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This study was conducted to contribute to the human resource management (HRM) literature by testing
the validities of two competing perspectives on configurational features of human resource (HR)
systems: universalistic and fit perspectives. Propositions were set up based on the two competing
perspectives. First, drawing on the universalistic perspective, it was expected that the effectiveness of
an HR system would be proportional to the extent of use of a set of high-performance HR practices.
Second, drawing on the fit perspective which takes into account the interactions among HR practices, it
is expected that the effects of an HR system on firm performance would depend on the degree of fit
among HR practices composing the HR system.

The hypotheses based on the first proposition were not supported, while the hypotheses based on the
second proposition were supported. Two key features of this study are that it relies on a broad array of
HR practices rather than a small set of high-performance HR practices to empirically derive HR
systems and that it is a longitudinal study.
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of sustained competitive advantage. Accord-
ingly, researchers began to pay attention to
the effects of human resource management

| . Introduction

A resource-based view of the firm (Barney,
1991: Wernerfelt, 1984) argues that firms
can develop sustained competitive advantage
by managing firm resources that are
valuable, rare, difficult-to-imitate, and non-
substitutable. As the resource-based view
began to catch people’s attention, human
resources became spotlighted as a key source

(HRM) on firm-level performance as well as
the role that the human resource (HR)
function could play in the process of de-
veloping' human resources as a strategic
asset. There is a large and growing lit-
erature which shows that HRM matters in
influencing the firms’ bottom line (Becker &
Gerhart, 1996:. Ichniowski, Kochan, Levine,
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Olson, & Strauss, 1996),

Then, what do the existing studies tell us
about configurational features of effective
HR systems? Two competing theoretical
perspectives could be quoted from the HRM
literature: universalistic and fit perspec-
tives." The former argues that the mag-
nitude of an HR system’s effects on firm
performance is determined by how extensively
so-called high-performance HR practices are
used within the HR system, while the latter
emphasizes the interna] fit among HR
practices as an important condition for the
HR system to be effective, The assumption
that the effects of HR practices are summed
in an additive manner underlies the former
(Becker & Gerhart, 1996), while the latter
assumes that the effects of HR practices are
summed in a non-additive manner. Although
the two perspectives have different con-
notations about the configurational features
of an effective HR system, they have not
been contested explicitly against each other.

Judging from the empirical findings of
existing studies, universalistic perspectives
seem to be a winner, although the im-
portance of the internal fit has been em-
phasized in a normative way, A group of

showed that
bundles of high-performance HR practices
were found to have significant effects on
firm performance in both plant and firm
levels (Arthur, 1994; Huselid, 1995: Huselid
& Becker, 1996: Ichniowski, Shaw, & Pren-
nushi, 1997 Youndt, Snell, Dean, & Lepak,
1996). However, previous studies have some

previous empirical studies

limitations. Among other things, the range
of HR practices covered in those studies was
limited. They included only a small set of
high-performance HR practices such as work
teams, job rotation, quality circles, TQM,
contingent pay, employee participation, train-
ing, and so forth. Restrictive typologies of
HR systems established on the basis of the
extent to which those high-performance HR
practices were implemented in bundle were
used in those studies.

However, the holistic picture of HR system
existing in real settings cannot be grasped if
only high-performance HR practices are
included in analyses. Two firms can be similar
in their extent of use of the high-performance
HR practices, but differ in their use of the
traditional, control-oriented HR practices,
which might interact with and thus influence
the intended effectiveness of the high-

1) Although a configurational perspective quoted by Delery & Doty (1996) could be another candidate. it was not
included in this study as a competing perspective to be tested. The configurational perspective which looks at the
systems level of HRM as the basic unit of analysis is contrasted against the other two perspectives when the

latters are operationalized at the level of individual HR practices as in Delery & Dotys (1996).

However,

analyses in this study are conducted at the systems level of HRM where the configurational assumptions are taken

for granted
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performance HR practices. Therefore, the
term HR system used in the previous
studies failed to reflect the totality of a
firm’s HR policies. Only a study that looks
at the full array of HR practices would be
able to pick this up. The validities of
arguments based on universalistic perspec-
tives need to be verified additionally in the
context where the whole configurational
features of HR systems are taken into ac-
count,

The current study was designed to test
the two competing theoretical perspectives.
In achieving the purpose, this study has two
First, the data set
contains a full array of HR practices from

important features.

traditional ones to innovative ones. The
inclusiveness of the broad array of HR
practices in identifying HR systems will
make it possible for the HR systems to
reflect the holistic picture of a firm’s HR
policies.

is that
longitudinal analyses with two-year-interval

Second feature of this study

panel data in addition to cross—sectional
analyses are performed to examine the rela-
tive effects of HR systems on firm per-
formance. Cross-sectional data do not permit
controls for unobservable firm-specific char-
acteristics influencing firm performance
differently, and therefore, result in biased
estimates of the parameters of interest. In

addition, the effects on firm performance
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the change in HR systems over time would
bring in are not captured from cross-sectional
data. Longitudinal analyses with panel data
will provide a way to overcome those lim-
itations of cross-sectional analyses.

In the following section the two competing
perspectives are discussed with corresponding
Next,
used in this study are described and a set of
It is
noted that empirical tests of the two

propositions. sample and measures

HR systems is empirically derived.

competing perspectives will be conducted at
the system’s level rather than individual
practice level of HREM in this study to
reflect the totality of a firm's HR policies.
Once HR systems have been identified, the
propositions are translated into hypotheses
incorporating the empirically derived HR
Then, empirical estimates are
presented, and finally discussion and con-

systems.

clusions follow.

