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Much progress has been made with regard to theory building and application in the
field of Strategic Human Resource Management (HRM) since Wright and McMahan’s
(1992) critical review. While researchers have increasingly investigated the impact of
HR on economic success within the Resource Based view of the firm, and have de-
veloped more middle level theories regarding the processes through which HR im-
pacts firm performance, much work still needs to be done. This paper examines how
future theorizing in SHRM should explore the concepts of time, cause, and individu-
als. Such consideration will drive more longitudinal research, more complex causal
models, and consideration of multi-level phenomena.
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“Categorization of data — whether gqualitative or gquantitative — is
not theory. Categorization characterizes much of the work...in the
realms of business policy/ strategy and human resource strategy.

Samuel Bacharach (1989, 497)

The fact that a firm’s people are becoming central to strategic decision-making seems
reasonably unarguable. Strategic Human Resource Management (HRM) researchers
have devoted considerable effort toward demonstrating that the ways that people are
managed, particularly through HR practices, have strong empirical relationships with
organizational performance (Delery/Doty 1996; Huselid 1995; MacDuffie 1995).

While this empirical attention continues to increase, many researchers have criti-
cized the theoretical underpinnings of the research and called for more specific theo-
retical models of the processes through which HR practices impact organizational per-
formance (Becker/Gerhatt 1996; Dyer/Reeves 1995; Guest 1997; Wright/Gardner
2003). While some strides have been made in conceptually articulating mediating
processes between HR practices and organizational performance (e.g., Truss/Gratton
1994; Becker/Huselid/Pickus/Spratt 1997), this literature still leaves room for im-
provement.

The purpose of this paper is to provide an overview of the current status of theo-
retical development in the HR-performance relationship, and to propose 3 important
variables that are currently missing in theoretical analyses of the relationship between
HRM and economic success: time, cause, and individuals.

Theory on the Relationship between HRM and Economic Success

Theory on the relationship between HRM and economic success has grown signifi-
cantly over the past 15 years. This theoretical progress can be seen in two different
arenas: meta-theories describing broad rationales for why HRM and economic success
should be linked, and middle-level process theories describing how this linkage takes
place.

In the first arena, Wright and McMahan (1992) critically reviewed the state of the-
ory in SHRM research, noting that much research was at best “borrowing” meta-
theories from other disciplines, and at worst, almost completely atheoretical. At that
time they noted that the existing research in SHRM had predominantly utilized Re-
source —Based Theory, the Behavioral Approach, Open Systems Theory, and Control
Theory with a few authors exploring Population Ecology and Critical Theory. They
noted then, that this state of affairs could signal a tremendous obstacle to future re-
search. McMahan, Virick, and Wright (1999) updated the earlier Wright and McMahan
(1992) review, and found that the Resource-Based View of the Firm had become al-
most the universally embraced meta-theory among Strategic HRM researchers, largely
because of both its popularity in the broader strategy literature, and its ability to articu-
late why HRM could be linked to the economic success of firms.

For instance, Wright, Dunford, and Snell (2001) provided a comprehensive Re-
source Based model depicting the relationship between HRM practices and the stock
of human capital, the flow of knowledge, and the dynamic capabilities of firms, all of
which have been advocated among strategy researchers as important resources for
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competitive success. While this model provides an integrative framework of why
HRM might be linked to economic success within the Resource Based View of the
firm it does not necessarily meet the level of a theory of strategic HRM.

The problem with these “meta-theories” of the relationship between HRM and
economic success lies with the failure to specifically articulate the processes through
which the relationship occurs. In essence, the meta-theory provides an overarching ra-
tionale for why HRM and economic success might be linked, but researchers must
then develop a more specific theoretical story that describes specific mediating proc-
esses.

