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ABSTRACT

Whilst a consistent link between the adoption of human resource management (HRM)
practices by organisations and their performance has been confirmed by numerous studies,
there is a need for greater understanding of why such effects occur. Recently, the attention of
researchers has shifted towards understanding the so-called ‘black box’ linking HRM and
business performance. This study focuses on this area of research by testing processes
through which HRM may affect performance, in particular the process of HR

implementation, mediation mechanisms, and fit with internal and external boundary
conditions.

This research was based on a sample of 136 Post Office branches in the UK and investigated
the role of HR implementation, employee attitudes and competitive environment. The study
revealed that HR implementation, a climate for service, job satisfaction and affective
organisational commitment predicted independent measures of economic and service
performance in branches. Employee attitudes moderated the relationship between
implemented HRM and service performance, and both job satisfaction and commitment were
found to mediate relationships between a climate for service and service performance.
Finally, relative levels of competition faced by branches moderated the relationship between
employee attitudes and sales.

The findings demonstrate how the process of HR implementation, interactions with employee
attitudes and moderation by external competition all influence the impact of HR systems on
service and economic performance outcomes. These results illustrate the need for greater
attention to processes of internal and external fit within HRM research in order to develop
theory relating to why HR systems affect performance. Greater understanding of how the
effects of HRM can be optimised may also yield significant practical benefits for
organisations.
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1. INTRODUCTION: HRM AND ORGANISATIONAL PERFORMANCE

A growing body of research evidence has identified links between the human resource
management (HRM) strategies adopted by organisations and their performance. Whilst much
of the HRM research literature to date has focused on the role of HRM at the level of
organisational policies and explored fit with business strategy, only more recently has
attention shifted towards the actual implementation of HR practices (Khilji & Wang, 2006),
the role of intervening psychological processes (Neal, West & Patterson, 2004; Guest,
Michie, Conway & Sheehan, 2003; Katou & Budhwar, 2006) and external industry
characteristics (Datta, Guthrie & Wright, 2005). This research seeks to add to the knowledge
base by exploring the following questions within this context:

- How much impact does the implementation of HR practices have on business
performance?

- How do psychological variables such as job satisfaction, organisational commitment
and perceptions of organisational climate link to organisational performance and
intervene in the impact of HR practices?

- What role do external market characteristics have in influencing the strength of
relationship between HR practices, psychological variables and performance

outcomes?

This research was conducted in Post Office branches across the UK and examines HR
practices designed to support quality of service to customers, intervening psychological
processes and comparative service and economic performance. Relationships were hence
analysed at the establishment level. Each branch provides services to customers in the areas

of mail, banking, bill payment, travel and information services. These services are provided
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in face-to-face customer interactions, placing this research clearly within the service sector.
Additionally, the research was undertaken in the context of a major transition within Post
Office Ltd from that of a monopoly service provider to operating in a commercially
competitive environment. To date, there has been limited HRM research focused on the
service sector and little specifically in the context of major public sector change or the postal

industry.

Within this chapter, the emergence of HRM is outlined and its constituent elements and
strategic purpose are explored. Existing theory relating to how HRM is linked to business
performance is then described and discussed, with specific reference to the service sector and
the organisational context of this research. Following this, outstanding gaps in the
knowledge base and opportunities for this research to add to theoretical understanding are
identified. Within chapter 2, the research literature identifying links between HRM and
business performance is reviewed. In chapter 3, the evidence relating to why HR practices
may be linked to business performance is further reviewed and opportunities for research
identified. Subsequently, the theoretical framework and hypotheses for this research are
covered in chapter 4 followed by the specific methodology in chapter 5. The remaining
chapters 6, 7 and 8 detail the analysis of results, discussion of findings in relation to the

extant research literature and key conclusions drawn.
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Background: the emergence of Human Resource Management

Over the last 100 years, there has been growing interest within management research in
understanding the human factor in organisational success. This journey began with the
‘scientific management’ school as characterised by the writings of Frederick Taylor (1911).
Although often criticised today, the initial intentions of the scientific management approach
were to clarify the responsibility of management in organisations, to find the best people for
roles, train them to work efficiently and provide a system of pay which would incentivise
productivity. The difficulty with scientific management, however, was that the approach
rested on basic assumptions of workers being inherently lazy unless motivated to work and
requiring close control to be exercised by management. Also, in the quest for efficiency and
with the rise of mass production manufacturing techniques. jobs were made increasingly
simple and routine. These factors led to an experience of work in which workers had limited
control, jobs were deskilled and unsatisfying and wages were kept to a minimum. As a
result, workers began to exert power through trades unions, seeking ways to protect their

interests and exercise control over the demands put upon them.

Researchers such as Mayo (1933) and Roethlisberger and Dickson (1939) subsequently
argued for consideration of the wider social needs of individuals, in particular because
increased efficiency, through simplification of jobs, reduced the possibilities for workers to
find satisfaction and meaning in their work. This view became known as the ‘human
relations’ school of management. In contrast to the highly managerial perspective of the
scientific management approach, a focus on the satisfaction of employees began to emerge.
The social needs of employees were emphasised through increased communication, more

people-oriented leadership and greater individual control over how work was done.

