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ABSTRACT

| apply a stakeholder perspective to SHRM and psepbat the extent to which
stakeholder interests are considered in the desigrdeployment of HRM processes
is positively related to these practices’ contritmtto building required organizational
capabilities. | distinguished between internal stalders and external stakeholders
and found that stakeholder oriented HRM practi@egelan effect on organizational
effectiveness through enhanced organizational cgexh Data were obtained from
2,849 line managers and 201 senior HR executiwes #01 business units,

representing North America, Latin America, Europhina and Australia.
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CHAPTER 1
INTRODUCTION

Since the inception of strategic human resourceagement (SHRM) as a field of
study, researchers have pointed to the importahaederstanding human resource
management (HRM) practices in the context of orztional strategies and
contextual characteristics (e.g. Dyer, 1984; Sah&ldackson, 1987; Ulrich & Lake,
1990). However, theoretical propositions regardirtgrnal fit (e.g. Baird &
Meshoulam, 1988) have typically received weak aromvincing empirical support
(Wright & Sherman, 1999; Gerhart, 2007a). Consetiyieexplanations for positive
associations between the adoption of innovativeoarmitment-enhancing HRM
practices and organizational performance, as regantnumerous studies (Combs,
Liu, Hall & Ketchen, 2006; Wright, Gardner, Moynih& Allen, 2005), generally
refer to collective employee outcomes such as erdthknowledge, skills and
abilities, empowerment to act, motivation, and =tlicost of operation.

Several studies suggest that organizational giegte&and contextual
characteristics do affect HRM-performance linkadies. example, Datta, Guthrie and
Wright (2005) found that industry characteristiosls as capital intensity, industry
growth, and industry differentiation, moderated éffiflects of high performance work
systems on firm performance. Similarly, Gong, L&kang, and Xin (2009) attributed
some of their findings to particularities of thei@se context. For instance, they
argued that the gradual loss of appeal of employserurity in China explained the
lack of support for the commonly found relationshgiween HRM practices that
emphasize employment security and higher firm perémce. These findings imply
that the effect of HRM practices on organizatigmaiformance may vary according to

the particularities of the context the organizagerates in. As a result, to optimize



the contribution of HRM practices to performanaentextual factors need to be
considered when designing and implementing HRMtes.

Other studies focus on the role of HRM practicebuilding specific
organizational capabilities based on particularkfarce characteristics (e.g. Collins
& Smith, 2006; Sun, Aryee & Law, 2007; Takeuchipb&, Wang & Takeuchi, 2007).
While often left implicit, the need to develop sumiganizational capabilities results
from the strategic goals of the organization. B@meple, in a study of high-tech start-
up firms Collins and Clark (2003) demonstrated tirgianizations that adopt HRM
practices which enhance top management team swtiabrking outperformed firms
that did not. The authors argued that wider sowalvorks allowed managers to
improve their access to information, which représankey organizational capability
in this industry segment. Findings from these s&sidinply that the development of
organizational capabilities centered on particatakeholders, requires HRM practices
that are aligned with the characteristics and jpdssieeds of such actors.

Arguments regarding the relevance of contextuzibfa and stakeholder
characteristics in understanding the relationskeitwben HRM practices and firm
performance (e.g. Ulrich, 1997; Ulrich & Brockbar@05) suggest that actors other
than human resource professionals can contributeetdesign and implementation of
HRM practices. For example, an airline may invitennbers of its frequent flyer
program to participate the selection process for fight attendants. Shareholders
may want to be involved in the definition of comye reward structures. Employees
can provide information that may increase the fahisi of goals included in an
organization’s performance management procesdjratanagers may contribute to
improved designs of training interventions. In tkiisdy, we aim to develop an
understanding of the relationship between the ¢xtewhich such stakeholders are

considered in the design and deployment of HRMtmres, and the effects of HRM



practices on organizational performance. We drawtakeholder theory to develop
our hypotheses regarding consideration of stakenatderests in HRM practices and
organizational effectiveness. We will argue that éixtent to which stakeholders are
considered and involved in the design and deploymeHRM practices predicts the
extent to which such practices enhance organizatwapabilities. Finally, we predict
that the extent to which HRM practices enhanceropgdional capabilities is
significantly related to firm performance. We tds¢ proposed relationships, drawing
on a cross-industry sample of 2,849 line managais2@1 HR executives from 201

business units, representing 5 geographical areas.



