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Abstract: This study aims to determine the mechanism of causal relationship between Human Resource
Management (HRM) Practice on Organizational Performance. In response to the debates from previous
researchers on how HRM Practice affects Organizational Performance, it encourages further research in this
dissertation by involving Business Strategy variable as an external factor of HR management and HR Outcome
variable as an internal factor of HR management. Research this dissertation uses a universal perspective
approach, contingency perspective and a configurationally perspective. The hypotheses based on these three
approaches include the structural relationship between Business Strategy, HRM Practice, HR Outcome and
Organizational Performance variables. Conducted a study on 52 units of banking organizations in the region of
Southeast Sulawesi to obtain information related to research variables. The data obtained are statistically
analyzed by Regression Structural Equation Modeling (SEM) by using IBM_SPSS_AMOS (Analysis of Moment
Structure) application to obtain information of structural relationship between research variables
simultaneously.

The results obtained showed that the universal approach of placing Business Strategy horizontally or together
with HRM Practice has an effect on Organizational Performance showing significant value. The contingency
approach puts Business Strategy vertically above or precedes the HRM Practice so that structurally the
influence of Business Strategy on Organizational Performance is through HRM Practice, the results are
supported significantly. The Configurational Approach puts Business Strategy vertically ahead of the HRM
Practice that is configured with HR Outcome that structurally mediates the impact of HRM Practice on
Organizational Performance, the results are also supported significantly.

A more in-depth analysis of the configuration theory is obtained that the HRM Practice dimensions affect the
HR Outcome dimensions in certain realms, namely; The dimension of Resourcing & Development has an effect
on the Employee Skill, the dimension of the Rewards affects Employee Attitude, the dimension of Involvement
affects Employee Behaviour. HRM Practice can directly influence Organizational Performance but only from
certain dimension that is the dimension of Resourcing & Development of human resources, while for the
dimension of Rewards and Involvement can’t have direct effect. However, SEM analysis shows the dimensions
of Rewards and Involvement can influence indirectly through its influence on HR Outcome that is on Attitude
and Behaviour dimension. Analysis of the effect of dimensions of HR Outcome variables including Skill,
Attitude, and Behaviour to Organizational Performance variables, shows that only the dimensions of Behaviour
can directly influence or can realize Organizational Performance. The result of SEM analysis shows that
between the dimensions in HR Outcome variable have serial effect. in accordance with the of AMO theory
(Ability - Motivation - Opportunity) is the intellectual process of human resources leads to behaviour that is an
opportunity to realize Organizational Performance.
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. Introduction
Research on the relationship between HR Management to Organizational Performance was
still unclear why this relationship exists. In order to provide a convincing explanation of the relationship of HR
Management to Performance, according to Guest (1997) it is necessary to improve the theoretical and analytical
framework in three main areas: the nature of HR Management, Performance characteristics, and the nature of
the relationship between HR Management to Performance. Recent developments, management experts have
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involved external factors and internal factors that are believed to play a role in the relationship between HR
Management to Organizational Performance. External factors that affect them according to them are special in
the organization environment that is Business Strategy, while the internal factor of Human Resource
Management is human (HR) itself (HR Outcome).

To understand the relationship between HR Management and Organizational Performance, a
perspective approach that investigates these relationships is needed: The "universal”, "contingency",
"configuration" approach (Delery & Doty, 1996). The universal perspective puts HR Management as a set of
ideal practices that indicate that a particular set of HR practices (called "best practices™) will always yield
superior results regardless of the circumstances that accompany it (Pfeffer, 1994 ; Huselid, 1995 ; Brewster,
1999 ; Claus, 2003). The contingency perspective puts the integration of an HR Management Strategy that
believes that an organization regulates HRM Practice and practices will be effective when consistent with other
organizational strategies (Fombrum, Tichy, & Dev anna, 1984 ; Gomez-Mejia & Balkin, 1992; Dyer, 1985;
Gold & Ramanujam, 1985; Schuler & Jackson, 1987; Lengnick-Hall & Lengnick-Hall, 1988; Milkovich, 1988;
Schuler & Jackson; 1987a; Butler, Ferris, & Napier, 1991; Cappelli & Singh, 1992). The configurational
perspective puts HR Management as a bundle utilizing the so-called "bundle of HR practices"”, implying a
certain combination or configuration of HR practices that fit the organizational context, where the key is to
determine which is most effective in terms of leading to higher business performance Arthur, 1992; Guest &
Hoque, 1994; MacDuffie, 1995; Huselid & Becker; 1996; Delery & Doty; 1996; Wright & Snell, 1998;
Boudreau, 2003; Alcazar, Fernandez & Gardey , 2005).

Though from three perspectives; universal, contingency, configurational, complementing others by
adding constructs, variables or relationships, serious limitations of recent literature reviews indicate that other
factors play a role in mediating relationships between HR Management and business performance that are
perceived as "black boxes," that is, lack of clarity about what mediates in the relationship mechanism between
the variables.

In empirical investigations based on a universal, contingency and configurational perspective, most
studies are based on cross-sectional data and the analysis used is "hierarchical regression model™ (Youndt, Snell,
Dean, &Lepak, 1996; Delery & Doty 1996) or "model competitive regression "(Baron & Kenny, 1986) without
proving causality. Furthermore, Becker and Gerhart (1996) and Fey, Bjorkman and Pavlovskaya (2000) strongly
advise researchers to use "Structural Equation Modeling" (SEM). The use of SEM is particularly pronounced
when testing the direct and indirect linkages between HRM Practice and Organizational Performance (Dyer &
Reeves, 1995) and is particularly true when testing the theoretical path mechanisms between exogenous and
endogenous variables (Guthrie, Datta, & Wright 2004).

Therefore, the purpose of this study is to use a research model that includes a core part of the
perspective of causal relationships of HR Management on Organizational Performance, and empirically will
test using a structural equation modeling (SEM) methodology instead of a regular regression equation. The
researcher's consideration is that no study has theoretically tested the pathway mechanism between this variable
and the SEM methodology in the Indonesian context, and according to previous research suggestions to conduct
longitudinal research on different areas or sites, more specifically for this study will be limited within the scope
of bank organization in Southeast Sulawesi. the effort undertaken in this dissertation is to investigate how HR
Management affects the Organizational Performance by involving internal and external factors of core variables
within the context of the research area of banking organizations in Southeast Sulawesi.