10
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However, the ‘human relations’ model has been subsequently criticised for being
oversimplified and to some extent manipulative in that the underlying focus was to ensure
that employees comply with what is demanded of them. Models such as McGregor’s (1960)
‘Theory Y’ and Schein’s (1972) ‘Complex Man’ emerged, precipitating the development of
‘human resource management’ (HRM). This approach accepted that ensuring high
performance from employees relies on a complex range of knowledge, skills and abiliti_es,
different strategies to motivate people and effective organisation of work to support this. The
HRM approach is built on the assumption that people have a wide range of potential to offer
the organisation and that the role of management is to tap into this talent and ensure people
are skilled, motivated and have the opportunity to perform well. Rather than simply seeking
to ensure employees deliver what is required, the approach seeks to align individual goals
with those of the organisation so that employees have greater personal motivation to

undertake their work (for instance meeting career aspirations, financial or lifestyle goals).

During the course of this evolution in both research and practice, two broad directions have
emerged. One has focused on organisational behaviour, typically with the individual as the
unit of analysis and a strong psychological emphasis on factors such as employee attitudes
(e.g. job satisfaction), skills and abilities. The other has focused on the organisation as the
unit of analysis and been driven by research into strategic management, seeking to understand
which human resource management strategies are most effective in different business
environments. With the increased uptake of information technology within organisations and
the widespread use of integrated performance measurement techniques such as the balanced
scorecard (Kaplan & Norton, 1996), over the 1990s a new stream of quantitative research
began which sought to empirically test how HRM is related to organisational performance.

Subsequent research to date has begun to address not only whether such a linkage exists, but

11
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the processes through which HRM influences performance, drawing on the knowledge base
from both the strategy and organisational behaviour literatures. This chapter explores the
definition and nature of HRM, outlining the key models which seek to explain how HRM

may be linked to business performance.

What constitutes human resource management (HRM)?
The term human resource management (HRM) has been widely used to describe a range of
activities conducted by an organisation to manage its employees, including activities such as
recruitment, training and design of work. Practices such as pay and reward systems,
communication processes, employee participation, team-working and appraisal have also
been included under the banner of HRM. Pfeffer (1998) argued that the way organisations
manage their employees is fundamental to securing competitive advantage and through his
review of the area, he identified seven key policy areas which he believed constitute ‘best
practice’ HRM in all organisations, as follows:

e Providing secure employment

e Ensuring the best people are recruited

e Wide usage of self-managing teams and decentralised control

e Linking formal pay to the organisation’s performance

e [Extensive training and development of employees

e Reducing status differentials

e Open sharing of information across the organisation

Other writers have used alternative terms such as high performance work practices (HPWPs)
(Huselid, 1995). high commitment management (HCM) (Walton, 1985; Wood, 1996), high

involvement management (HIM) (Lawler, 1986) or high performance work systems

12
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(Appelbaum & Batt, 1994), each definition stressing key differences between a progressive

approach to HRM and traditional models of people management.

Walton (1985) drew a key distinction around the underlying philosophies for managing
employees, in terms of a ‘control’ versus a ‘commitment’ approach. Walton also labelled
organisations that lie somewhere between these two extremes as ‘transitional’, exhibiting a
partial mixture of both sets of characteristics. This underlying philosophy of HRM being
oriented towards a ‘commitment’ approach is reflected in the majority of research and
underlies most subsequent definitions of high performance HR systems. This has been
alternately described as the extent to which there is an ‘investment’ or a ‘contractual’
relationship with employees (Chadwick & Cappelli, 1998). It fits closely with McGregor’s
(1969) work on management thinking, whereby under ‘theory X’ employees are seen as a
resource which needs to be controlled whilst under ‘theory Y’ employees are seen to perform

best if they are developed and supported.

HRM can, in the first instance, be seen as an attempt to move away from previous Taylorist
approaches to managing people at work towards a ‘commitment-oriented” model.

Closely related to the contrasting philosophies of the control and commitment approaches,
authors have talked of ‘innovative’ or ‘high involvement’ work practices (Ichniowski,
Kochan, Levine, Olson & Strauss, 1996). Ichniowski, et al., 1996; Lawler, Mohrman &
Ledford, 1995). For instance, Ichniowksi, et al. (1996) assessed the nature of what they
termed ‘innovative work practices’ and why it is difficult to measure their effects on
organisational performance. They reviewed features of the research designs used up to 1996
and concluded that the nature of innovative work practices does not have a settled meaning,

and may include a variety of practices, such as teams, employee participation, flexible job
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design or communication mechanisms. They describe the commonality across different
definitions as being a departure from the traditional work systems, i.e. tightly defined jobs,
associated rates of pay, clear demarcation between ‘workers’ and ‘managers’, decisions made
by managers only, and communications through formal channels and control structures for
grievances. Innovations were seen to generally seek greater flexibility in how work is
organized, and encourage cooperation and participation (Delaney, Ichniowski & Lewin,

1989; Lawler, Mohrman & Ledford 1995; Osterman 1994).

