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Abstract

Purpose — This paper aims to empirically examine the linkages between best human resource (HRM)
practices, knowledge management, organisational learning, organisational capabilities and organisational
performance. The proposed framework and findings intend to add to the understanding of the specific
processes that mediate between best HRM practices and organisational performance.

Design/methodology/approach — To carry out this research a survey research strategy was
followed. The sample frame for this study consisted of Greek firms that belong to the tertiary (services
and commerce) sector, employing at least 50 employees. The final research sample consisted of 242
questionnaires. Descriptive statistics as well as structural equation modelling (SEM) techniques were
used to analyse the data.

Findings — This paper proposes an answer to “how” best HRM practices can influence performance.
Results indicate that service and commercial firms pursuing best HRM practices achieve better
performance through the interaction of these practices with knowledge management and
organisational learning capability and the creation of organisational capabilities.

Research limitations/implications — Possible limitations of the study include the relatively small
sample size, the use of subjective performance indicators and the measurement of organisational
capabilities.

Practical implications — The paper can help human resource practitioners and/or managers to
understand better the importance of organisational learning and knowledge management processes
and the way best HRM practices, through the integration of these two processes, lead to superior and
sustainable performance.

Originality/value — This paper attempts to shed some light on the processes through which human
resource management practices influence performance. Moreover, the value of the human factor in
knowledge management and organisational learning initiatives, as well as on organisational
capabilities, is explored. While this has already been underlined in the past, there is still no complete
model simultaneously describing and testing all those relationships.

Keywords Human resource management, Workplace training, Knowledge management,
Organizational performance, Greece

Paper type Research paper

Emerald
Introduction
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value to the firm has been the primary concern of most academics and practitioners.
The emergence of numerous empirical studies, examining the impact of different HRM
practices on organisational performance, supports this claim. However, despite the
quantity and variety of these studies, little attention has focused on the concept or
understanding of the mechanisms through which HRM practices influence
performance.

A review of the research on HRM practices demonstrates that the approaches
adopted by various academics appear to be descriptive and confined within the limits
of directly linking HRM practices with performance (at various levels of the company).
There appears to be only a limited amount of research attempting to explore how HRM
practices essentially work and, hence, to pinpoint the processes through which these
practices can lead to competitive advantage.

The purpose of this paper is to examine the mediating processes between the
existence and application of HRM practices and enhanced organisational performance.
A new composite model, which explores the relationship between best HRM practices,
knowledge management (KM), organisational learning (OL), organisational
capabilities (OC) and organisational performance, is empirically tested in the Greek
tertiary sector (service and commercial firms).

HRM and performance

A significant body of research has suggested specific HRM practices which are
expected to promote inimitable attributes in human resources that can help an
organisation to obtain a competitive advantage and enhance its performance (e.g.
Huselid, 1995; Frits and MacDuffie, 1996; Guest, 1997; Michie and Sheehan, 2001;
Ahmad and Schroeder, 2003; Guest et al., 2003).

All the practices that lead to superior performance have variously been termed:
“best HRM practices” (Pfeffer, 1994), “high performance work systems or practices”
(Appelbaum and Batt, 1994), “high-investment practices” (Lawler, 1986), “high
commitment practices” (Wood, 1996) and, finally, “higher productivity and product
quality practices” (Ichniowski et al, 1997). All these terms highlight the increased
improvement in employee decision making and the improvement in employee
motivation and commitment (Boxall and Purcell, 2003). It is worth noting that
irrespective of the definition given to these HR practices, a positive relation with
competitive advantage is reported in most cases (Guest ef al, 2003). Within this paper,
the term “best HRM practices” will be used to refer to all those HRM practices and
policies that have been identified as effective in improving performance.

The basic notion around best HRM practices is that a particular set of those
practices has the potential to bring about improved organisational performance for all
organisations (Marchinton and Wilkinson, 2003), and, therefore, all firms should
identify and implement best practice HRM in their effort to improve their performance.

However, as Delaney and Huselid (1996) argue, researchers still do not know how
HRM practices affect organisational outcomes. Similarly, many authors (Becker and
Gerhart, 1996; Wright and Sherman, 1999; McMahan ef al,, 1999; Delery and Shaw,
2001) have pointed out that there is a lack of understanding about the process (how and
why) through which HRM creates organisational value and increases performance.
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JWL Therefore, the identification of the specific mechanisms that mediate between best
218 HRM practices and organisational performance should be considered as a central issue
’ in this line of research.

The following section presents a brief theoretical background[1] in which the

authors attempt to acknowledge some of those mechanisms and integrate them into a

broad conceptual framework. Subsequent sections present the research model adopted,

616 followed by the research methodology and findings. The paper concludes with a
discussion of the results, implications and research limitations.

Theoretical background and hypotheses

HRM and KM

Many researchers (e.g. Yahya and Goh, 2002; Thite, 2004; Gloet, 2006) have highlighted
the importance of HR in implementing KM and the fact that people issues need to shift
to centre stage in thinking about knowledge. Best HRM practices are also considered
by some authors (e.g. Scarbrough and Carter, 2000; Robertson and Hammersley, 2000)
to constitute the basic factors of KM success.