In this vein, McMahan, Virick, and Wright (1999) found that researchers were
more consistently grounding their investigations in established meta-theoretical
frameworks, but then developing middle level process theories for explaining the im-
pact of HR practices on firm performance. For example, one of the more thorough
models of SHRM was proposed by Becker, Huselid, Pickus, and Spratt, (1997). These
authors ground their rationale for how HR practices would drive economic success
within the meta-theory of the Resource Based View of the Firm. They then develop a
more specific process model suggesting that the firm’s strategy dictates the design of
the HR system. The HR system impacts the employee skills and motivation, which, in
turn, results in creativity, productivity, and discretionary behavior. Employees’ behav-
ior influences the firm’s operating performance, which leads to profitability, growth,
and market value.

Wright and Gardner (2003) used this theoretical model to describe some addi-
tional problems in research and theory on the HRM — economic success relationship.
They noted that inherent in any theoretical attempt to describe the process through
which HRM drives economic success is the question of micro-mediation. Micro-
mediation describes the fact that the linkage between any two process mechanisms
can be more specifically described by many more specific subprocesses. Thus, theore-
ticians will always face the problem of describing a process at one level of detail that
leave itself open to criticism for not describing a finer level of detail.

This paper seeks neither to develop a new meta-theory nor a new process theory
of the relationship between HRM and economic success. Rather, it seeks to step back
from the current efforts and identify some of the key variables that seem to be missing
or ignored in current attempts to theoretically articulate this relationship. In doing so,
we suggest that the future theory might benefit considerably from considering three
important concepts: time, cause, and individuals.

Time and the Relationship Between HRM and Economic Success

Current theory exploring the relationship between HRM and economic success has
not deeply considered temporal issues. In most cases, time is either assumed as a con-
stant, or considered in a relatively shallow way.

Meta-theories such as the resource-based view indirectly consider time, usually
suggesting that competitive advantages stemming from HRM evolve over long time
periods. In addition, time comes into play with regard to “sustainable” competitive
advantages as authors such as Barney (1990) note that the concept requires an advan-
tage that is held over some segment of time. However, the time component is only
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explored indirectly, and in fact, Barney tries to avoid specifying a time by noting that
sustainability is defined when other firms have given up on imitating the advantage.
This sidestepping of exploring temporal issues in unfortunate. For instance, if a sys-
tem of practices that results in competitive advantage evolves over time, it seems im-
portant to specify both the amount of time and the process through which this evolu-
tion occurs if one want to deeply understand how those practices result in economic
success.

Even less well developed is the concept of time within process theories of this re-
lationship. These models, through the use of causal arrows, implicitly suggest temporal
precedence from one concept to the next, but do not specifically explore temporal
lags. For instance, returning to the model proposed by Becker et al, (1997) which pro-
poses that strategy impacts HRM practices, with successive sequential impact on em-
ployee behavior, operational performance, profitability and finally, shareholder value.

With regard to the first (strategy-HRM) link, Wright, Dyer, and Takla (1999) spe-
cifically explored time lags in the implementation of HRM practices. They asked over
70 HR VP’s to assume that a major strategic change necessitated a significant overhaul
of their firm’s HRM systems. They asked them to estimate (a) the time it would take
to design (know what practices would have to be implemented) the new system and (b)
the time it would take to de/ver (have them up and running, but not necessarily having
any impact) the new system. These executives provided an average estimate of 9-10
months for the design, and an additional 10-12 months for the delivery of these sys-
tems. This supports the relative intractability of HRM systems (Snell 1994;
Wright/Snell 1998). Note that the subsequent links in the causal chain (e.g., how long
before the practices start to impact employee behavior? How long until employee be-
havior results in increased operating performancer? Etc.) are not addressed. If the first
link in the causal chain takes almost two years, it is not unreasonable to expect a 3-4
year total time lag before the relationship would be observed. Cleatly, current theo-
retical models do not account for such a time length.