Another key distinction in the HRM research literature is that between ‘transformational’ and
‘transactional’ HRM, which has been closely linked with the idea of ‘Strategic HRM” as
opposed to the administrative functions of HR (Huselid, Jackson & Schuler, 1997).
Transformational HRM involves practices believed to generate competitive advantage for the
organisation and explicitly designed to support and enable the delivery of wider strategy and
business goals. Conversely, administrative practices are those which are often seen as the
professional responsibilities of HR such as compliance with rules and regulations or
administration of pay and benefits. Huselid, et al. (1997) demonstrated that strategic or
transformational HRM was linked to perceptions of organisational performance, whilst
administrative HR practices were related to perceptions of professionalism in the HR function
but did not directly support key business objectives. This distinction has also been termed
‘human-capital enhancing’ versus ‘administrative’ HRM by Youndt, Snell, Dean and Lepak

(1996).
The above characteristics of HRM as identified by a variety of authors all relate to the

development of progressive approaches to HRM and a shift away from traditional, Taylorist

approaches to managing employees. Hence, an underlying philosophy of commitment

14
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(Walton, 1985), a focus on innovation (Ichniowski, et al., 1996) and linking HRM to strategy
(Huselid, et al., 1997) are key elements underlying much of the research on HRM and
organisational performance. In terms of the nature of HRM in practice, there is some
evidence from inductive research using techniques such as factor analysis that HRM tends to
be deployed in two broad categories; the organisation of core work tasks and supporting
HRM policies (Huselid, 1995; MacDuffie, 1995; Patterson, West, Lawthom & Nickell,
1997). MacDuffie (1995) identified two distinct ‘bundles’ of practices in two key areas,
firstly the ‘work system’ (how work is organised) and secondly ‘HRM policies’ (relating to
selection and development of employees). Patterson, et al. (1997) similarly identified from
factor analysis two distinct groupings of practices, ‘job design’ around how work is organised
and practices related to the “acquisition and development of employee skills’. Huselid (1995)
described HRM in terms of practices relating to two factors, ‘employee skills and
organisational structures’ and ‘employee motivation’. Youndt, et al. (1996) identified four
broad areas of HR practice that typically feature across HRM research designs, namely
recruitment, training, compensation and performance appraisal, noting that such distinctions
have largely been drawn by researchers through the use of statistical techniques such as factor
or cluster analysis so are normative in nature. That is to say, they reflect which groups of
practices tend to occur together within the particular organisations under study. There is no
single agreed definition and the actual practices included by different researchers vary
widely. To illustrate this, outlined in figure 1 below are the range of HR practices included
across a selection of the key studies that tested the relationship between HRM and business

performance.
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Figure 1: HR practices included across different studies
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It is clear looking across studies that the specific practices considered to be of interest varied
between researchers. However, there are a number of broad areas of commonality that relate
to the specific purpose of sets of practices. Walton (1985) outlined seven broad dimensions

to HRM. The table below outlines these and the examples of relevant HR activities.

Figure 2: Walton’s (1985) dimensions of HRM

Aston University

Hlustration removed for copyright restrictions

As Walton’s categories suggest, HRM involves a wide range of management activities
intended to maximise the knowledge, skills, motivation and performance of employees. The
higher level categories indicate the broader purpose behind these practices. In addition to the
immediate role of particular types of HR practices (e.g. to select the best employees for a

role, or to provide effective voice to employee concerns), many authors have viewed HRM in
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line with Huselid, et al.’s (1997) distinction between ‘transformational’ and ‘transactional’
HRM, in that the system of practices adopted is a key enabler of business performance and a
tool for executing business strategy. These broader goals are discussed in the following

section below.

The strategic purpose of HRM

In the broadest sense, the strategic purpose of HRM is to help organisations generate optimal
business benefit from their ‘human resources’, that is to say their employees. At an
organisational level, this can involve a number of facets. For instance, Boxall and Purcell
(2003) suggest that there are three core strategic aims for HRM, namely to (a) ensure labour
productivity and cost effectiveness, (b) enable the organisation to be flexible in how it
operates and (c) have legitimacy with its employees, hence gaining their commitment to

organisational goals.

However, the extent to which organisations have historically used HRM techniques in a
complex, strategic manner has varied. Under the ‘scientific management” approach of Taylor
(1911) people were essentially viewed as a cost and the focus was on ensuring productivity
whilst keeping direct and indirect labour costs to a minimum (e.g. pay, time spent training
and managing employees). However, research in the area of HRM (e.g. Walton, 1985;
Huselid, 1995; Pfeffer, 1998) has had a strong focus on the use of HRM to support and
enable the successful execution of business strategy. To be considered strategic, a system of
HR practices should be clearly oriented towards facilitating the achievement of organisational
goals. Ichniowski, et al. (1996) described this in terms of three levels of outcomes. Firstly,
close or proximal outcomes may include having competent and motivated employees,

engaged with the operational needs of the organisation in an efficient manner. Intermediate
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outcomes include behavioural objectives such as productivity, care over quality or innovating
more effective ways of working. Finally, a strategic system of HRM would be expected to
contribute, via these employee behaviours, to key distal or ultimate strategic outcomes such
as high quality outputs or profit. For example, ensuring that accurate salary payments are
made to staff on time is an important administrative aspect of HR but is unlikely to be linked
to achieving strategic goals, whilst involving employees effectively to improve the quality of

outputs may be a key organisational goal to secure sustainable competitive advantage.

There are two key schools of thought in relation to the wider literature on competitive
advantage between organisations which help explain how a strategic system of HRM might
contribute to business performance. Under the resource-based view (RBV) (Penrose, 1959;
Barney, 1991), organisations are seen as having a competitive advantage over their rivals
through unique, difficult to copy characteristics that enable them to out-perform others. In
the case of HRM, this may relate to having highly skilled, highly motivated staff that work
together effectively in a productive and innovative manner. If this workforce out-performs
that in rival companies on these terms, and the way of managing and developing the
workforce 1s hard to copy, the system of HRM which facilitates this could be seen to provide

the organisation with a sustainable competitive advantage.