For Sveiby and Simons (2002, p. 4) “the trouble is that knowledge is not a discrete
object and that the most valuable knowledge-knowledge-is embedded in people and so
difficult to transfer outside the immediate context that it becomes a major competitive
advantage”. Flood ef al. (2001) argue that the most important element here includes the
personal nature of tacit knowledge, which requires the willingness, on the part of those
workers who possess it, to share and communicate it. Therefore an important point in
this case is the idea that the success of any KM initiative is likely to be critically
dependent on having suitably motivated and highly committed people taking an active
role in the process (Robertson and Hammersley, 2000; Storey and Quintas, 2001).

Soliman and Spooner (2000) argued that HRM practices play an important role in
facilitating employees’ absorption, transfer, sharing and creation of knowledge.
Similarly, Scarbrough (2003, p. 502) identified that HRM practices, as selection
methods, compensation strategies and career systems, seem to “have an influence on
the flows of knowledge which KM is seeking to maximize”. According to Oltra (2005),
individual human beings are the ultimate knowledge creators and bearers. Thus, the
main purpose should be to increase their capability as organisational knowledge
enhancers and, as a result, the rigorous and strategic management of people must act
as a trigger towards effective knowledge-leveraging processes.

Paradoxically, however, while the importance of these issues has been widely
articulated, human factors have yet to be fully examined and the KM literature has
made only partial and limited use of HRM concepts and frameworks (Soliman and
Spooner, 2000; Hislop, 2003).

HRM and OL capability

The relationship between OL and HRM has also been emphasised by many academics
(e.g. Bennett, 1998; Marchinton and Wilkinson, 2003; Jaw and Liu, 2003; Khandekar
and Sharma, 2005).

Summarising the definitions adopted by different academics (Senge, 1990; Mills and
Friesen, 1992), the learning organisation (LO) is one that adopts specific strategies,
mechanisms and practices that encourage its members to learn continuously so that
they can adapt to the changing business environment. Goh (1998) defined these
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strategies, mechanisms and practices as the “learning capability” of the organisation.
Ulrich et al. (1993) also used the term “learning capability” to refer to “building and
diffusing learning capability”, while DiBella et al. (1996) refer to them as “developing
organizational learning capability”.

Although the LO literature is vast and takes various forms, as Argyris (1999) points
out, the central idea behind the LO is broadly shared. The idea includes the notions of
adaptability, flexibility, avoidance of stability traps, experimentation, rethinking
means and ends, realisation of human potential to learn in the service of business
purposes and creation of human development. These same central ideas are adopted by
this study. The LO is conceptualised as the creation of the necessary infrastructure to
accommodate the acquisition and use of knowledge, while the processes towards this
end are described as OL capability (OLC). This knowledge may be the prerequisite for
the creation of sustainable competitive (and hence, corporate) advantage.

According to Sinkoula et al (1997), OLC is dependent on invisible assets as
knowledge. Given the fact that those assets are embodied in people, HRM practices
play a unique role in OL (Jaw and Liu, 2003). The LO attracts and retains the best talent
by entering into a psychological contract with its employees that motivates them to
generate knowledge in return for nurturing and nourishing their professional skills
(Thite, 2004). For Dertouzos et al. (1989) and Pettigrew and Whipp (1991), competitive
advantage will ensue for an organisation that develops HR policies that promote
continuous learning, teamwork, participation and flexibility; attributes that clearly
exist within the best HRM practice spectrum. As Khandekar and Sharma (2005) note,
the more specific HRM practices exist in an organisation, the stronger the learning
capability of that organisation.

As is briefly demonstrated, the HRM practices that an organisation uses have the
potential to influence people’s attitudes towards learning. Therefore, OLC can be
strongly shaped or manipulated by those HRM practices that are usually described as
“best HRM practices”. Based on the literature, the following two hypotheses are
proposed:

HI. Best HRM practices have a positive influence on KM processes.

H2. Best HRM practices have a positive influence on OLC processes.

OLC and KM

Firestone and McElroy (2004) argued that the relationship of OL and KM is close
enough to be termed intimate. According to Dimitriades (2005), effective learning
requires the development of a strategic learning capability by linking OL and KM both
in and among organisations. Cavaleri (2004) proposed that those two approaches are
complementary and may be integrated into a larger framework that can offer
managers a potentially better way to leverage human intellectual capital for
performance. Bierly et al. (2000) commented that, in addition to learning capability,
organisations need to develop and implement effective knowledge strategies.

Thus, the need to combine these two processes, OL and KM, becomes important, as
they are both considered critical to organisational success. A clear understanding of
the relationship between them is, therefore, necessary. Most of the authors involved in
this debate (e.g. Hong and Kuo, 1999; Pemberton and Stonehouse, 2000; Rowly, 2000;
Loermans, 2002) have argued that an LO generates new knowledge which helps

Exploring the
best HRM
relationship

617

www.man



JWL sustain its competitive advantage. However, the creation of knowledge alone does not
218 mean that knowledge is being efficiently and effectively used or managed. KM takes
’ the output from the LO (new created knowledge), manages it and ensures that an
appropriate environment to perpetuate the generation and management of knowledge

capital is being properly maintained.
Our view is that, indeed, successful LOs must create an organisational environment
618 that combines OL with KM. As Loermans (2002, p. 292) characteristically points out:

[...] the LO and KM disciplines must become mutually self-supporting; one concept simply
cannot operate without the other.

