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Abstract

There has been growing interest in the relationship between HRM practices and organizational performance, but
few studies have provided evidence supporting this relationship by considering the moderating effect of CEO
support. Therefore, this study intends to examine the effects of various HRM practices on organizational
performance and the moderating effect of CEO support on the relationship between HRM practices and
organizational performance through a survey on 215 Chinese firms. The results indicate a positive relationship
between HRM practices and organizational performance and verify the moderating effect of CEO support on this
relationship. This study is the first one on demonstrating the moderating effect of CEO support on the
relationship between HRM practices and organizational performance in the context of Chinese firms. These
findings may help adding knowledge to the Chinese firms’ CEOs while considering about making HR policies
and HRM activities which are mainly decided by their attitudes and participations.
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1. Introduction

In recent years, firms have been urged to adopt a variety of performance-enhancing or progressive HRM
activities to increase their market share and improve their competitiveness in the global market because HRM
plays a critical role in firms’ success by having considerable influence on organizational performance. Therefore,
strategic HRM is expected to help firms achieve better organizational performance. Abundant studies have
documented the significant relationship between HRM practices and organizational performance. Jacob & Jolly
(2012) studies demonstrated that high commitment levels on behalf of the workers are possible when appropriate
HRM practices are used. Katou (2008) noted that HRM practices have direct effects on employee attributes such
as skills, attitudes, and behaviors (the so-called HRM outcomes), which in turn can enhance organizational
performance. Pfeffer (2000) observed that HRM practices reflect an essential method for sustaining
organizational performance.

Although, it is generally known that HRM practices are positively related to organizational performance, there
remains a need for more robust evidence supporting the HRM-performance relationship in various cultural
contexts (Yazam & Ahmid, 2011). Here another issue is that many researchers have questioned this relationship
(Katou, 2008; Gerhart, 2005). Based on these theorems, Becker and Gerhart (1996) suggested some intermediary
steps- some moderators’ existing in the relationship. Previous studies of HRM practices and organizational
performance have found CEO support to be a critical factor influencing the successful implementation of HRM
practices and thus organizational performance (Smith, 1991; Martinez, 1993; Seal, 1991; Williamson, 1993).
Therefore, this study examines whether there is a positive relationship between HRM practices and
organizational performance and whether CEO support moderates this relationship.

2. Theoretical Background

As indicated earlier, several studies have tested the relationship between HRM practices and organizational
performance and generally provided support for this relationship. In fact, recent studies have gone beyond the
analysis of the relationship between various HRM practices and organizational performance, identifying the
mechanisms through which HRM practices influence organizational performance (Boselie et al., 2005; Collins &
Smith, 2006; Hailey et al., 2005). Recent reviews of research on this relationship have questioned the
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methodological rigor of previous studies (Wall & Wood, 2005). This suggests that it is premature to conclude a
positive relationship between HRM practices and organizational performance.

In addition, HRM activities such as training, employee participation, compensation, and worker assignment
through recruitment and selection processes and internal labor markets have been found to be positively related
to firm performance (Kaufman, 1992; Terpstra & Rozell, 1993; Bartel, 1994). HRM activities can influence the
organization indirectly by improving employees' skills and quality and indirectly by increasing their motivation
(a system of incentives and an internal job market). Previous studies have generally investigated the relationship
between the HRM system and firm performance at the firm level.

In terms of recruitment and organizational performance, studies have shown that valid recruitment tests are
useful for recruiting employees (Schuler & Jackson, 1987) and that an effective recruiting process is positively
related to organizational performance (Terpstra & Rozell, 1993; Martell & Carroll, 1995). The staff recruitment
process plays an essential role in the process of workforce planning. Although recruitment is one of the most
difficult tasks facing firms, it has considerable influence on organizational performance, which depends on the
right number of workers, appropriate skills, and motivated workers with positive behaviors for organizational
performance (GrOBler & Zock, 2010). In sum, previous studies have demonstrated a positive relationship
between the recruitment process and organizational performance (Terpstra & Rozell, 1993).