Alternatively, the competitive strategy view as espoused by Michael Porter (1985), suggests
it may not be the resources themselves that matter so much as how they can be applied to
support the particular business strategy and deliver competitive advantage over other
organisations. Porter outlines two fundamental business strategies. The first of these is
differentiation, based on delivering value through a uniquely defined offering, for instance

providing greater levels of quality than alternatives. The second, cost leadership, is focused
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on efficiency and under-cutting rivals in terms of price. Porter also puts forward a third
strategy, focus, which involves both of the above but in a tightly defined market segment.
Under the competitive strategy view, a strategic approach to HRM would thus be expected to
complement the business strategy of the organisation. In this case, it would seem likely that
‘high commitment” HRM may be best suited to a differentiation or possibly focus strategy, as
it seeks to empower and enable employees to innovate and be flexible in their approach with
minimum supervision by management. Conversely an HR strategy focused on efficiency
might better fit with the cost leadership approach, which would suggest a more Taylorist,
control-based approach to promote efficiency and keep staffing costs to a minimum. Both
theoretical standpoints nevertheless imply that an organisation needs to use the means at its
disposal to out-perform its rivals, whether the emphasis is on the resources themselves or the
strategy used to deploy them. In either case, a system of strategic HRM would be expected to

enhance and focus employee efforts on the achievement of strategic goals.

What effect does HRM have on business performance?

Given the interest in HRM as a means of achieving strategic business goals, a growing body
of organisational-level research has sought to understand relationships between the HR
systems and practices employed by organisations and the subsequent benefits to their overall
performance. Studies have addressed the issue in a number of ways. A number of cross-
sectional studies have been published, correlating measures of HRM and organisational
performance at the same point in time. These are both multi-sector (Osterman, 1994.
Huselid, 1995; Koch & McGrath, 1996; Guthrie, 2001) and across organisations within single
industry sectors (Delery & Doty, 1996; Guest & Peccei, 1994; West, Guthrie, Dawson,
Borrill & Carter, 2006). A variety of industry sectors have been explored, including retail

banking (Delery & Doty, 1996), steel mills (Arthur, 1994), car assembly (MacDuffie, 1995),
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manufacturing (Youndt et al. 96), steel finishing (Ichniowski, Shaw & Prennushi, 1997),
hotels (Hoque, 1999), steel, apparel and medical instruments (Appelbaum, Bailey, Berg and

Kalleberg, 2000).

There are, however, far fewer longitudinal studies from which the direction of relationships
can be reasonably inferred, e.g. Huselid, Jackson and Schuler (1997) and Patterson, et al.
(1997). Additionally, there are a number of studies where the evidence for relationships
between HRM and performance is less clear (Guest & Hoque, 1994;: Wood & De Menezes,
1998; Wright, McCormick, Sherman & McMahan, 1999). These studies largely focused on
identifying evidence of a link between the adoption of a particular system of HR policies and
greater levels of business performance. In terms of the magnitude of relationships between
HRM and business performance, one of the clearest assessments of this to date has been
provided by a meta-analysis of 92 studies which investigated associations between HRM and
organisational performance (Combs, Ketchen, Hall & Liu, 2006). The findings revealed an
average correlation between HRM and organisational performance of 7=0.2. In terms of the
effects on performance, a one standard deviation increase in adoption of HRM is related to a
4.6% average increase in return on assets (ROA) and a 4.4% decrease in labour turnover.
This suggests there is significant potential for business benefit to be gained by organisations
through increased understanding of the effects of HRM and the processes through which
these effects occur. The research evidence concerning the extent of a consistent relationship

between HRM and business performance is reviewed in depth in chapter 2.
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Through what processes does HRM affect business performance?

Within the HRM literature researchers have articulated how HRM affects business
performance in a number of ways, drawing key distinctions between different types of HRM.
Firstly, what is the role of ‘fit” externally between the business and HR strategies, and
internally within the HR system? In this area, research has moved beyond viewing external
factors simply in terms of the broad strategic positioning adopted by an organisation and has
begun to examine the influence of industry and market context on the relative strength of
HRM/performance links (Datta, et al., 2005). Secondly, what is the role of the extent of
actual HR implementation in determining impacts on business performance? Thirdly,
research has begun to focus on the intervening processes through which relationships
between HRM and business performance may be linked, that is the ‘black box’ connecting

HRM policies to organisational outcomes (Katou & Budhwar, 2006).

Strategic fit

Pfeffer proposed that there is a ‘best practice’ set of activities and goals that all HR systems
should possess, based on the view that how people develop skills, are motivated and work
together is consistent across organisational contexts. Similarly, research by authors such as
Huselid (1995) and Patterson, et al. (1997) has largely supported the ‘universalist’ position
that use of HRM practices is associated with improved organisational performance,
independent of business strategy. However, the importance of ‘strategic fit” in determining
whether HR systems will influence performance and the search for evidence of its effects has
been one of the key debates in the field of HRM. There are three key aspects to this debate