CHAPTER 2
THEORETICAL BACKGROUND AND HYPOTHESES

2.1. A stakeholder approach to SHRM
Stakeholder theory (e.g. Donaldson & Preston, 188&man, 1984; Goodpaster,
1991) proposes that organizations interact witlotgs and individuals who can affect
or are affected by the achievement of the firm’gotives” (Freeman, 1984: 25). Of
particular relevance are strategic or primary dtalgers, who can affect a firm’s
goal-setting based on their ability to provide aihwold resources needed by the firm
(Goodpaster, 1991). Clarkson (1995) argued thatany stakeholders comprise
investors, customers, suppliers, employees and conties. According to stakeholder
theory, managers need to accommodate the interestakeholders, so that the
organization may help each stakeholder achievgois while pursuing its own goals.
Stakeholder theory complements other theoriesgdrozation as it focuses on
identifiable actors and their goals (Ulrich & Bayn&984). In particular, the resource-
based view (Barney, 1991) suggests that organimatimat have access to valuable,
rare, inimitable, and non-substitutable resourcéisowtperform competitors.
Stakeholder theory adds that the value of resouscdstermined in exchange
relations with key organizational stakeholders. deatification of stakeholders
allows for catering to specific stakeholder neeus f@r examining how the efficiency
of exchanges can be enhanced. Moreover, to thateki an organization’s set of
relationships with stakeholders can be used effelgtio achieve organizational goals,
it constitutes an intangible, and socially complesource in itself (Hillman & Keim,

2001), which competitors may not be able to imitate



In addition, sound and ongoing relationships betwan organization and its
stakeholders allow for the development of an ingBthal context that can facilitate
learning and the creation and dissemination ofal@kriknowledge. The knowledge-
based view suggests that organizations may olegaiis from coordination and
integration of efforts of individuals who posses#edent types of knowledge (Grant,
1996). Since stakeholders inside (e.g. employaespatside (e.g. investors) the
organization may possess valuable knowledge, ceratidn of the interests of these
stakeholders can improve relationships and enhty@cerganization’s capabilities for
creating and leveraging knowledge. Taken togestakeholder theory suggests that
taking into account and accommodating stakeholterests will lead to superior
achievement of firm performance objectives (Donatd& Preston, 1995).

A stakeholder perspective to organizational ge#ltsg implies that firm
performance needs to be interpreted in terms obthanization’s effectiveness in
satisfying different stakeholders’ interests whle'suing its own strategic goals. As
stakeholder interests and goals vary across orgoms, organizational effectiveness
can refer to different indicators of performancer Example, a chemicals company’s
long-term success may require investments in realucf contamination in
communities that surround its production facilitiediile an investment bank may
need to face high costs of compensation to atiadtretain employees. As
organizations need to respond to different stalddrateeds, the required human
capital pool and collective employee behaviors mtationships that allow for
performance, and thus required HRM practices, waitly across organizations. This
implies that different configurations of HRM prasgts may be equally effective, given
functional correspondence between the demandsdtatéhe organization by its
stakeholders and the organization’s capacitiesdetithose demands. Several SHRM

scholars have built on a notion of functional egignce of HRM systems (e.g. Baron,



Hannan & Burton, 1999; Delery & Doty, 1996; KehoeC&llins, 2008), although
empirical support has been mixed. For example,iperd Doty (1996) posited that
multiple configurations of HRM practices can resaltnaximal performance, but
found that only one configuration of HRM practicesulted in maximum
performance instead of multiple configurations. Btorer, they did not find the
expected synergistic effects between individual HRslctices included in
configurations. A shortcoming of the configuratibapproach is that only a few ideal
types may be constructed and tested, which undesstase real-world complexity of
organizational systems (Colbert, 2004). Buildingcontributions regarding levels of
abstraction in SHRM (e.g. Becker & Gerhart, 1996lb@rt, 2004; Wright, 1998), we
posit that stakeholder interests inform the prileg@ccording to which an
organization designs its HRM system. As a resldt,dpecific HRM practices
comprised in different organizations’ HRM systemsymary, but may contribute
equally to each organization’s effectiveness toetktent that the HRM practices are

aligned with stakeholder interests.

2.2. Consideration of internal stakeholder interests

A basic assumption of many SHRM researchers isHRAM practices can have a
positive effect on firm performance, which increas®the extent that HRM practices
are aligned with organizational goals as refleatestrategic management processes
(Schuler & Jackson, 1987; Ulrich & Lake, 1990) plrticular, researchers recognize
the role of HRM practices in the development ofatalities that sustain an
organization’s core activities (e.g. Becker & HideP006; Lado & Wilson, 1994;
Ulrich, 1997; Ulrich & Brockbank, 2005). Organizatal capabilities enable a firm to

pursue its goals based on firm-specific organiratiprocesses through which



resources are deployed (Amit & Schoemaker, 1998)h®rganizational processes
allow for the coordination and integration of atttes inside the firm, organizational
learning, and reconfiguration of the firm’s asdetcture (Teece, Pisano & Shue,
1997). Wright, Dunford and Snell (2001) argued @n&icus on organizational
capabilities requires consideration of the peogie werform the organizational
processes that underlie such capabilities, thésgdalople individually and collectively
possess, and the behaviors people engage in tenmepk processes. HRM practices,
then, allow for the development and maintenanca gédinizational capabilities, as
they shape and enhance the human capital pooharehtployee relationships and
behaviors on which organizational capabilitiestzased. Empirical SHRM studies
support these propositions, as effects of HRM fraston collective employee
knowledge, skills and abilities, empowerment tq anotd motivation have been found
to be positively associated with indicators of fiperformance (Combet al., 2006).
While the effects of human capital pool charactessand employee relationships and
behaviors on firm performance imply analysis atdhganizational level, researchers
increasingly focus on the implications of differes@cross employee groups for HRM
practices (e.g. Lepak & Snell, 1999; Kang, MorriS&ell, 2007; Tsui, Pearce, Porter
& Tripoli, 1997). To the extent that skills and lagfors of different groups of
employees within the organization vary in impor&ate a firm’s competitiveness, the
HRM practices used to manage such groups will earyell (Jackson, Schuler &
Rivero, 1989). For example, Lepak and Snell (200&ntified four different
employment modes (i.e. knowledge-based employnmantyased employment,
contract work, and alliance/partnership) and fothad each employment mode was
associated with a particular configuration of HRMgdices (i.e. commitment-based,