With respect to training and organizational performance, an organization’s HR training and development (T&D)
system is a key mechanism through which employees acquire necessary knowledge, skills, and attitudes for
achieving organizational goals and gaining a competitive advantage (Peteraf, 1993). It is well known that highly
knowledgeable and skilled employees enhance productivity, improve the quality of goods and services, bring
about positive process changes, and facilitate the delivery of quality services to customers. In other words, they
enhance organizational competitiveness and performance (Yazam & Ahmid, 2011). Burke and Day (1986)
indicated that training has a positive effect on the level of performance.

Many researchers have found that employee participation has a positive effect on organizational performance
(Wagner, 1994; Verma, 1995) and increases employees’ satisfaction and productivity (Pfeffer, 1994). In addition,
profit-sharing programs are more likely to be effective when they involve employees’ participation in
management (Blinder, 1990). Therefore, work systems entailing employees’ participation enhance their
motivation as well as their ability to influence work flow quality.

Many studies have examined the effects of incentive compensation on firm performance and found that an
advanced compensation system can be a potential source of competitive advantage (Gomez-Mejia & Wellbourne,
1988). A compensation system based on excellence can increase employee performance (Delaney & Huselid,
1996) in the same way as a profit-sharing system increases productivity and improves performance by, among
others, reducing absentecism (Kaufman, 1992).In reality, compensation and rewards leads to employees’
motivation, commitments, satisfactions(Katou, 2008; ALDamoe, Yazam & Hamid, 2013) and eventually can
enhance productivity, sales, and overall organizational performance (Delaney & Huselid, 1996; Dreher, 2006).
Therefore, there is clear evidence that compensation and reward have considerable influence on organizational
performance. Thus the proposed hypothesis is:

HI: HRM practices have positive effects on organizational performance.
H I-1a: Recruitment has a positive effect on financial performance.

H 1-1b: Recruitment has a positive effect on nonfinancial performance.
H [-2a: Training has a positive effect on financial performance.

H 1-2b: Training has a positive effect on nonfinancial performance.

H [-3a: Participation has a positive effect on financial performance.

H [-3b: Participation has a positive effect on nonfinancial performance.
H [-4a: Compensation has a positive effect on financial performance.

H 1-4b: Compensation has a positive effect on nonfinancial performance.

Top management’s leadership is crucial and central to the implementation of TQM/HRM practices in any
organization (Ahire, 1996; Li, Chen & Cheung, 2000; Sureshchandar et al., 2001, 2002). An important condition
for an effective policy statement by an organization is support by top management, such as the CEO's cognition
and will (Smith, 1991; Martinez, 1993; Seal, 1991; Williamson, 1993; Laabs, 1991; Losey, 1993). CEO support
is one of the most important forms of organizational support because it facilitates all management activities. For
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the effective implementation of performance-based HRM practices, the necessary management competence
includes the HR department and CEO-related factors. Becker and Huselid (1998b) suggested that organizational
performance can increase if CEOs are more concerned about performance-based HR policies or if they
participate actively in HRM activities. Bowen and Ostroff (2004) emphasized the role of a consensus between
managers in delineating their concept of a “strong” HRM system and hypothesized that a strong HRM system is
more likely to increase firm performance. Rynes and Rosen (1995) found that top management’s support is
related to the adoption and success of diversity training programs and influences organizational performance. In
general, the role of CEO support in strategic decisions and choices is conceptualized as a process influencing
organizational performance. In other words, CEO support may be an important factor influencing the
relationship between HRM practices and organizational performance. Thus the proposed hypothesis is:

H2: CEO support moderates the relationship between HRM practices and organizational performance.
H 2-1a: CEO support moderates the relationship between recruitment and financial performance.

H 2-1b: CEO support moderates the relationship between recruitment and nonfinancial performance.
H 2-2a: CEO support moderates the relationship between training and financial performance.

H 2-2b: CEO support moderates the relationship between training and nonfinancial performance.

H 2-3a: CEO support moderates the relationship between participation and financial performance.

H 2-3b: CEO support moderates the relationship between participation and nonfinancial performance.
H 2-4a: CEO support moderates the relationship between compensation and financial performance.

H 2-4b: CEO support moderates the relationship between compensation and nonfinancial performance.

Firm size and age (two control variables) may influence organizational performance in various contexts (Robert
& Kim, 2007).