in the literature.
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Fit with business strategy: Research has centred around Porter’s (1985) distinction between
organisations pursuing a strategy of differentiation and those pursuing a strategy of cost
reduction. A number of authors (Guest & Hoque,1994: Delery & Doty, 1996; Becker &
Huselid, 1998) have proposed that the fit between an HR system and business strategy
(“vertical integration’) is a key determinant of the effectiveness of HRM in facilitating
performance. The logic is that organizations following what has been described by Walton
(1985) as the ‘commitment’ approach to people management are more likely to reap the
benefits if this is matched with the business strategy (for instance, where the organisation is
trying to specialise and may have high demands on skill levels), whilst a ‘control’ approach is
seen as more appropriate where people are seen as a resource to be utilised when needed and
less as a valued asset to be developed. Moving beyond simply assessing the prevailing
business strategy adopted by organisations, Datta, et al. (2005) have expanded the
‘contingency’ perspective (Delery & Doty, 1996) significantly by focusing externally on the
characteristics of the industry within which companies are competing. This has revealed
promising results showing that HRM has a greater effect on business performance within
manufacturing industries where there is lower capital intensity and greater differentiation and
growth. This indicates that it may not be simply the chosen strategy of the organisation that

matters so much as the way that strategy relates to the external challenges.

Fit between HR practices: Another potential moderator proposed by authors has been the
quality of integration between HR practices (horizontal integration). Described as the
‘configurational’ perspective by Delery and Doty (1996), MacDuffie (1995) suggested that
‘bundles’ of HR practices which work synergistically as a system are key to HRM generating
gains in organisational performance. For instance, using validated testing methods to select

the best candidates for a role, but not giving recruits any training for the role (or vice versa)

23



HRM, Attitudes and Performance in Post Office Ltd

would logically seem less likely to lead to effective performance whilst doing both may have

a synergistic, beneficial effect.

Fit with operating strategy: studies by Lawler, et al. (1995; 1998) of US manufacturing and
service companies indicated HRM may be more effective when accompanied by an
appropriate operating strategy within an organisation, in particular the implementation of a
‘lean production’ approach (MacDuffie, 1995: Wood, 1999). MacDuffie (1995) found
similar effects and described this in terms of reducing ‘buffers’, that is processes and energy
focused on accommodating the stresses and strains in a production system rather than directly
improving its quality and efficiency. The key differentiator compared to the classic
contingency approach is that the fit is in relation to how work is organised operationally,
rather than external strategic positioning chosen by the firm, that is HRM delivers the greatest
performance gains when combined with a system of operation or work that emphasises ‘lean

production’.

In summary, the proponents of the argument for effective ‘fit’ argue that HRM is successful
through its effective integration with wider strategy or by HR practices mutually reinforcing
each other. The evidence in this regard is discussed in detail in chapter 2. This has been a
core debate within the field and has led to the universalist, contingency and configurational
perspectives along with further consideration of the issue of ‘fit’ between HRM and the
operating or production strategy (specifically lean production or total quality management
approaches). Whilst the debate relating to strategic fit has explored the relationship between
HRM and broader business strategy, it has not addressed broader questions relating to the
processes through which HR practices take effect and to whether the extent and manner of

implementation has an impact on performance.
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HRM implementation and the strength of the HR system

Beyond the question of ‘fit’, a number of other criteria have been put forward by researchers
to evaluate whether an HR system is effective. For instance, MacDuffie (1995) examined HR
practices in terms of the frequency of use (number of employees affected) and Patterson et al.
(1997) also measured the level of sophistication of practices. Huselid, et al., (1997) assessed
HR practices in terms of their perceived effectiveness on the part of those affected by them,
i.e. employees, rather than based on the judgments of key HR personnel as used in other
studies. Khilji and Wang (2006) further drew a distinction between ‘intended HRM” at the
level of what organisational policies are in place and ‘implemented HRM” in terms of the
extent to which such policies are successfully implemented in practice. Ostroff and Bowen
(2000) suggest a range of features of HRM that may be important in determining what they
term ‘HR system strength’. They describe a strong HR system as fulfilling its purpose by
ensuring that there is a strong and shared understanding of what the goals and ways of
working are, what is expected of employees and what they can expect in return. Ostroff and

Bowen (2000) suggest a number of characteristics that underlie the construct:

Visibility: This relates to whether the processes and outcomes are clear to employees, for

instance is there openness about what different employees are paid and is it clear what

behaviours are rewarded and which are not?

Clarity: Although HR practices may be visible, it would also seem important that they are

easily understood by employees.
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Acceptability: This concerns the extent to which employees are prepared to contribute time

and effort to the design, implementation and use of HR practices.

Consistency of administration: For an HR system to be ‘strong’ it would seem logical that

HR practices within it should be performed consistently across situations and locations.

Effectiveness of administration (validity): This relates to the issue of whether an HR practice
does what it was designed to do, for instance that a selection system is effective in hiring the
best candidates or training is effective in developing the knowledge, skills and behaviours

needed for skilled performance.

Effectiveness of administration (skill): As well as an HR practice having validity in terms of
its design and content, it is also important that those administering it do so in a skilled manner
and the process for doing so is effective, otherwise the desired outcomes may not be

achieved.

Internal consistency: This refers to whether the combination of HR practices within the
system reinforce each other. This notion is closely related to the ‘configurational’

perspective (Delery & Doty, 1996).

Intensity: Ostroff and Bowen (2000) describe ‘intensity’ as involving three elements, namely

the ease with which practices are implemented, the range of practices in use and the numbers

of employees affected by them.
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Inclusiveness: This relates to the extent that HR practices include all employees across the
organisation in a consistent manner, rather than having differing sets of practices and goals
for different groups across an organisation. An inclusive system would be expected to be

consistent and communicated strongly, leading to strong shared perceptions of the system.

