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Abstract

In a fast movement environment where organizations are struggling to survive and succeed in
the market, the focus is increasingly placed on resources that can provide a sustainable
competitive advantage. Wright, McMahan and McWilliams (1994), like other researchers
have realized that human resources can generate this advantage since they are rare, difficult to
substitute and imperfectly imitable. The more human resources are exploited and the more
they get enriched and provide added value to the organization through creativity and
innovation.

We note that the prerequisite for the added value creation is individual motivation and
competence at work. Thus, it is assumed that the development of human resources
management enables to meet the competitiveness challenge. Human resources managers have
to enhance staff motivation and to ensure continuous knowledge improvement.
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In this research, we try to explain the link between the human resource management practices
and performance through the contingency approach. To do this, we opt for the subgroup
analysis as a methodological framework. Our results lead to recognize that the interaction
effect between certain human resource management practices and innovation level can
provide an explanation as to changes in the level of performance of the Tunisian industrial

firms.
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1. Introduction

The environment continuous movement is pushing firms to restructure and to continually take
adjustment measures. The adaptation quest enables organization to survive and to stay as long
as possible on the market. To this end, human resources managers are doing their best to meet
the competitiveness challenges and try to focus on the human resources development and
motivation by adopting human resource management (HRM) practices. Motivated individuals
demonstrate effectiveness, seek to invest in their work and exhibit organizational citizenship
behaviors. Many researchers (Delaney, Lewin and Ichniowski, 1989; Huselid, 1995;
Osterman, 1994; Pfeffer, 1994; Gué&in, Wils and Lemire, 1997 Delery and Doty, 1996;
Youndt, Snell, Dean and Lepak 1996 ...) examine the impact of certain HRM practices on
business performance.

However, we note that HRM practices differ from one author to another. This observation
brings us directly to the questioning about the contingency or the universality of these
practices. The contingency approach is based on the principle of the context uniqueness.
Therefore, to explain an organizational phenomenon, it is important to address, to the last
detail, the situational specifics and peculiarities generated by such a context. The contingency
approach is categorically opposed to the Universalist approach. This latter acknowledges the
existence of certain HRM practices that are always better than others for a better performance
and all organizations should adopt these practices called: best practices, regardless of their
context.

From the contingency perspective, some variables are supposed to have an influence on the
productivity and performance. From a methodological point of view, the contingency
approach highlights the manner that the relationship between dependent and independent
variables is affected, much or little, by a third variable called contingency variable (Pugh and
al., 1969). Transposed in the HRM field, the contingency approach emphasizes that HRM
practices can have a positive effect on performance when aligned with a contingency variable
such as: the firm's strategy (Dyer 1984; Lengnick Hall and Lengnick-Hall, 1988, 2013; Miles
and Snow, 1984; Fombrun and al., 1984; Youndt, Snell, Dean and Lepak, 1996).

2. Literature Review
2.1The Contingency Approach in the Human Resource Management Field

The contingency approach postulates that the positive effects of HRM practices on
performance are better perceived in the case of the aligning of human resource practices on
the corporate strategy. Hence, the basic idea of the contingency approach lies in the
contextualization of HRM policies and practices. At this stage, we can postulate that the
HRM efficiency is dependent on its consistency with the strategic direction of the firm (Dyer,
1984; Lengnick Lengnick Hall and Hall, 1988; Miles and Snow, 1984; Fombrun and al., 1984;
Youndt, Snell, Dean and Lepak, 1996).

The contingency approach refutes the idea of universality and finds unacceptable that
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practices can be applied in any context and at any time. Instead, it considers it essential to try
to understand each situation, each environment, identify specific characteristics and propose
customized solutions. These characteristics considered as contingent variables may include
the organization age, the organization size, the technical system, the environment, the power
relations (Mintzberg, 1980), the strategy (Chandler, 1962), the technology (Woodward, 1968)
and the goals (Lawrence and Lorsch 1967). According to the contingency approach, a
practice can only be effective when taking into account the different contingent variables of a
given situation.

