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. Abstract

Il and medium enterprises (SMEs) play a very vital role for the
womy in Sri Lanka. SMEs have shown a striking progress over the past
decades. The practice of effective Human Resource Management
IRM) is one that has been shown to be an integral part of small business
ccess. Although there has been a sizeable amount of researches on the
ses of failure as well as the determinants of success in SMEs, an
irical investigation on the impact of Human Resource Management
cactices on business performance in small and medium scale
anufacturing firms is extremely rare in Sri Lanka. Therefore, the primary
hiective of this study was to investigate the relationship between HRM
ractices and organizational performance of small and medium scale
ufacturing firms in the Western Province in Sri Lanka. The research
wework consists of independent variables, and a dependent variable.
r hypotheses were formulated using deductive approach to be tested
er this study. Variables are neither manipulated nor controlled for the
«dy. Hence, the study was conducted in a non contri ved setting. As the
a for this study was collected at a single point in time, the study was
es sectional in time horizon. Measures of the study had possessed
cient validity and reliability. Sample for this study was selected from the
ort Development Board (EDB) and Ministry of Industrial Development
D). The structured questionnaire, which consists of 208 statements with
en point scale, was used in order 10 collect the data and the sample
‘consisted of 150 small and medium enterprises in the Western Province.
Hence, the unit of analysis was at firm level. CEOs/ HR managers/owner
‘managers/ MDs gave information on behalf of the firms. The data analysis
included the univariate, bivariate, and multivariate analysis. The research
revealed that, there are posilive relationships between HRM practices and
organizational performance. It is concluded that there is a positive and
relatively strong relationship between HRM practices and organizational

Library
University of Kelani
Sr Lanka




110 W.A.S Weerakkody /AN Ediriweera mpirical Investigation of the Impact of Human Resource Management 111

performance in small and medium enterprises in the Western Provin

s of HR practices, and organizational performance (Budhwar,
Sri Lanka.

Katou, 2006).

Introduction

The main economic goal of a nation is to enhance the living
of its people. In order to achieve this, the economy should coi
improving productivity. Thus, achieving a higher productivity i
much important for any nation. The productivity depends partly o
extent to the existence of Human Resource Management
(Shuler, 1994; Paul and Anantaraman, 2003). Efficiency and pro
quality depend on a motivated workforce for whom a sound
system is applying (Paul and Anantaraman, 2003). Productivity.
key consideration of profitability. The ability of enterprise to g
better terms and conditions of employment is provided through
HR practices. Wright ef al., (2003) examined the relationship
HR practices and profitability; they found that, in general,
practices were positively related to profitability. Patterson
revealed that  acquisition and development of skills (sel
induction, training and appraisal) are significant predic
organizational performance by increasing profitability
productivity. f

rding to Mayrhofer et al, (2002), Human Resource
ent (HRM) is one crucial success factor for organizational
ce. Employees are regarded as valuable resources. Soft
re becoming increasingly important. The effective and
nt use of human resources is critical for overall performance.

nber of studies were focused on the relationship between
ational success and HRM (Khandekar and Sharma, 2005).
of the studies analyzed isolated HR practices like hiring (Stines
ner, 2003), compensation (Brown ef al., 2003) training and
pment (Jones, 2004), Huselid (1995) found that extensive
ment and training procedures, incentive compensation and
employee involvement were associated with lower levels of
higher productivity and better financial performance. For
st ten years, however, the attention shifted to specific
ions of various HR practices and their impact on
zational performance (Mayrhofer et al., 2002; Wright et al.,

Guthrie (1999) examined the impact of HR practices on turno
firm's productivity. He noted that HR practices had an impact
turnover, and that the relationship between retention and produ
was positive when firms implemented high-involvemen
practices, but negative when they did not. Improving prod
very important to a country like Sri Lanka, a developing count
the objective of creating more and better employment oppos
meet the problems of labour surplus, poverty, inflation etc.

Medium Enterprises face enormous pressures as Sri Lanka
more into the world economy. Influences, impacting as
ernal and internal factors, can be found in the business
ment, such as globalization, technological innovation and
phic and social change, as well as the level of technology
innovative ability, financial support and entrepreneurship
m and Rowley, 2007). Consequently, how SMEs develop
easingly competitive market has become a key issue. The
addresses the significance of a well-motivated, highly
cforce as key for smaller firms® success (Storey, 2004;
and Kuratko, 2003; Heneman et al., 2000; Hornsby and
990).

HRM is important and necessary for achieving individual,
organizational performance. Since the concept of Human
Management (HRM) was introduced in the 1980s, many mo
developed implying a “direct” relationship between i

Human Resources (HR) practices, as well as internally c the economic importance of small businesses is well

as is their contribution to employment, especially
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growth oriented small businesses (Webster er al, 2005). Hi
resource issues have been mainly studied in larger firms,
development and utilization helps small-scale enterprises to su
too. But Mazzarol and Savery (1995)  suggested that
businesses tend to have less formal HRM procedures than do
firms. Rauch ef al., (2005), analyzed the effects of human re
on entrepreneurial success, specifically on employment gro

rmance in apparel industry (Ali and Opatha, 2008). Also, no
ntive empirical studies have been conducted to investigate, how
practices influence organizational performance in  Small and
um Manufacturing firms in Sri Lanka. This is the research gap
, primarily addressed in this research.