OLC constitutes the infrastructure of the organisational knowledge system, while KM
deals with all those practices that are required for its development and maintenance. In
other words, an LO develops a culture that emphasises the importance of learning
(knowledge creation), constantly promotes it as a central idea or value within the
organisation and creates the right conditions for such ideas to prosper. On the other
side, KM, within an LO environment, primarily focuses on the accumulation, sharing,
utilisation and use of knowledge assets throughout the organisation. Following the
previous discussion, the following hypothesis is proposed:

H3. OLC processes have a positive influence on KM processes.

KM, OLC and OC

OC are commonly defined as a firm’s capacity to deploy its assets, tangible or
intangible, in order to perform a task or activity and improve performance (Grant,
1991; Teece et al., 1997).

A review of the literature demonstrates that OC appear to be closely related to KM
initiatives. Based on the knowledge-based view of the firm (KBV), competitive success
is governed by the capability of organisations to develop new knowledge-based assets
(Sveiby, 1997) that create core competencies or OC (Pemberton and Stonehouse, 2000;
Narasimha, 2000; Miller, 2002). Nonaka and Takeuchi (1995) extend this view further in
their examination of the role of employees’ interactions in the development of new
capabilities, which emerge from the development (creation) of new knowledge through
the processes of OL. Moreover, Pemberton and Stonehouse (2000) argue that the
creation of knowledge through learning processes is seen to be critical to the
development of capabilities.

The impact of OLC on the development of OC is also evident throughout the
literature. As Chaston et al. (1999) have noted, OL functions as an antecedent of OC. It
brings employees and other resources together; firms develop the processes on which
capabilities are built, and employees continuously apply their knowledge and skills to
operational or strategic problems, hence a deeper knowledge base is developed, which
will also enhance capabilities. Wang and Lo (2003) added to this view by reporting that
competence building and upgrading can only be achieved by OL. The following
hypotheses are, therefore, proposed:

H4. KM processes have a positive influence on OC.

H5. OLC processes have a positive influence on OC.

oL fyl_llsl
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OC and performance

The relationship between OC and performance is well established in the literature and
has been researched from various perspectives. These include the RBV, OL theory,
knowledge-based view (KBV) and the dynamic capabilities approach (e.g. Shrivastava,
1983; Wernerfelt, 1984; Rumelt, 1987; Barney, 1991; Nonaka and Takeuchi, 1995; Teece
et al., 1997; Raft and Lord, 2002; De Carolis, 2003; Lopez, 2005).

The RBV suggests that firm-specific resources and capabilities, which are rare,
valuable, inimitable and cannot be substituted, can provide a source of sustainable
competitive advantages and, therefore, performance (Barney, 1991). Based on the KBV,
firms that possess stocks of organisational knowledge, characterised as uncommon or
idiosyncratic, stand a good chance of generating and sustaining high returns (Raft and
Lord, 2002). In OL theory, these stocks of knowledge develop dynamic learning
processes. These learning processes are capabilities that are described as OL
(Shrivastava, 1983; Lopez, 2005). Finally, under the dynamic capabilities perspective,
dynamic capabilities are the drivers behind creation, evolution and the recombining of
other resources into new sources of competitive advantage and performance (Teece
et al., 1997). Consequently, the following hypothesis is proposed:

H6. OC have a positive influence on organisational performance.

Proposed research model
Following the previous discussion and the proposed hypotheses, the research model
(presented in Figure 1) perceives performance primarily as a product of firm-specific
capabilities emerging from the best HRM practices, exercised at both strategic and
operational levels of any company (with one or multiple businesses). The main value
provided by this framework lies in the reflection of factors and their relationships that
appear to play their own unique role, as mediating processes, in the HRM
practices-performance relationship.

Best HRM practices are expected to enhance organisational performance (Huselid,
1995; Delery and Doty, 1996; Pfeffer, 1998; Guest et al., 2003) by promoting inimitable
attributes in HR (Barney, 1991; Pfeffer, 1998; Redman and Wilkinson, 2001).

Knowledge
Management

H4

Best HRM

Organizational
Capabilities

Organizational

Practices H3 Performance

Hé6

HS
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Learning
Capability
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JWL Those inimitable attributes are mainly the end products (outcomes) of the KM and OL
218 processes (Hislop, 2003; Jaw and Liu, 2003; Khandekar and Sharma, 2005) and are
’ mutually self-supporting (Pemberton and Stonehouse, 2000; Loermans, 2002; Gorelick
and Tantawy-Monsou, 2005). Our view is that OL constitutes the infrastructure of the
organisational knowledge base creation, while KM is concerned with all the necessary
strategies to maintain and leverage it (Loermans, 2002).
620 These two processes lead to the production (creation) of knowledge-based assets,
which, in turn, develop OC (Nonaka and Takeuchi, 1995; Wang and Lo, 2003; Real ef al.,
2006; Nielsen, 2006) that could drive a company to superior and sustainable
performance (Caloghirou et al., 2004; Regan and Ghobadian, 2004).