This temporal lag between HRM and economic success becomes even more ap-
parent when one considers the current empirical research exploring the relationship
between HRM and economic success. For instance, Wright, Gardner, Moynihan, and
Allen (in press) conducted a literature review identifying 67 empirical studies (with 69
different designs) examining the relationship between multiple HR practices and pet-
formance. They classified these studies by the type of temporal design used. By far the
most prevalent design within the literature examining the HR — performance relation-
ship was termed “post-predictive,” because it measures HR practices after the per-
formance period, resulting in those practices actually predicting past performance.
Many of these designs entail a single data collection effort where the same respondent
provides information for both assessments of their current HR practices and their
firms’ performance. This design accounted for 50 of the 69 observed designs. A sec-
ond type of design was referred to as “retrospective” because it asked respondents to
recall HR practices that existed prior to the performance period. Six of the studies
used this design. Third, four “contemporaneous” studies gathered contemporaneous
HR practice and performance data (e.g., gathering data during 2003 and then using
2003 performance measures). Finally, only a few “predictive” studies have explored if
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practices assessed at one point in time were related to subsequent firm performance.
Such designs are the only designs that accurately consider time, but have been used in
only 9 studies. In summary, all but 9 empirical studies on the link between HRM and
economic success have incorrectly considered temporal issues.

One final way in which time has been considered theoretically was with regard to
the concept of “flexibility.” Wright and Snell (1998) argued that “fit” can only be con-
sidered at a single point in time, and that flexibility requires demonstrating multiple
successive fits over time. They examined flexibility with regard to employee skills, em-
ployee behavior, and HR practices, and specifically noted that variance likely exists in
the extent to how quickly some HRM practices can be changed as well as how quickly
some might impact employee behavior. This exploration of flexibility presents an at-
tempt, albeit inadequate, to bring the concept of time into our understanding of the
relationship between HRM and economic performance.

Given the increasingly fast pace of environmental and organizational change, the
seeming lack of attention to temporal issues with regard to HRM seems short sighted.
However, this area seems ripe for future theoretical and empirical analysis. However,
note that the cutrrent treatments of time within theoretical work on the link between
HRM and economic success all assume a uniform causal direction with the HRM driv-
ing success. To this issue we turn next.

Cause and the Relationship Between HRM and Economic Success

As previously discussed temporal issues have been largely ignored in theoretical analy-
ses of the HRM — economic success relationship. Another glaring consequence of this
oversight ties directly into attempts to explore the causal relationship between HRM
and economic success because temporal precedence serves as a precondition to infer-
ring cause.

Cook and Campbell (1979) provide an in-depth analysis of how philosophers of
science have approached the issue of demonstrating a causal relationship. Based on
the work of John Stuart Mill, they propose three criteria for inferring cause: Covaria-
tion between the presumed cause and effect, the temporal precedence of the cause,
and the ability to control or rule out alternative explanations for a possible cause and
effect connection. However, the research on the impact of HR practices on economic
success has precluded drawing firm causal conclusions regarding this relationship, and
in fact, may support a reverse causation hypothesis, with economic success leading to
better HRM.

Wright, et al.’s (in press) review of the literature on the relationship between HR
and economic success and concluded that it has (a) universally reported significant
relationships between HR and performance, (b) almost exclusively used designs that
do not logically allow one to draw causal conclusions, and (c) very seldom actually
tested for a reverse causal order. In addition, in the few cases where the studies tested
for reverse causal order, evidence suggests questioning the assumption of an HRM —
performance causal ordering. For example, Guest, Michie, Conway, and Sheehan
(2003) related HR practices to objective productivity and profitability data (both past
and subsequent) as well as current subjective productivity and financial performance
estimates among a sample of 366 companies in the U.K. Their results suggested that
HR practices were related to higher profitability but not productivity, but that the
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practices were related to higher profitability but not productivity, but that the signifi-
cant relationship with profitability disappeared after controlling for past performance.
They concluded that there was a relationship between HRM and performance, but
that their results failed to demonstrate that HR causes higher performance.

More recently, using data from 45 business units, Wright et al. (in press) exam-
ined how measures of HR practices correlated with past, concurrent, and future op-
erational performance measures. They found that correlations with performance
measures at all three times were both high and invariant, and that controlling for past
or concurrent performance virtually eliminated the correlation of HR with future per-
formance. They concluded that while their data could not prove any causal direction,
it provided just as much evidence for a Performance — HR causal chain as for an HR
— performance sequence.