Il. Literature Review
Business Strategy
For the classification of Business Strategy measurements follow the methodology of Snell and Dean
(1992), Youndt et al., (1996), Sanz-Valee, Sabater-Sanchez, & Aragon-Sanchez (1999) and Huang (2001).
Business Strategy is measured by 8 items (cost reduction, customer service, distribution channels, quality
improvement, brand image, innovation, product improvements, product diversification) that define potential
competitive priorities in bank services, including cost, quality and innovation .

HRM Practice

For the classification of HRM Practice measurements follow Armstrong (1996) and Foot & Hook
(1999). HRM Practice is measured by four main areas of HR: resourcing (recruitment, selection, segregation,
flexible work arrangements), development (training and individual and team development, training and
development monitoring, career, work design, performance assessment) (job evaluation, compensation,
promotion arrangements, incentive schemes, benefits), and relationships (employee participation, Involvement,
communications, health and safety).
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HR Outcome

Classification of HR Outcome measurements include Skill dimensions, ie competencies (Guest, 2001,
Park et al.,, 2003) and cooperation (Richardson & Thompson, 1999); dimensions of Attitudes, namely
motivation, commitment, satisfaction (Park et al., 2003); and dimensions of Behaviour, ie. retention / employees
at home in the organization, presence (absence) (Richardson & Thompson, 1999; Guest, 2001) and altruism/
assist colleagues (OCB behaviour).

Organizational Performance

Organizational Performance is measured by indexes such as; effectiveness, ie if the organization meets
its objectives (Dyer & Reeves, 1995), efficiency, that is, if the organization uses the least resources possible to
meet its objectives (Rogers & Wright, 1998), development, ie if the organization grows in capacity to meet the
(Schuler & Jackson, 2005), innovations, products and processes (Guest, 2001), and the quality, reliability, % of
high quality products (Richardson &Thompson, 1999).

Influence Business Strategy on HRM Practice

Previous research findings such as Khatri, (2000); Karami et al., (2004); Ashutosh Muduli, (2012);
Karami & Sahebalzamani et al., (2015) that align policy and HRM Practice with Business Strategy is the
momentum of various research works (Krishnan, 2005; Paul &Anantharaman, 2003; Richard and Johnson,
2001). While slightly different as Torrington & Hall (1998) describes the various levels of interaction between
Business Strategy and HR management, from a completely separate entity called "unstrategic personnel
management™ to a very close relationship and the reverse which is Human Resource Management that affects
Business Strategy (Butler 1988, 1991).

Typology Miles & Snow (1984) and Schuler & Jackson (1997), as one of the main references of the
built theory developed in the Business Strategy relationship and the implementation of HR management. The
second principle of the typology is that each Business Strategy has only a limited number of choices on HRM
Practice that match the characteristics of its chosen strategy (Mabey & Salaman, 1995).

To achieve the performance objectives it is necessary to conduct HR Management activities that are
capable of supporting the creation of competent individual workers and organizations through a series of
systematic efforts of HR management in line with the company's Business Strategy (Legge, 1995). While other
management experts such as Fombrum, Tichy & Devana, (1984); Jackson & Schuler, (1995); Jackson, Schuler
& Rivero, (1989), also stated similarly that the organization’s HR management strategy requires different HR
practices for different strategies. Schuler & Jackson, (1988) and Arthur, (1992) suggest that organizations that
have high alignment between HR management practices and strategies will achieve high performance.

Influence Business Strategy on HR Outcome

Previous studies such as Green Et al., (2006) found that there was an impact of the HRM Strategy on
Outcomes of job satisfaction and individual commitment, but these findings were considered weak, lacking
convincing and minimal indicators. In this research will use maximally measure of HR / Outcome indicator.
Indicators of HR variables The outcomes used in this study are more optimal because using the more established
HR Outcome theory, ie AMO (Appelbaum, Bailey, Berg & Kalleberg, 2000) theory that has been adopted in
Katou & Budhwar's research (2006, 2010); Muduli, (2012).

HR Outcome according to AMO theory is classified in three dimensions: first (1) Ability in Skill
(competence, employee cooperation, management cooperation) and knowledge, second (2) Attitude in the form
of motivation, commitment, satisfaction, third (3) Opportunities shown by OCB behaviours such as willingness
to help, chastity, presence.

Effect of HRM Practice on HR Outcome

Several previous research literature has found that HRM Practice affects HR Outcome. As Katou &
Budhwar (2006, 2010) found when examining variables mediating the causal relationship between HRM
Practice and Organizational Performance, he placed HR Outcome as a mediating variable. Longitudinal studies
conducted at different sites and using the same variables were also performed by researchers such as Collins et
al., (2005), Alkhazali & Halim (2015), Lazy YY et al. (2015), Cheng L. Tan (2015), Arthur et al., (2015),
Looise JK et.al, (2015) received relatively similar results, but generally they found that the HRM Practice of an
organization directly effected Outcome Skills, employee motivational Attitudes and behaviours

Boxal & Steeneveld, (1999) states that HRM Practice plays an important role in building an
organization's human assets (HR) by developing scarce, elusive and non-substituted internal resources
(resource-based perspective perspectives). According to this view, HRM Practice has a direct impact on
employee attributes such as Skills, Attitudes and behaviours, called HR Outcome, then translated into
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Organizational Performance improvements. Thus, we can argue that the influence of HRM Practice on HR
Outcome is positively supported theoretically in the perspective of a resource-based view (RBV)

Purcell et al., (2003); Lepak et al., (2006) shows three systems according to the AMO perspective,
namely; the HR management system of 'resource preparation and employee development affects' skill /
employee Skills ', the HR Management system of employees' Rewards / Rewards affects employees 'Attitudes’,
and the Involvement HR system affects employee 'behaviour'. These three HR management systems are HRM
Practice sets that affect the HR Outcome set.

Thus, from the above description related to this dissertation research, it is reasonable for the researcher
to conclude the hypothesis that HRM Practice has significant effect on HR Outcome.