Il. THEORETICAL PERSPECTIVES
AND PROPOSITIONS

According to a universalistic perspective
on HRM, some HR practices have positive
effects on firm performance across orga-
nizations, and thus more extensive use of
the so-called high-performance HR practices
bring forth better firm

would always
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performance (Delery & Doty, 1996: Huselid,
1995; Osterman, 1994: Pfeffer, 1994). In
line with this perspective, some HR practices
have been identified as high-performance or
best HR practices, For instance, Pfeffer
(1994) argued that greater use of 16 man-
agement practices, such as participation,
empowerment, incentive pay, employment
security, training & skill development, and
so forth, results in higher productivity and
profit across organizations. Although clear
consensus regarding which HR practices
should be included in the category of high-
performance HR practices has not been
reached (Becker & Gerhart, 1996), ones
which are expected to tap and develop em-
ployees’ potential and competencies. link
employees’ contribution to rewards, facilitate
employees’ motivation and commitment to
the organization, and facilitate employees’
cooperation have been classified as high-
performance HR practices. Such HR practices
as work teams, quality circles, TQM, job
enrichment, information sharing, employee
participation, incentive pay, profit sharing,
training & development, and so forth are
those. They are argued to tap unleashed
employees’ capabilities by facilitating their
participation and involvement, to make em-
ployees more informed of where their firm
stands and what roles they should play in
the context of the whole work flows. and to
make employees more motivated to co-
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operate with their co-workers in generating
new ideas and also in solving problems
(Ichniowski, et al,, 1996).

Universalistic perspectives used in the
HRM literature were originally introduced
in association with organizations’ contextual
factors such as strategies. It was meant
that the positive effects of high-performance
HR practices on firm performance would be
generalizable over diverse organizations with
different contextual factors. However, the
argument of the universalistic perspective
can be straightforwardly extended to the
configurational features of an HR system.
Under what configurational conditions does
an HR system produce positive effects on
firm performance? One implication of the
universalistic perspectives for the configu-
ration of an effective HR system is that the
more high-performance HR practices are
utilized within the HR system. the higher
firm performance is expected. In other
words, the effects of an HR system are
expected to depend on the extent to which
high-performance HR practices are utilized
within the HR system. Based on the un-
iversalistic perspective, the following prop-
osition is posited:

Proposition 1: Following the universalistic
perspective, it is expected
that the effectiveness of an
HR system would be propor-
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tional to the extent of use
of a set of high-performance
HR practices.

Meanwhile, researchers emphasizing in-
ternal fit or complementarity among HR
practices within an HR system take into
account the interacting effects among HR
practices. They argue that HR systems
should consist of HR practices which are
complementary among themselves for them
to be effective (Milgrom & Roberts, 1995).
Milgrom and Roberts presented a case to
show how effectively various HR practices
are working when they are complementary
to each other in bringing forth intended
effects. According to the advocates of these
fit perspectives (Baird & Meshoulam, 1988:
Lengnick-Hall & Lengnick-Hall, 1988:
Milgrom & Roberts, 1995), the effects of an
HR system depends on the degree of fit
among HR practices comprising the HR
system. Following these perspectives, a high
level of firm performance could not be guar-
anteed only by the extensive use of high-
performance HR practices within an HR
system. Interactions between the high-
performance HR practices and other HR
practices which comprise the HR system
altogether should be taken into account.
imply that high-
performance HR practices can be effective

The fit perspectives

only when other HR practices are supportive

B0 132 M2% 20034 48
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of or at least not counteracting the positive
effects of them. The positive effects of high-
performance HR practices can be negated
when counteracting bureaucratic HR practices
are dominantly influential in workplace.
Bureaucratic HR practices tend to foster
rigidity of employee behaviors and at the
same time discourage employee’s involvement
and behavioral flexibility. In this sense, the
prediction of fit perspectives are contradictory
to the prediction of universalistic perspec-
tives. ‘According to the fit perspectives, the
following proposition could be posited:

Proposition 2: Following the fit perspectives,
it is expected that the effects
of an HR system on firm
performance would depend
on the degree of fit among
HR practices composing the
HR system,

it. SAMPLE AND HR PRACTICES

3.1 Sample

The data for this study are taken from
three sources: two surveys and Standard
and Poor's COMPUSTAT database, which
contains information on publicly held and
traded firms. The first survey regarding the
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extent to which a wide variety of HR
practices were used within firms was
conducted at the end of 1994 (1994 survey
hereafter). The survey questionnaire was
administered to 3,402 firms in the COM-
PUSTAT database,
obtained from 373 firms. Forty-one percent

and responses were

of the respondents were executive vice-
43% were
directors and 16% were managers or spe-

presidents or vice-presidents.

cialists.

A second survey (1997 survey hereafter)
was mailed out in early 1997 to the 373
firms which responded to the first survey.
In the 1997 survey, some items reflecting
changes in organizational structure during
the two-year interim period were added to
the 1994 survey questionnaire. One hundred
and five completed surveys were returned
from the original set of 373 firms, resulting
in a response rate of 28 percent. Forty-four
percent of the respondents were executive
vice-presidents or vice-presidents, 37% were
directors and 19% were managers or spe-
cialists.

As for the representativeness of the 1994
and 1997 samples in terms of the industry
composition, agriculture-mining-construction
industry (4.2% and 4.5% in 1994 and 1997
sample data, respectively. as compared to
7.1% in the COMPUSTAT), finance-insurance-
real estate (10.8% and 4.5% in 1994 and
1997 sample data, respectively, as compared

602
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to 12.3% in the COMPUSTAT), and services
industries (9.2% and 6.8% in 1994 and
1997 sample data, respectively, as compared
to 13.9% in the COMPUSTAT) are underre-
presented. On the other hand, manufac-
turing industry (54.6% and 58.0% in 1994
and 1997 sample data, respectively, as
compared to 45.2% in the COMPUSTAT) is
overrepresented.

Meanwhile, to test whether the sample are
representative of the population in terms of
revenue per emplovee, the ratio of market
value to book value, number of employees
and return on equity, a series of t-tests
were conducted. The results indicated that
there were no statistically significant differ-
ence between both samples and the pop-
ulation except that there was a statistically
significant difference in the number of
employees.

3.2 HR Practices

The items adopted in the surveys were
designed to assess the extent to which a
variety of HR practices were used in firms.
For all items, respondents were asked to
indicate the extent of use for each HR
practice, using a six-point response format
ranging from to a very great extent: applies
to 80% or more of jobs/employees, 5, to to
no extent: not used for any jobs/employees, 0.