Based on the above discussion, Figure 1 shows the aforementioned relationships.
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Figure 1. Research model

3. Methodology
3.1 The Population and Sample

Data of appropriate breadth and depth were obtained by e-mail. Firm-level data were collected by questionnaires
mailed to CEOs or senior HR managers. A total of 780 questionnaires were sent, and 215 reliable responses were
obtained. Among the respondents, 60.4% were SMEs, and 39.6% were large firms. In terms of firm age, 161
were in existence for less than 20 years, accounting for 74.8% of the sample, and 54 existed for 20 or more
(25.2%). The first mailing returned 172 responses, and the second mailing, 43. Non-response bias was assessed
through a comparison between early and late respondents in terms of key constructs, including firm size (the
number of employees) and firm age based on a t-test (firm size: p=0.160; firm age: p=0.500). Therefore,
non-response bias was not a serious issue. The data were coded and then analyzed using SPSS 19.0.
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The questionnaire had five parts (including demographic statistics). The three main parts were HRM practices,
CEO support, and organizational performance. In addition, usual information on firms and respondents was
obtained. In addition to demographic information, all the variables were measured on a five-point Likert-type
scale ranging from "strongly disagree" (1) to "strongly agree" (5). This scale measured the extent to which the
respondents agreed or disagreed with each statement. Table 1 shows the variables, the number of items for each
variable, and sources.

3.2 Analysis

The descriptive statistics were all results by minimum 1 and maximum 5. The highest absolute value of
skewness was 0.903, and that of kurtosis was 2.009. They are all in accordance with the normal distribution of
skewness<|2|, kurtosis<|4| (Hong, 2008). In addition. the KMO value was 0.893. Based on the Bartlett test of
sphericity, the significance of the model was .000 (¥."=2941.362/d.f=435), which indicates no common method
bias. The results of the exploratory factor analysis indicate seven factors with eigenvalues exceeding 1. The most
representative factor accounted for 31.987% of the variance. The best fit was determined through a principal
factor analysis with Varimax rotation. The moderating variable—CEOQ support—was originally composed of six
items. However, because one item (item 1) had a low factor loading, it was omitted. All other loadings exceeded
0.50, and therefore the remaining items were considered to be significant. In general, the reliability coefficient
should be greater than or equal to 0.60, and a coefficient exceeding 0.80 is considered to indicate a high level of
reliability (Fraenkel & Wallen, 1996). In this study, Cronbach's alpha was used for the reliability analysis. With
the exclusion of item 1 for CEO support, Cronbach's alpha for CEO support was 0.838. Therefore, Cronbach's
alpha for all relevant variables exceeded 0.60, indicating sufficient internal consistency.

Table 1. Factor analysis

Item Nfp Fp CEOs  Tra Par Com Rec

&

My firm strengthens intellectual property rights. 772
4. My firm develops new products. .647
2. My firm’s price competitiveness is increasing. .635
5. My firm’s customer satisfaction is increasing. 627
3. My firm’s product cost savings are increasing. 615

1. My firm’s quality and performance are increasing. 491

1. My firm’s sales are increasing. 795
5. My firm’s general business performance is increasing. 7154
2. My firm’s profits are increasing. 702
4. My firm’s market share is increasing. .680

3. My firm’s productivity is increasing. 552

5. The CEO supports the HRM system.. 746
3. The CEO recognizes the HR department as a strategic 721
partner. 705

4. The CEO is directly involved in HRM activities. 568

6. The CEO believes that HRM activities can improve 567
performance.

2. The CEO facilitates fair personnel management.

2. My firm provides opportunities for education and 801

training on a regular basis. 753
4. My firm has regular educational and training programs. 751

1. My firm has extensive educational and training 747

programs.

3. My firm has formal educational and training programs.
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1. My firm involves employees in the decision-making 816
process. 768

2. My firm has top managers requesting subordinates to 756

participate in the decision-making process.
517
3. My firm provides employees with opportunities to

participate in improving the workplace.

4. My firm’s top managers and employees communicate

smoothly.

1. Performance items reflect work characteristics. 796

2. Performance items reflect job requirements for individual 77
employees. 775

3. Performance items are objective without performance

estimators’ prejudice.