Effect of Business Strategy on Organizational Performance

Previous research such as; Arief Purwanto, (2014), Ibn Hajar (2015), Ting Chi & Falih Alsaaty (2014),
P. Chege. (2015), M. A Luoma, (2015). Bernhard Tewal (2015). A A. Katou. (2008). Nurlidiagung, (2015),
Mustikowati, (2014), Becker & Gerhart, (1996); and Boxall and Purcell, (2003), reported that Business Strategy
influencing Organizational Performance is the main reason for this dissertation research hypothesis. More
specifically the Porter's Generic Business Strategy (1985) that is cost reduction, quality improvement and
innovation strategies is to gain and maintain an organization's competitive advantage. then, Youndt et al., (1996)
have proved that Business Strategy is a relatively strong predictor of organizational effectiveness, and this has
become a commonly used theory in the HR Management literature (Guest, 1997).

Hunger & Wheelen, (2011). suggests that the steps to achieve organizational objectives begin with the
preparation of Business Strategy (strategy formulation), then translated into management policies and then
implemented in the activities of HR Management in the form of programs, budgeting and procedures that lead
on achieving the goal of Organizational Performance.

Guest (1997) states that the strategic relationship to performance is a general theory used in the
Strategic Management literature. This relationship is more evident in Hunger & Wheelen strategy management
theory / book strategy management operational framework, 2011). Thus, the Business Strategy's Relationship to
Organizational Performance is a well-established theory, so there is no doubt that Business Strategy has an
effect on Organizational Performance.

Effect of HRM Practice on Organizational Performance

Experts in the previous research literature found that HRM Practice led to increased Organizational
Performance such as increased return on assets (Delery & Doty, 1996), higher profit margins (Kalleberg &
Moody, 1994), reduced turnover costs (Huselid , 1995), and higher labor productivity (Huselid, 1995;
MacDuffie, 1995; Youndt et al., 1996; Datta et al., 2003).

However, from various studies conducted to illustrate the causal relationship between HRM Practice
and Organizational Performance, there are still findings that differ from the results of this study, as obtained in
Katou & Budhwar (2010) research, finding that the influence of HRM Practice on Organizational Performance
is not significant, but after mapping the dimensions of variables into partial system packs on the dimensions of
resource preparation and development (Resourcing & Development) was found to have a significant effect. The
gap in the causal relationship between HRM Practice on Organizational Performance can be observed primarily
in the service industry, and the uncertainty of this influence has been widely recognized by management experts
(Delery and Doty, 1996, Guest et al., 2003, A Katou, 2010).

Combining the views of experts, resource basedviews (RBV), AMO theory, and universal perspective,
contingency, and configurational perspective (Delery & Doty, 1996) on how HRM Practice affects
Performance, the authors assume that HRM Practice can influence directly (Direct effect) and indirect effect on
Organizational Performance through the mediation of HR Outcome variable.

Effect of HR Outcome on Organizational Performance

HR management experts, researchers and academics in the literature many argued that HR Outcome
such as skill, Attitudes and Employee Behaviour have an effect on Organizational Performance. this has been
put forward theoretically and empirically by experts such as Katou and Budhwar, 2006; Khatri, 2000; Guest,
2001; Delery and Doty, 1996; Huselid and Becker, 1996; Huselid, 1995; Kalleberg and Moody, 1994.

The influence of HR Outcome on Organizational Performance, can be studied more deeply by
adopting AMO theory proposed by Appelbaum, Bailey, Berg & Kalleberg, (2000). The AMO theory predicts
the performance of individuals with their ability to perform assigned work, their motivation for individual tasks
and opportunities in work behaviour to enable performance. Anna C. Nehles et al., (2015) operationalized the
AMO theory to predict HR performance, they found that the capabilities and opportunities in line manager
behaviour can improve their HR performance, while motivation can’t directly improve their performance.
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The concept of HR architecture and the theory of AMO reveals human resources personally, that
people or people will experience the intellectual process, namely the process of mental formation of work,
starting from the formation of Skills (knowledge and Skills), then formed Attitude (motivation, commitment,
satisfaction), behaviour (always present, welcome, helping each other). Behaviour (behaviour) that formed this
then becomes the key that will realize the performance. The better the working behaviour that is formed then the
better the performance achieved.

The study's design study combines insights from contingency theory, resource-based views (RBV), and
AMO theory (Boselie et al., 2005), the emphasis being on the AMO hypothesis. However, the AMO hypothesis
is largely untested (Gerhart, 2007). Considering that HR Outcome is very important in the relation of Human
Resource-Performance Management (resource-based view); then there is a great assumption (hypothesis) that
the ability to perform (resourcing & development), the motivation to do (compensation and incentives), and
opportunities to engage (engagement and design work) (Appelbaum et al., 2000; Lepak et al. , 2006) to predict
employee Skills, Attitudes, and behaviours, which in turn, influence behaviour in improving Organizational
Performance (Purcell et al., 2003).

I11. Conceptual Framework and hypothesis
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Figure 1 ; Research model, operational framework of the relationship of HRM Practice - Organizational

Performance.

The structural relations mechanism between the research variables is summarized above, and based on the
operational framework of the study, we hypothesize that:

1. Business Strategy has significant effect on HRM Practice

2. Business Strategy has a significant effect on HR Outcome

3. Business Strategy has significant effect on Organizational Performance

4. HRM Practice has significant effect on HR Outcome

5. HRM Practice has significant effect on Organizational Performance

6. HR Outcome has significant effect on Organizational Performance

IVV. Methodology
4.1 Sample
The study was conducted in banking organizations located in Southeast Sulawesi region, the population
of banking organization in three big groups of banks, namely conventional banks of state-owned enterprises,
private banks, and Syariah banks. From the employee population scattered in the bank organizational unit, some
samples of people representing the bank's organizational units of approximately 180 people to meet the

DOI: 10.9790/487X-2008026475 www.iosrjournals.org 68 | Page



Influence of Business Strategy and Human Resource Management Practice on Organizational

requirements of Maximum Likelihood Estimation (MLE) in SEM are the number of samples between 100 sd
200

4.2 Consistency of survey instruments

Instruments used in the research first tested consistency with the purpose of measuring the variables to
be studied. Observation of instrument consistency is based on the value of validity and reliability of the content
of the instrument. The validity of the content was observed on the pearson coefficient value (r) that meets a
value of> 0.3, and for reliability is observed at the cronbach alpha value (?) That meets a value> 0.6. Both of
these measures are met.