productivity-based, compliance-based, and collab@aespectively).



The importance of collective employee behaviois r@hationships that
underlie organizational capabilities, and the neeadjust HRM practices to the
particularities of different employee groups, reguhe HR department to interact
with stakeholders inside the organization in otdevptimize the design and
implementation of HRM practices. Tsui (1990), faample, proposed a multiple
constituency model of effectiveness for the HRMatépent and identified
executives, line managers, employees, job appB¢cand union officials as the most
typical stakeholders to interact with the HR depannt. From a stakeholder
perspective, the adjustment of HRM practices terimdl stakeholder interests
represents a stronger resource inducement as poblagdthe firm. In response,
internal stakeholders are expected to reciprocédtebehaviors that sustain
organizational capabilities and allow for the attaent of the goals of the firm. Taken
together, we expect that consideration of intestakeholder interests in the definition
and deployment of HRM practices has a positivecétha the contribution of such
practices to the development of organizational oaitias that ultimately drive firm

performance:

Hypothesis|: Consideration of internal stakeholder interestsin the definition
and deployment of HRM practices is positively related to the enhancing effect

of HRM practices on organizational capabilities.

2.3. Consideration of external stakeholder interests

While the effects of HRM practices that are aligmeth internal stakeholder interests
allow for a generic enhancement of organizatioaghbilities, Ulrich and Brockbank
(2005) suggested that the value of organizatioapdbilities, and thus the criteria to

which HRM practices must respond, is ultimatelyedeiined by external



stakeholders, such as customers, investors, or comigs. Similarly, Becker and
Huselid (2006) proposed that HRM practices maycafiem performance through
differentiated fit. Differentiated fit refers todhalignment of skills, behaviors and
attitudes of different employee segments with regglibrganizational capabilities.
Required organizational capabilities are deriveanflorganizational goals and reflect
decisions regarding how those goals are to be pdrapplying a stakeholder
perspective, required organizational capabilitessilt from the goal-setting process in
which the organization’s management interacts watistrategic stakeholders.
Moreover, as the value of an organization’s resedeployments is determined in the
market environment (Priem & Butler, 2001), the eabf organizational capabilities
on which such deployments are based increases &xtent that they cater to factor
market actors’ needs. As a stakeholder perspealioes for identification of factor
market actors, such as clients, investors and camtias, the organization is able to
acquire information regarding such needs and, hevitat organizational capabilities
are valued.

As external stakeholder needs influence the defimbf organizational
capabilities, consideration of such needs in thadien and deployment of HRM
practices may positively affect the contributiorHRM practices to the creation of
such capabilities. Bowen and Ostroff (2004) attigloua signaling function to HRM
practices that helps employees to make senseiofatbek situation. Organizations
can build collective perceptions, attitudes andavedrs as a result of employees’
appropriate interpretation and response to thenmition conveyed in HRM practices
(Bowen & Ostroff, 2004). As a result, HRM practi¢hat convey external stakeholder
needs to the organization’s employees, will etoilective behaviors and
relationships among employees that sustain orgaoizd capabilities that allow for

resource deployments that are valued by exterakébblders. Thus, we expect that



consideration of external stakeholder interestsahagsitive effect on the contribution

of HRM practices to the development of requirechorgational capabilities.

Hypothesis I1: Consideration of external stakeholder interestsin the definition
and deployment of HRM practices is positively related to the enhancing effect

of HRM practices on organizational capabilities.

2.4. The mediating effect of organizational capability enhancement

More recent SHRM research emphasizes the mediatiagf human capital and
collective employee relationships and behaviolgkages between HRM practices
and indicators of firm performance. For exampley 8ual. (2007) found a mediating
effect of service-oriented OCBs in the relationgbgween HRM practices and
productivity, and Collins and Smith (2006) foundthigher sales growth and revenue
from new products and services resulted from esfeEHRM practices on social
climates that favor knowledge exchange. In a smviéan, we expect that stakeholder-
oriented HRM practices contribute to organizaticeféctiveness through an
enhancing effect on organizational capabilitiesuwith HRM practices. To the extent
that HRM practices elicit the behaviors that sustaguired organizational
capabilities, they will contribute to the organipats effectiveness in responding to

stakeholder interests and achieving its own gdadss:

Hypothesis 111 Internal and external stakeholder oriented HRM practices are
positively related to organizational effectiveness through their enhancing effect

on organizational capabilities.
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CHAPTER 3
METHODS

3.1. Sample

To test the proposed model as depicted in Figurelysed data obtained through
international orline survey of HR executives and line managergatifusiness unit
from five geographical areas. While largely a convergesemple, participation in tt
study did not depend exclusively on invitationsbamalf of the research team. |
example, in most countries, we relied on collaboratrom local HRM associations
invite firms to participate. While we cannot estabhsiesponse rate, we activt
monitored the composition of the sample, aimingtdude companies from differe
countries, different kinds of industries and ofeliént sizes. Data were collect

betweerMay and November 20C

/| Capdoulty enndancenmiciit

Figure 1:
Linking Stakeholder-oriented HRM Practices and Organizational Effectiveness

As a result of extensive debates on measuremergdss the SHRM literature, v
collected our data taking into account the follogvobserations. First, Wright

Gardner, Moynihan, Park, Gerhart, and Delery (2@&t¢cted low reliability o
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research findings at the corporate level of analggeasurement error due to variation
in HRM practices across lines of business and ioeat Consequently, we gathered
data from individuals within a particular businesst in order to allow for business
unit-level analyses. Second, since HR professidmale been found to have a more
optimistic view of the effect of HRM practices (\Wht, McMahan, Snell & Gerhart,
2001), we obtained this information from non-HRp@sdents. Third, Huselid and
Becker (2000) noted that senior HR executives atebpositioned to assess HRM
practices as they are more knowledgeable aboulfispgdB®M issues. Therefore, we
asked the most senior HR professional about thenekd which internal and external
stakeholders were considered in the definition@mloyment of HRM practices.
Fourth, evidence provided by Gerhart, Wright, Mciahand Snell (2000) regarding
the questionable reliability of measures of HRMapiges stemming from single
respondents, led us to exclude business unitsficghawve had less than four line
management respondents for assessments of HRMcpsaahd organizational
effectiveness in order to avoid single-rater induoceasurement error. Fifth, in order
to avoid common method variance (Podsakoff, Mackenze & Podsakoff, 2003)

in the assessments of HRM practices and organrmadtedfectiveness, we used a split-
sample procedure to obtain two groups of line mamemnt respondents. For each
business unit, responses of the first group of hira@magers were used for our measure
of organizational capability enhancement throughvHBtocesses, and responses of
the second group were used for our measure of majsonal effectiveness. ANOVAs
at the business unit level indicated no signifiadifferences between groups in the
assessments of either variable. Our final samgleded responses of 201 senior HR
executives and 2,849 line managers from a totaDa@fbusiness units. 50.7% of
participating business units had manufacturindnas principal activity, 34.3% was

primarily dedicated to services, and 14.9% to o#utivities. 38.3% of participating
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business units had more than 1,000 employees.ithdivrespondents were
geographically distributed between North Americ@ 8%0), Latin America (20.3%),
Europe (14.6%), China (28.1%), and Australia (8.7%)

3.2. Surveytrandation

The questionnaire was originally designed in Erglig the international research
team in order to guarantee that questions wergasten different regions. We

applied a translation and back-translation prooedBrislin, 1980) to administer the
guestionnaire in Chinese, French, German, SpandiPartuguese. Translations and
back-translations were performed by professiomaidiators. The content adequacy of
specific translated HRM concepts was reviewed kyrésearchers in charge of each
region and verified by a professor of HRM, whosBuwealanguage was the target

language and who was proficient in English.

3.3. Variables and measures
Internal and External stakeholder oriented HRM practices. We distinguished between
internal and external stakeholder interests agm@tants of organizational goal-
setting and, hence, of the design and implememtati¢iRM processes. Since
different organizations may interact with differestdkeholders, we only used items
that referred to stakeholders that most organiaatare related to. Because HR
professionals have the primary responsibility far design and development of HR
practices they have more first hand knowledge efitocess and rationale underlying
their design. Thus we used the HR respondenthéset measures.

In order to examine whether the data fitted outintision between internal and

external stakeholders, we conducted a confirmdtmtpr analysis. Specifically, we
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compared a model with items referring to extertaksholders loading onto one
factor and internal stakeholder items loading @angecond factor, to a model in which
all items loaded onto one single factor. The resulticated poor fit of the one-factor
model §* 14= 94.12; RMSEA = .18; CFl = .82; NFI = .80) but aptable fit of a
two-factor model that distinguished between inteamal external stakeholdeng (13
=21.91; RMSEA = .06; CFI = .98; NFI = .95), whialas significantly betterf )=
72.21;p<.01).

We measured internal stakeholder consideratiotyeygpa scale focused on
the extent to which line managers or employees waaved in the design and
implementation of HRM practices (see: AppendixThe senior HR executive of each
participating business unit was asked to assess iseich as “To what extent does
your HR department involve line managers in thegieand delivery of HRM
practices” or “To what extent does your HR departniiild an employee value
proposition that lays out what is expected from lxyges and what they get in
return”. ltems were rated from 1 (= very little ert) to 5 (very large extent). The
scale’s internal consistency was .81.