L main purpose of this study was to examine impact of HRM
small firms and revealed, one way to generate firm-specific res s on organizational performance of selected small and
is human capital development .Specific resources which are m sized organizations in the Western Province that practicing
and difficult to imitate, generate specific knowledge in ords business activities in the current business environment.

achieve competitive advantage. At the same time, Storey (1994 '
identified the desirability of a vibrant SME sector as a me ar
reducing unemployment, promoting flexibility and innovation
improving the health of the economy (Clarke et al., 1999).

re Review
‘and Doty (1996) distinguish three dominant modes of
in the literature on strategic human resource management:
ersalistic, the contingent and the configurationally.
In many cases, the owner of a small business handles the pe
functions since there are a few employees in the organization.
practice of informal HR management may be detrimental to fi
success. Each year, the number of failures in small business in
by thousands due to "managerial incompetences” as the
underlying reason (Wijewardhana and Cooray, 1995). One ar
managerial incompetence cited is dealing with employee prob
including recruiting, selection, ineffective or nonexistent f
lack of benefits, and no use of incentives, inequitable comp
and weak or nonexistent performance appraisal (Hornsby
1999).
There are theoretical explanations in respect of relationship b
human resource management and organizational perform
Further, the literature highlights that most of studies examinin of sixteen specified practices mainly participation and
relationship between HRM and organizational performance ha ywerment, incentive pay, employment security, promotion from
conducted in the Western context, and very few studies in the and training and skill development, results in higher
Western context. To fill this gap and to further examin and profit across all types of organization.
important to conduct a research to identify the relationship nd Doty’s (1996) contingency mode highlights that the
human resource management practices and  organi ip between the relevant independent variable and the
performance. There are particularly few studies carried out i  variable will vary according to such influences as company
Lanka in respect of human resource management practices, i any age, technology, capital intensity, the degree of
companies (Serasinghe and Opatha, 2007) and orga . industry/sector, ownership and location. Contingency

ersalistic mode is associated with the terms ‘best practice’
igh performance work practices’, and its underlying
jons or arguments may seem somewhat simplistic:

there is a linear relationship between HR practices or systems
anizational performance ;

t ‘best practices’ are universally applicable and successful ;
organizational success is best measured in terms of financial
ance indicators like profits, or by market share and sales

(1995) represents those who take a universalistic
As in Boselie er al., (2001) argues, for example, that a
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itment HRM practices being integral to the effectiveness of
roduction (Womack, Jones & Roos, 1990) initiatives and vice
in Wall and Wood (2005).

arguments impl tentially complex interactions betwt_aen
vag;—;“]ables, andppzrfl;omance indicators, between HRM variables
contingency factors, and between performance and conti
factors. third and final type is ‘strategic fit” (Wall and Wood (2005). This

s that HRM practices need to be aligned with the
tion’s strategy (e.g., in the case of private businesses to their
ve strategy) to have their full effect on performance as
ed by Schuler & Jackson, (1987); Youndt et al., (1996).

The configurational mode is rather more complex. Arthur’s (1
control and commitment HR systems are based on the idea th
closer an organization’s HR practices resemble the
prototypical system (for its business strategy). the great
performance gains. In other words, the configurational approacl
more HR internal view (Mayrhofer ef al, 2002). It focuses‘ o
importance of a patten of mutually compatible HR.p acti
organisational performance (for an example, see I?hmowskx
1997). The assumption behind is that a set of compatible HR p
has a higher influence on organizational performance than
independent measures.

cal investigation of fit typically involves testing for interaction
(e.g., among different practices, or between HRM system
s and strategy). Since fit is central to many accounts of
of HRM on performance, it is relevant to determine the extent
h such interactions have been examined. In practice, as we
much empirical work ignores or pays only limited attention
s of fit, by default taking the universal thesis propounded by
The link between HRM and performance has been concei (1994) and others as in Wall and Wood (2005).
variety of ways (Wall and Wood (2005). The simplest view
practices are additive (the more the betier, e.g., Guest. &
1994), and that they enhance performance reg'ar_dless of circun
(a universal effect, e.g., Pfeffer, 1994) as in (Ws_ill and
(2005). Aliernative perspectives emphasize various kinds of
which three main types have been identified (Wall and Wood
‘Internal fit’ posits synergy among the practices, meaning th
collective effect will be greater than the sum of their individ
(Wall and Wood (2005). Indeed, Barney (1995) also a
individual practices “have limited ability to generate com
advantage in isolation” as in Wall and Wood (2005).

selie et al (2001), Guest (1997) takes a somewhat different
h. He recognizes three broad categories of general-level
on HRM: strategic theories, descriptive theories and normative
Strategic theories are primarily concerned with the
between a range of external contingencies and HRM
d practice. The central theme here is that ‘a good fit
', policy and practices with the context) will be associated
ior performance’ (Guest, 1997), As in Boselie ef al,
the work of Miles and Snow (1984), Schuler and Jackson
d Hendry and Pettigrew (1990) are examples of this type of
ory as in Boselie er al., (2001). Guest (1997) concludes that
theories are simplistic in characterizing HRM, are weak in
the process which links HRM to performance and adopt a
ew of performance concentrating too heavily on measures
fits and sales as in Boselie et al., (2001). Descriptive theories
[ set out to describe the field in a comprehensive way.