The “cause” question presents some interesting theoretical avenues for under-
standing the relationship between HRM and economic success. For instance, “reverse
causation” would suggest that, rather than HR practices causing economic success,
success causes HR practices. Highly successful organizations, by their nature possess
slack resources. Profitable firms may share these profits with employees in a number
of ways. They may provide higher pay and benefits, invest in offering more training
and development opportunities, develop mote extensive selection systems, and/or al-
low employees to participate in teams, quality circles, and other forms of empower-
ment activities.

In fact, a number of the HR practices more logically demonstrate a reverse causa-
tion effect. Practices measured in this vein of research such as the percentage of total
pay which is variable, the differences in percent merit increases between high and low
performers, and the number of hours training received are heavily influenced by the
past and current financial performance of a firm. Firms facing financial difficulties re-
duce their variable pay (profit sharing and stock options have little or no value) (Hew-
itt Associates 2001; Kennedy 2003), merit increases (and thus the difference between
high and low performers) (Gomez-Mejia et al. 2004; Kennedy 2003), and training
budgets (reduce the number of hours they train employees) (Exclusive RSS Suvey
2003; Mclntyre 1992).

From a theoretical standpoint, current endeavors to explore the HRM — econo-
mic success trelationship seldom address the potential for anything other than a one-
way causal direction. However, recent research suggests that at best, a dual causality
relationship might exist, and at worst, the one-way relationship advocated in current
theory is actually the wrong way (Guest et al. 2003; Wright et al. in press). Conse-
quently, future theory development could benefit greatly from a more deliberate ap-
proach to addressing cause in the relationship between HRM and economic perfor-
mance. This suggests the need for more complex theoretical models. One aspect of
the complexity may be to recognize individual level phenomena within the causal
chain.

Individuals in the Relationship between HRM and Economic Success

The final area of future theoretical attention stems from implicit centrality of individu-
als and individual level phenomena within models of the relationship between HRM
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and economic success. This issue reflects the levels of analysis tension inherent in re-
search on people in organizations. At the organization or unit level, theories seek to
explain how variation in one unit level variable relates to variation in another unit level
variable. However, often one or both of these unit level variables deal with aggregated
individuals, and variance across individuals, both its cause and effect, is lost.

Consider Becker, et al’s (1997) model arguing that HR practices drive employee
behavior, operational performance, profitability, and ultimately shareholder value.
Note that of all these variables, most research has only focused on two that are quite
distal from one another in the causal chain (HR practices and performance). Note also
that because the level of analysis is the firm (ot plant), the model seems to assume uni-
formity or constancy with regard to each variable (i.e., there is no variation within firm
in HR practices, no variation within firm in employee reactions, etc.). This is not to
criticize the assumption, because such assumptions are always necessary with regard to
one level of analysis. However, in order to increase our understanding of how HR
practices impact performance, we might benefit greatly from approaching the issue in
a multi-level framework (Ostroff/Bowen 2000; Bowen/Ostroff 2004).

Wright and Nishii (2004) conceptually examined some of the mediating processes
that might occur in the HRM — performance relationship by examining the relation-
ship at multiple levels of analysis. They suggested that virtually all existing SHRM re-
search focuses on variance at one level of analysis while assuming constancy at other
levels. They proposed that attending to some of the relevant variables that have been
heretofore virtually ignored in the empirical SHRM literature would increase our theo-
retical understanding of the linkage between HRM and economic performance. Pre-
senting a process model that included intended HR practices, actual HR practices,
perceived HR practices, employee reactions, and performance, they noted that the
perceived HRM practices and employee reactions are actually individual-level variables
that are central to the proposed causal process, yet are currently ignored in unit-level
theories of strategic HRM.