Methodology

Sample and data selection

A survey was undertaken to gather all the appropriate data by use of a structured
questionnaire. In order to achieve sufficient sample size and generalisability of the
result the sample frame for this study consisted of all 1,774 Greek companies belonging
to the tertiary sector (services and commerce) that employed at least 50 people. The
population was drawn from a database compiled by ICAP, which is a well-known and
reliable source of data for Greek companies. The size limitation was introduced for the
reason that small-scale companies usually do not employ a large range of formal HRM
practices (Miner and Crane, 1995), which is in line with other similar HR studies (e.g.
Guest et al., 2003).

A pre-test was performed to establish content validity (Zikmund, 2003). The
instrument was pre-tested through in-depth discussions with academics and
professionals. Two HRM managers and one CEO from three service firms, two HRM
managers from two commercial firms, along with six academics, participated in the
pre-testing process. The final questionnaire included 147 items. To ensure that the HR
managers of the sample firms were willing to complete the questionnaire and to
maximise response rate, two research assistants spent two weeks telephoning all 1,774
firms[2]. It should be mentioned that due to time constraints or company privacy
concerns many HR managers declined to participate. The questionnaire was sent only
to the 378 HR managers who agreed to participate in the survey (mailed or e-mailed,
depending on their preference). A cover letter explaining the study objectives was
attached and a stamped return envelope was enclosed. Follow-up letters were sent
approximately three weeks after the initial mailing.

A total of 244 questionnaires were returned. Of these, two questionnaires were
discarded because they were not appropriately completed. The overall response rate
was 14 per cent. Assuming that, researchers normally work to a 95 per cent of
certainty, and considering that the total population of this study consists of 1,774 firms,
then the minimum sample size should be around 300 firms instead of 242 firms
(Saunders et al., 2000, p. 156). Although the smaller size could be considered as one of
the limitations of this research, we could still accept it as valid on the grounds stated by
the famous scholar, Shelby Hunt:

No manuscript should be rejected on the basis of potential nonresponse bias — no matter what
the response rate is — unless there is good reason to believe that the respondents do in fact
differ from the nonrespondents on the substantive issues in question and that these
differences would make the results of the study unreliable (Hunt, 1990, p. 174).
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To test whether our respondents were different from the non-respondents, we Exploring the
examined if there are any differences in the mean of all variables used in this study best HRM
between early and late respondents. The rationale behind such an analysis is that late
respondents (i.e. sample firms in the second mailing) are more similar to the population
from which they were drawn, than the early respondents (Armstrong and Overton,
1977). No statistically significant differences were found, thus suggesting that
non-response bias is not a serious issue in the study. 621

Moreover, it could be stressed the fact that the sample size plays an important role
in the estimation and interpretation of structural equation modelling (SEM) results, the
major multivariate method used for the analysis of our data. According to Hair ef al,
(1998, pp. 604-05):

Although there is no correct sample size, recommendations are for a size ranging between 100
and 200 observations. As the sample size becomes larger, the method becomes “too sensitive”
and almost any difference is detected, making all goodness-of-fit measures indicate poor fit.

relationship

Table I summarises the demographic information of the respondents.

Measures

Best HRM practices. The list of effective HR practices associated with performance
varies according to different research. Taking into consideration previous empirical
findings (Jones and Wright, 1992; Arthur, 1994; Pfeffer, 1994; Jackson and Schuler,
1995; MacDuffie, 1995; Marchinton, 1995; Milgrom and Roberts, 1995; Delery and Doty,
1996; Becker and Huselid, 1998; Pfeffer, 1998; Bowers and Ahklaghi, 1999; Wiesner and

Percentage Frequency
Gender
Men 60.3 146
Women 36.4 88
Information missing 3.3 8
Age
24-29 10.33 25
30-39 38.02 92
40-49 25.21 61
50-59 15.70 38
> 60 248 6
Information missing 8.26 20
Education
Primary school 0.5 1
High school 13.3 32
Undergraduate degree 52.5 127
Postgraduate degree 26 68
PhD 1.7 4
Information missing 6.2 15
Professional experience
15 30.58 74
6-10 26.03 63
11-20 21.90 53
> 21 10.33 25 Table 1.
Information missing 11.16 27 Demographic details
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JWI McDonald, 2001; Bowen et al., 2002; Guest et al, 2003; Michie and Sheehan, 2005; De
218 Kok et al, 2006; Sels et al., 2006), it was decided to test the proposed framework
’ integrating the following practices:

« employment security;
* selective hiring;
622 + high levels of teamwork and decentralisation;
+ compensation and incentives contingent on performance;
+ extensive training;
« employee involvement and internal communication arrangements;

* internal career opportunities;
* broadly defined job descriptions; and
* harmonisation.