In this paper, we focus on the strategy and more specifically on the firm’s innovation level as
a contingent variable in order to examine the relationship between certain HRM practices and
business performance.

The contingency approach, as it were, advocates the principle of alignment or external fit
between strategy and HRM practices in order to improve its performance and get better
results.

Several studies on the relationship between HRM practices and strategy admit the
preeminence of the behavioral approach of human resources in explaining the contingency
theory (Delery and Doty, 1996; McMahan, and Wright Virick, 1999; Schuler and Jackson,
1987). Thus, an organization can succeed if only it has employees whose behaviors are going
into the same direction as the business strategic requirements (Katz and Khan, 1978;
Schneider, 1985).Then, it becomes interesting to focus more on the HRM, since it encourages
and incites satisfying organizational behavior (Schuler and Jackson, 1987; Delery and Doty,
1996). HRM can play an important role in reinforcing appropriate behavior, and this,
according to the behavioral theory which states that for every strategy there are specific
behaviors.

Miles and Snow (1978) propose a firms typology in terms of strategy, and technical,
structural and process configuration. Based on case studies in four different sectors (school
edition, electronics, food industry and health), these authors distinguished three basic firms
type: prospector type, analyzer type, and defender type. We briefly present the characteristics
of each firm type as developed by Miles and Snow.

Prospectors are growth-oriented firms who exploit the markets’ opportunities by means of
their innovation capabilities and who try develop new products. These prospector firms are
driven by the desire to be a leader in new markets. These firms do have an organic structure,
complex and changing tasks and operate in an unsteady environment.

Defender type firms are characterized by a highly formalized and centralized functional
structure. Performance is, here, defined in terms of cost control rather than in terms of market
results. Firms operate in a stable environment and offer stable tasks. They discourage the
behaviors involving risk-taking since the already-made investments in technology and
existing processes are important.
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Finally, the analyzer type firms share some characteristics with the defender and prospector
firms. The analyzer firms adopt an intermediate position between minimizing risk and
optimum profitability of business opportunities.

2.2 Hypothesis

- Firms with high levels of innovation (prospector type) and that focus more on some HRM
practices will achieve better performance levels.

- Firms with average level of innovation (analyzer type) and that focus more on some HRM
practices will achieve better performance levels.

- Firms with low levels of innovation (defender type) and that focus more on some HRM
practices will achieve better performance levels.

- Firms (prospector type, analyzer type and defender type) do not adopt all the same practices
of HRM.

3. Methodology

In the context of this research, we have reached a judgment sample composed of 114
industrial firms. These firms are selected based on criteria considered as relevant for the
investigation purpose.

The selection criteria are:

ISO 9001 certification

Firm age > 3 years

Regime: not totally exporting.
3.1 Variables Measurement

The independent variable in this study is the set of strategic practices of HRM including:
selection, training, incentive compensation, information sharing, participation in
decision-making and performance appraisal.

Selection: seven items adapted from works of Dean and Snell (1992) and Arcand (2007).
Training: seven items inspired from the scales of Snell and Dean (1992) and Arcand (2007).

Participation in decision making: scale work inspired from Arthur (1992, 1994); Lawler and
al., (1992) and Fabi and al. (2007).

Incentive Compensation: 7 items inspired from the instruments developed by Gomez-Mejia
(1992), Lawler and al. (1992) and Tremblay (1994).

Information sharing: 6 items used by Simard and al. (2005).
Performance appraisal: eight items inspired from the scales of Snell and Dean (1992) and
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Delery and Doty (1996).
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The dependent variable in our study is the performance in a multidimensional perspective of
measures. These measures are subjective and are recommended as substitutes when
quantitative data are unavailable (Venkatraman and Ramanujan, 1986).

This kind of subjective measures is well suited in the research of HRM, and moreover, a
strong convergent validity is demonstrated between objective and subjective measures, as is
the case in the financial reports (Venkatraman and Ramanujam, 1986).

We keep the same logic for the performance criteria selection and we choose 12 items used in
previous researches (Huselid, 1996; Arcand, 2007). The first five items measure human
resources performance. The following four items measure organizational performance and the
last three are related to financial performance.

