec¢ na virih (Resource-Based View — RBV),
konkurenc¢na in trajnostno konkurenc¢na prednost, konkurencno
razli¢ni postopki, vrhunska in trajnostna poslovna uspesnost,
Walmart

Management 10 (3): 273-292
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