In addition, responding to Rodwell et al’s (2000) suggestion, “health and safety”
policies were incorporated into the list as a tenth practice. According to these authors
(Rodwell et al, 2000, p. 357):

[...]by trying to think outside the square a set of practices may be found that could stimulate
creative, new thinking about best practices. For example, the extent to which organizations
are aware of their occupational health and safety practices and whether or not these practices
are seen as important has been the focus of specific HRM research (e.g. Nelson, 1994) and
safety management (Fuller, 1999), but is often excluded from studies of best practice.

Table IT summarises the variables used, the methods employed to measure the best HRM
practices and the related literature. Some of these HRM constructs are measured as a
two-dimensional construct, as determined by the scope of the HRM practice. Each item is
measured using a seven-point scale from strongly agree (7) to strongly disagree (1).
OLC and KM. Four constructs based on previous, well-known empirical findings
(Galer and Heijden, 1992; Goh and Richards, 1997; Sinkoula ef al, 1997; Hult and
Ferrell, 1997; Calantone et al., 2002; Hult et al., 2003; Tippins and Sohi, 2003; Gomez
et al., 2005) were used to measure OLC. They were:

(1) commitment to learning and empowerment;

) systems perspective and clarity of purpose and mission;
) openness and experimentation; and

) organisational memory.

=

3

/&A

Organisational memory was measured as a two-dimensional construct, as determined
by the scope of this concept.

Three constructs adapted from a combination of other studies (Wiseman, 1988;
Weber ef al., 1990; Blanning and David, 1995; Sviokla, 1996; Ruggles, 1998; Leary, 1998;
Zack, 1999; Chang Lee ef al., 2005; Shih and Chiang, 2005) were used to measure KIM.
They were:

(1) knowledge accumulation;
(2) knowledge sharing; and
(3) knowledge utilisation.
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The construct of “knowledge creation” was not included in the measurement of KM (as
is common in many KM studies) because, according to the above discussion, it is
considered as an outcome of OLC. Tables III and IV summarise the variables used and
the methods employed to measure OLC and KM and the related literature. Each item is
measured using a seven-point scale from strongly agree (7) to strongly disagree (1).

OC. Every research attempt on OC seems to adapt a different approach. As Miller
and Shamsie (1996) point out, empirical research on resources and capabilities has not
yet reached maturity. In this study, OC was measured using a scale adapted from King
and Zeithaml (2001). They recognised specific groups of capabilities in the hospital and
textile industries. Based on theoretical contributions, as well as on in-depth discussions
with academics and professionals, these scales have been adapted for the tertiary
sector (with some modifications). The final scale included seven groups of
service-commercial capabilities. Table V summarises the variables used and the
methods employed to measure OC. Again, each item is measured using a seven-point
scale from strongly agree (7) to strongly disagree (1).

Organisational performance. Organisational performance is divided into two sets of
measures: non-financial and financial. According to Banerjee and Kane (1996), it is
necessary to integrate financial and non-financial measures for organisational
performance measurement.

Financial performance is operationalised as a two-dimensional construct, which
includes corporate profitability and market performance (Venkatraman and
Ramanujam, 1986), similarly to Spanos and Lioukas (2001) study. Corporate
profitability is measured with three perceptual items, reflecting return on equity, profit
margin and net profits, while market performance is measured with four perceptual
items that reflect market share, absolute sales volume, increase in market share and
sales.

For all these items, HRM managers were asked to indicate their firm’s performance
compared to the competition. Apart from the fact that subjective performance
measures are extremely common in similar studies (e.g. Guest et al., 2003; Ahmad and
Schroeder, 2003), it was anticipated that it would be difficult to extract adequate and
reliable financial information as the sample includes mostly small to medium-sized
enterprises (SMEs). Moreover, financial data for SMEs have been criticised for being
unreliable and subject to varying accounting conventions (Dess and Robinson, 1984;
Powell and Dent-Micallef, 1997).

The non-financial measure of organisational commitment was also used. The
construct was based on Mowday and Steers’ (1979) instrument and was measured with
eight items. It is defined as “the relative strength of an individual’s identification with
and involvement in a particular organization” (Mowday and Steers, 1979, p. 226).

An employee with strong organisational commitment will be highly motivated to
expend energy on organisational tasks (Anderson ef al, 1994). Organisational
commitment is an indicator that confirms whether the HRM practices employed in an
organisation are able to foster psychological links between organisational and
employee goals (Ahmad and Schroeder, 2003).