We measured the external stakeholder oriented gRidtices by asking the
senior HR executive at each participating busineststo assess to what extent
customers, shareholders, and communities are aesidh the design and delivery of
HRM practices (see: Appendix 1). ltems were ratethfl (= very little extent) to 5
(very large extent). Sample items included “To wéent does your HR department
build HRM practices that add value to external costrs” and “To what extent does
your HR department build HRM practices that shalddrs (or those who provide
capital) value”. The scale’s internal consisten@swr5s.

Organizational capability enhancement. Because line managers observe the

“effect” of the HRM practices, we asked them tovpde the measures of the extent to
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which practices enhanced organizational capalslihes explained above, half of the
line respondents were randomly chosen to provigentieasure. Since organizations
may adopt different HRM practices, we asked lin@aggers to what extent they
considered their organization's HRM processes ardtharganizational capabilities,
irrespective of the specific HRM practices enconspdsn these processes. For
example, instead of asking whether cognitive abiésts were used to select
employees, we asked to what extent the staffingge®enhanced organizational
capabilities. This approach acknowledges the awplify of different sets of HRM
practices and allows for organizational idiosyn&sas SHRM. The items included
referred to common HRM processes such as statfiaiging, or rewards (see:
Appendix 1) and were measured on a Likert scalerétmged from 1 (= very little
extent) to 5 (= very large extent). To accounttf@ possibility that a particular
process was not implemented in an organizatioporegents were allowed to give a
‘does not apply’ answer. As a result, the averageesof the items on this scale
represents the extent to which any set of HRM prestadopted by the organization
to perform HRM processes enhances its capabilitielsvidual level CFA suggested
acceptable fit of the data to a model with itemaliag onto one single factof (4=
329.31; RMSEA = .09; CFl = .96; NFI = .96). Theamtal consistency of the scale,
measured as coefficient alpha, was .88.

Congruent with arguments by Tsui et al. (1997) baplak and Snell (1999),
HR departments may apply different HRM practiceditterent employee groups,
which may cause different perceptions of the extemthich HRM processes enhance
organizational capabilities. Consequently, we asse$CC(1) and ICC(2) values
(Bliese, 1998) before aggregation of line managecgptions to the business unit
level of analysis. The ICC(1) value was .12 whghvithin the recommended range of

.05-.20 (Bliese, 2000). The ICC(2) value was .66cWis above the .60 cutoff
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proposed by Glick (1985). Finally, the F-test wigmigicant, indicating the
appropriateness of aggregation (Bliese, 2000).

Organizational effectiveness. Since line managers are more knowledgeable
about the performance of their business units, seel ulata obtained from the other
half of the line managers for our measure of orztional effectiveness. We
measured organizational effectiveness as line nearagssessment of their business
unit’s performance relative to its principal competon a set of items that referred to
both stakeholder interests and indicators of tigamzation’s operational
effectiveness. As regards stakeholder interestsea@gnized that different
organizations may interact with different stakeleotdaccording to their kind of
activity, position in the value chain, capital stiwre, size, etc. Gerhart (2007b)
suggested that a stakeholder perspective of orgammal performance should, at
minimum, consider shareholders, customers, and@mes. We asked respondents to
indicate to what extent their business unit metaraer and shareholder requirements,
its regulatory compliance, and its overall emplogagagement. ltems related to
operational effectiveness included the businesssuatbility to create and leverage
new technology, and to control costs (see: AppefjliXxems were rated on a Likert
scale that ranged from 1 (= very little extentbtG= very large extent). Individual
level CFA suggested acceptable fit of the datartmdel with items loading onto one
single factor §* ¢ = 17.06; RMSEA = .07; CFI = .98; NFI = .96). Theeimal
consistency of the scale, measured as coefficlphaawas .86.

Although the use of perceived performance as amignt variable may
increase measurement error and potentially intre@eemon method variance
(Podsakoff et al., 2003), it is not unprecedenkent.example, Delaney and Huselid
(1996) justified their use of perceptual data basedesearch by Dollinger and

Golden (1992), who found measures of perceivedmzgtional performance to
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correlate positively with objective measures affiperformance. In a similar vein, a
study on the validity of subjective measures of pany performance by Wall,
Michie, Patterson, Wood, Sheehan, Clegg, and V2@6¥( indicated a considerable
positive association between subjective and olyjectieasures of firm performance.
Furthermore, Wall et al. (2004) did not find angrsficant differences in correlations
between various management practices and eithgrcsive or objective measures of
performance.

In the field of international HRM, researchersafsuffer the lack of
availability of or access to archival data on fiperformance. Studies conducted in
countries such as Greece (Vlachos, 2008), Japa&e(chi et al., 2007), the
Philippines (Audea, Teo & Crawford, 2005), or Indangh, 2004), relied on
perceptions of performance as a dependent varigldezover, the use of objective
performance data in cross-national studies is d&lguass reliable given different
national financial reporting requirements, excharages, transfer pricing, etc.