4.3 Statistical Analysis

To test the proposed hypothesis of the proposed framework, the methodology of the 'Structural
Equation Model' (SEM) (Hair et al., 1995) was used. Using the AMOS (Analysis of Moment Structur)
application, SEM analysis is effective when testing the analytic path model with the mediation variables, and
includes testing the latent construction as measured by several items (Luna Arocas & Camps, 2008). Next, use
the Maximum Likelihood Estimation (MLE) procedure for assuming sample sizes in the range 100 to 200
(Joreskog & Sorbom, 2004)

SEM analysis involves two stages: (1) Confirmatory Factor Analysis (CFA) stages to test the validity
and reliability of the constructs / factors or dimensions of variables used, and (2) Full SEM (Full Structural
Equation Modeling) stage for model testing the analytic path in the overall hypothesis.

Assessing the fit of the CFA and Full SEM models, following Bollen's (1989) overall recommendation
to examine some indices, using the chi-square and chi-square norm, Good fit index (GFI), and root mean
squared error approach RMSEA) (Joreskog & Sdrbom, 2004). Chi-square is not significant (ie p > 0.05)
indicating that the proposed model is an adequate presentation of the whole set of relationships. However, in the
case of significant chi-square and the high number of degrees of freedom, the normed chi-square value (ie the
value of chi-square / df) should be used. The most flexible acceptance value of chi-square / df is higher than 5,
but should be more careful above 3 (Pedhazur & Pedhazur Schelkin, 1991). GFI should be no lower than 0.70 in
the case of complex models (Judge & Hulin, 1993). The RMSEA considers the suitability of the model to the
population covariance / correlation matrix and the RMSEA value of less than 0.08 is a good approximation.
Furthermore, the Normad Fit index (NFI) (Bentler & Bonett, 1980) and Comparative fit index (CFI) (Bentler,
1990) are also used, to investigate structures that best suit empirical data. This index should not be lower than
0.90, but in the complex model the lowest acceptable level for NFI and CFI is 0.80 (Hart, 1994).

Tabel 1 : Fit Measures Index
Cut Of Value

Fit Index Standard Complex Evaluation
P > 0,05 Good
Chi-Square small small Good
%‘,{Am‘/‘g?; relative | _ 59 < 3,00 Good
RMSEA < 0,08 < 0,08 Good
GFI > 0,90 > 0,70 Good
AGFI > 0,90 > 0,70 Good
CFI > 0,95 > 0,80 Good
NFI > 0,95 > 0,80 Good

V. Result and Discussion

The hypothetical path diagram for the proposed research framework of the proposed Human Resource
Management relationship to the Organizational Performance is presented in the figure. The light arrow shows
the observed variable which is the corresponding latent variable and the thick arrow indicates the structural
relationship between the corresponding variables. The numbers assigned to each arrow indicate the standard
significance coefficient of estimation. To keep the model as simple as possible without losing its validity,
following Paawue and Richardson (1997) does not share HRM Practice groups into relevant dimensions
(resourcing, development, Rewards and relationships), and HR Outcome to relevant dimensions (Skills,
Attitudes, ).

The operational model is confirmed by the CMIN/ Df Index (Chi-Sqgr norms = 1.993, RMSEA = 0.074,
NFI = 0.820, CFI = 0.801, GFI = 0.710), the level of flexibility for RMSEA and GFI has been achieved.
Furthermore, the statistical values that show the relationship between research variables are shown as follows;

DOI: 10.9790/487X-2008026475 www.iosrjournals.org 69 | Page



Influence of Business Strategy and Human Resource Management Practice on Organizational

STRUCTURAL EQUATION MODELING
BUSINESS STRATEGIY , HRM PRACTICE, HR OUTCOME, ORGANIZATION PERFORMANCE

£ £9) €3 € T Y £ Format=5Standardized estimates
7 4 .70 ) 36 50 &8 b ChiSqr=1540.255

] X2l X3 4] [Xas (X6 [Xi7] [X18] DF =773

4 N .S4E R BT A ChiSqr/df =1.993

55 . @ d P =000
A - n RMSEA =.074 o
© — & Grl =110 (V3 13
€ip [Y1.2) AGFI =677 -

o o CFl=.901 5
0 [Y1.3) : NFI =820 51 &)
) v14) ) TLI =595 £43 / :

JdI

{1) [Y1.5}y 5 8 /A )
D—-{TTEh CO
B—»{Y17} : g
B—»{7ith N s
D—{Y15h @ 4 D

- 3
4 9 7

: 68 HROc a2 y
{0 Y111 %! V3.6 l—£0)
&) i1 @
€2 113 4

B 4 86 A " a0 Lo\ 9T\ N8
Q—»iii¥,
O—»iid,
9 V.16, 4 g s o Yot 4 2 b L
{2 Y1173 V21 22) 23] (V23] 23] 28] [¥27] 28] 723
@—1T

&y &3 €% £ €3 433 €3 €3¥

Figure 2: AMOS Graphics Output, Standardize Estimation of structural regression equation

Table 2: Output of AMOS, Table Estimation of structural regression equation

Causal Relationship/ Influence | Estimate Stapdardlzed S.E. CR. | P Label
Estimate (X)
HRMPc | <-- BS 2.359 .825 249 [9.461 |*** |H1
HROc <-- BS -.008 -.023 .085 [-.099 |.755|H2
HROc <-- HRMPc .370 .924 .044 [8.405 |*** |H3
OPf <-- BS 1.081 .440 162 [6.653 |*** |H4
OPf <-- HRMPc .275 .352 .097 |2.850 |.002 |H5
OPf < HROc 479 .209 189 |2.529 |.018 |H6

Source: Result of data analysis, Output SPSS_AMOS v.22

The structural regression equation formed is as follows:
HRMPc = 0,825.*BS
HROc = -0,023*BS + 0,924*HRMPc
OPf = 0,440*BS + 0,352*HRMPc + 0,209*HROc
Note : HRMPc = Human Resource Management Practice
HROc = Human Resource Outcome
BS = Business Strategy
OPf = Organizational Performance
Based on the results of data analysis by the AMOS program, the observation on the probability value
(P), shows that there are 5 Hypotheses that show significant value that is; Hypothesis 1 (H1), Hypothesis 3 (H3),
Hypothesis 4 (H4), Hypothesis 5 (H5), Hypothesis 6 (H6); whereas Hypothesis 2 (H2) is regression of BS
variable to HROc variable indicating insignificant value.