Data analysis and results
Exploratory factor analysis. All theoretical concepts used in the present research were
taken from prior studies that provided a theoretical rationale for the existence of these

Exploring the
best HRM
relationship
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21.8 Types of tertiary sector capabilities Description of measurement
)

HR capabilities Eight items are used to measure the capability to
manage human resources
Knowledge about critical factors for success  Three items are used to measure essential
competencies to a firm’s current and future success
628 Capabilities of external constituencies Three items are used, reflecting the capability to
understand the needs and cost structures of
customers and suppliers
Marketing capabilities Three items are used to measure the capability to
acquire marketing skills
Technical/ information systems capabilities Five items are used to measure the ability to manage
essential technology and information systems

Internal integration capabilities Two items are used to measure the ability to manage
the organisational structure to integrate knowledge
Table V. throughout the organisation
Summary of Innovativeness Three items are used to measure the ability to
measurements of OC innovate

concepts and also the items measuring these concepts. However, due to the fact that for
the measurement of each construct, except that of OC, we used items from many
researchers (see Tables II-V) and we were obliged to modify some of the items of the
construct of OC to suit the tertiary sector, we used exploratory factor analysis (EFA) to
redefine the theoretical constructs according to the new established factors. Thus,
principal component analysis was conducted on the scaled responses to aggregate
managers’ perceptions of each separate theoretical construct (HR practices, KM, OLC,
OC and OP) into categories or factors (dimensions). Bartlett’s test of sphericity for each
construct/dimension displayed levels of correlations indicating that a factor model was
appropriate (p < 0.001) (Norusis, 1994, p. 50). In addition, each construct/dimension
exceeded the acceptable level (0.6) on the Kaiser-Meyer-Olkin (KMO) test of sampling
adequacy, except very few cases where the KMO was just below the cut-off point of 0.6.
Varimax rotation was used to identify a set of factors that were uncorrelated with each
other. The survey revealed categories (dimensions) for each theoretical concept that
were logical and fit with past categorisations (see Table VI). The software used was
SPSS v. 15.

It can also be noted that the loadings for all individual items, incorporated into each
of the constructs examined, are high. Selective hiring was divided into two factors:

(1) importance for employee attitude and behaviour; and
(2) emphasis on hiring procedures.

One item was dropped from “interaction facilitation” (IF5) and another from
“incentives to meet objectives” (ITMO4) due to low loadings. Another item was also
dropped from “training on job skills” (TOJS1) dimension.

Confirmatory factor analysis. In this study, confirmatory factor analysis (CFA) was
employed to test the construct validity of the measures used, using both SPSS and
AMOS. Table VI (last column) presents the model fit results for all (33) constructs or
dimensions. As shown, four fit measures were used to evaluate the model fit in AMOS:
chi-square/degree of freedom (y %/df), goodness-of-fit index (GFI), comparative fit index
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JWI (CFI) and root mean square residual (RMR). Some important SPSS measures (KMO,
218 Bartlett’s test significance and TVA) are also presented in this table.
’ Overall, the results demonstrate that the validation measures for all constructs
measured are at acceptable levels. Almost all CMIN/DF scores are below the accepted
threshold score 5 (Harrison and Rainer, 1996), while GFI and CFI are above the 0.9
threshold (Bollen and Long, 1993) and RMR scores are close to the accepted threshold
634 score 0.1 (Hair ef al., 1992).

Structural model. SEM (AMOS) was used to test empirically the proposed model. An
initial step included the calculation of the mean value of all composite measures, best
HRM practices, OLC, KM, OC and organisational performance, by summing up the
individual item scores in each dimension, and then dividing it by the number of items.

Subsequently, each of these composite measures was tested independently for
model fit (second-order confirmatory factor analysis). Of a total 14 dimensions that
compose best HRM practices, six were dropped due to inappropriate CMIN/DF fit
values. The final best HRM practices construct included the following dimensions:

+ team activities;
 interaction facilitation;
* incentives to meet objectives;

+ recognition and rewards contingent on performance;

* training on job skills;

* employee involvement and communication of strategy;
+ feedback on performance;

 internal career opportunities; and

* job descriptions.

The fit values of all other composite measures (OLC, KM, OC and organisational
performance) were within the acceptable levels.

The overall metric model was then appraised. As is shown in Table VII, all
extracted fit values are within acceptable levels.

Figure 2 demonstrates the structural model with the extracted path coefficients and
the adjusted R ? scores, while Table VIII presents the overall findings with regard to
the hypotheses tested.

HI and H2 are both supported because a significant positive relationship is shown
between best HRM practices and KM and OLC processes. Since these relationships
were tested simultaneously using AMOS, both impacts (best HRM practices — OLC

Model-fit index Scores

Minimum sample discrepancy divided by degrees of

freedom (CMIN/DF) 3.254

Goodness-of-fit index (GFI) 0.989

Comparative fit index (CFI) 0.993

Root mean square residual (RMR) 0.015
Table VII. Normed fit index (NFI) 0.990
Overall fit of the model Tucker-Lewis coefficient (TLI) 0.964
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Knowledge
Management
(R%?=0.30)

Organizational
Performance
(R*=10.52)

Best HRM Organizational
Capabilities

(R =0.44)

Practices

0.25
Organizational N\ "
Learning
Capability
(R%=0.46)
Path
Hypothesis Path coefficient ~ Remarks
HI Best HRM practices — KM processes 0.38™* Accepted
H2 Best HRM practices — OLC processes 0.63** Accepted
H3 OLC processes — KM processes 0.50™* Accepted
H4 KM processes — OC 0.24™ Accepted
H5 OLC — OC 016" Accepted
He6 OC — organisational performance 0.38™* Accepted
Proposed correlational relationships
Best HRM practices — OC 0.36™* Accepted
OLC processes — organisational performance 0.25™* Accepted