Recruitment, selection, and promotion. Six
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items were included to assess the ex-
tensiveness of recruitment and selection.
Items included examining recruiting sources,
providing realistic job previews, hiring based
on fit to job duties/requirements and fit to
the organizational culture/value, and con-
ducting regularly -validation studies on
hiring procedures used. One item assessed
the extent to which promotion from within
was used.

Job analysis. Job analysis was represented
by three items. Items included the extent to
which job analysis was conducted, the
extent to which job analysis information was
updated on a regular basis, and the extent
to which systematic procedures were used to
collect job analysis information.

Compensation and rewards. Eight items
were adopted to measure various kinds of
compensation policies. Job-based pay was
measured with 3 items. The items included
using formal job evaluation system, deter-
mining pay levels for each job or job
category based on information about the
going rate in the market, grouping jobs into
pay grades. In addition, the extent of use
of merit pay, lead pay, group-based pay,
organization-based pay (e.g.. profit sharing,
ESOP), and skill-based pay was measured
with one item. respectively. The degree of
using benefits such as health and retirement
insurance, the degree of assisting employees
in understanding benefits, and the degree of

ZYYHT M32A M2 20034 4%
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providing a flexible benefits package, and
the extent of use of non-financial rewards
such as recognition and praise were also
measured,

Performance management and goal setting.
Performance management was measured
with four items. The items included con-
ducting performance appraisals regularly,
providing developmental performance feed-
back, training managers for conducting ap-
praisals and giving employees feedback, and
developing appraisal forms
relevant job duties and specific skills. One

focusing on

item was used to assess the extent of use of
goal setting practice in which specific,
challenging performance goals or standards
are defined for employees.

Training and career development. Six
items assessed the extensiveness of training.
Items included were training needs assess-
ment, developing learning objectives, eval-
uation of training methods, skill-update
training, support for transfer of training,
and remedial or basic skill training. In
addition, employee career development was
items. The
included the degree of preparing employees

measured with three items

for a wvariety of jobs in the firm by
skills, the
developing career plans and paths, and the

developing their degree of

degree of counseling for employees about

their own career goals and realistic career
options.
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Employee participation. Employee partici-
pation was measured with five items. The
items covered the degree of information
sharing, the degree of employee participa-
tion in the design and administration of
various HR policies, the degree of utilizing
employee opinion and suggestion mecha-
nisms, and the degree of employee involve-
ment in major decisions that would directly
affect their work processes.

Organization of work. Five practices fo-
cusing on work organization design were
assessed. Job enrichment was measured by
examining the degree to which employees
were provided with a variety of tasks,
autonomy and feedback. The extent to which
work teams, quality circles (QC), total quality
management (TQM), and flexible work schedule
were used was assessed by one item for
each,

Legal compliance and safety. The extent
to which the firm regularly checked for
compliance with laws was assessed with five
items. Four items assessed the extent to
which employee safety was attended to,
such as maintaining accident record system,
training employees in safe work practices,
and conducting internal safety inspections.
In addition, the extent of use of a formal
grievance procedure and a due process in
which employees are disciplined in successive
steps was measured by one item for each,

Employee assistance. Employee assistance

604

was assessed with four items. These items
included helping employees balance work
and family concerns, helping employees with
personal and job-related problems, providing
outplacement services, and sponsoring fitness
programs.

Workforce diversity. The extent to which
firms promoted diversity was assessed with
four items: efforts to increase promotion
rates- of members of protected classes,
providing sensitivity training for employees
to understand others from different back-
grounds, adopting affirmative action plans,
and conducting adverse impact analyses.

Temporary workforce. The degree of utili-
zation of temporary workforce in three levels
(e.g.. workers, professionals, managers) was
measured with three items, one for each
level.

Intercorrelations among HR practices
obtained from the 1994 sample are shown in
Table 1. Traditional HR practices such as
compliance with laws, grievance procedure,
due process, job-based pay, basic benefits,
recruitment and selection, and performance
management are extensively implemented
over the firms. Means of those practices
indicate that they are implemented to over
40% of employees on average. On the other
hand, the non-traditional HR practices such
as work teams, pay leader, skill-based pay,
flexible benefits,
employee involvement,

flexible work schedule,
and utilization of

HEHT 323 M22 2003d 48
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temporary workforce for managers and
professionals are not widely adopted. These
practices are implemented to less than 20%
of employees, on average.

Second, functionally conducted HR practices
associated with job analysis, selection, and
training are fairly broadly correlated with
other HR practices except for some HR
practices focusing on flexibility and quality
of worker’s life (e.g., flexible work schedule,
temporary workforce, flexible benefits, work-
family balance, employee assistance programs,
fitness program), and a couple of compen-
sation practices (e.g., group-based incentives,

skill-based pay).

IV. HR SYSTEMS IDENTIFIED

HR systems need to be identified for this
study, since the two competing perspectives
are supposed to be contested at the system's
level of HRM to reflect the totality of HR
policies of firms. In the research field of
HRM, some classifications of HR systems
have emerged in the literature. However,
the typology of HR systems varies from
researcher to researcher. Some researchers
differentiated among HR systems in accor-
dance with production systems or business
strategies (McDuffie, 1995 Miles & Snow,
1984; Schuler & Jackson, 1987). Other re-
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searchers differentiated in accordance with
the historical trends of HRM paradigm,
from traditional or control-oriented HR
system to innovative or involvement-oriented
HR system (Arthur, 1994. Ichniowski, et
al., 1997 Youndt, et al., 1996).

However, one critical limitation of the
previous studies is that they relied on a
limited set of high-performance or innovative
HR practices. HR systems based on the
limited set of HR practices could not reflect
the totality of a firm's HR policies. Due to
the limitation and the lack of consensus
about the typology of HR systems in the
research field, an empirically derived typology
of HR systems reflecting a comprehensive
set of HR practices was adopted in the
current study. To do so, an exploratory
multi-step approach was taken to derive a
typology of HR systems as follows: (1) factor
analyzing HR practices to identify factor
structures of the HR practices., and (2)
conducting a cluster analysis using factor
scores obtained above as input to identify

HR systems.