One of the major concerns with subjective assestnud performance is that
it leads to common method bias when the independerables come from the same
source as the performance measure. As noted béferelRM measures came from
the HR respondents, the capability measure fronmsenef line respondents, and the
effectiveness measure from a different set of lespondents. Thus, we minimized the
extent to which common method variance could accfarthe results.

Given potentially different perceptions of orgatianal effectiveness at the
individual level, we examined intraclass correlatidoefore aggregation to the
business unit level in order to assess the religlaif the aggregated measure (Bliese,
1998). ICC(1) provides an estimate of the totalarare of a measure that is explained

by unit membership or to what extent one rater feogroup represents all raters in a
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group. The ICC(1) value of our organizational efifeeness measure was .12 which is
within the recommended range of .05-.20 (Blies®®0

The ICC(2) value represents the reliability of graueans within a sample. The
ICC(2) value was .66 which is above the .60 cupodiposed by Glick (1985). Also,
the F-test for organizational effectiveness waaifigant, indicating the
appropriateness of aggregation (Bliese, 2000).

Control variables. Because of the cross-national focus of our stuy,
controlled for geographic area in order to accdonvariance due to contextual
(Brewster, 1999) or institutional differences (Paapu2004). In line with prior
research (e.g. Becker & Huselid, 1998; Datta e28I05), we controlled for industry
type and firm size. We created dummy variableddssify participating business
units as operating in the manufacturing, servicestlzer industries. The ‘other
industries’ category includes the agriculture,amtl mining, utilities, and
transportation industries. We controlled for busganits’ number of employees for
two reasons. First, institutional theory suggedsés larger organizations are more
visible and, as a result of their need to gaintiegicy, should adopt more
sophisticated and socially responsive HRM pract{daskson & Schuler, 1995;
Wright & McMahan, 1992). Second, whereas in smditers HRM may be informal
and based on founders’ principles (Baron, Hann@u&on, 1999), the complexity of
larger firms requires more formalized systems slugtain organizational integration.
As a result, the perceived added value of HRM prastmay vary according to size.
Since we obtained information on the number of eyges through a categorical
variable, we created a dummy variable (0 = 0-1 &9@loyees, 1 = 1,000+

employees).
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CHAPTER 4
RESULTS

Table 1 reports the means, standard deviationg@melations of all variables. In
general, our results showed significant correlaibetween dependent and
independent variables. Both internal and extertageholder focus were significantly
related to HRM processes, and HRM processes wgnédisantly related to
organizational effectiveness.

We used OLS analyses to test our hypotheses agdhe effects of internal
and external stakeholder oriented HRM practicespaadent the results in Table 2.
First, as shown in model 2, we found a signifiaatation ¢ = .32; p < .01) between
internal stakeholder oriented HRM practices ancnoizational capability
enhancement when controlling for geographic aretystry type and firm size. Thus,
we found support for hypothesis I: consideratiomtérnal stakeholders in the design
and deployment of HRM practices is positively assed with the enhancement of
organizational capabilities through the HRM proesshat comprise these practices.
Second, model 3 indicates that external stakehaldented HRM practices are
significantly relatedf{ = .44, p < .01) to our capability enhancement mesawhen
controlling for geographic area, industry type &imt size. Thus, we found support
for hypothesis Il: consideration of external staider interests in the design and
deployment of HRM practices is positively assodateth HRM process driven
enhancement of organizational capabilities. Thinddel 4 shows that when both
internal and external stakeholder oriented HRM fizas are included as predictors of
enhancement of organizational capabilities, onkgmal stakeholder orientation is

significantly relatedf = .37, p < .01). Fourth, geographic location waslavant
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Table 1

Descriptive Statistics

Mean SD 1 2 3 4 5
1. North America 0.26 0.44
2. Latin America 0.31 046 -4C
3. Europe 0.06 024 -.1F -7
4. China 0.26 0.44 -3€ To -15
5. Australia 010 031 -2C -2 -.0¢ -2C"
6. Manufacturing 051 050 -11 AC .08 A2 -.22
7. Services 0.34 048 .2€ -.07 -.0¢ -2C" AC
8. Other 0.15 0.36 -.1¢" -.04 .01 AC 1€
9. Employees (1 = 1,000+) 0.62 049 .1F -14 11 -.0€ .0C
10. External stakeholder oriented HRM practice 3.81  0.68 A4 -.04 .01 -.0¢ -.01
11. Internal stakeholder oriented HRM practice: 3.35 0.67  .0€ 1€ -.05 23" .04
12. Organizational capability enhancement 3.65 0.39 .0C A1 -17 .01 -.0€
13. Organizational effectiveness 3.82 0.36 1€ .01 -.01 -.11 -.0€

* Correlation is significant at the 0.05 level (2-tailed)
** Correlation is significant at the 0.01 level (2-tailed)
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Table 1 (Continued)