2. My firm formulated exactly the contents of new 742
employees’ required skills and abilities. 716

1. My firm tries to implement various programs to attract 583
more capable employees.

3. My firm pays close attention to the basic quality of
employees.

Eigenvalue 9.596 2.260 1.764 1.599 1.321 1.304 1.232
% of the variance explained 31.987 7.534 5.880 5.329 4.404 4347 4.108
Total variance - 39.521 45401 50729  55.133  59.480 63.588
Number of measured items 6 5 5 4 4 3 3

Cronbach’s alpha 0.615 0.849 0.795 0.808 9.838 0.846 0.815

Note. CEOs=CEO support, Com=Compensation, Fp=Financial performance, Nfp=Nonfinancial performance, Par=Participation,

Rec=Recruitment, Tra=Training.

In the correlation analysis, all correlation coefficients should reflect a normal distribution ranging from -1.00 to
+1.00 (Kline, 2005). Table 3 shows the correlation coefficients of the variables. Most were significant at the 0.01
level.

Table 2. Correlation analysis

Variable Means SD Age Size Rec Tra Par Com  CEOs Fp Nfp

Age 2273 1.002 1

Size 5811 2386 .567** 1

Rec 3940  .599 .044 .028 1

Tra 3.783 744 .088 103 .401%* 1

Par 3.648  .661 -032  -.034  339%*  414%* 1

Com 3.629 745 101 097 305%*  344%*  354%* 1

Ceos 3.697  .587 -009  -019  369%* 434%%  527%*  489** 1

Fp 3.588  .635 .090 -083  279%*  351%*  341%*  375**  543%* 1

Nfp 3.596 591 A71% 0 178%% 344%*% 423%% 4Q3%*  3R2FE 551k 613%* 1

Note. ** and * denote significance at the 0.01 and 0.05 levels, respectively (two-tailed).

As shown in Table 4, all the tolerance values were less than 1, and the VIF values were well below the common
threshold of 10.00, indicating that multicollinearity was not a serious issue (Hair et al., 2010).
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Table 3. Multicollinearity

Dependent Variable Multicollinearity
Limit of Tolerance VIF

Recruitment 71 1.297
Training .697 1.435
Participation .665 1.503
Compensation 715 1.399
CEO Support .507 1.972
Financial Performance .676 1.479

Note. The dependent variable was nonfinancial performance.

3.3 Regression Analysis

The effects of control variables (firm size and age) on organizational performance were analyzed, although none
of their paths were addressed by the hypotheses. According to the results, neither firm size nor firm age had
significant positive effects on HRM practices and organizational performance. Therefore, the proposed
relationships were verified regardless of firm size and age.

The results show that all F-values were significant and that all regression analyses were suitable. More
specifically, the standard coefficients were =0.165 (p<0.05) for training and financial performance, p=0.164
(p<0.05) for participation and financial performance, and p=0.227 (p<0.05) for compensation and financial
performance. This indicates positive relationships between training and financial performance, between
participation and financial performance, and between compensation and financial performance. The standard
coefficients were =0.128 (p<0.05) for recruitment and nonfinancial performance, $=0.202 (p<0.05) for training
and nonfinancial performance, $=0.219 (p<0.05) for participation and nonfinancial performance, and $=0.179
(p<0.05) for compensation and nonfinancial performance. Therefore, there were positive relationships between
recruitment and nonfinancial performance, between training and nonfinancial performance, between
participation and nonfinancial performance, and between compensation and nonfinancial performance.

Table 4. Regression analysis of linear relationships

Organizational Performance

Dependent Variable Financial Performance Nonfinancial Performance
B !(t-value) Sig. B (t-value) Sig.