Finally, and concerning the moderating variable, we adopt a nominal measure of the firm's
strategy adapted from the survey of “Cranifield Network on Comparative Human Resource
Management” (Cranet, 2004). In accordance with the qualitative approach, the manager is
asked to choose, among the following statements, the one that best describes his business
strategy:

- Prospector: You intervene in a changing market. Your objective is to identify and
exploit new opportunities through innovation (products or services) in order to meet
the new identified needs.

- Defender: You intervene in a mature and stable market. You aim maintaining your
market share through improved productivity, lower costs and a medium and long term
planning.

- Analyzer: you work both in stable and turbulent markets. You aspire to mitigate risk
while delivering new products and/or services. Your purpose is to maintain your
position in existing markets and to identify new opportunities in new markets.

3.2 Hypothesis Testing Approach

In order to test our hypotheses, we consider that the moderator variable is qualitative
(nominal). According to Chumpitaz Caceres and Van Hamme (2003), if the moderating
variable is measured on a nominal scale, it’s appropriate, firstly, to regress Y on X for each
subgroup of subject, that correspond to the different modalities of the nominal variable and
secondly to compare, two by two, the obtained regression models. We have just to prove that
any of these comparisons is statistically significant to highlight a moderating effect. "Before
performing this type of analysis by subgroups, however, this is to ensure beforehand that the
underlying conditions to statistical tests used-such as the homogeneity of variance for the
different levels of moderating variable are met "(Chumpitaz Caceres and Vanhamme J, 2003,
p 81).

At this analysis level, we act in two stages. First, we test the effect of HRM practices on the
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three performance levels in each subgroup. Second, we compare results stemming from the
first step.

The three subgroups analyzed in our work are:

- The prospector type firms: highly innovative firms (N = 32)
- Defender type firms: weakly innovative firms (N = 34)

- Analyzer type firms: averagely innovative firms (N = 48)

Before beginning this analysis, we have to ensure the homogeneity of variances from the
hypothesis concerning the three levels of the moderating variable (contingency) is really
respected:

- 2 _ 2_ 2
HO: = o,= o,=0;

H1 o/oro’ or o} notequal (s)

Statistics Levene (HR Performance) = 0.337; p = 0.7347> 0.05

Statistics Levene (Organizational Performance) = 0.672; p = 0.734> 0.05

Statistics Levene (Financial Performance) = 1.047; p = 0.355> 0.05

4. Results and Discussion

4.1 Strategic HRM Practices - Strategy- Performance: Regression Subgroup Analysis

The prospector type firm operates in a changing market. Its primary aim is to redefine its
field of activities and to seek continuously to develop a commercial action. Thus, the
objective is to identify and exploit new opportunities through innovation, and to cope with
the changing environment.

In the following, we present the test results of the HRM practices effect on the performance
three levels in firms that opt for a prospector strategy. In terms of human resources
performance, the results springing from statistical analyzes show that, among the six
enumerated practices, only the information sharing does not contribute significantly to this
performance level (B =-0.086; F = 0.396; p-value> 0.1).

Statistics indicate that organizational performance in highly innovative firms is experiencing
growth as a result of some specific practices such as: selection, performance appraisal. Indeed,
the statistical analyzes about selection, clearly show the link significance between this
practice and organizational performance (f = 0.463; F = 2.444; 0.01 <p-value <0.05). The
same results are found for performance appraisal, also, the statistical analyzes show clearly
the significance of the relationship between this practice and organizational performance (f =
0.429; F = 2.110; 0.01 <p-value <0.05).
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Finally, we find out that three HRM practices can increase the financial performance level in
the prospector type firm, it’s about: selection, participation in decision-making and
performance appraisal. Thus, we note that there is a significant relationship between selection
and the firm's financial performance. Statistical analyzes indicate that highly innovative firms
who attach great importance to the staff selection display a better financial result than other
firms (B = 0.455; F = 2.730; 0.01 <p-value <0.05). As to the relationship between
participation in decision-making and financial performance within the prospector type firm,
the results of our survey proves the existence of a significant link. Statistical analyzes related
to this practice show clearly the significance of the relationship: f = 0.337; F = 1.549; 0.05
<p-value <0.1. For performance appraisal, the results point out that this practice is positively
related to financial performance (B = 0.331; F = 1.655; 0.05 <p-value <0.1). So the more the
firm attaches importance to the performance appraisal, the more its financial performance
will be better.