4.1 Factor Structure

An exploratory factor analysis was used to
transform the original HR practices into a
reduced number of HR system factors. Scree
plots, residual correlations, and interpret-
ability of factor structures implied that a

HYEAT 5327 M2% 20034 48
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four-factor solution with varimax rotation was
appropriate. Eicgenvalues dropped dramati-
cally up to the fourth factor, after which
rate of decrease leveled off. The examination
of the residual correlation matrix of the
four-factor solution indicated that only
4.6% of the total correlations exceeded .12,
the critical value for statistical significance
at the significance level of .05, Table 2 shows
the factor pattern matrix.

HR practices which are mainly loaded on
factor 1 are ones relevant to employee
training and career development, compen-
sation programs facilitating employee moti-
vation and commitment, cooperation and
skill development, work organization toward
increased employees’ responsibility and au-
tonomy, and HR practices encouraging
employee participation. Since these practices
can be viewed as involvement-oriented HR
practices, Factor 1 is named involvement
factor in this study.

HR practices which are mainly loaded on
factor 2 are traditionally conducted ones
emphasizing employee performance in nar-
rowly defined jobs. Standardized job anal-
ysis, duty-based hiring, emphasis on employee
orientation, tracking turnover/absenteeism,
promotion from within, performance man-
agement, job-based pay, and basic employee
benefits are included in this group. Factor 2
is named job-based-control factor. This job-

based-control factor represents the extent to

ZAHAT M323 M2x 20034 4%
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which a firm standardizes employee behaviors
to fit its rules, norms, and job requirements.

HR practices relevant to compliance with
employment-related laws are mainly loaded
on factor 3. In addition, due process, griev-
ance procedures, record keeping of accidents,
training on safety, and safety inspection are
included in this group. Factor 3 is named
legality factor.

HR practices reinforcing the quality of
workers’ life, the openness toward diversity,
flexibility,
mainly loaded on factor 4. Factor 4 is named
openness factor. The openness factor re-

presents the extent to which a firm actively

and temporary workforce are

goes out to find diverse work force. A firm
emphasizing this factor is supposed to adjust
its rules and norms to meet the needs of the
prospective work force outside the firm. The
firm emphasizing the openness factor is ex-
pected to be tolerant to diversity and het-
erogeneity among employees.

4.2 HR System Profiles

Next, factor scores on the four factors
drawn above were calculated for individual
firms, and then Ward's method for cluster
formation was applied to the factor scores to
identify distinguishable types of HR systems.
In the Ward's method, observations are
grouped in such a way as to minimize the
error sum of squares within each cluster.
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(TABLE 2) Factor Pattern Matrix with Varimax Rotation

Factor 1 Factor 2 Factor 3 Factor 4
Job enrichment 0.52 0.31 0.05 0.01
Quality circle 0.58 0.05 0.19 0.17
Teams 0.53 0.00 0.11 0.17
TQM 0.59 -0.05 0.26 0.15
Needs assessment 0.58 0.26 -0.02 0.26
Clarify training objectives (.52 0.29 0.07 0.22
Evaluation of training methods 0.53 0.22 0.11 0.24
Skill-update training 0.51 0.32 0.06 0.28
Support transfer 0.58 0.13 0.10 0.17
Remedial training 0.57 -0.03 0.16 0.12
Development 0.61 0.08 0.10 0.22
Career plans 0.55 0.26 -0.06 0.18
Counseling career development 0.46 0.36 -0.07 0.21
Pay leader 0.39 0.10 0.10 0.21
Incentives 0.55 0.11 0.08 -0.07
Group-based incentives 0.44 0.09 -0.05 -0.03
Org-based incentives 0.35 0.20 0.05 -0.04
Skill-based pay 0.36 0.00 0.04 -0.03
Goal-setting 0.49 0.43 0.10 0.10
Evaluation of goal achievement 0.46 0.02 0.41 -0.07
Employee involvement 0.36 0.18 -0,01 0.22
Employee participation 0.60 0.20 0.13 0.04
Opinion survey 0.35 0.22 0.13 0.27
Information sharing 0.38 0.43 0.13 0.12
Suggestion mechanism 0.27 0.33 0.27 -0.03
Promotion from within 0.19 0.34 0.24 0.07
Realistic job preview 0.20 0.39 0.19 -0.14
Job analysis 0.16 0.58 0.20 0.07
Update job analysis 0.19 0.56 0.20 0.04
Standardized job analysis 0.25 0.52 0.19 0.18
Validation 0.25 0.22 0.19 0.19
Duty-based hiring 0.27 0.43 0.13 -0.01
Culture-based hiring 0.28 0.32 0.20 -0.06
Qrientation 0.22 0.43 0.19 0.04
Performance appraisal -0.02 0.70 -0.05 -0.05
Performance feedback 0.09 0.69 -0.05 0.01
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(TABLE 2) Factor Pattern Matrix with Varimax Rotation{con’d)

Factor 1 Factor 2 Factor 3 Factor 4
Systematic performance appraisal 0.09 0.70 -0.04 0.02
Training mgrs on perf. appraisal 0.15 0.65 0.09 0.16
Job evaluation system 0.17 0.46 0.14 0.29
Going rate 0.09 0.56 0.12 0.19
Pay structure 0.15 0.42 0.20 0.22
Merit pay 0.13 0.56 -0.06 0.09
Non-financial rewards 0.26 0.41 0.19 0.13
Tracking turnover/absenteeism 0.26 0.31 0.15 0.13
Mix (pay & benefit) 0.26 0.39 0.15 0.34
Basic benefits -0.07 0.31 0.08 0.13
Explain benefits 0.02 0.42 0.20 0.23
Law (Title VII) 0.01 0.36 0.61 0.11
Law (compensation) -0.03 0.34 0.62 0.04
Law (safety) 0.07 0.12 0.79 0.05
Law (employee rights) 0.04 0.22 0.63 -0.06
Accident records 0.13 -0.00 0.72 0.03
Training on safety 0.20 0.03 0.74 0.11
Safety inspection 0.15 0.10 0.76 0.10
Grievance procedure 0.16 0.12 0.40 0.18
Due process 0.11 0.20 0.24 0.10
Adverse impact analyses 0.12 0.24 0.33 0.40
Flexible work schedule 0.20 0.14 -0.13 0.35
Flexible benefits 0.02 0.05 -0.03 0.36
Work-family balance 0.11 0.14 0.07 0.44
Assistance programs 0.21 0.12 0.20 0.44
Fitness programs 0.24 0.08 0.04 0.47
Outplacement services 0.07 0.18 0.01 0.59
Temporary managers 0.02 ~0.09 0.03 0.47
Temporary professionals 0.03 0.01 -0.08 0.58
Temporary workers -0.06 0.03 -0.01 0.48
Sensitivity training 0.29 0.15 0.16 0.52
Minority promotion 0.20 0.05 0.27 0.52
Affirmative action 0.17 0.05 0.27 0.54
HEBHT H32/ M22 20031 48 609
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This procedure was chosen because it has
been shown to reasonably represent the true
underlying groupings and it has been found
to produce results that are more easily
interpretable than results produced by other
procedures (Aldenderfer & Blashfield, 1984).
The results of the cluster analysis indicated
that the four-cluster solution was appropriate.