VI. Discussion
1. Effect of Business Strategy on HRM Practice
The influence of Business Strategy on HRM Practice is positive and significant. This result
corresponds to Miles & Snow's literature, (1984), Legge, (1995), Khatri, (2000); Karami et al., (2004);

DOI: 10.9790/487X-2008026475 www.iosrjournals.org 70 | Page



Influence of Business Strategy and Human Resource Management Practice on Organizational

Ashutosh Muduli, (2012); Karami & Sahebalzamani et al., (2015). Business Strategy serves as a guide for
organizations to make implementation into the HR management program, so it is said that Business Strategy
affects HRM Practice. The empirical result in this research is the description that occurs in the research object
area of the bank in the Southeast Sulawesi region, therefore it is said that the companies / banks in southeast
sulawesi generally implement the Program (practice) of human resource management based on the Business
Strategy they set first. Or in other words, the banks that have a big tendency to prioritize the implementation of a
human resource management program are those (banks) that make a big and important priority in its Business
Strategy, and vice versa.

Emphasis on the importance of Business Strategy, (ie organizations giving high priority to strategy,
cost reduction, service, distribution channels, quality improvement, brand image, innovation, product upgrades
and expansion strategies directly and significantly influence the increase in priority values implementation of a
policy / program (practice) of HR management (ie "Resourcing & Development” Practices, including
recruitment, selection, placement / separation, work dynamics, training, supervision, career development,
performance appraisal; "Includes program, position, salary / compensation, promotion, incentives, allowances
participate, including job design, participation, work participate, communication, health and safety insurance

2. Effect of Business Strategy on HR Outcome

The influence of Business Strategy on HR Outcome based on SEM analysis result is not significant.
The results of this dissertation research found that Business Strategy has no direct effect on HR Outcome, but the
result of SEM analysis can indicate that Business Strategy can influence indirect effect through its influence on
HRM Practice.

The result of SEM analysis which shows that Business Strategy can only influence indirectly to HR
Outcome can be explained because Business Strategy is just a business action plan (formulation) that must be
implemented further. Because human (HR) is the executor of Business Strategy and to make HR have skill
ability, Attitude of motivation and behaviour of work (HR Outcome), Business Strategy must be implemented
beforehand into form of program (practice) HR management, so that later will produce human resource can
realize Organizational Performance.

3. Effect of Business Strategy on Organizational Performance

The result of Influence of Business Strategy on Organizational Performance is positive and significant.
Important values of the Business Strategy (ie organizations giving high priority to strategy, cost reduction,
service, distribution channels, quality improvement, brand image, innovation, product upgrades and expansion
strategies) directly and significantly influence the increase in Organizational Performance (increased
effectiveness, improvement of efficiency, development, improvement of consumer satisfaction, improvement of
innovation, and improvement of quality). The influence of Business Strategy on Organizational Performance
has theoretical support from experts, among others is Porter (1985) proposed a generic strategy for organization
(cost reduction strategy, quality improvement and innovation), according to porter, Business Strategy for an
organization is to gain excellence competitive, in other words Business Strategy is the decisive path to
Organizational Performance.

Strategic management is essential for effective business performance in a changing environment
(Hunger, et al., 2002). The existence of strategies for the business world is useful for maintaining, maintaining,
improving the performance and competitive advantage of an organization (Pearce, et al., 2003). A strategic
competitiveness is achieved when a company succeeds in formulating and implementing a value creation
strategy, and that the success of an organization, both profit-oriented and non-profit is closely linked to their
strategy (Hitt, et al., 1997)

More specifically from the results of this study related to the indicator of variables used it can be
explained that the emphasis of the importance of Business Strategy, (ie the organization gives high priority to
the strategy, cost reduction, service, distribution channels, quality improvement, brand image, innovation,
expansion of the product) directly and significantly influence the improvement of Organizational Performance
(ie increased organizational effectiveness in achieving objectives, improving profit efficiency, product and
service development, increasing consumer satisfaction, increasing innovation, and improving quality).

4. Effect of HRM Practice on HR Outcome

The impact of HRM Practice on HR Outcome is positive and significant. The influence or causal
relationship between HRM Practice and HR Outcome, supported by previous research results (Katou &
Budhwar, 2008; Muduli, 2012) and in accordance with the Resource Based View perspective (RBV), and AMO
theory perspective. But with emphasis that there is a certain influence domain from each dimension of HRM
Practice variable to HR Outcome variable dimension.
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= The empirical evidence of the results of this study also extensively supports the methodology of lepak
et al., (2006) and the theory of configuration (Delery & Doty, 1996) that each of the HRM Practice Dimensions
influences or establishes certain HR Dimensions Outcome,

* First, improving the effectiveness of the implementation of the program Resourcing & development will affect
the improvement of Skills skill employees,

* Secondly, increasing the effectiveness of the Rewards program on employees will affect the increase of
employee Attitude (commitment, motivation, satisfaction).

* Third, improving the effectiveness of Involvement program in every organization activity will influence the
increase of employee's behaviour (always present, retention, helping each other).

Emphasizing the priority value of program implementation / HRM Practice on the dimensions of
resourcing & development (ie program, recruitment, selection, placement, dynamization / flexibility, training,
supervision, career development, and performance appraisal)) directly and significantly impact the improvement
of HR Outcome dimensions of skill ability (ie competence and ability of cooperation). While emphasizing the
priority value of program implementation / HRM Practice on the dimensions of the award (ie program, position,
salary, promotion / promotion, incentives, and allowances) directly and significantly affect the increase of HR
Outcome on the Attitude dimension (ie satisfaction, motivation, ). In addition, the increased priority of program
implementation / HRM Practice on the dimensions of Involvement (ie work program / design, participation,
participation in activities, communication system design and occupational health and safety programs) can
directly effect HR Outcome on behavioural dimensions (diligent / always present, retention, likes to help).