The defender type firm operates in a mature and stable market. It acts in a well-defined and
stable activity domain in order to achieve a leading position in terms of quality and / or price.
The main objective is to maintain its market share especially by improving productivity,
reducing costs and ensuring a medium and long term planning. The defender type firm
aspires to get HRM practices which relate positively to performance under the three angles.
Among the HRM practices adopted in this research, statistical analyzes indicate that four
practices contribute positively to human resources performance in the defender type firm.
These practices include training, incentive compensation, information sharing and
performance appraisal. Thus, our results underline the significant links between these four
practices and human resource performance as dependent variable.

For organizational performance, analyzes of regressions give us similar results to those
relating to the human resources performance. Indeed, training, incentive compensation,
information sharing and performance evaluation, contribute positively to organizational
performance defender type firms. When the defender type of firm attaches importance to
training, incentive compensation, in information sharing and performance evaluation, it
displays a better organizational performance.

Lastly, and concerning the third level of performance, our results indicate that the six
practices adopted in this work contribute positively to financial performance. Indeed, the
regressions show that there are statistically significant links between each of these HRM
practices and financial performance.

The analyzer type firm is operating within many markets: some are stable, others are
continuously changing. This firm seeks to exploit new opportunities while maintaining a
stable business base. Its objective is to preserving its position in existing markets and to
identifying new opportunities in new markets. In this working paper, we are trying to test the
potential influence of HRM practices on the performance three levels in the analyzer type
firm. Thus, we proceed to the same analyzes as for the other two types of firm.
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The results show a positive correlation only for two HRM practices and human resources
performance in moderately innovative firms. Thereby, statistical analyzes demonstrate a
statistically significant relationship between human resource performance as a dependent
variable and the selection practice level of implantation. These analyzes indicate that
information sharing is positively related to this performance level.

The results relative to the analyzer type firm reveal that investment in incentive compensation
and information sharing allows the organizational performance increase. Indeed, Statistical
tests for these two variables are significant since the probability of exceeding test is 0.001 <p
= 0.01 for sharing information and 0.064 <p = 0.1 for incentive compensation.

Also, results prove the existence of a positive relationship between some HRM practices and
financial performance. Based on this observation, the incentive compensation and
information sharing can be seen as strategic variables in moderately innovative firms.
Statistical analysis evince the role of these practices in increasing significantly the financial
performance level in the analyzer type firms (B = 0.497; F = 3.868; p-value <0.01) for sharing
information and (f = 0.290; F = 1.455; 0.05 <p-value <0, 1) to incentive compensation.

4.2 Empirical Evidence of the Moderating Effect of Strategy

Once our results are presented for each type of firm, we conduct verification in order to
highlight the moderating effect of business strategy on the relationship between HRM
practices and firm performance. We compare two by two, the regression models obtained. If
we show that one of these comparisons is statistically significant then we will be able to
prove the existence of a moderating effect.

The moderating effect analysis allows testing the existence of a significant difference at level
of non-standardized coefficients of group regression (Baron and Kenny, 1986). In other
words, we have to test the significance of the following t test (Hardy, 1993, cited by
Chumepitaz and Vanhamme, 2003).

bsubgroum -b

2 2
S S
subgroupL subgroup2
Spooled J —_—t

2 2
1 s2

subgroup?

t=(1)

Where:

b . . . .
b gnd ez : estimates of regression coefficients of the variable X for the subgroups

1and 2.

s? sz . ..
bawara g “Pewerer + the variance of these coefficients

2 » SCR
S and 2 ; n—k—1 and: for every group (RSS is the residual sum of squares and
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RSS . .
A*kflcorresponds to the residual mean square and, k : the number of independent

variables.

Syones Corresponds to the equation (2).