Notes: * p < 0.05 level; ** p < 0.01 level
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Figure 2.
Structural model for the
Greek tertiary sector

Table VIII.
Hypotheses testing
results

and best HRM practices — KM) are significant. Firms in the tertiary sector that invest in
certain kinds of best human resource practices achieve higher levels of knowledge and
learning, while their KM and learning initiatives are more likely to succeed, than firms
that do not invest in these HRM practices. More specifically, the HR practices that seem
positively to influence the KM and OLC processes in a service or commercial firm include
the use of teams and decentralisation, compensation and incentives contingent on
performance, extensive training, employee investment and internal communication
arrangements, internal career opportunities and, finally, flexible job descriptions.
Earlier empirical evidence supports these results. However, there have been no
previous studies focusing on the tertiary sector that have simultaneously tested the
relationship of HRM with OLC and KM. For example, Yahya and Goh (2002) examined
the association between four practices of HRM with five areas of KM in different types of
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JWL organisations. Their results identify the importance of HRM in creating a knowledge
218 organisation and suggest a positive relationship between KM dimensions and training,
’ performance appraisal and compensation and reward practices. Furthermore, Khandekar
and Sharma (2005) investigated the role of OL and strategic HRM in obtaining a
sustainable competitive advantage. Their study revealed a positive relation between OL
and specific HRM practices such as HRM planning, recruitment and selection processes,

636 performance appraisal, compensation and rewards and organisational exit.

H3 is also supported since a positive relationship between OLC and KM is
demonstrated. Service and commercial firms that adopt organisational characteristics
which facilitate learning create an organisational base where new knowledge can be
created and KM initiatives are more likely to be fostered. In the literature there is very
little empirical research examining this relationship, probably because of the
ambiguity that surrounds those concepts. Earlier research seems to concentrate either
on KM or OLC or on their relationship to other organisational factors, such as
innovation, strategy and performance.

H4 and H5 are acceptable as both KM and OLC are positively related to OC. Those
organisations in the tertiary sector investing in KM and OL initiatives create
knowledge-based assets through which they develop service- and commercial-specific
capabilities. There is a limited number of empirical studies that test the relationship
between KM and OC in the tertiary sector. However, this relationship is confirmed in
studies that have concentrated on all economic sectors. For example, Sher and Lee’s
(2004) empirical findings in major Taiwanese firms suggest that the use of KM
significantly enhances dynamic capabilities. The OLC-OC relationship is also
supported by previous empirical evidence in a variety of research contexts. Moingeon
et al. (1998) highlighted the importance of OLC in the creation of OC in their case study
of Salomon, a sports equipment manufacturer. Furthermore, Chaston et al (1999)
identified a positive relationship between OL and “organizational competence” in their
qualitative study of small- and medium-sized British firms. As those authors
characteristically concluded (Chaston ef al,, 1999: p. 201):

[...]it may be the case that greater emphasis should be given to the concept of organizational
learning in the context of enhancing organizational competence.

Finally, H6 is supported as well, since a significant positive relationship is
demonstrated between OC and organisational performance. Firms in the service and
commercial sectors that build specific capabilities, which are uncommon and costly for
competitors to imitate, gain competitive advantage and increased performance results.
Similar results can be found in previous studies, a notable one being that of Spanos and
Lioukas (2001), who propose a composite model that combines the Porter framework of
competitive advantage and the RBV of the firm. Their findings indicate the existence of
firm-specific effects (capabilities) on performance.

Moreover, modification indexes indicated two more relationships (illustrated in
Figure 2 by dotted lines), a strong positive relationship between best HRM practices and
OC and a second positive relationship between OLC and organisational performance.

A simple explanation that could be given about the first relationship is the fact that
the so called “HR capabilities”, which constitute the first of the seven dimensions
(factors) determining the theoretical construct of OC-OC, consists of items, which are
quite similar with some questions used, among many others, for measuring three of the
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ten HR practices (see Tables I and IV). However, there should be a clarification of the
difference between the concept of “best HR practices”, some processes that companies
should adopt (for example, extensive training practices), and the outcome of these
processes which are some distinct capabilities, produced either directly by these HR
processes (well-trained employees) or indirectly through other processes (KM and
learning processes) as for example, marketing and/or technical capabilities.

Additionally, another important issue could be raised. Those HRM practices can
also develop certain OC that are not influenced by knowledge-based assets. Examples
of such capabilities include the “internal integration capability” of maintaining a
corporate-wide “sense of urgency” or the “HR capability” of maintaining an
organisational culture of personal dependability, reliability and integrity. Those
capabilities are more likely to be bonded into the social fabric of an organisational
environment and could be characterised as employee-based resources. Thus, they are
more directly influenced by HRM practices. Similarly, Collins and Clark (2003) argued
that HRM practices lead to higher firm performance through developing and
reinforcing employee-based resources that are valuable in a particular competitive
environment. Their results indicate that a set of network-building HR practices can
lead to higher firm performance through the practices’ effect on the external and
internal social networks of top management teams.