5. Effect of HRM Practice on Organizational Performance

The results of this study found that the overall dimension of HRM Practice (HRMPc) could have an
immediate effect on Organizational Performance, in contrast to the findings of Katou & Budhwar (2006, 2008,
2010) which did not find overall direct impact. But after they configure the HRM Practice variables, they get
some dimensions of the HRM Practice variable (ie the resourcing dimension and development) have a
significant effect on Organizational Performance. The same thing done in this research, which is configuration
of HRM Practice variable into 3 dimension, it is found that only for HRM Practice domains related Resource
Dimension (Resourcing) & Development which show significant influence value, whereas related to the
Rewards dimensions and the Involvement dimensions do not show significant (insignificant) value of influence.

Thus, the results of this study can explain the gap of previous research results. The difference in the
results of previous research is possible because of the selection of dimensions / indicators of HRM Practice
variables, as not all HRM Practice dimensions provide the same way to influence the Organizational
Performance. There are practices that directly effect and there are also practices that require mediation
(indirectly) to influence the Organizational Performance.

In general, the results of this study on the influence of HRM Practice on Organizational Performance
is in accordance with the theoretical proposals of the classification of lepak et al. (2006), and the theory of
configuration (Delery & Doty, 1996) on the dimensions of HRM Practice,

* HRM Practice related to the dimensions of resourcing & development directly effect the Organizational
Performance, In addition to direct influence (direct effect) also indirect effect on Organizational Performance
through the assumed mediation variable that is HR Outcome,

* HRM Practice related to reward dimension (Rewards) can’t directly influence (direct effect) on
Organizational Performance but can only indirect effect through assumed mediation variable that is through HR
Outcome variable

* HRM Practices related to Involvement dimension can’t have direct effect on Organizational Performance but
can only indirect effect through assumed mediation variable that is through HR Outcome variable

6. Effect of HR Outcome on Organizational Performance

The influence of HR Outcome on Organizational Performance is positive and significant. This
dissertation research found that the direct influence of HR Outcome on Organizational Performance as a whole
is significant, but further analysis after the configuration is the decomposition of HR Outcome dimensions, the
dimensions of Skills, Attitude and Employee Behaviour, it is found that, only Employee Behaviour has a
significant direct influence, while Employee Skills and Employee Attitudes have no significant direct effect.
This result raises the question, how does the contribution of skill influences and Attitude toward Organizational
Performance?

The results of this dissertation research empirically show that the dimensions Behaviour (behaviour) of
the HR Outcome variable can directly influence in realizing Organizational Performance. While the skill
dimension and Attitude dimension do not directly effect the Organizational Performance, but can be through the
process of serial / sequential effect (Skill to Attitude and Attitude to Behaviour) until finally the dimensions of
behaviour formed create opportunities to realize the performance. The results of this dissertation research proves
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empirically that there is a process of intellectual human resources (influence serial, Ability - Motivation -
Behaviour).

However, the overall effect of HR Outcome on Organizational Performance is in accordance with the
theory and opinions of experts (Appelbaum et al., 2000; Boselie et al., 2005; Lepak et al., 2006) and related to
the variable indicator, it is stated that the increase in the value of HR Outcome; Skills (motivation, satisfaction,
commitment), and improvement Behaviour (diligent, comfortable, willing to help) directly and significantly
influence the improvement of Organizational Performance (increased effectiveness, efficiency improvement,
development, increased consumer satisfaction, increased innovation, and improved quality).

VII.  Conclusion

The conclusion of this dissertation research is as follows;

1. Business Strategy has a positive and significant impact on HRM Practice, the better the Business Strategy
formulation, the better the implementation in human resource management activities. Implementation of an
activity (practice) of human resource management will depend on the interests of Business Strategy that has
been formulated in advance by the organization. Business Strategy affects all aspects of human resource
management activities domains. Human resource management policies and their implementation in the field of
resourcing practices (development), the realm of reward systems (Rewards) and involvement design
(Involvements) domains, are largely determined by strategies formulated by organizations.

2. Business Strategy has no direct effect on HR Outcome, but may indirectly influence its impact on HRM
Practice. Since Business Strategy is a formulation, Business Strategy must be implemented in the form of HR
management program to produce human resources with skill ability, attitude and behaviour (HR Outcome)

3. HRM Practice has positive and significant impact on HR Outcome. HRM Practice affects HR Outcome in a
particular domain. The domains associated with the Resourcing & development directly effect the employee's
Skill outcomes, while those related to Rewards directly effect Attitude outcomes, and those related to the design
of Involvement direct influence on Behaviour outcomes.

4. Business Strategy has a positive and significant effect on Organizational Performance, either directly or
indirectly. Business Strategy that directly effects performance such as innovation and quality strategy. Business
Strategy also indirectly influences Organizational Performance through the activities (practice) of HR
management and HR Outcome.

5. HRM Practice has positive and significant impact on Organizational Performance, either directly or
indirectly. Influences directly in a particular realm (partially affected), and indirectly effect Organizational
Performance through HR Outcome (through formation Skills to Attitude to Behaviour). HRM Practice affects
Organizational Performance in certain domains (domains) only. HRM Practice that directly effects
Organizational Performance is the domain related to Resourcing & development, while the Reward system and
Involvement design aspects can’t directly influence, but can only indirectly effect through HR Outcome (through
the formation of employee Attitudes to Behaviour)

6. HR Outcome (ie Skills, Attitudes, and Behaviours) directly influences Organizational Performance, but this
influence is partial with certain unique mechanisms that are compatible with AMO theory (Appelbaum, Bailey,
Berg & Kalleberg, 2000 ; Boselie et al., 2005) HR Outcome affects Organizational Performance in a particular
domain with a serial causal mechanism between Skills to Attitudes to Behaviou. Behaviour is the spearhead of
HR Outcome that creates opportunities to realize Organizational Performance

References

[1]. Ahlstron, D., Foley, S., Young, M.N., & Chan, E.S. (2005). Human resource strategies in post WTO China. Thunderbird
International Business Review, 47,263-325.