The second type is ‘organizational fit’, which concerns the

HRM in enhancing the effectiveness of other organizational
or technologies, and vice versa (Wall and Wood (2005). As
and Wood (2005), Lawler, Mohrman and Ledford (1
example, link HRM to total quality management (T QM):

the two sets of practices are “complementary in their
organizational performance” .Similarly, McDuffie (1995)
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Researchers try to capture the broad field and to address some of _ gure: 3.1. Research Model of the Study
relationships. They essentially seek to map the field and Cla -
inputs and outcomes, with an emphasis on an open systems appro | Human Resource Management Practices
The perspective can be labeled as realistic but, says Guest (1997 |
fails to provide a clear focus for any test of the relationship b | |1
HRM and performance (Boselie et al.,2001). Fi  Recruitment ]

| -
Normative theories of HRM are more prescriptive in their appro | Selection I
taking the view either that a sufficient body of knowledge exis| r
provide a basis for prescribed best practices or that a set of  Training and Development taaTARd
indicates best practice (Guest, 1997) (as in Boselie et al., = Organizational

Walton, (1985); Lawler, (1986); Guest, (1987); and Pfeffer,
represent this approach (as in Boselie er al., 2001). Accordin :
Guest (1997), normative theories are predominantly focused | ! — j
internal characteristics of HRM at the expense of broader sf

issues, while leaving unclear the basis for specifying the list of
practices.

| Performance Evaluation Performance

| Health and Safety —l
Research Framework ) -

An empirical study on HRM and organizational performance Hu
(1995); Delaney and Huselid (1996); Youndt et al (1996); Hu
et al (1997); Patterson (1997); Mayrhofer ef af (2002); Wrig
(2003); Kerr et al (2004); Khandekan and Sharma (2005) fou
HRM practices were associated with a more positive organiz
performance. Guthrie (1999) found that turnover and empl
practices interact to affect firm productivity.

s an explanatory model and specifies the nature of hypotheses
the .‘l.tud)'. According to the model, dependent variable is
tional performance. Independent variable of the study is
resource management practices and Independent sub variables
- Recruitment,  Selection, Training and Development,

e Evaluation ,Rewards, Promotion and, Health and safety.

on the conceptual model the following hypothesis was

The relationship between these two variables has been ex d for testing.

the conceptual model descriptively. Based on the literature
assumes that there is a positive relationship existed betw hesi

practices and organizational performance (H 1): There is a positive relationship between HRM

and organizational performance in small and medium
uring firms in the Western Province in Sri Lanka.

The conceptual framework is constructed as indicated in Fig
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Measures ] .
anizational Performance 'Pt;ll?ﬂdaﬁﬁl;; tot m?rkezto(t)i;;e, rate of innovation and
et al, . Workers® compensation

Dependent variable of this study is perceived as © gani
performance. Even though there are several terms are associat
the term organizational performance such as firm perfo
(Youndt er al., 1996; Kerr et al., 2004; Bowen and Ostroff,
Sanchez and Marin, 2005; Grip and Sieben, 2005 ;), busi !
performance (Venktraman and Ramanujam, 1986; Wall and e 8 : :

2005; Ali and Opatha, 2008), company performance (Patterson po;:l) fpﬁoﬁ:ﬁ;: ‘;:‘:e;;ﬁ;‘:““f; the perceived degree
ctc... For the purpose of this study the term “OrES B o, pectrriascs (Hselia, 19955 Brows:et-aly 2003
Performance” was used as the dependpnt variable. veness (Rogers and Wright ]998" = dh, rown et al., 2003),
Organizational performance is a multi-dimensional construct ¥ siency (Rogers and Wright, 1;99& é udhwar and Katou, 2006)
difficult to measure accurately (Rogers and Wright, 1998; Ke: e 2006),  innovation (l;u dl;‘own et al., 2003; Budhwar
2004; Sanchez and Marin, 2005; Carton and Hofer, 2006). B et (Budhvear and Katon, 2006 war and_ Katou, 2006),
with the problem, some have suggested that orgs niz 996: Budhwar and Katou, 2 ), and quality (Delaney and
performance should be conceptualized (and measured) as the ou, 2006).

to which the firm is generating outcomes that are important 1@

firm. ¥

. s:::m;kage, pmductivit)'f, operating expenses and profitability
. a:s; 0"(‘){3), Economic performance; productivity, profit or
i ts (Wall and Wood, 2005). Huselid er al (1997) studied
rding the corporate financial performance.

Resource Management Practices
endent variable of this study is Human Resource Management
"I‘Vhere are several definitions associated with the term
esource Management. According to the Armstrong (20045
tl:\r«:.f: Management (HRM) _is a strategic and cohcren'z
e management of an organization’s most valued assets
urce Management is the efficient and effective utilizatim;
urces to achieve goals of an organization (Opatha,
;:iesource Management refers to the practice and
u 3 ntto ::.;'t): out t.hle :lpcople" or HRM/personnel aspects
gem on including recruitin i ini
and appraising (Dessler, 20g01). T

The working definition of organizational ~performa
“perceived degree of attaining firm’s goals and objectiv
last five years. The perceived degree of organizational perf
could be measured by using several dimensions.