Figure 1 graphically presents profiles of
the four HR systems in terms of factor
scores. Table 3 contains the comparison
among the four HR systems in terms of
factor scores. It should be noted that when
interpreting the profiles of the HR systems
as shown in Figure 1, the extent of use of
four factors should be viewed in relative
sense rather than absolute sense, because
the factor scores were standardized.

The first HR system is a control-oriented
HR system. The control-oriented HR system
is characterized by a heavy use of the
traditionally implemented job-based-control
practices designed to control employee job
behaviors and comply with employment-
related laws. Firms in this system tend to
have an extensive use of a well-developed
internal labor market with an entry port in
lower levels, compliance with work rules
and laws, job-based hiring, and hierarchically
structured job-based pay. But, little flex-
ibility and autonomy of employees and little
employee involvement are emphasized. Em-
ployees’ behaviors are molded to fit the job

610

requirements, organizational norms and cul-
ture, and thus homogeneity among employees
is facilitated.

The second HR system is an openness- .
oriented HR svstem. The openness-oriented
HR system is characterized by moderate
levels of the first three factors and a
relatively high level of the openness factor,
Firms with this HR system
modest levels of both the involvement-
oriented and traditional HR practices. At
the same time, however, they have open

implement

doors for temporary and diverse work force
to enter into various hierarchical levels.
These open doors can be a channel through
which fresh ideas and heterogeneity among
workers can instill into firms (Parker &
Hall, 1993).

The third HR system is a start-up HR
system. The start-up HR system is featured
by low investment in HR practices, which is
indicated by its below-average levels of each
of the four factors. However, it uses the
invelvement-oriented HR practices more
extensively than the control-oriented HR
system, while the traditionally implemented
HR practices related to the second and third
factors are least used.

The fourth HR system is an involvement-
oriented HR system. The involvement-oriented
HR system is characterized by relatively
heavy use of involvement-oriented HR prac-
tices (e.g.. training, TQM, QC, work teams,

AUl M328 M22 20039 4%
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profit
sharing, job enrichment) and little use of

employee participation, lead pay,
openness HR practices (e.g., flexible work
schedule, temporary workforce, diversity-
promotion programs, work-family balance
service). It heavily relies on permanent
workforce with an emphasis on promotion
from within, and also heavily uses other
traditional job-based-control practices (e.g..
job analysis, job-based selection, job-based
pay, performance appraisal, compliance with
regulations). It is quite a plausible scenario
that firms having largely relied on a tradi-
tional job-based-control practices turned
into firms with the involvement-oriented HR
system by adopting the newly developed
involvement-oriented HR practices to cope
with changing business environment,

In regard to the distribution of the four
HR systems, 16% of the firms in the 1994
sample were identified as the control-
oriented HR system, 19% as the openness-
oriented HR system, 35% as the start-up
HR system. and 30% as the involvement-
oriented HR system.

After all the firms in the 1994 sample had
been classified into the four types of HR
systems, a discriminant analysis was adopted
to extract discriminant functions which
would be used to classify the firms in the
1997 sample into the four types of HR
systems. Discriminant analysis is a statistical

technique for classifying objects into mutually

612

i

exclusive and exhaustive groups on the
basis of a set of independent variables. It
involves deriving linear combinations (i.e.,
discriminant functions) of the independent
variables that will discriminate among the
predefined groups in such a way that the
misclassification error rates are minimized.
The discriminant analysis was applied to
the 1994 sample, which now included an
HR system variable identified previously.
The
dependent variable and the four HR system

HR system variable was used as
factors were used as predictor variables.
According to the cross-validation of the
discriminant analysis, the error rate of the
discriminant functions in assigning firms to
the four types of HR systems was 9.7%. In
terms of the composition of different HR
gystems in 1997 sample, 16% of the firms
were identified as the control-oriented HR
system. 26% as the openness-oriented HR
system, 30% as the start-up HR system,
and 28% as the involvement-oriented HR
system,

4.3 Hypotheses

As mentioned in Proposition 1, the uni-
versalistic perspective predicts that the
more extensively an HR system uses high-
performance HR practices, the more effective
it is likely to be. To rephrase this pro-
position into more specific hypotheses which

AU H329 M22 20034 4%
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reflect the empirically derived HR systems
above, the four HR systems were compared
with respect to the extent of use of
involvement-oriented HR practices.

In terms of standardized factor scores on
involvement HR factor as shown in Table 3,
the involvement-oriented HR system, the
and the
start-up HR system was found to be all

openness-oriented HR system,

superior to and statistically distinguished
from the control-oriented HR system at the
significance level of 0.01. In addition, the
involvement-oriented and openness-oriented
HR systems turned out to be distinguished
from the start-up HR system in the factor
scores of involvement HR factor at 0.01 and
0.1, respectively. Finally, the involvement-
oriented HR system was found to have
higher score on involvement HR factor than
the openness-oriented HR system.

Based on the comparison among HR systems
with respect to the extent of use of involvement-

the Proposition 1
into: the following
hypotheses which pertain to the relative

oriented HR practices,
could be translated

effects of the four HR systems on firm
performance’

H1: Firms with an involvement-oriented

HR system, openness-oriented -HR
system, or a start-up HR system are
expected to outperform those with a

control-oriented HR system.