Control Variable
Firm Age’ .039(.529) 597 .080(1.151) 251
Firm Size® .025(.088) 736 .098(1.401) .163
Independent Variable
Recruitment .088(1.270) 205 .128(1.982) .049
Training .165(2.288) .023 .202(2.982) .003
Participation .164(2.315) .022 .219(3.305) .001
Compensation .227(3.325) .001 .179(2.795) .006
R’ 229 318
Adjusted R? 206 298
F-value 10.221 .000 16.098 .000

Note. 1: B=standard coefficient (n=215); 2, 3: natural log (two-tailed).
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For the moderating effects, the three-level method suggested by Baron and Kenny (1986) for investigating
moderating variables was employed. The first level focuses on control and independent variables; the second one,
on moderating variables; and the third one, on interaction effects of independent and moderating variables. In
this study, mean centering ((independent variables-mean of independent variables)*(moderating variables-mean
of moderating variables) was applied (Aiken & West, 1991).

Table 5. Moderating effects on financial performance

Dependent Variable Financial Performance ()1

Level 1 Level 2 Level 3
Control Variable
Firm Age’ .039 .049 .044 .012 .024 .031
Firm Size’ .025 .043 .035 .025 .037 .051
Independent Variable
Recruitment(A) .088 .042 .019 .001 .035 .041
Training(B) .165% .097 .079 .080 .105 .081
Participation(C) 164%* .034 .035 .055 .022 .037
Compensation(D) 227%* .106 .102 .085 .097 .095
Moderate Variable
CEO Support (E) A413%%* A412%* 376%* .388** 374%%*
Interaction Term
AxE 103"
BxE 233%%*
CxE 156%*
DxE 0.153*
R? 229 327 336 372 349 347
AR? - .098%* 0097 .045%* .022%* .020%*
F 10.221 14.296 12.977 15.205 13.737 13.636

Note. 1: B=standard coefficient (n=215); 2, 3: natural log; 'p<.10, *p<.05, **p<.01(two-tailed).

According to the results, as testing the moderating effect of the CEO support on the relationships between HRM
practices and financial performance, except recruitment and financial performance, the financial performance's
explanatory increment(AR?=0.009) was not significantly increased while others were significantly increased as a
result of the addition of the interaction variable. The coefficients were f=0.233 (p<0.01) for the interaction effect
of training and financial performance, p=0.156 (p<0.01) for that of participation and financial performance, and
B=0.153 (p<0.05) for compensation and financial performance. The results indicate that CEO support moderated
the relationships between training and financial performance, between participation and financial performance,
and between compensation and financial performance. Meanwhile, as testing the moderating effect of the CEO
support on the relationships between HRM practices and nonfinancial performance, there were no significant
nonfinancial performance’s explanatory increases as a result of the addition of the interaction variable except
training. The coefficient for training and nonfinancial performance was f=0.121(p<0.05), whereas the other
coefficients were not significant. In this regard, it can be concluded that CEO support moderated the relationship
only between training and nonfinancial performance.

These results provide support for H1 except for HI-1a. In addition, they provide support only for H2-2a, H2-3a,
H2-4a, and H2-2b.
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Table 6. Moderating effects on nonfinancial performance

Dependent Variable Nonfinancial Performance ()1

Level 1 Level 2 Level 3
Control Variable
Firm Age’ .080 .089 .088 .070 .080 .089
Firm Size’ .098 114 112 105 112 1157
Independent Variable
Recruitment(A) 128* .087 .079 .065 .084 .087
Training(B) 202%* .140* 134% A31# .143* 139*
Participation(C) 219%** 101 .101 Ad12% .096 .101
Compensation(D) 179%* .069 .067 .058 .065 .068
Moderate Variable
CEO Support (E) 377** 37TH* 358%* 368%* 376%*
Interaction Term
AxE .034
BxE A21#
CxE .058
DxE .006
R? 318 400 401 413 403 400
AR? - .082%* .001 .012% .003 .000
F 16.098 19.646 17.178 18.002 17.329 17.019

Note. 1: B=standard coefficient (n=215); 2, 3: natural log; Tp<.10, *p<.05, **p<.01(two-tailed).

4. Discussions and Conclusions

This study investigates the relationships between HRM practices and organizational performance by focusing on
the moderating effect of CEO support. The results reveal that HRM practices, training, participation, and
compensation had positive effects on financial performance and that recruitment, training, participation, and
compensation had positive effects on nonfinancial performance. CEO support moderated the relationship
between HRM practices and financial performance and that between training and nonfinancial performance.