Concerning the second positive relationship between OLC and organisational
performance it could be argued that firms in the tertiary sector, which invest in
management practices and characteristics that are the keys for OL, are more likely to
increase their performance indicators. According to the structural model, those
characteristics that facilitate learning are more likely to flourish in a firm that uses
specific best HRM practices. The results in previous studies are diverse. Goh and Ryan
(2002) identified no positive relationship between learning capability and financial
performance. However, learning capability was positively related with a non-financial
performance measure, job satisfaction. Furthermore, Pham and Swierczek’s (2006)
findings show that two organisational characteristics of learning, leadership
commitment and incentives, were significantly related to performance.

Discussion and conclusions
This paper contributes to the better understanding of the way HRM practices influence
organisational performance. The tested “best HRM practices” system combines five
concepts that in conjunction have previously been little examined. The system can help
organisations in the tertiary sector to become aware of the relationship between these
concepts and understand the necessity to integrate their HRM initiatives in OL and
KM, in order to create OC and, finally, achieve increased performance.

The main contributions of this study include:

+ The empirical testing of a new composite model that identifies critical enabling

factors of the best HRM practices-performance relationship.
+ The exploration of the value of the human factor in KM and OL initiatives as well

as on OC. While this has already been underlined in the past, there is still no
complete model that describes and tests all these relationships.

+ A proposed HR system that portrays important concepts that can influence HR
practitioners’ ways of thinking about HR practices. The results demonstrate the

Exploring the
best HRM
relationship
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JWL need for HR practitioners to focus more extensively on managing relationships,
218 learning, knowledge and capabilities (Coates, 2001; Lengnick-Hall and
’ Lengnick-Hall, 2006).

The results of the structural equation modelling approach provide some empirical

evidence supporting all six hypotheses in the Greek tertiary sector. Inimitable resources,
638 mainly invisible assets, are not directly produced by human resource practices. Those
practices form a highly skilled, committed and motivated workforce that exhibits
productive behaviour and is willing to create, share or explore those invisible assets.
This kind of workforce can foster knowledge base creation through a culture of
continuous learning provided by OLC. Of course, an organisational knowledge base
cannot survive or progress effectively on its own. It is powered and maintained through
KM by means of accumulating, sharing and utilising those knowledge assets throughout
the organisation. Those complementary effects of KM and OLC processes effectively
generate valuable, rare and inimitable OC. Those capabilities that can usually help to
perform a task or activity in an integrated manner are the sources for achieving a
sustainable competitive advantage and enhanced performance.

What also seems interesting is the comparison of this study with a parallel study, in
which the authors (Theriou and Chatzoglou, 2009) tested the same research model for
the Greek manufacturing sector. First, the results share many similarities, effectively
empowering the generalisability and applicability of the proposed model. The main
difference between the two sectors (secondary-manufacturing and tertiary services and
commerce) appears to be the relationship between the processes of OLC and KM and
the creation of OC. In the manufacturing sector the relationship between OLC and
“manufacturing specific’ OC was found to be statistically insignificant. As has been
suggested, OLC has an indirect effect on “manufacturing specific” OC through KM.
This is not the case for the tertiary sector where OLC directly influences “tertiary
specific” OC. This deviation in the results may be clarified if certain basic
characteristics of each sector are considered. In the tertiary sector, many employees are
university graduates and can, therefore, be regarded to be knowledge workers. The
manufacturing sector is usually characterised by a smaller percentage of knowledge
workers, thus KM processes play a crucial role in maintaining and enlarging the firm’s
limited knowledge base. Therefore, OL initiatives in the manufacturing sector do not
exert a strong influence on the creation of “manufacturing specific” capabilities.
However, their end product (an infrastructure for continuous learning and a culture of
learning) is, instead, used by KM processes to create valuable inimitable attributes and
therefore “manufacturing specific” OC.

The findings of this study are subject to a number of limitations. A main limitation
of this study, as already noted in the methodology section, is the small sample size.
Another limitation involves the measurement of OC. A review of previous empirical
studies on OC reveals that most follow different measurement approaches. This
phenomenon may be justified by the ambiguous nature of OC, hence its difficulty to be
defined or measured (Williamson, 1999). A different OC measurement, for example
measuring “generic” OC (e.g. Regan and Ghobadian, 2004) instead of “tertiary” specific,
might have provided different results. A third important limitation includes the use of
subjective performance indicators. The respondent’s perceptions regarding their
company’s performance might not necessarily coincide exactly with objective reality.
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According to Spanos and Lioukas (2001) this could result in potential biases as Exploring the
respondents may tend to rationalise their firms’ competitive behaviour based on best HRM
received wisdom about what constitutes effective management praxis. Finally, while
this study represents an attempt to highlight some of the factors that play their own
unique role as intermediaries between HRM practices and organisational performance,
it is quite logical that it cannot be adequate in providing a holistic picture. Future
research may also benefit from integrating other critical enabling factors in the 639
development of a new HRM model.

relationship

Notes
1. For a more detailed discussion one can refer to Theriou and Chatzoglou (2008)

2. A large percentage of the sample firms did not have an HR manager due to their small size.
In such cases, a representative top manager, most familiar with HR issues, was contacted.
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