(nl — kl)S.LZ + (nz — k2 _1)522
N —(k +k, +2)

)

Where: N =nl+n2

According to Chumpitaz and Vanhamme (2003), and in order to conclude that there is a
moderating effect, the t-test has to be significant in at least one case.

=  Comparison two by two of coefficients according to (1) and (2) for the human
resources performance

The tests t calculation according to the formulas (1) and (2) shows that there are six
differences which are significant, two by two. So there is a moderation effect of the firm’s
business strategy on the relationship between HRM practices and HR performance.

= Comparison two by two of coefficients according to (1) and (2) for the organizational
performance

Regarding organizational performance, test results indicate that the business strategy has a
moderating effect on the relationship between HRM practices and performance level. Thus,
the t test calculation shows that there exist four differences which are significant, two by two.

=  Comparison two by two of coefficients according to (1) and (2) for the financial
performance.

The t test calculation for financial performance shows that this test is significant in three
cases. Thus, we can confirm the existence of a moderating effect of the firm's strategy on the
relationship between HRM practices and financial performance.

According to the foregoing, we can advance that the results of our research constitute an
important support that validate the contingency approach in the studied context. Indeed,
analysis by subgroups allowed us to confirm the assumptions related to the perspective of the
HRM contingency, so we can draw the following conclusions:

Among the prospector type firms (highly innovative), those that invest more in the selection,
training, incentive compensation, participation in decision-making and performance
evaluation have performed better.

Similarly defender type firms (weakly innovative) that opt for greater investment in the
selection, incentive compensation, training, participation in decision making, information
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sharing and performance evaluation have realized better performance

Finally, with regard to analyzer type firms (innovative medium), those that invest more in the
selection, incentive compensation and information sharing have better performance.

These results allow us to confirm the hypothesis that there are differences between HRM
practices adopted by each type of firm (prospector, analyzer, and defender) and their impact
on performance.

4.3 Discussion

A prospector type firm wishing to boost innovation and creativity can only rely on its human
resources management and especially on its HRM practices. This research has allowed us to
find results stating that the preferred HRM practices for the prospector type firm are: the
selection, training, incentive compensation, participation in decision making and evaluation
of performance. Thus, companies that invest in these practices can ensure better performance.
Hence, it is important to refine the selection methods when hiring. The Proficient managers
should be able to choose the right person by favoring the criteria ranking candidates
according to their qualifications, to their experience but also to their "know-how-to-be". The
latter criterion seems in vogue these recent years, given its importance in determining
individual traits and their impact on attitudes and behavior at work. Being: able to evolve, at
ease dealing with change, self-controlled, sociable, able to coping with the unexpected are
key indices of candidate competencies. Conduct successfully the step of selecting staff, allow
firms to recruit endowed individuals with a competitive spirit and who appreciate the
adventure, the risk-taking and the creativity.

Should be noted that, in a change context, firms have also to focus on the existing staff by
promoting learning through professional mobility, job rotation, and continuous training.
Furthermore, it is to consider that incentive compensation is central in the HRM of
prospectors firms. Premiums, bonuses, stock options, fringe benefits..., incite staff to be
motivated and let them work hard in order to achieve their goal. Other important point for
these firms is to encourage participation in decision making. Individuals, involved in the
decision process, see increasing their self-esteem and aspire to more responsibilities.

Performance evaluation constitutes another HRM crucial practice, as proved by the research
results. It allows employees to compete against other and to assess their own efforts. Thus,
firms must establish objective criteria and prioritize transparency and justice in judgments.
This fair assessment enables some persons to overcome their faults, and help others, those
searching for emulating, to seek for continuous improvement.

In regards to analyzer type firms called moderately innovative firms, our research results
indicate it’s necessary to adopt a different and appropriate set of HRM practices. This set of
practices includes selection, training, incentive compensation, participation in decision
making, information sharing and performance evaluation. The firm needs competent staff, so
it is recommended to alternate between internal and external recruitment as required by the
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environment. If the environment is stable, internal recruitment will certainly constitutes a real
boon to staff in strengthening the organizational affiliation and the corporate culture and in
privileging promotions. In a changing environment, it is judicious to prefer external
recruitment. The new recruits’ integration may dynamize the work by adding some "new
blood" in order to bring in new ideas, principles and values.