The overriding theme is that different HR practices that purport to achieve the same goals
(e.g. appraisal systems) may vary in their effectiveness between organisations. Much of the
HRM-performance research to date has measured the existence (or not) of a practice and
some studies have measured how widely deployed practices have been. However, few
studies have focused on the quality of design or implementation, which is likely to be an
important variable influencing whether HRM delivers gains in organisational performance

(Khilji & Wang, 2006).

Intervening processes between HRM and performance

It is clear from the research literature that strategic fit is a key area of interest. Recent
research has also begun to focus on the role of implemented as opposed to intended HRM in
organisations (Khilji & Wang, 2006). A third key area of inquiry is to understand the
processes through which a system of HRM may facilitate the achievement of organisational
goals, the so-called ‘black box” linking HRM and organisational performance. A number of
key contributions to theory relating to the processes linking HRM and performance are
outlined below. These begin with broader, organisational-level explanations and expand to

more complex multi-level models of how such effects may occur.

Huselid (1995) put forward a three part rationale to explain how HRM practices work,

suggesting that practices such as selection and training help to develop skills, that work
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design or empowerment initiatives create the opportunity to use those skills and that systems
such as appraisal and internal promotion give direction and motivation for employees’ efforts.
This definition sought to outline the anticipated causal connections between specific HR
practices and immediate employee outcomes. Ichniowksi, et al. (1996) expanded on this,

suggesting that ‘high involvement work practices’ work through the following mechanisms:

Helping workers work harder:
- so they enjoy work more if job characteristics make it more interesting, and give them
feedback and rewards

- so they are more positive about the nature of the job if they help design it

Helping workers work more efficiently:
- workers have information that higher management lacks, around how to make their
job roles more efficient
- participation may allow a greater range of views to be aired, allowing both redesign of

Jobs or tasks and better coordination between workers or teams

Allowing structural efficiencies, independent of motivation:
- flexible job assignment or cross-training may introduce redundancy of function and
reduce the costs of absenteeism
- decentralising decision-making to self-directed teams can help reduce the number of
managers needed, reducing costs and improving communication
- training in problem-solving, computer skills and quality processes can increase the

benefits accrued from information technology
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- worker and union involvement may improve communications and reduce conflict,

improving operating efficiency

Theoretically ‘high involvement work practices’ can thus help improve performance through
workers working harder and implementing more ideas. or through structural efficiencies due
to less time and cost spent on tasks of managerial control. The theoretical explanations of the
HRM/performance link described above begin to identify possible causal pathways.
However, they provide limited insight as to the steps linking practices to employee reactions,
subsequent behaviour and then performance outcomes. Guest (1997) put forward a model
that considered the impact of HRM on performance through a series of stages, including the
mediating variables expected to intervene in the process. Initially, HRM may lead to key
behavioural outcomes such as effort or cooperation. Following this, performance outcomes
such as productivity, quality or cost efficiency may follow. Finally, financial goals such as
profit and revenue may be affected. In this approach, Guest (1997) sought to develop an end-
to-end model describing the process through which HR strategy and practices lead to

organisational performance. as outlined below:

Figure 3: Guest’s (1997) model of HRM and outcomes

Aston University

Hlustration removed for copyright restrictions
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Ferris, Arthur, Berkson, Kaplan, Harrell-Cook and Frink (1998) proposed a ‘social context’
model which sought to describe both the intermediary processes and boundary conditions
which may influence the relationship between HRM and performance at the organisational
level. Within their model, they sought to integrate a number of elements. Firstly, they
proposed that organisational culture may determine whether and in what form HRM is
adopted by an organisation. They suggested that the system of HRM influences
organisational effectiveness through effects on organisational flexibility, employee
behaviours and organisational reputation. They accepted that some linkages between HRM
and behaviours may be direct, e.g. training may lead to improved task performance.
However, they placed a central role on climate perceptions, which then impact upon
employee attitudes such as job satisfaction and organisational commitment. Subsequently,
they described these variables as leading to higher levels of both task and contextual

performance (Borman & Motowidlo, 1993).

As is illustrated above, authors have provided a range of theories to explain how linkages
between HRM and business performance operate. However, much of this has examined these
questions on a ‘macro’ level by relating organisational-level variables. Wood (1999) pointed
out, however, that there has been an increasing neglect of the psychological processes that
mediate or moderate the link between HR practices and performance. He suggested this may
be due to the ascendancy of the strategy over social psychology literature and that what was
being approached as a purely organisational-level issue should be explored from a multi-level

perspective.
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In seeking to understand exactly how HRM systems can influence organisational
performance, authors have also identified the need to consider the multiple levels through
which such effects may occur. Boxall and Purcell (2003) have explored how outcomes at the
level of individual employees may aggregate to generate key organisational level outcomes.
Similar to Huselid’s (1995) view, they refer to the role of HRM in terms of an ‘AMO’ view
of performance whereby HR practices have an impact by helping employees have the ability,
motivation and opportunity to perform well. They propose that at the organisational level,
performance is then facilitated through three key means, (a) increasing productivity, quality
and efficiency, (b) creating social legitimacy for the organisation’s activities and hence
generating commitment and (c) giving the organisation flexibility to adapt to changing
environments. In this regard, Neal and Griffin (1999) outlined the range of variables that
may be linked to effective individual performance and how these further contribute at an
organisational level. The primary routes to performance are seen as operating through
employees having the knowledge and skills, motivation and technology to perform

successfully.
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Figure 4: Neal and Griffin’s (1999) model of individual work performance

Aston University

llustration removed for copyright restrictions

Neal and Griffin (1999) also suggest antecedents that may influence each of these areas,
including both HRM practices and other psychological factors such as organisational
commitment or leadership. Significantly, their model of subsequent performance is divided
into two categories — task performance and contextual performance. They argue that truly
effective individual, and subsequently organisational performance, is delivered only through
a combination of performing the core task and the application of discretionary effort to
achieve contextual performance. This is particularly relevant to service contexts where

customer-facing employees deliver the service to the customer through real-time interactions.