Khandekar and Sharma (2005) In their study, ©
performance variable covered aspects like product quality,
<atisfaction, new product development, ability to attract
employees and relations between management and employ

So as to measure the organizational performance, man;
have used different dimensions which are profitability,
and market share (Sanchez and Marin, 2005). Abso
outcomes i.e. sales level, sales growth rate, cash flow, |
margin, return on investment, change in (a) the value 0
private firms) or (b) share price (in public firms) (Kerr
Monetary performance measures — earnings position.

stock market performance, Non-monetary performance

ttit:-: Qf}mmc‘t;:in of an enterprist_: which provides for

man resources to achieve both objectives of
and the‘sansfacnon and development of the employees
79, as _in Opatha, 2009). Of great importance to
today is how to effectively use their human resources
s'the recognition of the importance of a company's.
; Eal_ _human resources and the utilization of several
activities to ensure that they are used effectively and
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man relationships within an organization. Its objective is the
henance qf those relationships on a basis which, by consideration
the w_ellbcmg of the individual enables all those engaged in the
taking to' make their maximum personal contribution in the
ve working of the undertaking( Indian Institute of Personnel
ment, Calcutta (as in Opatha, 2009).

legally for the benefit of the individual, the organization and so
(Schuler and Young blood, 1986, as in Opatha, 2009).Persof
Management is a set of activities focusing on the cffective
human resources in an organization (Mathis and Jackson, 1988
Opatha, 2009). HRM is the effective management of people at W
It examines what can or should be done to make people both
productive and more satisfied with their working life (Ivance
1992, as in Opatha, 2009). HRM concerns the human side ©
management of enterprises and employees' relations with their |
(Graham and Bennett, 1992, as in Opatha, 2009).The term 'Pe
Management' is used to encompass those managerial 2
concerned with the acquisition and utilization of labour serv:
any organization which pursues an economic purpose. The
"Labour Management' or 'Human Resource Managemen!
isometimes used substitutes, although they may be assigned S
different meanings in some contexts. Nevertheless, the characte
which distinguishes this management function from others is
focuses squarely on the value of human resources o organiz:
activity (Thomason, 1998, as in Opatha, 2009). HRM is the u
several activities to ensure that human resources are T
effectively for the benefit of the individual, society and the bu
(Schuler, 1998, as in Opatha, 2009). Human Resource Manag
the design of formal systems in an organization to ensure the
and cfficient use of human talent to accomplish organizati
(Mathis and Jackson, 2004). HRM encompasses those
designed to provide, motivate and coordinate the human resour
an organization, The human resources of an organization repres
largest investment (Pattanayak, 2003). Personnel Managen
part of the management Junction which is concerned with p
work and with their relationships within an enterprise. 1is @
bring together and develop into an effective organization the
women who make up an enterprise and; having regard
wellbeing of an individual and or working groups, to enable
their best contribution to its success(The British Institute of P
Management (currently The Charted Institute of Persol
Development) as in Opatha, 2009).Personnel Manageme
part of the management function which is primarily conc

n?searcll'ncrs have investigated different aspects in an
zation wn‘.‘h HRM. Majority have used HRM as independent
_Ie for their research. This term HRM has been observed in
ways such as HR practice (Reid and Adams, 2001; Homnsby et
, 1999; Mayrhofer er al., 2002; Wright er al., 2003; Gilbert and
, 1998; Kotey and Slade, 2005), HRM Policy and Practice
73 ol, 2003), HRM Systems (Budhwar and Katou, 2006
selid, 1995), HRM Capabilities (Khandckar and Sharma, 2005;
selid et al, 1997). Some rescarchers have termed effective HR
lies “‘as High Performance Work System (HPWS)” (Hustled
err ef al., 2004; Kandula, 2005). I
er to Stl:ldy effect of the independent variable on the de

ble, Vanou‘s HR activities have been selected under the:‘e(:'xe::
mentioned above, They are HRM Policy and Practice;
ent and selection, delegation of authority, team building,
nt .ot? managers, remuneration policy, incentives anci
»_dlsclplme and de-selection (Mazzarol, 2003), HRM Policy;
and Adams, 2001) HRM; recruitment, development and
n (Pemrs,_ 2.006), HR Capabilities; staffing, performance
ments, training and development, rewards and career
(K.han‘dekar and Sharma, 2005; Huselid er al,, 1997) HRM
recruitment and selection, training, performance appraisal.

nt of human resource policies and maintenance of HR
'tey fmd Slade, 2005) personnel selection, performance
incentive compensation, job design, grievance procedures

n sha_rmg, attitudes assessment (Huselid, 1995), Human'

recruitment and selection, training, performance appraisal

and career plans and compensation systems (Aragon anci

05), H'R .Pracrices; job analysis and description, recruiting

, training, performance appraisal, benefits and incentives
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distributed to each and every HR managers’/MD/CEO/Owner
ger, on bc!:a]f of the firm, in the sample and interviews were
d. The questionnaire was given to 150 organizations, and it was
nded to the CEO, or Personnel Officers, or Financial Officers of the
ple sz{:aﬂ and medium enterprises.  Data collected from
onnaires were analyzed using the computer based statistical
a.t?alygs package, SPSS version 15.0. The data analysis included
univariate, bivariate and multivariate analysis. Conclusions of
€ research were made based on the results.

(Hornsby er al.,1999), selection, pay for performance trainin
participation. (Wright er al.2003). HR Practices; recruitmi [
selection, training and development, performance evaluatio
grievance handling, and discipline administration (Serasinghe
Qpatha, 2007).