HAE T M32m M22 20034 4%
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H2: Firms with an involvement-oriented
HR system or an openness-oriented
HR system are expected to outper-
form those with a start-up HR system.
H3: Firms with an involvement-oriented
HR system are expected to outperform
those with an openness-oriented HR
system.
Meanwhile, the fit perspective predicts
that the effectiveness of an HR system
utilizing. a set of high-performance HR
practices would depends on the nature of
other HR practices implemented within the
same HR system. The effects of a set of
involvement-oriented HR practices composing
an HR system would decrease when they
are implemented in the context where
control-oriented HR practices are rooted
deeply, while the effects of them would
increase when they are implemented with a
set of supportive HR practices. To translate
this proposition into more specific hypotheses
reflecting the four HR systems identified
above, HR practices mainly loaded on
job-based-control factor, legality factor, and
openness factor, respectively, need to be
evaluated in the light of the degree of
complementarity with those HR practices
mainly loaded on the involvement factor
first.
HR practices mainly loaded on the openness
factor are likely to be complementary with
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involvement-oriented HR practices. Firms
that have high scores on openness factor are
likely to create more positive climate for
employees’ behavioral flexibility, which are
encouraged by involvement-oriented HR
practices, than those having low scores on
it. Helping employees to manage transitions
between their work and home or to express
their full repertoire of ideas and skills can
increase their psychological availability for
the work at hand (Parker & Hall, 1993).
Further, people from different racial, ethnic,
and family backgrounds bring different ideas,
perspectives, and worldviews and thus achieve
flexibility of employee behaviors (Parker &
Hall, 1993).

Following the fit perspective along with
the argument for the complementarity bet-
ween openness-oriented and involvement-
oriented HR practices, the openness-oriented
HR system is expected to be more effective
than the involvement-oriented HR system. In
the openness-oriented HR system, involvement-
oriented HR practices, even if they are less
extensively used than in the involvement-
oriented HR system, are implemented in a
more favorable environment as compared to
the involvement-oriented HR system. They
are implemented together with a high level
of openness-oriented HR practices, In the
involvement-oriented HR system, however,
involvement-oriented HR practices are im-
plemented in an unfavorable environment in

614

that they are mingled with an extensive
level of bureaucratic HR practices but a low
level of openness-oriented HR practices.
Therefore, the following hypothesis is posited
in relation to the Proposition 2:

H4: Firms with an openness-oriented HR
system are expected to outperform
those with an involvement-oriented
HR system.

Meanwhile, the
legality

job-based-control and
factors  represent traditional,
bureaucratic HRM where jobs are narrowly
and specifically defined, major HR functions
are operated centering around job require-
ments, and compliance with rigid regulations
put lots of constraints on management’s
discretionary decisions about human re-
sources. Therefore, it is expected that HR
practices mainly loaded on these two factors
cannot be complementary with involvement-
oriented HR practices and go further to
counteract the positive effects of those.

In this respect, the involvement-oriented
and start-up HR systems can be compared
to each other to examine the Proposition 2,
The involvement-oriented HR system is
characterized by an extensive use of tradi-
tional, bureaucratic HR practices as well as
involvement-oriented HR practices, while
the start-up HR system is characterized by
a moderate use of involvement-oriented HR
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practices in the non-bureaucratic context.
Therefore, the comparison between the
involvement-oriented HR system and the
start-up one is adopted here as another
appropriate comparison to test the Proposition
2. In terms of the degree of misfit between
involvement-oriented HR practices and bu-
reaucratic’ HR practices, the start-up HR
system is evaluated to be in a better
condition than the involvement-oriented HR
system. Thus, the following hypothesis is

posited:

H5: Firms with a start-up HR system are
expected to outperform those with an
involvement-oriented HR system.

V. ESTIMATION

In the current study, the logarithm of net
sales per employee, market/book ratio and
return on equity (ROE) were adopted to
represent the firm performance. The net
sales per employee represents a current
assessment of how much each employee
contributes to the firm’'s revenue, whereas
the market/book ratio gives an indication of
how investors regard the value of the
company in the capital market. The former
represents the efficiency aspect of the firm,
while the latter represents the risk-adjusted

HYHAT n32A M2 20084 4%
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future profitability of it. Meanwhile, the
return on equity is the ratio of net income
after taxes to common equity and thus
represents the rate of return on the stock-
holders” investment (Brigham, 1989).

Drawing on the literature (Freeman &
Medoff, 1984. Hambrick, 1983: Hansen &
Wernerfelt, 1989: White & Hamermesh,
1981), economic and organizational variables
which were expected to influence firm per-
formance were controlled for in the esti-
mation. The control variables included prior
b-year average growth rate, capital per
employee, union density, industry, business
strategy, and organizational structure. Data
on the net sale per emplovee, growth rate,
capital per employee, industry were obtained
from the COMPUSTAT database. The bu-
siness strategy was obtained through one
question which was included in both surveys.
Respondents were presented four types of
business strategies (i.e., cost leader, inno-
vator, mixed of cost leader and innovator,
and quality leader) and solicited to choose
one which described their strategy best.
Three features of organization structure
(i.e., hierarchy, formalization, centralization)
were measured in the 1997 survey.

Table 4 presents means and standard
deviations of major variables by HR system
in the 1994 data set. The openness-oriented
HR system is distinguished by its largest
mean values for net sales per employee and
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the number of employees. As for the number
of employees, a couple of very large firms
who employ over 100,000 belong to the
openness-oriented HR system, which makes
the mean and standard deviation of the
openness-oriented HR system much larger
relative to the other HR systems. The fact
that the openness-oriented HR system is
likely to be adopted in large firms is
consistent with Parker and Hall's (1993)
survey report indicating that firms with
more flexible work practices tended to be

Hyuckseung Yang

larger. Firms with the start-up HR system
have the highest mean and standard deviation
for the prior 5-year growth rate, which
implies that large proportion of them might
be start-up firms. Because the base net-
sales-per-employee of start-up firms are
quite small relative to established firms,
their growth rates tend to be large. Com-
parison of capital per employee implies that
physical capital is well accumulated in firms
with the openness-oriented and the control-
oriented HR systems.