The results are consistent with the findings of Kotey and Meredith (1997) and Heneman and Berkley (1999),
who found positive relationships between specific HRM practices and organizational performance except for
recruitment. Although most studies demonstrated positive relationships between strategic recruitment and firm
outcomes for Chinese firms, particularly for small and medium-sized ones (Zheng et al., 2006), in our data, the
respondents were those CEOs or general leaders who maybe not participate in the recruitment process directive,
then some uncontrollable bias were inevitable. Therefore, the results do not verify a positive relationship
between recruitment and financial performance. In addition, the results are consistent with the findings of
previous studies demonstrating the significant positive effect of training activities on organizational performance
and suggest that these activities represent "best practices" based on the findings of Pfeffer (1994) and Delaney
and Huselid (1996). On the other hand, the results indicate that CEO support moderated the relationship between
training and nonfinancial performance but not the relationships between other HRM practices and nonfinancial
performance. This suggests that training activities can be considered an important factor in the initial stages of
gaining a competitive advantage, as indicated in Barney (1991). The validity of the results may be limited
because the regression models rely on the assumption that HRM activities influence financial as well as
nonfinancial performance, which is consistent with Harel and Tzafrir (1999).

The results suggest that recruitment, training, participation, and compensation can enhance HRM effectiveness
and sales per employee when the CEO acknowledges the firm’s HR department as an important part of
management and directly participates in or support the department. Therefore, CEO support can be viewed as an
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essential factor in HRM practices as well as in other management activities. In terms of HR-based CEO support,
it is important to make the CEO perceive the importance of strategic HR policies and activities. If managers have
negative attitudes toward the HR department or HRM activities, then the organization cannot gain a competitive
advantage or enhance its performance regardless of the quality of its personnel management or HRM practices.

The results reveal that the implementation of HRM practices remains in the initial stages in China. This may be
because private enterprises, particularly small and medium-sized service firms, still tend to focus more on profits
than on paying out a lot of money in pursuit of strategic HRM practices. That is, Chinese CEOs have yet to
consider HRM practices as critical. However, CEOs of state-owned enterprises may fare better because they can
employees with training opportunities or sufficient compensation on a regular basis without being heavily
limited by the need to make profits.

In this study, 60.4% of the respondents were SMEs, and 39.6%, large firms. In this regard, the study contributes
to the literature on SMEs’ HRM practices of Chinese firms. In addition, manufacturing firms accounted for 26%
of the sample, whereas other types of firms, 74%. Therefore, this study also contributes by considering HRM
practices in various business fields of Chinese firms. Finally, the study demonstrates the moderating effects of
HR-based CEO support and verifies that it is more important than other factors.

5. Limitations and Future Research

This study investigates the relationship between HRM practices and organizational performance and the
moderating effect of CEO support on this relationship. Although its methodology and data collection method are
rigorous in nature, it has some limitations.

One limitation derives from its characteristic of the data collection. The respondents were those working for a
limited number of Chinese firms. Because different cities have different cultures, the results, which are based on
a small number of firms, may not fully reflect the characteristics of firms across China. In this regard, future
research should consider larger samples.

In addition to sample size, a more diverse range of firms should be considered, which should enhance the
reliability, validity, persuasiveness, and universality of collected data. Further, future research should focus on
mediating and moderating variables because mediating variables may be closely related to some HRM outcomes,
whereas moderating ones, to some HRM practices. Another interesting avenue for future research is the
investigation of the effects of ownership and labor unions in the context of Chinese firms. China is a socialist
state but has a rapidly growing economy, and therefore HRM practices may play a critical role in Chinese
organizations. For example, many organizations tend to recruit members of the Communist Party of China
because of their loyalty, but recent recruitment processes have witnessed an increasing number of Chinese firms
paying closer attention to employees' ability and knowledge than to their status. In other words, CEOs are
increasingly focusing on HRM practices. In addition, CEOs are gradually paying attention to employee
compensation. They are not only taking part in determining bonuses but also giving them to employees directly.
In addition, they tend to encourage employees to enhance their individual performance. In other words,
HR-based CEO support can be useful for helping HR departments design or implement HRM practices to
increase employee performance to gain a competitive advantage in China’s modern society.
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