For the purpose of this study in order to identify the effects of
Practices on organizational performance, the term“HRM Prac
used as the independent variable and the following functions |
variables) were used namely; Recruitment, Selection, Training
Development

Performance Evaluation ,Rewards, Promotion and, Health a
safety.

ty and Reliability

external reliability of the instruments used to collect data was
nined by Test-retest method. This test was carried out using 15
is and five in a one district out of three districts, which are
tly operating in Western province, Sri Lanka with two weeks
interval betwcen two administrations. The Test-retest coefficient
Orgamzam?nal performance and HRM Practices were 0.946
-?18 respectively. These coefficients of the Test-retest of the
which influence one another and the problem (organiz: nents indicate that each instrument has a high external
performance) in a chain link factors, the researchers might be aske lity. The inter item consistency reliability was examined with
identify the crucial factors associated with the problem, rathe mbach’s Alpha test. The results of Cronbach’s Alpha test for
establish a cause- and — effect relationship. Here the ional performance and HRM Practices were 0.905 and
investigated the effect of HRM practices on org Wwhich suggests that the internal reliability of each inst;-ument is
performance .Therefore; the type of the investig .
correlational. Variables are neither manipulated nor controlled
study. Hence, the study was conducted in a noncontrived settin
the data for this study was collected at a single point if
(Sekaran, 2006), the study was cross sectional in time hy
main focus of the study was explaining the several facto
contribute to organizational performance in the manufacturi
in small and medium sized firms. For that, this survey

out in 150 manufacturing firms in Western Province in
during the period from February 2009 to September 2009,
for this study was selected from the firms given by thi
Development Board and Ministry of Industrial Developn
unit of analysis was al the organizational level. In order
the perceived degree of Organizational performance, a q

Methodology
Purpose of the study was hypotheses testing since the study was:
to establish relationship between HRM practices and organiz
performance. In the view of Sekaran (2006), there are multiple |

- content \(alidity of the instrument was ensured by the
tualization  and operationalization of the variables based
€. The dimensions and elements of the variables were
carefully after having conceptualized the working
}:ased on the literature. All the instruments had a high
f internal consistency reliability (alpha). These evidences
the content validity of the instruments of this study. The
validity _°f the variables of the study was ensured by the fact
-correla.tlon analysis support the hypotheses formulated
e re:]at:onship between the independent variable and the
variable.
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1. Analysis
1.1.  Univariate Analysis

The frequency distribution analysis was made individually for
variable of Organizational Performance. The frequency distribution 0
Organizational Performance is presented in the table7.1. As indicatet
by the table 7.1 the mean value of the distribution is 4.9133. Then
organizational performance of the firms (respondents) is “High".
skewness and kurtosis of the distribution are -0.481 and 0.111w
indicated that the data recorded for the organizational perform
are approximately normally distributed.

The ﬁ-eql..lency distribution analysis was made individually for the

in variable of Human Resource Management Practices only. As
dicated by the table 7.3 the mean value of the distribution is 4.5067.
hen the Human Resource Management Practices of the firms
‘nd'ents) are “Good/High”™. The skewness and kurtosis of the
bution are -0.072and -0.292 which indicated that the data
.rdt-:d for the Human Resource Management Practices are
proximately normally distributed.

ble 7.3: Statistics of the Distribution of H
uman R
agement Practices of the Sample R

Table 7.1: Statistics of the Distribution of Organization: T
Performance of the Sample e 4.5067
Medisn 5.0000
Mean 49133 ude 5.00
Median 5.0000 Std. Deviation 74857
Mode 5.00 Skewness 072
Std. Deviation 76795 Kurtosis ~202
Skewncss -481 Source: Survey data 2009
Kurtosis 11 : y
hown in table 7.4, out of 150 firms, 77 have good Human

Irce Managcment_ Practices. 12 firms do not practice Human

_ Managgment properly; hence their Human Resource

ment Practices are low. Only 11 firms haye very good HRM
which are 7.3%. 61 firms” HRM practices are satisfactory.

I'ieLeve!s of Human Resource Management Practices of

Source: Survey data 2009
Levels of Organizational Performance of the sample are shown
table 7.2. According to that table, out of 150 firms, 113 ha
Organizational Performance. Only 7 firms have low Organi:
Performance.30 firms have moderate Organizational Perfo
As a whole, 95.3% firms of the sample are included in the I

Organizational Performance of equal or more than four (OP;
Table 7.2: Levels of Organizational Performance of the Frequency | Percentage | Cumulative Percentage
i - 12 8.0 80
Level /Scale | Frequency | Percentage | Cumulative Percentage 61 40.7 48.7
3.00 7 4.7 4.7 . 66 44.0 92.7
4.00 30 20.0 L ' 1 7.3 100.0
5.00 82 54.7 79.3 [ 150 100.0 =
6.00 31 20.7 100.0
Total 150 100.0 Source: Survey data 2009

Source: Survey data 2009



126 W.A.S Weerakkody /AN Ediriwe Empirical Investigation of the Impact of Human Resource Management 127

Table 7.8: Correlations among Sub Instruments of Human
ource Management Practice and Organizational Performance

1.2.  Bivariate Analysis
The Bivariate analysis includes the correlation analysis which

used to investigate any relationships between HRM practices whic
the primary variable of this study and organizational Performan = AR el
among sub instruments of Human Resource Management F E g mg g § o el CO -
and Organizational Performance. Using the Pearson Pro T g |EglEElE B |=p 3 g
Movement Correlation with one-tailed test of significance, g |z |EZ EE i |2 FE| 8 %
Correlation analysis was made to investigate any relationships. o i Sl
3 ] Coreltion | g
According to the results of the Pearson’s correlation shown in Sig. D000
table 7.6, there is a positive significance between Human Resourc (1-ailed) f
Management Practice and Organizational Performance of the fii Pearson 1.000 =
(respondents). Correlation : w'
Sig. 0.000
Table 7.6:  Correlation between Human (1 -tailed)
Management Practice and Organizational Performance E"”“?“_ 1.000 0452%%
Human Resource Sig
:::s%:mm (I-tailed) 0.000
Human Resource | Pearson 1.000 0.474%* :‘m?ﬂ, 1.000 0.308%
Management Correlation e
Practice Sig. (1-tailed) 0.000 Sl 0,000
**Corrclation is significant at the 0.01 level (1-tailed). st
Source; Survey data 2009 ‘Correlati LY LR
Pearson correlation between the two variables is 0.474, 3. 0.000
i : i O G (1-tailed)
positive. It shows that there is a positive relationship between Teswon
Resource Management Practice and Organizational Perfor Snirelurion o 0115
Though the relationship is positive it is not much strong. Furt] Sig. 0081
found relationship is statistically significant as correlats (1-tailed) :
significant at 0.01 levels (1-tailed). Thus, there is statistical Pearson 1,000 [ 0.331%*
to claim that Human Resource Management : Correlation i i
Organizational Performance are positively related. S(ije'rm]edj 0000