Training enables both updating and increasing knowledge but also motivating staff. These
latter are aware about the firm’s interest towards them and are able to sense the firm’s
willingness to meet their requirements. Incentive compensation appears also to play a key
role in motivating staff. Thus, if an employee can receive compensation at the height of his
contributions, he will increase his efforts to achieve organizational goals. Concerning
participation in decision making, it is clear that employees can be proud and satisfied when
feeling involved in the decision-making process either in stable or changing environment.
Also, it must be added that the diffusion of the sharing information idea among the firm
members allows to strengthening ties firstly between all employees and secondly between
employees and their supervisors. The motto of any successful business is the exchange and
information sharing. Finally, we can consider the performance appraisal as an interesting
practice for the analyzer type firm when the evaluation obeys to objective, fair and
transparent criteria.

As regards the defender type firms, our research results highlight three HRM practices that
improve performance: selection, incentive compensation and sharing of information. It is a
question, for the firm, to refine its selection techniques in order to find suitable candidates for
the posts and to make up the missing profiles and bridge the gap in skills. The defender type
firm can count on staff to improve performance by using the monetary motivation in order to
get employees to voluntarily work more and better. Another decisive HRM practice is the
information sharing: The sharing culture has proved successful these later years, especially
within project teams. It is crucial in these cases to foster interpersonal communication and
information exchange. Cooperation constitutes the key to success and prosperity for every
firm. It is manifested essentially through mutual aid, solidarity and information sharing. All
the firm members will unite their efforts to work in harmony and allow the defender type firm
to improve its performance.

5. Conclusion

In this research we have tried to identify the specific HRM practices necessary to each type of
business strategy and that lead to significant results in terms of performance. More
specifically, we sought to test the moderating effect of business strategy on the relationship
between the HRM practices and the performance. This latter is seen from different angles that
are human resources performance, organizational performance and financial performance.
With regard to the business strategy, we retained: the prospector type firms that emphasize
innovation, the analyzer type firms that encourage innovation and the defender type firms that
manifest little interest in innovation. The search findings result from an original statistical
analysis of the research model advocated. The subgroup analysis allowed us to specify for
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each group of firms having a particular strategy, the suitable HRM practices that help
achieving high performance levels. Miles and Snow (1978) have also developed proactive
HRM systems that are consistent with the business strategy.

Concerning the prospector type firms, where innovation is paramount, the HRM practices
fostered are: selection, training, incentive compensation, and participation in decision-making
and performance assessment. These firms need to acquire qualified personnel (selection),
they must ensure and facilitate learning and continuous improvement of knowledge (training).
With a view to engage and motivate employees there is no better than incentive compensation.
In addition, helping employees participate in decision-making will reinforce their self-esteem
and lead them to work hard, to be creative and innovative. Finally, a performance appraisal
transparent system is necessary for guaranteeing fair and objective employees’ treatment.

Regarding the analyzer type firms that adopt a moderately innovative strategy, a set of
specific HRM practices is adopted for better performance. These practices are: selection,
training, incentive compensation, participation in decision making, information sharing and
performance evaluation. These firms need competent staff so; they proceed to external
recruitment and favor a rigorous selection. Firms can also develop training programs for
existing staff. The pecuniary motivation and the information sharing are central in this type of
firm: This has a positive effect on the decisions efficiency. Finally, this firm type has to
develop a performance evaluation objective system by ensuring the procedural justice.

Finally, for the defender type firms, characterized by a weakly innovative strategy, managers
seek to get a skilled workforce through motivation by granting incentive compensation and
promoting sharing information. This will help firms to ensure their functioning and survival
without investing a lot in human resources.

To conclude, we can say that the research results prove that the interaction effects between
certain HRM practices and the innovation level can explain the performance variations in the
Tunisian industrial firms. The contingency approach is an interesting approach of HRM in
that it highlights the specificity of each organizational context and promotes a specific HRM
model for each case.
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