[2]. Alcazar, F.M., Fernandez, P.M.R., &Gardey, G.S. (2005). Researching on SHRM: An analysis of the debate over the role played by
human resources in firm success. Management Revue, 16, 213-241.

[3]. Appelbaum, E., Bailey, T., Berg, P., &Kalleberg, A.L.(2000). ‘Manufacturing advantage: Why high-performance work systems pay
off’. London: Economic Policy Institute: Cornell University Press.

[4]. Armstrong, M. (1996). A handbook of personnel management practice. London: Kogan Page.

[5]. Barney, J.B. (1991). Firm resources and sustainable competitive advantage. Journal of Management, 17, 99-120.

[6]. Baron, R.M., & Kenny, D.A. (1986). The moderator-mediator variable distinction in social psychological research: conceptual,
strategic, and statistical considerations. Journal of Personality and Social Psychology, 51, 1173-1182.

[7]. Batt, R. (2002). Managing customer services: Human resource practices, quit rates, and sales growth. Academy of Management

Journal, 45, 587-597.
[8]. Becker, B.E., & Gerhart, B. (1996). The impact of human resource management on organisational performance: progress and
prospects. Academy of Management Journal, 39, 779-801.

DOI: 10.9790/487X-2008026475 www.iosrjournals.org 73 | Page



Influence of Business Strategy and Human Resource Management Practice on Organizational

[9].

[10].
[11].

[12].
[13].

[14].
[15].

[16].

[17].
[18].

[19].
[20].

[21].
[22].

[23].
[24].
[25].
[26].
[27].
[28].
[29].
[30].

[31].
[32].

[33].
[34].
[35].
[36].
[37].
[38].
[39].
[40].
[41].
[42].
[43].
[44].
[45).
[46].
[47).

[48].
[49].

Bollen, K.A. (1989). Structural Equations with Latent Variables. New York: Wiley.

Bentler, P.M. (1990). Comparative Fit Indexes in Structural Models. Psychological Bulletin, 107, 238-246.

Bentler, P.M., &Bonett, D.G. (1980). Significance Test and Goodness of Fit in the Analysis of Covariance Structures.
Psychological Bulletin, 88, 588-606.

Boselie, P., Dietz, G., & Boon, C. (2005). Commonalities and contradictions in HRM and performance research. Human Resource
Management Journal,15, 67-94.

Boselie, P., Paauwe, J., & Jansen, P. (2001). Human resource management and performance: lessons from the Netherlands.
International Journal of Human Resource Management,12, 1107-1125.

Boxall, P., & Purcell, J. (2003). Strategy and human resource management. Basingstoke: Palgrave Macmillan.

Boxall, P., &Steeneveld, M. (1999). Human resource strategy and competitive advantage: A longitudinal study of engineering
consultancies. Journal of Management Studies, 36, 443-463.

Brewster, C., &Hegewisch, A. (1994). Hunan resource management in Europe: Issues and opportunities. In C. Brewster and A.
Hegewisch (eds.). Policy and practice in European human resource management: The Price Waterhouse Cranfield Survey. London:
Routledge.

Budhwar, P., & Sparrow, P.R. (1997). Evaluating levels of strategic integration and development of human resource management in
India. The International Journal of Human Resource Management, 8, 476-494.

Chenhall, R.H., &Langfield-Smith, K. (2007). Multiple perspectives of performance measures’ European Management Journal, 25,
266-282.

Cronbach, L.J. (1951). Coefficient Alpha and the Internal Structure of Tests. Psychometrika, 16, 297-334.

Delery, J., & Doty, D.H. (1996). Modes of theorizing in strategic human resource management: test of universalistic, contingency
and configurational performance predictions. Academy of Management Journal, 39, 802-835.

Deming, W.E. (1986). Out of the crisis. Cambridge, MA: MIT Centre of Advanced Studies.

Gardner, T., Moyniham, L., Park, K., & Wright, P. (2001). Beginning to unlock the black box in the HR-performance relationship:
The impact of HR practices on employee Attitudes and outcomes, CAHRS Working Paper, Ithaca, NY: Cornell University.

Gerhart, B. (2005). Human resources and business performance: Findings, unanswered questions, and an alternative approach.
Management Revue, 16, 174-185.

Gerhart, B. (2007). Modeling HRM and performance linkages. In P. Boxall, J. Purcell, and P. Wright (eds). The Oxford Handbook
of Human Resource Management. Oxford: Oxford University Press.

Gomez-Mejia, L.R., &Balkin, D.B. (1992). Compensation, Organisational Strategy and Firm Performance.Cincinnati:
Southwestern.

Guest, D.E. (2001). Human resource management: when research confronts theory.International Journal of Human Resource
Management,12, 1092-1106.

Guest, D.E., Michie, J., Conway, N., & Sheehan, M. (2003). Human resource management and corporate performance in the UK.
British Journal of Industrial Relations, 41, 291-314.

Hair, F., Anderson, R., Tatham, R., & Black, W. (1995). Multivariate Data Analysis with Readings.(4 th ed.). London: Prentice-
Hall.

Hall, L., & Torrington, D. (1998). The human resource function: The dynamics of change and development. London: Financial
Times/Pitman Publishing.

Harel, G.H., &Tzafrir, S.S. (1999). The effect of human resource management practices on the perceptions of organisational and
market performance of the firm. Human Resource Management, 38, 185-200.

Harman, H.H. (1967). Modern factor analysis. Chicago, IL: University of Chicago Press.

Harney, B., & Jordan, C. (2008). Unlocking the black box: Line managers and HRMperformance in a call centre context’.
International Journal Of Productivity and Performance Management,57, 275-296

Hart, P.M. (1994). Teacher Quality of Work Life: Integrating Work Experiences, Psychological Distress and Morale. Journal of
Occupational and Organizational Psychology, 67, 109-132.

Harter, J.K., Schmidt, F.L., & Hayes T.L. (2002). Business-unit-level relationship between employee satisfaction, employee
engagement, and business outcomes: A meta-analysis. Journal of Applied Psychology, 87, 268-279.

Huselid, M.A. (1995). The impact of human resource management practices on turnover, productivity and corporate financial
performance. Academy of Management Journal, 38, 635-670.