ation is significant at the 0.01 level (1-tailed).
urce: Survey data 2009

As per the results of the Pearson’s correlation shown in the ta
there are positive significance among all sub instruments of Hi
Resource Management Practice and Organizational Performan

the firms (respondents). son correlations among Recruitment, Selection, Training and

pment, Performance Evaluation, Rewards, Promotion, and
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Health and Safety are 0.414, 0.391, 0.287, 0.162, 0.369, 0.087,
0.248 respectively, which are positive. The table shows that there a
positive relationships among Recruitment, Selection, Training
Development, Performance Evaluation, Rewards, Promotion,
Health and Safety, and Organizational Performance. Though all tl
relationships are positive they are not much strong. Further, exce
relationship between Promotion (0.081) and Organization
Performance, the other found relationships are stati
significant, as correlations are significant at 0.01 level (1-tail
Thus, there are statistical evidences to claim that Recruitn
Selection, Training and Development, Performance Evalua
Rewards, Promotion, Health and Safety, and Organi
Performance are positively related.

Simple Regression analysis was also done for this study. The
7.9 shows the results.

Table 7.9: Simple Regression Analysis

Variable Human Resource Manage
Practice
Method Linear
R Square 0.225
Adjusted R Square 0.219
F 42.850
Significance 0.000
B-constant 2923
b-Value 0.486
dardized Beta 0474

Source: Survey data 2009

According to the table 7.9, the b value of the equation, the
the regression, is 0.474, which is significant at 1% (sig
0.000). As indicated by adjusted R squared, only 21.9
variance of Organizational Performance is explained

Resource Management Practices with the standardized beta
The F value is 42.850, which is significant at 1% (P=0.00
suggests that Human Resource Management Practi
significantly explained 21.9% of the variance of O
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ormance. The table 7.10 illustrates i i
| v s impact of each sub variable

le 7.10: Simple Regression Analysis for sub variable of HRM

= =] o

8 o

- < 0 e

z g - e ko =

RN - R A R
a |FA |23 & |E | &3

Linear | Linear | Linear | Linear | Linear Linear | Linear

0.322 0.230 0204 |0.095 [0.252 [0.013 0.109

0318 | 0.225 0.199 [0.089 |0.247 [ 0.006 | 0.103

70433 | 44.136 [ 37.959 | 15.560 49.849 | 1.974 | 18.185

0.000 | 0.000 0.000 [0.000 |0.000 |0.162 | 0.000

2295 | 3.084 3.109 |4.178 [1.952 [4.709 | 3.717

0.518 | 0.399 0.368 |[0.199 [0527 | 0.050 0.248

0.568 [ 0479 0452 [ 0308 | 0502 [0.11s 0.331

urce: Survey data 2009

 variance of Organizational Performance
7 . As
‘ quly 199 % pf the variance of Organizational
bl;ta exg[amed by Training and Development with the
; of 0.452. 'Performance Evaluation has significantly
A:. of the variance of Organizational Performance As
-’adjusted R sq_uared, only 24.7% of the variance of
| Performance is explained by Rewards.

.]?:rftable 7.1?, only 31.8 % of the variance of
‘a ormance is explained by Recruitment with the
of 0.568. Selection has significantly explained 22.5

indicated by




130 W.A.S Weerakkody /AN Ediriweera

An Empirical Investigation of the Impact of H Resource M.

131

The F value is 1.974, which is not significant at 1% (P=0.162), which
suggests that Promotion has significantly explained 6 % of the
variance of Organizational Performance.Health and Safety has
significantly explained 10.3 % of the variance of Organizational
Performance. 4

:;deﬁiendent sv.;b variables jointly. The F Value is 14.879, which is

lsu%n cant at 1% (p = 0..000), which suggest that the four independent

‘ vanal?les_have significantly explained 39.5% of the variation i
the Organizational Performance, ;

f h’!:;; strengths of influence that each of the independent sub variable
h on_thc dependant variable. i.e, Organizational Performance was
‘mdgletenmged by the use of multiple regression coefficients of the
Independent sub variables. The influences of each inde endent sub
variable are shown in Table 7.12 4 T

According to the results of Pearson’s Product Moven
correlation analysis between HRM Practices and Organization:
Performance, the correlation coefficient is 0.474, which
significant at 1% (p=0.000). As per the result of simple regress
analysis between the two variables the regression coefficient
0.486, which is significant at 1% (T=0.000). Therefore accord

Table 7.12:
to the results of both tests, the Null Hypothesis is rejected and Influences of the Independent Sub Variables on