(TABLE 4) Group Means of Dependent and Control Variables by HR System

HR system Variable Mean sD
Net sale per employee $178,428 $96,484
Control-oriented Number of employees 6.937 18,320
HR system Prior 5-year growth rate 0.09 0.13
Capital per employee $151,481 $266.340
Union density 1.25 1.80
Net sale per employee $268,507 $209,228
Openness-oriented Number of employees 27,571 36,089
HR system Prior 5-year growth rate 0.09 0.19
Capital per employee $151,135 $224,261
Union density 1.68 1.93
Net sale per employee $169,188 $157.982
Start-up Number of employees 8,827 13,150
HR system Prior b-year growth rate 0.64 3.29
Capital per employee $62.739 $102,720
Union density 0.89 1.37
Net sale per employee $194.918 $236.131
Involvement-oriented Number of employees 8,917 14,669
HR system Prior 5-year growth rate 0.20 0.48
Capital per employee $74,197 $110,306
Union density 1.12 1.77
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5.1 Cross-sectional Estimates of the Effects
of Different HR Systems

To estimate the relative effects of different
HR systems on firm performance, firm per-
formance was regressed on prior-b-year
growth rate, capital per employee, union
density, industry dummies, business strategy
dummies, and HR system dummies. The
effective observations used in the regression
analyses were 213 in the 1994 sample and
80 in the 1997. Table 5 contains the
estimates of the effects of HR systems on

firm performance from the 1994 and 1997
samples,

To test whether adding HR system dummies
to the restricted models accounts for a
significant portion of variance of firm per-
formance beyond that explained by the
control variables included in the restricted
models, joint F-tests were conducted. A
restricced model included only control
variables, while in an unrestricted model
three types of HR systems were added with
the involvement-oriented HR system being
used as a reference dummy. As for the first

(TABLE 5) The Effects of HR Systems on Firm Performance

NSPE* MV/BV® ROE’

1994 1997 1994 1997 1994 1997
HR Systems superscript
Control-oriented HR system 0.31 0.30 -3.05" | -0.25 -0.07 -0.05
Openness-oriented HR system 0.52"** | 0.54*** | -0.44 0.71 -0.10 -0.06
Start-up HR system 0.21 0.34* -1,34 1.01 0.07 0.03
Overall F 3.13" | 437" 1.03 3.28" | 0.79 1.82**
Joint F 3.14 2.33" 1.74 1.45 0.59 1.10
52 vs. 83 .
82 vs, 84 2;,,, 32**
S3 vs. 84 s3*

* NSPE represents ‘Net Sales Per Employee .
® MV/BV represents the ‘Market/Book Value'.
¢ ROE represents Return On Equity .

¢ Involvement-oriented HR system was used as reference for the HR system.

S1: Control-oriented HR system

32: Openness-oriented HR system
83: Start-up HR system

84: Involvement-oriented HR system
*<0.10, **<0.05 *™<0.01.
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model in which the logarithm of the net
sales per employee was used as the dependent
variable, F values for the change in R-square
were 3.14 for the 1994 sample and 2.33 for
the 1997 sample, both of
which are statistically significant at .05 and

respectively,

.1 levels, respectively. The results indicate
that the HR systems matter in explaining
the variation among firms in the net sales
per employee.

However, as for the remaining two re-
gression models in which market/book ratio
and return on equity were used as the
dependent variable, respectively, adding the
HR systems to the independent variables
was not found to improve the model in
explaining the variation among firms in the
respective dependent variable. Therefore,
further analyses based on the last two
models were not conducted hereafter.

To compare the relative effects of pairs of
HR systems, t-tests were conducted. The
results show that the involvement-oriented,
openness-oriented, and start-up HR systems
were not found to be more effective than the
control-oriented HR system. In addition, the
involvement-oriented HR system was not
found to be more effective than the openness-
oriented HR system or the start-up one,
These results do not support Hypothesis 1,
Hypothesis 2, and Hypothesis 3, which were
posited on the basis of the universalistic
perspective.

618

On the other hand, the openness-oriented
HR system was found to be more effective
than the involvement-oriented HR system in
both 1994 and 1997 samples. Statistical
difference between the involvement-oriented
HR system and the openness-oriented one
was found to be significant at 0.01 in both
samples. These results are consistent with
the expectation expressed in Hypothesis 4.
Meanwhile, the results indicate that the
start-up HR system is more effective than
the involvement-oriented HR system in
1997 sample, but not in 1994 sample. This
result partially supports the Hypothesis 5.

5.2 Longitudinal Estimates of the Effects of
Different HR Systems

In estimating the effects of the HR systems
on firm performance using cross-sectional
data,
relevant variables might not be exhaustively

some bias can arise, because all
included in the cross-sectional regression
analyses. The most likely scenario is that
firms with an innovative HR system might
have different intangible firm-specific char-
acteristics such as management capabilities
from those with a control-oriented HR system.
If a regression model does not adequately
incorporate the firm-specific characteristics
choice of HR
systems and also affect firm performance
differently, estimate of the effects of HR

that are correlated with

HYRAF m32H M2% 20034 489
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systems will be biased. Longitudinal data
provide a way to deal with the potential
source of bias by canceling off the firm-
specific characteristics which are assumed
to remain the same over time in a fixed-
effects model. In a fixed-effects model only
the information on the changes in variables
is used in the regression analysis.

The control variables used in the fixed-
effects model included change in growth
rate, change in capital per employee, change
in union density, and change in the business
strategy dummies. In addition, considering
that other relevant factors that changed
over time within firms could be the true
causes of the change in firm performance,
structure
variables were included. On the other hand,
industry  dummies

the changes in organizational

were dropped, since
industry variable was fairly stable over the
two-year period.