Huselid, M.A., & Becker, B.E. (1996). Methodological issues in cross-sectional and panel estimates of the human resource-firm
performance link. Industrial Relations, 35, 400-422.

Huselid, M.A., Jackson, S.E., & Schuler, R.S. (1997). Technical and strategic human resource management effectiveness as
determinants of firm performance. Academy of Management Journal, 40, 171-188.

Joreskog, K.G., &Soérbom, D. (2004). LISREL 8.7 for Windows [Computer Software]. Lincolnwood, IL: Scientific Software
International, Inc.

Judge, T.A., & Hulin, C.L. (1993). Job Satisfaction as a Reflection of Disposition: A multiple Source Causal Analysis.
Organizational Behaviour and Human Decision Processes, 56, 388-421.

Kalleberg, A.L., & Moody, J. W. (1994). Human resource management and organisational performance. American Behavioural
Scientist, 37, 948-962.

Katou, A.A., &Budhwar, P.S. (2006). Human resource management systems and organisational performance: A test of a mediating
model in the Greek manufacturing context. International Journal of Human Resource Management,17, 1223-1253.

Katou, A.A., &Budhwar, P.S. (2007). The effect of human resource management policies on organisational performance in Greek
manufacturing firms. Thunderbird International Business Review, 49, 1-35.

Kintana, M.L., Alonso, A.U., &Verri, C.G.O. (2003). High performance work systems and firm’s operational performance: The
moderating role of technology. Working Paper. Public University of Navarra.

Lepak, D.P., Liao, H., Chung, Y., & Harden, E.E. (2006). A conceptual review of human resource management systems in strategic
human resource management research. Research in Personnel and Human Resources Management, 25, 217271.

Lopez, S.P., Peon, J.M.M., &Ordas, C.J.V. (2005). Human resource practices, organizational learning and business performance.
Human Resource Development International, 8, 147-164.

Luna-Arocas, R., & Camps, J. (2008). A Model of High Performance Work Practices and Turnover Intentions, Personnel Review,
37, 26-46.

Miles, R.E., & Snow, C. C. (1984). Organizational strategy, structure, and process.Tokyo: McGraw-Hill Kogahusha.

Nunnally, J.C. (1978). Psychometric Theory. New York: McGraw-Hill.

Othman, R.B. (1996). Strategic HRM: Evidence from the Irish Food Industry. Personnel Review, 21, 40-58.

DOI: 10.9790/487X-2008026475 www.iosrjournals.org 74 | Page



Influence of Business Strategy and Human Resource Management Practice on Organizational

[50]. Paauwe, J. (2004). HRM and performance: Achieving long-term viability. Oxford: Oxford University Press.

[51]. Paauwe, J., & Richardson, R. (1997). Introduction: Special issue on HRM and performance. International Journal of Human
Resource Management, 8, 257-262.

[52]. Paul, A K. &Anantharaman, R.N. (2003). Impact of people management practices on organisational performance. International
Journal of Human Resource Management, 14, 1246-1266.

[53]. Pedhazur, EJ., &Pedhazur-Schmelkin, L. (1991). Measurement, Design, and Analysis: An Integrated Approach. Hillsdale, NJ:
Lawrence Erlbaum.

[54].  Phillips, J.J. (1996). Accountability in human resource management. Houston, TX: Gulf Publishing Company.

[55].  Porter, M.E. (1985). Competitive advantage: Creating and sustaining superior performance. New York: The Free Press.

[56].  Purcell, J., & Hutchinson, S. (2007). Front-line managers as agents in the HRM performance causal chain: theory, analysis and
evidence. Human Resource Management Journal,17,3-20.

[57].  Purcell, J., &Kinnie, N. (2007). Human resource management and business performance. In P. Boxall, J. Purcell, & P. Wright (eds).
The Oxford Handbook of Human Resource Management. Oxford: Oxford University Press.

[58].  Purcell, J., Kinnie, N., Hutchinson, S., Rayton, B., & Swart, J. (2003). Understanding the people and performance link: Unlocking
the black box. London: Chartered Institute of Personnel and Development.

[59]. Richardson, R., & Thompson, M. (1999). The impact of people management practices on business performance: A literature review.
London: IPD.

[60]. Roberts, M.L., &Wortzel, L.H. (1979). New life determinants of women’s food shopping behaviour. Journal of Marketing, 43, 28-
39.

[61]. Sanz-Valee, R., Sabater-Sanchez, R., & Aragon-Sanchez, A. (1999). Human resource management and Business Strategy links: An
empirical study. The Journal of Human Resource Management, 10, 655-671.

[62]. Schuler, R.S., & Jackson, S.E. (1987). Linking competitive strategies with human resource management practices. Academy of
Management Executive, 1, 207-219. ed. New York: John Wiley & Sons.

[63]. Sekaran, U. (1992). Research methods for business: A skill building approach. 2

[64]. Snell, S.A., & Dean, J. (1992). Integrated manufacturing and human resource management: A human capital perspective. Academy
of Management Journal, 35, 467-504.

[65]. Wright, P.M., & Gardner, T. (2003). The human resource-firm performance relationship: Methodological and theoretical
challenges. In D. Holman, T.D. Wall, C.W. Clegg, P. Sparrow, & A. Howard (eds). The new workplace: A guide to the human
impact of modern working practices. London: John Wiley & Sons.

[66]. Wright, P.M., Gardner, T., Moyniham, L.M., & Allen, M. (2005). The HR performance relationship: Examining causal direction.
Personnel Psychology, 58,409-446

[67]. Youndt, M., Snell, S., Dean, J., &Lepak, D. (1996). Human resource management, manufacturing strategy, and firm performance.

Academy of Management Journal,39, 836-866.

IOSR Journal of Business and Management (IOSR-JBM) is UGC approved Journal with Sl.
No. 4481, Journal no. 46879.

Sam Arisa "Influence of Business Strategy and Human Resource Management Practice on
Organizational Performance with Mediation Human Resource Outcome (Study on Banking in
Southeast Sulawesi Province)." IOSR Journal of Business and Management (IOSR-JBM) 20.8
(2018): 64-75.

DOI: 10.9790/487X-2008026475 www.iosrjournals.org 75 | Page