Descriptive Statistics

6 7 8 9 10 11 12
1. North Ameria
2. Latin America
3. Europe
4. China
5. Australia
6. Manufacturing
7. Services -7%7
8. Other -437 =30
9. Employees (1 = 1.000+) -.0¢ -.01 A3
10. External stakeholder oriented HRM practict .07 -1€ A2 .0t
11. Internal stakeholder oriented HRM practice -.04 -.08 1€ .03 5E”
12. Organizational capability enhancement -.01 -.07 AC -.03 32" 4%
13. Organizational effectiveness -1€ 11 .08 .0C 22" 25" AC”




predictor of differences between business unitandigg the enhancement of
organizational capabilities through HRM proces&ssng located in North America,
Latin America, or China was associated with strorefiects of stakeholder
consideration on organizational capability enharer@n(North America: .25 1.4 <
.34,p <.1; Latin America: .31 $m1-4< .40,p < .05; China: .30 $m1-4< .34,p < .05)
in model 1 through 4, when controlling for all otlvariables included. Business units
located in Australia did not differ significantlyoim their European counterparts.

We examined the mediated effects of internal attereal stakeholder oriented
HRM practices on organizational effectiveness irdeis 1 to 3 in Table 3. Following
Baron and Kenny's (1986) three-step procedure,ingsedxamined the relationships
between the independent and dependent variablesn@at the relationship between
internal stakeholder orientation and organizatiaaglability enhancement was non-
significant when considered in combination withezral stakeholder orientation, we
focused our mediation analyses exclusively on eglestakeholder orientation. Model
2 in Table 3 shows that our measure of extern&ksialder oriented HRM practices
was significantly associated with organizatiorfe@@ivenessff = .22,p > .01), after
controlling for geographic area, industry, numbkeemployees. In the second step, we
found a strongly significant association betweetemal stakeholder oriented HRM
practices and organizational capabilities enhanoéifie= .37,p < .01), as represented
in model 4 of Table 2. In the third and final steg examined changes in the effects
of stakeholder oriented HRM practices when the mirgdional capability
enhancement variable was added to the regressadysas predicting organizational

effectiveness. Model 3 of Table 3 shows that thereal stakeholder oriented HRM
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Results of Regression Analyses Predicting Orgaioizal Capability Enhancemént

Table 2:

Parameters Modd 1 Model 2 Model 3 Model 4
North America .34* .28* .26* 251
Latin America A40** A40** 31 32*
China .30* .32 .34** .34**
Australia 15 14 A1t A1
Manufacturing -.16 -.12 -.06 -.06
Services -.20t -.09 -.06 -.04
Employees -.02 -.02 -.03 -.03
Internal stakeholder consideration 32%* A2
External stakeholder consideration A4** 37**
R-square .06 15 23 24

A R-square .06 .09 .08 .01
F-statistic 1.67 4.29** 7.07** 6.60**
df 7 & 193 8 & 192 8 & 192 9&191

& Sandardized coefficients are shown

Note: T p<0.1
* p <0.05
**  p<0.01
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Table 3

Results of Regression Analyses Predicting Orgaioizal Effectiveness

Parameters Mode 1 Model 2 Model 3
North America A1 .07 -.03
Latin America .00 -.03 -.15
China -.09 -.06 -.19
Australia -12 -13 27
Manufacturing -.24* -18 17"
Services -11 -11 .00
Employees -.05 -.05 -.04
External stakeholder consideration 22%* 10 .
Organizational capability enhancement 37+
R-square .06 A1 .23

A R-square .06 .05 A2
F-statistic 1.90 2.87** 6.15**

df 7 & 193 8 & 192 9& 191

& Sandardized coefficients are shown

Note: T p<0.1
* p<0.05
** pn<0.0



practices variable was no longer significant whegaaizational capability
enhancement was adddltferna= .10,p = .18), while the overall of the model
increased. The change in the beta coefficientsesigghat approximately 55 percent
of the relationship between external stakeholdemted HRM practices and
organizational effectiveness was explained by tigammizational capability
enhancement mediator. Hence, hypothesis Il wasapigrsupported: external
stakeholder oriented HRM practices have an effearganizational effectiveness

through organizational capability enhancement.
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CHAPTER 5
DISCUSSION AND CONCLUSION

The purpose of our study was to apply a stakeh@edespective to SHRM as an
alternative contingency approach. Given the infageaf stakeholders in
organizational goal-setting, we argued that themio which stakeholder interests
are considered in the design and deployment of HiRAdtices is positively related to
these practices’ contribution to building requisgdanizational capabilities, which
ultimately drive organizational performance. Wetidiguished between internal
stakeholders and external stakeholders and cordien®irically that consideration of
both stakeholder groups enhances organizationabdéjes. A stakeholder
perspective on organizational performance imphes trganizations have multiple
and different goals, and that organizations magdaeally effective although they
pursue their goals in different ways. We incorpedathis notion of equifinality in our
study by focusing on the effect of HRM processesiganizational capabilities,
regardless of the actual HRM practices that sugtanesses, and defined a broad
measure of organizational effectiveness that iredustakeholder interests. We found
partial support for a relationship between stakaédobriented HRM practices and
organizational effectiveness, mediated by orgaiumat capability enhancement
resulting from HRM processes.