According to their model, the actual HR practices exist objectively, yet must be
perceived and interpreted subjectively by each employee in the focal group. Conse-
quently, the process then moves down to the level of the individual. At this level con-
siderable variance can occur for two primary reasons. First, because there may be
variation in the actual HR practices (e.g., different supervisors varying in their imple-
mentation of the practice(s)), that variation would likely cause valid variance in per-
ceived HR practices. Second, because individuals have their own schemas for attend-
ing to and processing information, additional variance should occur at this level
(Rousseau 2001).

Then, based on the perceived HR practices, employees will react in some way.
Each employee processes the information in a way that elicits some reactions, be they
affective (attitudinal), cognitive (knowledge or skill) and/or behavioral. Affective reac-
tions consist of reactions such as vatious aspects of job satisfaction and/or organiza-
tional commitment. Cognitive reactions may include increased knowledge or skill. Be-
havioral reactions can be classified as reactions with regard to task, counterproductive,
and discretionary behavior. Task behavior describes the kind of behavior prescribed as
part of the job. Increasing job focused behavior aimed at being more productive or
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making fewer mistakes exemplify task behavior. Counterproductive behavior describes
negative behavior aimed at either hurting the organization or at bettering ones’ own
position at the expense of the organization. Theft of goods, sabotage, or time theft
(e.g., spending work time on personal activities) exemplify counterproductive behav-
ior. Discretionary behavior consists of behavior not prescribed by the organization,
but which is aimed at benefiting the organization. Going beyond job duties to satisfy a
customer, routinely skimming academic or practitioner journals, or performing non-
prescribed preventative maintenance on a machine would be examples of discretion-
ary behavior. These two steps in the causal chain highlight the centrality of individual
level phenomena in organizational level processes.

While not addressing this issue directly, recent research has demonstrated some
support for the importance of recognizing variance in how individuals form their im-
pressions of HR practices. For example, Nishii (2003) examined the relationship be-
tween employees’ attributions for HR practices (the goals that they perceived as un-
detlying certain HR practices), organizational commitment/satisfaction, OCBs, and
ultimately customer satisfaction in a largely unionized sample where the HRM prac-
tices were quite uniform across units. At the unit level she found that considerable
variance in unit-level customer satisfaction can be explained by differences in HR at-
tributions across units.

This discussion suggests the need for more multi-level theories of the relationship
between HRM and economic performance. Multi-level theories seek to simultaneously
explain variance at multiple levels of analysis (e.g., individual, group, and organiza-
tion). Bowen and Ostroff (2004) have developed the most extensive multi-level model
of SHRM to date. Their theoretical approach argues that HR practices serve as com-
munications mechanism signaling employees to engage in certain behaviors. Conse-
quently, they rely on communications theory for examining different aspects of the
HRM systems that may impede or facilitate this communication process. While their
approach currently provides the most comprehensive attempt to integrate organiza-
tional and individual processes, additional theoretical contributions can be made.

One approach would be to develop comprehensive theories that integrate across
levels of analysis. Such a theory would attempt to link organizational concepts to indi-
vidual concepts back to other organizational concepts. While such an all-
encompassing theory would be desirable, it may not be feasible.

Alternatively, one could attempt to develop more specific cross-level theories that
explain smaller aspects of the linkage between organizational and individual phenom-
ena. Bowen and Ostroff’s (2004) attempt to link HR practices to employee reactions
via communications theory illustrates this approach. In addition, theories and research
on issues such as schemas/cognitive processes, social information processing, individ-
ual differences, and motivation theories can provide valuable explanation to the indi-
vidual processes that are being triggered by organizational level HRM practices.

Conclusion

The recent advances in theoretical understanding of the relationship between HRM
and economic performance bode well for the future of the field. Middle level process
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theories embedded within larger meta-theories such as the Resource Based View of
the firm have provided an essential foundation for further theoretical advances.

We believe that advances can come from extending the current work to examine
the concepts of time, cause, and individuals more thoroughly. Such theoretical exami-
nation can serve as an essential starting point for building a more robust empirical
base that will significantly increase our knowledge of the relationship between HRM
and economic performance.
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