Organizational Performance

Alternative Hypothesis is accepted since r >0, and S Bnde .
consequently, relationship is positive. Hence data support ¢ o Smng::.m S‘d‘:‘“’“’f ]
hypothesis that there is a positive relationship between H . £l ! Significance
Practices and Organizational Performance in small and medius =60 0.085 3872 0.000
scale business organizations in Western province. y 0.103 0.078 Tiod Fery
1.3.  Multivariate Analysis 0.215 0.070 2516 0.013
Additionally, As a multivariate analysis, the multiple re; ance Evaluation ool
analysis was used in order to investigate the simultaneous imp ! 0.062 0.015 0.988
all the independent variables on the dependent variable. 0.179 0.091 2.062 0,041
The results of multiple regressions of independent sub g
(Recruitment, Selection, Training and Development, Perfor 0.174 0.037 2,051 0.042
Evaluation, Rewards, Promotion, and Health and Safety) agai i Safety 0.004 0,064 o " ﬂj

dependant variable (Organizational Performance) are shown i
table 7.11 E

nt variable: Organizational Performance
urce: Survey data 2009

Table 7.11: Results of Multiple Regression Analysis

Multiple | R Adjusted R | Standard Errorof the | F ' 3‘ the table 7.12  Recruitment has the strongest significant
R Squarc | Square Estimate rganizational Performance (p<0.05) with a standardized
0650 | 0423 0.395 059748 0.360. Training and Development, Rewards, and Promotion

significant effect (p<0.05) on Organizational Performance

Source: Survey data 2009 :
dardized beta of 0.215, 0.179, and 0.174 respectively.

The square of the multiple R is 0.650, which indicates that :

the variation in Organizational Performance is explained by regression was done in order to find out the extent of

ion of each variable to adjusted R Square value or the total
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explanatory power of the regression model. As shown in the

7.13 the results of stepwise regression indicate that there were fi
predictor sub variables that could significantly contribute to
adjusted R Square value. 4

Table 7.13: Stepwise Multiple Regression Analysis for
Predictors of  Organizational Performance

g % 3 g
ﬂ f
3 : s |Te | T4 <
= = a
3 B e e i
Recruitment 0322 | 0.322 0318 0.400 70.433 )0

Development
Rewards 0398 | 0.020 0.385 0.163 32.116

0.
Training and | 0.378 | 0.055 0.369 | 0.253 44595 | 0.0
0
0.

Promotion 0418 | 0.020 0.402 | 0.189 26.017

Source: Survey data 2009

The results of the stepwise multiple regression analysis indic f
Recruitment has the highest B value contributed 31.8 %
variance in Organizational Performance. Training and Devel
Rewards, and Promotion, contributed about 5.1%, 1.6%, an
respectively. Selection, Performance Evaluation and H
Safety were not found contributing to the total explanatory
suggesting that Recruitment Training and Development, |
and Promotion explained about 40.2% of the varia
Organizational Performance. .
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le 7.14: Summary of Means, Standard Deviations, and
‘orrelation of all Variables and Sub Variables of the Research

'§ o
g 1]
5 £ :
X 5 - E w =}
1 e 5 g éﬁﬁ g § % 'é E :
OEEE R L AR A
= & 2 | & Rl Ea 2 | & |2
ruitme | 5.053 | 08417 | 1
: 3 s
” 4580 | 0.9215 | 0561 |1
R .| 0 5 7er
D | 4906 | 05436 | 042 | 0572 |1
7 9 D“ ek
3686 | 1.1879 | 0.46 | 0517 [052 1
Ve Wi 5 TrE % 5’.
ds | 5.613 | 0.7307 | 0.63 | 0505 042 |04 |1
It _“3 9 4“ & 4" 7"
tion | 4.080 | 1.7552 | 036 | 0.361 030 | 0.63 | 02 |1
0 2 0.‘ % 4“ 0‘. 96’
7' L]
S [ 4833 | 10259 | 043 [0.529 | 053 | 052 |04 [04 |1
T 5 0e% 2o | e | gwe | gos | 520
- *
" 491 |0.767 |05 |047 |04 |03 [05[0.1]03]1
33 95 68% | 9** | 52% | 08* |02 |15 |31
* * * *ok ik

relation is significant at the 0,01 level (1-tailed)
> ion is significant at the 0.05 level (1-tailed)
purce: Survey data 2009

sions
d to be that there is a positive relationship between Human
ce Management Practices and the Organizational Performance.
telation between these variable was 0.474, which is
cant at 0.000 level. This was based on one- tailed tests. This
tion was found to be not strong as it is less than the lower
of strong correlation (0.5).
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=B‘oszel'ira et al (2001) revealed that, HR practices affect performance
not ‘mdividually but as interrelated elements in an internally
consistent HR “bundle’ or system. The results of this study confirm
argument because model thee presented HRM practices as a
bundle. Also the findings are consistent with the explanation of
atmrs_on (}997). He revealed acquisition and development of skills
ection, mf]uction, training and appraisal) are significant predictors
_orgffnxzattonal performance (both change in profitability and
nge in productivity).

The simple regression analysis describes that Human Reso
Management Practices have a positive impact on Organizatio
Performance with the strength of b value of 0.486 (F=45.8
P=0.000). The level of Human Resource Management Practices o
SMEs in Western Province give a measure of Organizationa
Performance and it has a 21.9 % accuracy of predicting. That is 2
% of Organizational Performance is accounted for by Hun
Resource Management Practices

Discussing the level of HRM practices of the small and mediun
scale enterprises in the sample, it was found that they hav
Moderate level of HRM practices with the mean value of 4.5067 |
standard deviation of 0.74857. Accordingly it was found that
practices of SMEs in Western province were good.

it?d.icated by the empirical data, Human Resource Management

ces of SMEs in Western province are good (92% of
.Fxscgrespondents were in moderate and good HRM practices).
an .t:.onal Performance of SMEs is also very high. (20% of
Tprises (respondents) have Moderate, and 75% have high
nizational Performance). Hence, Human Resource Management
uqes .of SMEs in Western province, have positive impact on
iz _n'opa[ Performance, that is a not much strong relationship
that is significant impact.