Perhaps one of the most comprehensive multi-level models to link HR systems and
performance is that proposed by Ostroff and Bowen (2000), which identifies the connecting
mechanisms between HRM, intermediary variables and performance at multiple levels and

how these combine to create organisational performance outcomes. The model proposes that
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individual climate perceptions, attitudes, behaviours and skills are the foundation for
performance outcomes. Collective climate perceptions. attitudes, behaviour and human
capital are derived through the combination of individual attitudes and behaviour. For
instance, this would occur at the levels of work groups within each establishment and at the
level of business units and functions. The interactions within the model reflect the
complexity of interactions within an organisation that lead from individual performance,
through group levels to overall organisational performance as well as some of the key

variables influencing different levels.

Figure 5: Ostroff and Bowen’s (2000) model of HR systems and performance

Aston University

lustration removed for copyright restrictions

The model allows theoretical integration of other important variables such as *climate
strength’ (the level of agreement between respondents of perceptions about the organisation).
Whilst developing research designs to provide a complete test of the model would be a

significant practical challenge. it is clearly useful to articulate the complexity and range of
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theoretical connections between variables which may help explain links between systems of

HRM and business performance.

A number of authors have investigated the nature of the ‘black box’ between the HR system
and performance empirically. For instance, Paul and Anantharam (2003) found evidence that
employee competence and organisational commitment mediated relationships between HRM
and performance within the Indian software industry. Katou and Budhwar (2006) identified
employee skills, attitudes and behaviours as mediators of HRM/performance relationships
within a survey of Greek enterprises. Neal, et al. (2004) demonstrated that organisational
climate perceptions act as a moderator of relationships between HRM and company
productivity within a study of UK manufacturing firms. Becker and Huselid (2006) have
emphasised the importance of studies focusing not only on business performance measures,
but the extent to which HRM is effective in generating ‘strategic behaviours’ to achieve
competitive advantage. They propose that whilst much of HRM research has investigated
whether the adoption of systems of HR practices is related to backward-looking measures of
financial performance, the successful implementation of forward-looking business strategy is
the crucial mediator within this relationship. They suggest a system of HRM should be
designed specifically to generate the “strategic behaviours’ central to successful strategy

execution and that research designs should take this into account in future studies.

In summary, increasingly complex models have been proposed by researchers to explain how
HRM and business performance may be linked. These typically share a view that there are
three key elements likely to be involved in such linkages. (a) the level of skills or abilities
possessed by employees (b) employee attitudes and motivation to apply these capabilities

towards organisational goals and (c) the opportunity or structures which enable these efforts
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to have greatest impact. Emerging multi-level models also help to explain how individual-
level variables may be aggregated or combined to achieve organisational-level effects, and
what processes may influence this. Theoretical development in relation to how HRM and
organisational performance are linked provides three main areas of inquiry, namely the role
of strategic fit and external industry conditions, the role of implemented HRM (Khilji &
Wang, 2006) and the intervening processes linking HRM and performance (Neal, et al. 2004;
Katou & Budhwar, 2006). With the exception of research by Datta, et al. (2005) and Combs,
et al. (2006), there has been little study of the effects of industry characteristics on
HRM/performance relationships, or the appropriateness of different HR practices for
particular industry contexts. Within the service sector, the specific challenges faced by
employees differ to other sectors such as manufacturing where much HRM research has
focused. This is likely to have implications for the appropriateness of particular HR practices

and HR systems in each case.

The nature of HRM in the service sector

In their meta-analysis of studies investigating HRM and organisational performance, Combs,
et al. (2006) found the strength of relationship between adoption of a system of strategic
HRM and performance was significantly weaker in the service sector than for companies in
manufacturing industries. Only 17 of the 92 studies they examined were specifically in the
service sector, however, the variation in effect sizes indicates that the utility and operation of
HRM may differ somewhat in a service context. Additionally, they suggest that many HR
practices typically considered by researchers within systems of HRM may be best suited to
manufacturing contexts and that practices which may be more important within a service

context have received less attention.
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Given the above findings, understanding the nature of service work and its implications for
HRM is clearly important. Perhaps the key factor distinguishing the service sector is the
inseparability of the customer from the service process (Leidner, 1993). Unlike within the
manufacturing sector, the interaction with the customer has to largely be managed in real time
by the customer-facing employee, rather than producing a product and controlling its quality
prior to interaction with the customer. Lashley (1997) put forward two key factors
distinguishing types of service work. namely the degree of customisation and the degree of
intangibility (and intensity of labour). In particular, he develops the thinking of Heskett, et
al. (1990) to identify key distinctions combining marketing, operations management and
HRM perspectives. The implication is that the first two factors will shape the nature of
customer service work from a people management perspective. His categorisation is shown

in the table below:

Figure 6: Lashley’s (1997) model of service work

Aston University

lustration removed for copyright restrictions

In the ‘service shop’ setting, what is being delivered to the customer is very tangible (e.g. a
tailor-made suit), however the product and service is highly customised. In the ‘service
factory’ again the outputs are tangible but there is little customisation (e.g. a supermarket).
Conversely, the *professional service’ requires services highly adapted to the customer needs,
relatively intangible outputs and a high degree of specialist skill on the part of those

delivering the service (e.g. an accountant or lawyer). Finally, a ‘mass service” involves a
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standardised service process with intangible outputs (e.g. workers in a call centre handling

basic customer enquiries).