From a practitioner perspective, the effects veealered indicate that HR
professionals should pay attention to the partrauli@rests of stakeholders when
defining and implementing HRM practices. While ddesation of external
stakeholders allows for alignment of HRM practieeth organizational goal-setting,
consideration of internal stakeholders is relevartoth alignment of HRM practices

and fostering employees’ contribution to the impdetation of organizational
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strategies. Our analyses suggest that a one sthddaiation increase in external
stakeholder focus is associated with a 0.44 standiariation increase in the extent to
which HRM processes enhance organizational capiabilMoreover, a 0.44 standard
deviation increase of organizational capabilitiekancement, is associated with a
0.18 standard deviation increase in overall orgdronal effectiveness.

From a SHRM research perspective, our findinggstm growing base of
research that aims to understand why differentdiagopt different HRM practices
(e.g. Colbert, 2004; Kehoe & Collins, 2008), andntdude contextual factors in
explanations of the effect of HRM practices on fperformance (e.g. Batt, 2002;
Datta et al., 2005; Sun et al. 2007). We consiadat future research may benefit from
further exploration of the principle of equifingliin the relationship between HRM
practices and firm performance. Likewise, whileapplied a stakeholder perspective
to SHRM, future research may explore the effeaitbér organization-level
contingencies on HRM practices.

Notwithstanding the contributions of this studyy éindings are the result of
research that had several limitations. First, ou\sis based on perceptual data for
both independent and dependent variables, whichhaeg led to measurement error.
Although objective and subjective measures of fs@rformance correlate strongly
across contexts (Dollinger & Golden, 1992; Waldkt 2004), we have attempted to
reduce the potential for measurement error as rasgiossible in several ways. First,
we collected data from the most reliable correspandources. Data regarding
consideration of stakeholders in the design andbgepent of HRM practices was
collected from the senior HR executive of each tess unit, while data regarding the
effect of HRM processes on organizational capadsliand firm performance was
collected from line managers. Furthermore, in otdeavoid common method

variance (Podsakoff et al., 2003), we split the@amof line managers into two groups

27



and used data from only one group per variableo, AMl& obtained our business-unit
level data on the effect of HRM processes and garorzational effectiveness by
aggregating responses of multiple raters to avoigles-rater induced error (Gerhart et
al., 2000; Wright et al, 2001). While we found thadtakeholder approach to SHRM
identifies significant effects on firm performanéeture research may obtain more
precise estimates of these effects by using obgdata.

A second limitation regards the coarseness oftimérol variables.
Notwithstanding a warning by Gerhart (2007b) timatuding too many control
variables may alter effect sizes, we found thatctiv@rol variables in our study
indicated significant differences between geogregihareas but provided little
information regarding the causes of these diffegenEor example, extending
arguments by Brewster (1999) and Paauwe (2004 owiel @argue that the
significantly lower effect of considering stakeheid in Europe as compared to North
America is due to the fact that stakeholders areergenerally considered and, hence,
not differential in explaining value added throdgRM practices. An alternative
explanation, however, could be that European redguts rated consideration of
stakeholders in HRM systematically lower than resfamts in North America. Future
research may address these issues in more detail.

We conclude that our study makes a case for neiito contingent
approaches to SHRM research. Our measures of attanad external stakeholder
focus were significantly related to the extent taakh HRM processes contribute to
organizational capabilities. Our findings suggest HRM professionals may increase
their impact on firm performance by deepening thederstanding of stakeholder
interests and by incorporating this informatiorthe design and deployment of HRM
practices. Hence, while SHRM researchers contiaumake progress in unraveling

the mechanisms through which HRM practices affeganizational performance, we
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suggest that further research is needed to undergta conditioning effects of
relations between the organization and its stakignslon HRM practices and

organizational effectiveness as well.
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APPENDIX 1

SCALES AND ITEMS

Sakeholder orientation items:

To what extent does your organization:

Build HRM practices that add value to external oostrs

Involve customers in the design and delivery of HRidctices

Build organizational capabilities that investors (loose who provide capital)
value

Build HRM practices that add value to the commasiti

Involve line managers in the design and deliveri#BM practices

Build an employee value proposition that lays outatvis expected from
employees and what they get in return

Involve employees in design and delivery of HRMqpices

HRM process-based capability enhancement items:

To what extent do the following HR processes enbamur organizations’

capabilities?

Talent assessment
Staffing

Training and development
Performance appraisal
Rewards

Coaching

Workplace policies
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Organizational effectivenessitems:
How does your business compare to its major conapetn each of the following
items?

* Meeting customer requirements

* Meeting owners/shareholders requirements

» Creating and leveraging new technology

* Regulatory compliance

» Cost control

* Employee engagement
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