The second column of Table 6 contains
estimates of the fixed-effects model. A joint

GRS R R

F-test (joint F=1.61) indicates that the
addition of HR systems does not account for
a significant portion of variance in firm
performance beyond that explained by the
control is quite
plausible that this result is mainly due to
the small sample size of 80, which leads to

variables, However, it

the lack of statistical power to detect the
true effects,

The pattern of relative performance of the
different HR systems obtained from the
longitudinal analyses are consistent with
those obtained from the
analyses, although the statistical significance
were not found probably due to small
sample size. First of all, no statistically

cross-sectional

significant difference in the effects between
the control-oriented HR system and the
other three HR systems was found. In
addition, a series of t-tests for comparison
of the effects of pairs of HR systems revealed
that the involvement-oriented HR system
was not found to be more effective than the

(TABLE 6> A Longitudinal Analysis about the Effects of HR Systems on the Logarithm

of Net Sales Per Employee

Estimate SE p-value
HR Systems®
Control-oriented HR system 0.29 0.20 15
Openness-oriented HR system 0.34 0.23 13
Start-up HR system 0.24 0.17 16
Joint F 1.61

* Involvement-oriented HR system was used as reference for the HR system,

HYBT y327 M2E 20039 48
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openness-oriented HR system or the start-
up one and that the openness-oriented HR
system was not found to be more effective
than the start-up one. These results in-
dicate that Hypothesis 1, Hypothesis 2, and
Hypothesis 3. which were posited on the
basis of the universalistic perspective, are
not support. Instead, the openness-oriented
and start-up HR systems turned out to
outperform the involvement-oriented HR
system, if not at the conventional signif-
icance level, at p=0.13 and 0.16, respec-
tively. These results imply that there is a
good possibility that Hypothesis 4 and
Hypothesis 5 based on the fit perspective
would be supported, if it were tested with a
larger sample size.

In sum, although the statistically significant
results were restrictively found only in the
model where the logarithm of net sales per
employee was used as a dependent variable,
the results from cross-sectional and longi-
tudinal regression analyses did not support
Hypothesis 1, 2, and 3 posited along the
On the other
hand, Hypothesis 4 and Hypothesis 5 posited

universalistic perspective.
based on the fit perspective were partially

supported across cross-sectional and longi-
tudinal analyses.
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VI. DISCUSSION AND CONCLUSIONS

The results together favor the fit perspective
against the universalistic perspective.
These results imply that the adoption of
involvement-oriented HR practices itself
without taking into account other HR prac-
tices which interact with them does not
guarantee the improved effects of the HR
systemn. When the totality of an HR system
in terms of the coverage of HR practices was
incorporated in the analyses, the effectiveness
of involvement-oriented HR practices was
found to depend on how supportive of or
complementary to them other HR practices
were rather than how extensively the
involvement-oriented HR practices were used.
The involvement-oriented HR practices were
found to be less effective in an HR system
where they were implemented with coun-
teracting control-oriented HR practices than
in -another HR system where some com-
plementary practices were implemented. This
might be because control-oriented HR prac-
tices create a bureaucratic organizational
climate which would keep the involvement-
oriented HR system from being effectively
working when they are deeply rooted in a
firm,

The results also imply that it is important
to take into account a full array of HR

practices, rather than a subset of HR
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practices (e.g., involvement-oriented HR
look at the
between the HR system and firm per-
formance. Inclusion of a full array of HR

practices), to relationship

practices produced a different typology of
HR systems as shown in Figure 1 from
those established only based on the extent
of use of involvement-oriented HR practices
as in previous studies. Further, it produced
a different picture about the relative effects
of different HR systems. Because HR practices
interact among themselves, the omission of
some relevant HR practices in figuring out
HR systems might mislead the conclusion.
But, the results of this study should not
be taken as a full support for the fit per-
spective, The current study did not test
hypotheses using the elaborate measurement
of the degree of the fit among component
HR practices within each HR system. Up
until now, there is no comprehensive picture
about which practices are complementary to
each other. More theoretical research re-
garding fit or complementarity among HR
practices is needed. At the same time, how
to measure the degree of the fit among HR
practices within a certain HR system need
to be developed in the future research.
Some limitations of this study are noted.
First,
performance was found to be influenced by

only the efficiency aspect of firm

HR systems. Considering, however, that

organization performance is multi-dimensional
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(Rogers & Wright, 1998), the conclusion
that the fit perspective, not the universalistic
perspective, is supported is so restrictive to
be confined to the efficiency aspect of firm
performance.

Second, this study was conducted at the
firm level. While such studies provide the
most generalizable, direct tests of the rela-
tionship between HRM and firm performance,
HR systems at the firm level may not reflect
those at other levels of analysis such as the
plant level or business unit level well
(Becker & Gerhart, 1996). There may exist
several different HR systems across different
business units or different parts within a
given firm. Therefore, there is a good possi~
bility that an HR system which
seemingly mixed up with counteracting HR

looks

practices as in an involvement-oriented HR
system at the firm level is actually composed
of more than two different HR systems each
of which is working effectively in a separate
business unit. In addition, firm-level studies
are also more vulnerable to measurement
error. Measurement errors are more likely
to be larger in a firm-level study than a
sub-unit-level study (Ichniowski, et. al.,
1996).

Third, the longitudinal data used in this
study has only a two-year time interval. It
is assumed in the fixed-effects model that
the change in HR system takes effect
shortly after the implementation of new HR
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system. If indeed there is a lag between the
implementation of a newly adopted HR
system and any subsequent change in firm
performance, the true effects of the changes
in HR systems on firm performance might
not be captured fully from a two-year interval
longitudinal data set (Huselid & Becker,
1996).

Fourth, the scale attempted to assess the
percentage of jobs/employees affected by the
practices. Unfortunately, the simultaneous
reference to jobs and employees presents a
potential response confound to the executives
since a HR practice might apply. for instance,
to 10% of the jobs which account for 40% of
employees. Also, the scale did not differ-
entiate employees/jobs in accordance with
the degree of potential influences on firm
performance.

Fifth, hypotheses were set up with em-
pirically derived HR systems. It was some-
what inevitable in the sense that a priori
typology of HR systems reflecting a broad
array of HR practices was not established in
the literature, and that the analyses needed
to be conducted at the system’s level of
HRM to reflect the totality of HR policies.
Notwithstanding, it brings the plausibility
that the results capitalize on the specificity
of the sample used in this study.
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