Findings of correlation and regression analysis empirically co
the arguments given by Khandekar and Sharma (2005). They 0
that, HRM practices (staffing, performance measurements,
and development, rewards and career planning) are pos
correlated to organizational performance. This research findir
further confirmed the findings of Budhwar and  Kato (
They found that, both HRM systems of resourcing-developn
(HRM policies of recruitment, selection ,separation , arrangel
individual and team training and development, monitoring trair
and development, work design, performance appraisal ) and re
relations(;job evaluation compensation, promotion arran
,benefits, employee participation, employee involv he simple regression analysis descri !
communications and health and safety) positively ¢ impact on organizatigsnal perfor;fnc?i:rit;ec ﬂt;:ms;:gtgthhasf:
organizational performance, thus, supporting Hypothesis three. 0.518 (F = 70.433, P = 0.000). The level of : m‘:ent
_of SMEs in Westem Province give a measure of
zational performance and it has a 31.8 % accuracy of
2. That is 31.8% of organizational performance is accounted

ording to the results of sub variable of HRM practices under the
rch _mod'el three the correlation between recruitment and the
N npnal performance was 0.568 and at it was significant at
0. This correlation was found to be strong as it is more than the
bound of strong correlation (0.5).

Also the findings support Kerr and Way’s (2004) finding
provided more evidence that good HR practices (high pe
work systems) are strongly associated with superi
performance, even in small firms. More over, the rel
between high performance work systems and firm effectivel
significant (r = 0.184; p<.05, one tail test).

tiple regression analysis also revealed that recruitment had
ant effect on human resource outcomes with the b value of
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0.329 (significant = 0.000). The results of the stepwise the multiple
regression analysis indicated that recruitment is contributing to the
total explanatory power of the research model three. Hence,
recruitment was found to be significant predictor of organizational

Discussing the level of recruitment of the small ‘and medium
enterprises in the sample, it was found that they have a Good ley
recruitment with the mean value of 5.0533 and standard deviation
0.84175. Accordingly it was found that recruitment of SMEs in
Western province was good.

This study showed empirical positive relationship between HR
practices and Organizational Performance. As noted in the literatu
review and discussion some prior research findings (Mayrhofer et
2002; Mazzarol, 2003; Kerr and Way, 2004; Grip and Sieben 2!
Khandekar and Sharma, 2005; Budhwar and  Kato, 2006)
consistent with the findings of this study. Even though, this s
showed empirical positive relationship between HRM practices

Performance is accounted for by Human Resource Mans
Practices. That means, there might be other 79% of unexp
variables. Perera (2005) found that, successful busines!
businessmen posses greater management related factors (v
recovery, new designs technology used, marketing skills, fi
management, and emphasis on quality) and personal characteri
time consciousness, purpose of doing a business, change the bl
with new ideas, outside business relationships, and motivatio
something extremely well) than failed entrepreneurs. Furtl
revealed that, personal characteristics have a higher influence
management related factors for the success of small scale b

The characteristics of the owner-manager (e.g. managem
level of managerial education and experience and personal
appear to have a direct influence on the company structure.

the nature of HRM policy and i ithi i
! practice within the small business
T(Mazzarol, 2093). He has highlighted the importance of the owner-
iqmmfger learning to delegate responsibility, develop team work and
put in place forn"mal processes to achieve enhanced productivity,
lo?'ee commitment and reduced turnover. The owner’s

commitment to such processes (employee partnerin, iti
iw iy ployee p. g) appears critical

ceordingly, unexplained variables might be consisted of such
bles and chts which were explored by Perera, (2005);
azzarol, 2003) in small and medium scale enterprises in Sri Lanka’
ther, In Sri Lankan small & medium enterprises, the owner is the
cal factor. S/he involves in each & every activity in the process
T emple s/he does recruitment, pay & benefit activilies:
l_mary matters ete. Owner is central to the all organizational
tivities. Tl_lelr.dedicaﬁon & commitment is very high. They know
out _the objectives than anyone else in the organization. They do all
ties keeping those objectives in their minds. Their professional
8 imOV{ledgc might be poor but they know what to do to achieve
ational objectives. Professional HR knowledge may not
-hel}:{ them to achieve their objectives. But they have special
]edge‘ in operational activities, They can go for targets and
objectives due to the commitment & dedication.

Performance, only 21.9 % of Organ

ecommendations and Implications
ing to the research there is a significant positive relationship
/ een HR practices & organizational performance,

il most. of HR practices are handled by the owner or the
himself. Intuitively he knows what practices the
y should h'ave to achieve high organizational performance,
;ﬂ-’lﬁ.}' are visionary people. In the Sri Lankan context many
izations have very good HR systems and practices which
‘entire or_ganimtion. But in SMEs we can’t that much of very
_:M practices due to lack of knowledge of owners. But if the
or entrepreneurs of these firms can be trained about good
tices they will adopt that knowledge to their organizations.

Library
Univarsity of Kelaniva
Sni Lanka -
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When the Company gradually develops the owners or entrepreneu
need 1o take good and quality people to the organization. The
they believe HR practices such as Recruitment, Selection, T &_ Dy
When the HR practices play a good role in the organiz
automatically quality employees are recruited and retained in
organization.
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