Under Lashley’s (1997) classification, the organisation under study could fit fairly
comfortably into Lashley’s ‘service factory” category. This is on the basis that firstly the Post
Office provides a wide range of tangible services to customers (e.g. cashing a cheque, posting
a parcel, buying stamps). Secondly, the cycle time for most customer transactions are
relatively short (e.g. under one minute) and each has a standardised process for interaction
with the customer (e.g. ask the customer to complete passport form, verify other supporting

documents, run through checklist to ensure all details are completed).

As the above illustrates, there are a variety of factors that distinguish different forms of
service work. Exploring this in greater detail, Fitzgerald, Johnstrom, Brignall, Silvestro and
Voss (1991) posit six dimensions which differentiate between service roles, namely:

1. Customer contact time

2. Extent of customisation

3. Latitude for employees to exercise discretion

4. Focus on people versus equipment

5. The primary source of added value (front or back of house)

6. The extent to which the focus is on the product or the service process

As Fitzgerald, et al.’s (1991) dimensions suggest, the scope of what is described as ‘service
work’ is very broad, from handling a very simple transaction such as selling an evening
newspaper through to the delivery of comprehensive cancer care by a multi-disciplinary team

of highly trained clinicians. However, both Lashley (1997) and Fitzgerald, et al.’s (1991)
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models illustrate how service work differs from other forms of work due to the behaviour of

customer-facing employees being integral to the customer’s experience.

One of the significant influences in management theory on the role of HRM in the service
sector has come from the ‘service management school’, as outlined in the idea of the service-
profit chain (Heskett, et al., 1994; 1997) which proposes a set of mutually reinforcing
relationships between employee satisfaction, customer satisfaction and financial performance.
This school of thought has tended to focus attention on ‘best practice’ case studies of
particular firms. One emergent theory in the service management school has been the idea of
the ‘employee-customer satisfaction mirror’, a self-reinforcing relationship between
employee attitudes and customer satisfaction. This involves good customer service helping
achieve positive reactions from customers. The experience of positive reactions and feedback
from customers then reinforces positive attitudes amongst employees, leading to continuing
motivation and good service. Due to the case study methodology employed by Heskett, et al.
(1997) there is limited quantitative, empirical evidence to clearly support or dismiss the
assertions puts forward. However, there are a number of studies (e.g. Schneider & Bowen,
1985; 1993; Schmidt & Allscheid, 1995; Ryan, Schmit & Johnson, 1996) that identify
correlations between measures of employee attitudes, customer satisfaction and performance
across operating units in the organisations studied. However, there are fewer studies to date
within the service sector which specifically test the role of HR practices. Key industries
within the service sector where research has been conducted include banking (Delery & Doty,
1996; Khilji & Wang, 2006), hotels (Hoque, 1999) and health care (West, et al., 2006).
However, the role of either HRM systems or employee attitudes in the context of the postal

services industry has not been previously researched in the extant literature.
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Critical theorists on management in the service sector (e.g. Ritzer, 1996; du Gay & Salaman,
1992) point out that much of what the service management school describe as exemplary case
studies, in fact compare poorly in terms of the quality of HRM in relation to other industry
sectors, for instance in terms of how employees are treated or have discretion within their
jobs. However, definitions of what constitutes HRM in the service sector may need to
include techniques which are focused on optimising the quality of customer interactions to
meet organisational goals. For instance, this may include performance feedback systems
focused on customer service to enable employees to improve how they do their work, or
training specifically focused on developing the behaviours required for the effective

customisation of service or contextual performance (Neal & Griffin, 1999).

Another issue pertinent to conducting research in the service sector is how the notions of
organisational performance are constructed. There is on the one hand the financial
perspective with the focus on growth, profitability and financial efficiency. However, there is
also a competing view that performance also needs to be examined in terms of satisfying the
expectations of customers — that the quality of the service matters and is a source of
competitive advantage for commercial organisations. More sales-oriented organisations may
be seen as placing a greater emphasis on the financial side and generating profits, as
compared with organisations that may promote an emphasis on service to the customers or
end-users as a goal in itself (e.g. in the public sector). Parasuraman, Zeithaml and Berry
(1988) have shown that customer perceptions of service quality typically involve a number of
constructs, namely reliability, responsiveness, tangibles (that any physical ‘products’ meet
expectations), assurance (knowledge and courtesy) and empathy. An important facet of the
service organisation is hence its ability to ensure that customer-facing employees can

successfully achieve the joint and potentially contradictory goals of financial effectiveness
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and customer-oriented performance. Many organisations in the service sector promote a
superior customer experience as a key source of competitive advantage (Heskett, et al., 1997).
In terms of Becker and Huselid’s (2006) model, the employee behaviours involved in
achieving superior c